26 CFR 1.404(b)-1T: Method of contribution, etc..other similar financial instrument. Tax-able year ending after July 22, 1998, wil
?ﬁé’g%gflegggiggg g';%ﬂ) efgf(ta‘)’ge%ﬂz s‘()fl()b)'payers argue that the securitization constbe treated as making a change initiated |
404(b); 1.83-6, 1.162-10.) ' " tutes a transfer of property pursuant tthe taxpayer with the consent of the Corr
§ 83 and that this in turn constitutes remissioner. It further provides that the
ceipt by the employees within thé%22 change will be made with a § 481(a) ac
month period, thereby precluding thgustment that will be taken into accoun
application of § 404. Accordingly, tax-ratably over a 3-taxable-year period be
SECTION 1. PURPOSE payers argue that the timing of the deduginning with the first taxable year ending
This revenue procedure provides altefion for the unpaid benefits secured by thefter July 22, 1998.
native 50-percent settlement options t#tter of credit or other financial instru- .07 The House and Senate committe
settle cases in which taxpayers accelef0ent is accelerated to the taxable year theports on § 404(a)(11) state that “no in
ated deductions for accrued employe@enefits accrue, pursuant to the timingerence is intended that the result i
benefits secured by a letter of creditfules of § 83. Schmidt Bakings present law beyond its
bond, or other similar financial instru- -04 InSchmidt Baking Co. v. Commisimmediate facts or that the use of simila
ment. The purpose of this settlement inisioner,107 T.C. 271 (1996), the Tax Courtarrangements is permitted under prese
tiative is to provide options for taxpayer@ddressed the application of the timingaw.” H. Rep. No 364, 105th Cong. 1s
and the Service to expeditiously resolvéules of 88 83 and 404 to the securitizatioBess. 87, 89 (1997); S. Rep. No. 17!
these cases, particularly in light of the reof vacation and severance pay benefittf05th Cong. 2nd Sess.118, 120 (1998).
cent legislative change that specificaIIyNith an irrevocable standby letter of .08 The Conference committee repol
precludes taxpayers from using theseredit. The Tax Court held that the taxen 8§ 404(a)(11) suggests that the Servic
types of financial instruments to accelerpayer was entitled to deduct the benefitsonsider “on a case-by-case basi
ate deductions for accrued employee betnder § 83 in the taxable year the benefifsvhether the] continued challenge o
efits in the future. Settlement of thes@ccrued. The Court concluded that a § &Bese arrangements for prior years repr
cases will relieve both taxpayers and thzansfer of property constitutes receipsents the best use of litigation resources
Service from the burdens associated wittvithin the meaning 8 404 and the regulaH. Rep.No. 599, 105th Cong. 2nd Ses
further development or litigation of thetions thereunder. Based upon the stipul@42, 345 (1998).
cases in the future. tion that the securitization of the benefits .09 In Notice 99-16, 1999-13 |.R.B.
with the irrevocable letter of credit consti-10, the Service provided procedures fc
SECTION 2. BACKGROUND tuted a transfer of property under § 83, theaxpayers to change their method of a
.01 Section 404(a)(5) and the reguIaTaX Cour-t concluded that the b.en-efits:ounting for their first taxable year endinc
tions thereunder provide that deferred vaVere received by the employees within thafter July 22, 1998, to comply with
cation pay is deductible in the taxable’z-month period, so that the employer'ss 404(a)(11). The Service withheld audi
year in which it is paid to the employeeieduction for the benefits was not subjegirotection in connection with the change
and that other deferred benefits are ddo 8 404. The Service has neither apghereby preserving the right to challeng
ductible in the taxable year in which ofP€@led nor acquiesced in that decision. these arrangements for prior taxable yeal
with which ends the employee’s taxable -05 Congress specifically overturned .10 The Service has continued to exan
year in which the benefits are includibldghe decision inSchmidt Bakingvith the ine cases involving these securitizatiol
in gross income. (Special rules, not releenactment of section 404(a)(11), whiclarrangements and has concluded that,
vant to these cases, apply to compensgas added to the Code by § 7001 of thgeneral, they lack sufficient nontax busi
tion provided through a qualified plan orinternal Revenue Service Restructuringess purpose and economic substance
deferred benefits provided through a weland Reform Act of 1998 (RRA), Pub. L.be respected for tax purposes. Althoug
fare benefit fund.) No. 105-206, 112 Stat. 685, 827 (July 22he Service agreed to stipulateSohmidt
.02 Section 1.404(b)-1T, Q&A-2 pro-1998)- Section 404(a)(11) provides thathat, for purposes of that litigation, a
vides that compensation and benefits afer purposes of determining under § 404transfer of property” occurred under the
considered deferred to the extent they atghether compensation of an employee isiles of § 83, a review of the facts of othe
received by the employees more thah 2deferred compensation and when deferrezhses has led the Service to conclude tt
months after the end of the employer'sompensation is paid, no amount isuch a stipulation would not correctly re
taxable year in which the related serviceeated as received by the employee, dlect the facts of those cases. The Servi
are performed. paid, until it is actually received by thereached that conclusion because, althou
.03 Certain taxpayers have deducteemployee. Section 404(a)(11) is effectivéhe employees whose benefits were s
for a taxable year the unpaid portion ofor taxable years ending after July 22¢cured were thereby given certain lege
accrued vacation pay and other benefits998. rights, those rights were of such minima
that the taxpayers secured during the first .06 The RRA provides that a taxpayesignificance that there was no sufficiently
2% months of the following taxable yearchanging its method of accounting taneaningful change in the parties’ rela
by purchasing a letter of credit, bond, ocomply with § 404(a)(11) for its first tax- tionships to support the conclusion tha
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the arrangements rose to the level of .02 Excess accelerated deductiohhe resulting from the change in method of
transfers of property under § 83. Accordexcess accelerated deduction for a taxabdecounting to comply with 8§ 404(a)(11)
ingly, in the majority of cases, the Servicegear is the accelerated deduction for therould be reduced accordingly.
has proposed to disallow the acceleratedxable year less the amount of the accel- .02 Terms of alternative-timing settle-
deductions attributable to the arrangeerated deductions for prior taxable yearsent.
ments. Compare Revenue Ruling 99-14hat were actually received by employees (1) The settlement will cover the tax-
1999-13 I.LR.B. 3. during the taxable year (if vacation paypayer’s earliest open taxable year afte
.11 Disallowance of the accelerated desr during the employees’ taxable yeawhich there is no closed taxable year an
ductions on the basis of those doctrinesnding with or within the taxable year (ifall subsequent taxable years ending on ¢
will be pursued, wherever appropriatebenefits other than vacation pay). Howbefore July 22, 1998.
This analysis requires the Service to evakver, the excess accelerated deduction for (2) The Service will allow 50 percent
uate the facts and circumstances of eache first taxable year covered by a settledf the excess accelerated deduction fc
case with respect to business purpose antent under this revenue procedure igach of the taxable years covered by th
economic substance. Additional fieldequal to the accelerated deduction for thgettlement.

work may be required by examiners tqaxable year. (3) The taxpayer’s method of ac-
more fully develop the issue, particularly counting for the unpaid portion of accrued
with regard to the taxpayer’s nontax busiSECTION 4. SCOPE employee benefits that the taxpayer se

ness purpose for entering into the arrange- 01 In general. The settlement options cured during the first 2 months of the
ment. This may include, but would not b%e.scribed in thi.s revenue procedure arfollowing taxable year by purchasing a
limited to, contact with third parties (such_ "~ Ietter of credit or other similar financial
as the pertinent financial institutions, emgvallable to any taxpayer that deqlucte strument is not changed for the taxabls
ployees, former employees, corporate 0{_0r a taxable year the un_pald portion ofo4 5 covered by the settlement;.
ficers, escrow agents etc.); the use of dg_ccru_e_d e.mployee beneﬁ_ts based on te (4) The taxpayer must change its
positions, summonses, etc., to obtain aﬁecqntlzanon of the bepeflts b.y a Ie_tte_r 0fﬂethod of accounting for its first taxable
relevant testimony and documentatioﬁ:red't’ bond,.or other similar financial In'year ending after July 22, 1998, to comply
pertaining to the implementation of thestrume_nt during the first2months of the with § 404(a)(11).
arrangement (including, but not Iimitedfouow_mg taxablle year. jl'he'employ.ee (a) The § 481(a) adjustment re-
to, any promotional materials, legal opin2€N€fits in question are primarily vacationy,iing from the change will equal the ag-
ions regarding the tax consequences §fY: Put may aiso include other benefity o ate of the excess accelerated dedu
the arrangement, etc.); and any other tecRUCh as severance pay, disability pay, Qfons for all taxable years ending on ot
niques deemed appropriate in order t8CKPay. _ before July 22, 1998 (determined withou
fully establish the purpose for entering -2 Inapplicability. This revenue pro- yeqarq to the special rule in section 3.0:
into the arrangement and to clarify th&edure does notapply to a taxpayer unlegg this revenue procedure for computing
factors that may establish sufficient ecoth® t@xpayer, in accordance with the prape excess accelerated deduction for th
nomic substance to the transactions. ~ cedures set forth in Notice 99-16, 1999¢jrst taxable year covered by the settle
.12 Absent an exception, FICA taxed3 I-R.B. 10, changes its method of acment), and will be reduced by 50 percen
must be deposited within specified time§ounting for its first taxable year endingsf the aggregate of the excess accelerat
after wages are actually or constructivelfter July 22, 1998, to comply with geductions for the taxable years covere
paid. No exception applies to these sec&404(a)(11). by the settlement.
ritization arrangements. Therefore, if thPSECTION 5. OPTION ONE: (b) The § 481(a) adjustment will
Service examines a case and determing\ TERNATIVE-TIMING ’ be taken into account ratably over a 3-tax
that the arrangement should be reSpeCt%%TTLEMENT able-year period beginning with the first
for tax purposes, the Service will asser taxable year ending after July 22, 1998.
the 10-percent failure-to-deposit penalty .01 In General. The Service offers to (5) The Service will not require the
under § 6656 for taxpayers who haveettle the issue with taxpayers subject f@xpayer to change its method of account
failed to timely deposit the employer’sthis revenue procedure by allowing taxing for the unpaid portion of accrued em:
share of the FICA taxes. payers to deduct 50 percent of the accelgployee benefits that the taxpayer secure
ated deduction for a taxable year in th@uring the first 2 months of the follow-
taxable year the benefits accrue and 509 taxable year by purchasing a letter o
.01 Accelerated deductioriThe accel- percent in the taxable year the benefits aféedit or other similar financial instru-
erated deduction for a taxable year is thactually received by the employee (if vament, for taxable years ending on or be
amount of benefits accrued by the taxeation pay) or in the taxable year in whictore July 22, 1998.
payer for the taxable year that became ser with which ends the employee’s tax-gecT10N 6. OPTION TWO: TIME-
cured during the first’2 months after the able year in which the benefits were actuya| yE.OF-MONEY SETTLEMENT
end of that taxable year but were not actally received (if benefits other than vaca-
ally received by its employees within thation pay). For taxpayers choosing this .01 In General. The Service offers to
2¥%-month period. settlement option, the § 481(a) adjustmerseettle the issue with taxpayers subject t

SECTION 3. DEFINITIONS



this revenue procedure in exchange fdhe excess accelerated deductions for tlyear ending after July 22, 1998, to comply
taxpayers paying the government 50 petaxable year, multiplied by the applicablevith § 404(a)(11).
cent of the time-value-of-money benefitax rate for the taxable year of the under- (a) The 8§ 481(a) adjustment re-
the taxpayer derived from deducting th@ayment (overpayment). The applicablsulting from the change will equal the ag-
accelerated deduction for a taxable year tax rate is the highest rate of income tagregate of the excess accelerated dedu
the taxable year the benefits accrue irapplicable to the taxpayer (for exampletions for all taxable years ending on ol
stead of in the taxable year the benefithe highest rate in effect under § 1 for inbefore July 22, 1998 (determined withou
are actually received by the employee (iflividuals or § 11 for corporations). regard to the special rule in section 3.0:
vacation pay) or in the taxable year in (b) Applicable time-value rate. for computing the excess accelerated de
which or with which ends the employee’sThe applicable time-value rate generallguction for the first taxable year coverec
taxable year in which the benefits werequals the average of the quarterly undeby the settlement).
actually received (if benefits other tharpayment (overpayment) rates in effect (b) The § 481(a) adjustment will
vacation pay). under § 6621(a) for the applicable periodde taken into account ratably over a 3-tax
.02 Terms of time-value-of-money setHowever, for a taxpayer that would be enable-year period beginning with the first
tlement. titled to a deduction under § 163(a) for théaxable year ending after July 22, 1998.
(1) The settlement will cover the tax-specified amount if the specified amount ~ (7) The Service will not require the
payer’s earliest open taxable year aftegere treated as interest arising from thixpayer to change its method of account
which there is no closed taxable year anghderpayment of tax, the applicable timelng for the unpaid portion of accrued em-
all subsequent taxable years ending on Qalue rate is computed at a reduced rafdoyee benefits that the taxpayer secure
before July 22, 1998. equaling the average of the quarterly urduring the first 2 months of the follow-
(2) The taxpayer will pay the gov-derpayment (overpayment) rates in effedfd taxable year by purchasing a letter o
ernment a “specified amount” that apunder § 6621(a) for the applicable periocgredit or other similar financial instru-
proximates the time-value-of-money benmultiplied by the excess of 100% over théhent, for taxable years ending on or be

efit the taxpayer has derived fromapplicable tax rate for the taxable year dof°re July 22, 1998.

deducting the accelerated deductions fqpe underpayment (overpayment). _ SECTION 7. PROCEDURES FOR

each of the taxable years covered by the (c) Applicable period.The applic- REQUESTING, PROCESSING, AND
settlement in the taxable year the benefitghle period begins on the due date (WithMPLEMENTII\iG ASETTLEME'NT
accrue instead of in the taxable year thgut regard to extensions) of the return for

benefits are actually received by the emhe taxable year of the underpayment .01 Procedures for requesting the set-
ployee (if vacation pay) or in the taxablgoverpayment) and ends on the due datement.

year in which or with which ends the emvf the taxpayer’s return (without regard to (1) Initiating the request.

ployee’s taxable year in which the beneextensions) for its first taxable year end- (a) In general. A taxpayer that
fits were actually received (if benefitsing after July 22, 1998. wants to request a settlement under thi
other than vacation pay), reduced by 50 (d) Time-value-of-money formula.revenue procedure must submit its reque:
percent. The specified amount is not inThe time-value-of-money benefit for eactfor the settlement in writing to Sharon
terest under § 163(a), and may not be degxable year covered by the settlement Bussell (Vacation Pay Issue Specialist) o
ducted or capitalized under any provisiogomputed using the following formula: ~ or before the later of October 1, 1999, o

of the Code. . the due date of its return (determined witt

(3) The specified amount equals the U*{[1+ (RIBEE)N -} regard to extensions of time) for its first
sum of the time-value-of-money benefi{yhere U = hypothetical underpayment fotaxable year ending after July 22, 1998
(detriment) computed with respect to eacthe taxable year The request must be addressed to the |
taxable year covered by the settlement, ternal Revenue Service, 5990 West Cree

R = the applicable time-value rate Road, Independence, Ohio 44131, Atten

. H if th
reduced by 50 percent. However, if the N = the number of days in the applica;

sum of the time-value-of-money benefit . tion: Sharon Russell (Vacation Pay Issu
(detriment) computed with respect to each ble period Specialist), Exam Branch 2.
taxable year is negative, the specified (4) The specified amount is not re- (b) Taxpayer under examination.
amount will be zero and no refund will befundable or creditable against any federa taxpayer that is under examination or
made to the taxpayer. The time-value-oftax liability of the taxpayer. June 14, 1999, that wants to request a se
money benefit (detriment) with respectto  (5) The taxpayer’s method of actlement under this revenue procedur
each taxable year covered by the settleounting for the unpaid portion of accruednust submit its request to the case matr
ment equals the “hypothetical underpayemployee benefits that the taxpayer seager or group manager having jurisdictior
ment (overpayment), “ multiplied by thecured during the first’2 months of the of the case on or before October 1, 1999.
“applicable time-value rate,” com-following taxable year by purchasing a (c) Service-initiated requestA
pounded daily for the “applicable period.”letter of credit or other similar financialcase manager or group manager ma
(a) Hypothetical underpaymentinstrument is not changed for the taxablmake a settlement offer under this rev
(overpayment). The hypothetical under- years covered by the settlement. enue procedure in a case under their juri
payment (overpayment) for each taxable (6) The taxpayer must change itsliction at any time during the examina-
year covered by the settlement is equal tmethod of accounting for its first taxabletion.



(2) Statement of facts, law, and argution of the amount is not incurred during .03 Procedures for implementing the
ments. The request for settlement mushat year under § 461); and settlement.
include the following information: () a statement that the taxpayer (1) Alternative-timing settlement.

(a) the taxpayer’'s name, addressaccepts the settlement and agrees to the (a) Closing agreement required.
telephone number, and taxpayer identifiterms of this revenue procedure. A taxpayer implementing an alternative-
cation number; (3) Perjury statement.The request timing settlement under this revenue pro

(b) the type of settlement pro-for settlement must be accompanied bgedure is required to execute a closin
posed by the taxpayer (alternative-timinghe following declaration:“Under agreement under 8§ 7121. The taxpaye

or time-value-of-money); penalties of perjury, | declare that | must pay the government any taxes an
(c) the taxable years covered byhave examined this information, in- interest due as a result of the settlement.
the proposed settlement; cluding accompanying documents, and, (b) Contents of closing agreement.

(d) a statement of the materialto the best of my knowledge and belief, A closing agreement finalizing an alterna-
facts, including the amount of the accelerthe information contains all the rele- tive-timing settlement under this revenue
ated deductions and excess acceleratednt facts relating to the request for the procedure must comply with the require-
deductions for each taxable year coveradformation, and such facts are true, ments of Rev. Proc. 68-16, 1968-1 C.B
by the proposed settlement; correct, and complete.”This declaration 770, and must state:

(e) an analysis of whether themust be signed by, or on behalf of, the (i) the name, address, telephone
amounts shown as accelerated deductiotexpayer by an individual with the authornumber, and taxpayer identification num-
for each taxable year covered by the praty to bind the taxpayer in such mattersber of any taxpayer included in the agree
posed settlement were incurred underhe declaration may not be signed by thment;

§ 461 in that taxable year; taxpayer’s representative. (ii) that the issue covered by the
(f) if the taxpayer is proposing an .02 Procedures for processing the re-settlement is the timing of deductions for
alternative-timing settlement under thigjuest. accrued vacation pay and other benefit

revenue procedure, a statement that the (1) Receipt of request acknowledgedunpaid during a taxable year for which the
taxpayer agrees to file amended returns fthe Vacation Pay Issue Specialist, casgaxpayer purchased a letter of credit
reflect the settlement for any affected taxmanager, or group manager (whichever isond, or other similar financial instru-
able years covered by the settlement (napplicable) will acknowledge receipt ofment to secure the benefits during the firs
under examination); the taxpayer’s request for settlement i2% months of the following taxable year;

(g) if the taxpayer is proposing awriting within 15 days of receipt. (iii) the facts and representa-
time-value-of-money settlement under  (2) Factual developmentThe Vaca- tions upon which the taxpayer and the
this revenue procedure, a computation dfon Pay Issue Specialist, case managedervice relied in reaching the agreement;
the specified amount, including the super group manager (whichever is applica- (iv) the definitions of acceler-
porting computations of the time-value-ble) will contact the taxpayer to discussted deduction and excess accelerated ¢
of-money benefit (detriment) with respectiny questions that the Service may haveduction set forth in section 3 of this rev-
to each taxable year covered by the settler ask for additional information believedenue procedure;

ment; to be necessary in order to execute the set- (v) the taxable years covered by
(h) a statement that the taxpayetiement. the settlement;
agrees that the Service is not changing the (3) Notification of acceptanceThe (vi) that the Service is disallow-

taxpayer’s method of accounting for theé/acation Pay Issue Specialist, case maing 50 percent of the excess accelerate
taxable years covered by the settlement;ager, or group manager (whichever is amteduction for each of the taxable year:

(i) a statement that the taxpayeplicable) will notify the taxpayer in writ- covered by the settlement;
has changed or agrees to change itsg when the Service agrees to the (vii) that the Service is not
method of accounting for its first taxablesettlement requested by the taxpayer. Tlianging the taxpayer’'s method of ac
year ending after July 22, 1998, to complyotification of acceptance will set forthcounting for the taxable years covered b
with § 404(a)(11); the material terms and conditions of thé¢he settlement;

() the amount of the § 481(a) ad-settlement. (viii) that the taxpayer is re-
justment required as a result of the change  (4) Withdrawal of request for settle-quired to change its method of accounting
to comply with § 404(a)(11) and, if thement. The taxpayer may withdraw its re-for its first taxable year ending after July
taxpayer is proposing an alternative-timguest for the settlement any time prior t@2, 1998, to comply with § 404(a)(11);
ing settlement, the reduction of theexecution of the closing agreement re- (ix) the amount of the § 481(a)
§ 481(a) adjustment required as a result giuired in section 7.03(1) of this revenuadjustment required as a result of the
the settlement; procedure or payment of the specifiedhange to comply with § 404(a)(11);

(k) a statement that the Service immount as required in section 7.03(2) of (x) that the § 481(a) adjustment
not precluded from challenging thethis revenue procedure. The withdrawalesulting from the change to comply with
amount of the accelerated deduction famust be communicated in writing to the§ 404(a)(11) will be reduced by 50 per-
any taxable year covered by the settle/acation Pay Issue Specialist, case magent of the aggregate of the excess acce
ment on a basis unrelated to the securitager, or group manager (whichever is agrated deductions for the taxable year
zation arrangement (e.g., that all or a popropriate). covered by the settlement;



(xi) that the taxpayer has filed (iif) Time and manner. The Ser-authority to bind the taxpayer in such
or will file amended returns to reflect thevice may require the taxpayer to file thenatters. The declaration may not be
settlement for any affected taxable yearamended returns prior to executing theigned by the taxpayer’s representative.
covered by the settlement; closing agreement, and in no event will (d) Label. The following language

(xii) that the Service is not pre-the amended returns be filed later than 6@ust be either typed or legibly printed at
cluded from challenging the amount ofdays after the date the Service executéise top of the first page of the information:
the accelerated deduction for any taxablde closing agreement. The taxpayer muBAYMENT OF SPECIFIED AMOUNT
year covered by the settlement on a bagsovide a copy of the amended returns tdNDER REV. PROC. 99-26".
unrelated to the securitization arrangethe Vacation Pay Issue Specialist, case (e) Compliance with § 404(a)(11).
ment (e.g., that all or a portion of themanager, or group manager (whichever i& taxpayer implementing a time-value-of-
amount is not incurred during that yeampplicable) at the time it files themoney settlement under this revenue prc
under § 461); and amended returns. cedure must change its method of ac

(xiii) that the taxpayer accepts (e) Compliance with § 404(a)(11). counting and file its returns for taxable
the alternative-timing settlement andA taxpayer implementing an alternativeyears ending after July 22, 1998, in com
agrees to the terms of this revenue procéming settlement under this revenue propliance with § 404(a)(11).
dure. cedure must change its method of ac- .04 Authority to make and accept set-

(c) Review and execution of clos-counting and file its returns for taxabletlement offers.
ing agreement.The Vacation Pay Issueyears ending after July 22, 1998, in com- Examination case managers and grou
Specialist, case manager, or group magliance with § 404(a)(11). managers will have delegated authority t
ager (whichever is applicable) will pre-  (2) Time-value-of-money settlement.accept or make the settlement offers de
pare the closing agreement and submit the (a) Payment of specified amountscribed in this revenue procedure and t
closing agreement to the taxpayer for exe taxpayer implementing a time-value ofexecute required closing agreements fc
cution. The closing agreement will be exmoney settlement under this revenue pr&ases under their jurisdiction. The Vaca
ecuted by the Service after it has been egedure must pay the specified amouriion Pay Issue Specialist will have the
ecuted by the taxpayer and will bewithin 30 days of the date of the writingsame delegated authority to accept settle
executed on behalf of the Service by thfom the Service notifying the taxpayer ofment offers and to execute closing agree
Vacation Pay Issue Specialist or, in thacceptance of the settlement. The payrents.
case of a taxpayer under examination, byuent. must _be .sent j[o the ]nternal Reven%eECTION 8. EXAMPLE
the case manager or group manager haservice, Cincinnati Service Center, 20
ing jurisdiction of the case. A case manW. River Center Blvd., Stop 31, Unit 21, 01Facts. Ataxpayer that is a corpora-
ager or group manager must submit @ovington , KY 41019. tion files its tax return on a calendar yea
closing agreement to the Vacation Pay (b) StatementThe payment of the pasis. The taxpayer has a vacation pla
Issue Specialist for review prior to subspecified amount must be accompanieghat is based on the calendar year. Und
mitting the closing agreement to the taxby the following information: the terms of the vacation plan, vacatior
payer for execution. (i) the name, address, telephonearned in one year vests at the end of tt

(d) Amended returns. number, and taxpayer identification numyear and cannot be used during the ye:

(i) In general. A taxpayer im- ber of the taxpayer; earned. Vested vacation time must b
plementing an alternative-timing settle- (ii) a copy of the notification of used in the year following the year in
ment under this revenue procedure is r&cceptance from the Vacation Pay Issughich earned, or it is forfeited. Begin-
quired to file amended returns to reflec6pecialist described in section 7.02(3) ofing in 1992, the taxpayer purchases a le
the settlement for any affected taxabl¢his revenue procedure; and ter of credit on March 15 of every taxable
years covered by the settlement. The (iif) a statement that the tax-year to secure the portion of vacation pa
amended returns must include the adjuspayer accepts the time-value-of-moneyccrued in the prior taxable year that i
ments to taxable income and any collatsettlement and agrees to the terms of thimpaid on that date. All of the accruec

eral adjustments to taxable income or tasevenue procedure. vacation pay secured by the letter o
liability resulting from the settlement nec- (c) Perjury statement.The infor- credit is paid during the taxable year fol-
essary to reflect the settlement. mation must be accompanied by the following the taxable year it accrued becaus

(i) Years under examinationf lowing declaration: “Under penalties ofnone of the vacation pay is forfeited. The
the taxpayer is under examination at thperjury, | declare that | have examinedaxpayer deducts for the taxable year th
time the closing agreement is executedhis information, including accompanyingunpaid portion of the accrued vacatior
the Service will make the adjustmentslocuments, and, to the best of my knowlpay based on the securitization of the ber
necessary to reflect the settlement to thedge and belief, the information containgfits during the first 2 months of the fol-
taxpayer’s returns for the taxable yearall the relevant facts relating to the relowing taxable year. The amount of ac-
under examination and the taxpayer is rejuest for the information, and such factsrued and unpaid vacation benefits as ¢
quired to file amended returns to reflectre true, correct, and complete.” This dedhe end of the taxable year secured in th
the settlement for any other affected tadaration must be signed by, or on behalfirst 22 months of the following taxable
able years covered by the settlement.  of, the taxpayer by an individual with theyear (the accelerated deduction) i



$10,000,000 for 1991, $12,000,000 foregard to the special rule in section 3.02xtensions) to March 15, 1999. The un
1992, $15,000,000 for 1993, $13,000,006r computing the excess accelerated delerpayment rates in effect for the applica
for 1994, $16,000,000 for 1995,duction for the first taxable year coveredle period are 7%, 7%, 8%, 9% , 9%,10%
$16,000,000 for 1996, and $18,000,000y the settlement) [$18,000,000], reducef@%, 9%, 9%, 8%, 9%, 9%, 9%, 9%, 9%,
for 1997. by 50 percent of the aggregate of the 8%, 9%, 8%, 8%, 8%, 7%. The averag
.02 Alternative-timing settlementThe cess accelerated deductions for the taxnderpayment rate in effect for the
taxpayer is examined for the 1992 andble years covered by the settlemergpplicable period is 8.52% [(7+7+
1993 taxable years (1992 is the earlie$$9,000,000] (Exhibit II). 8+9+9+10+ 9+ 9+9+8+9+9+9+9+9+9+
open taxable year after which there is no (b) The § 481(a) adjustment will9+8+8+8+7)/21]. The applicable after-
closed taxable year). The taxpayer anide taken into account ratably over a 3-taxax time-value rate is 5.54%, computed b
the Service agree to settle the issue on thble-year period beginning with the firstmultiplying the average underpayment
basis of the alternative-timing settlementaxable year ending after July 22, 1998. rate by one minus the applicable tax rat
in section 5 of this revenue procedure. .03 Time-value-of-money settlement[8.52% * (1-.35)]. The time-value-of-
(1) The accelerated deduction fofThe taxpayer accepts the offer to settle thmoney benefit for 1993 is $335,306, com:
each taxable year is the amount of adssue on the basis of the time-value-ofputed as follows: $1,050,000{1 +
crued and unpaid vacation benefits as @honey settlement in section 6 of this rev(.0554/365)}826— 1} .
the end of the taxable year secured in thenue procedure. The specified amount (c) The hypothetical overpayment
first 2%> months of the following taxable would be deductible under § 163(a) by thef tax for 1994 is $700,000, computed a:
year (Exhibit I, Column A). taxpayer if it were treated as interest exfollows: the excess accelerated deductio
(2) The amount of the accelerateghense arising from an underpayment a#f ($2,000,000) multiplied by the applica-
deductions for prior taxable years thatax. ble tax rate of 35%. The applicable time:
was actually received by employees dur- (1) The taxpayer must pay the specivalue rate for 1994 is 5.01%, which is
ing each taxable year is the acceleratdted amount of $994,379, computed asomputed as follows. The applicable pe
deduction for the prior taxable year befollows: riod for 1994 is March 15, 1995 (the due
cause the portion of the unpaid vacation (a) The hypothetical underpay-date of the return without extensions) tc
pay secured by the letter of credit is paichent of tax for 1992 is $4,080,000, comMarch 15, 1999. The overpayment rate
in the taxable year following the taxablgputed as follows: the excess accelerated effect for the applicable period are
year it accrues (Exhibit I, Column B). deduction of $12,000,000 multiplied by8%,9%, 8%, 8%, 8%, 7%, 8%, 8%, 8%,
(3) The excess accelerated deductiaime applicable tax rate of 34%. The ap8%, 8%, 8%, 8%, 7%, 7%, 7%, 6%. The
for each taxable year covered by the seplicable time-value rate for 1992 isaverage overpayment rate in effect for th
tlement is the accelerated deduction fd6.46%, which is computed as followsapplicable period is 7.71% [(8+9+8+
the taxable year less the accelerated déhe applicable period for 1992 is Marct8+8+7+8+8+8+8+8+8+8+7+7+7+6)/17].
duction for the prior taxable year, excepl5, 1993 (the due date of the return withfhe applicable after-tax time-value rate is
that the excess accelerated deduction fout extensions) to March 15, 1999. Th&.01%, computed by multiplying the av-
1992 (the first taxable year covered by thanderpayment rates in effect for the aperage overpayment rate by one minus th
settlement) is the accelerated deductioplicable period are 7%, 7%, 7%, 7%, 7%applicable tax rate [7.71% * (1-.35)].
for the taxable year (Exhibit I, Column7%, 8%, 9% , 9%,10%, 9%, 9%, 9%, 8%]J he time-value-of-money detriment for
Q). 9%, 9%, 9%, 9%, 9%, 9%, 9%, 8%, 8%1994 is $155,430, computed as follows
(4) The Service will disallow 50 per- 8%, 7%. The average underpayment rag&700,000 *{[1 + (.0501/365)}*61— 1} .
cent of the excess accelerated deduction effect for the applicable period is (d) The hypothetical underpay-
for 1992 and 1993. (Exhibit I, Column8.28% [(7+7+7+7+7+7+8+9+9+10+ 9+ment of tax for 1995 is $1,050,000, com-
D). 9+9+8+9+9+9+9+9+9+9+8+8+8+7)/25]. puted as follows: the excess accelerate
(5) The taxpayer is required toThe applicable after-tax time-value rate isleduction of $3,000,000 multiplied by the
amend its returns for 1994, 1995, an&.46%, computed by multiplying the av-applicable tax rate of 35%. The applica:
1997 to reflect the disallowance of 50 pererage underpayment rate by one minusle time-value rate for 1995 is 5.55%,
cent of the excess accelerated deductidhe applicable tax rate [8.28% * (1-.34)]which is computed as follows. The ap-
for each of those taxable years. (Exhibit [The time-value-of-money benefit forplicable period for 1995 is March 15,
Column D) 1992 is $1,582,254, computed as followst996 (the due date of the return withou
(6) The taxpayer is required to$4,080,000 {[1 + (.0546/365191— 1}. extensions) to March 15, 1999. The un
change its method of accounting for 1998 (b) The hypothetical underpay-derpayment rates in effect for the applica
(its first taxable year ending after July 22ment of tax for 1993 is $1,050,000, comble period are 9%, 8%, 9%, 9%, 9%, 9%
1998) to comply with § 404(a)(11). puted as follows: the excess acceleraté®o, 9%, 9%, 8%, 8%, 8%, 7%. The aver
(a) The 8§ 481(a) adjustment re-deduction of $3,000,000 multiplied by theage underpayment rate in effect for the
sulting from the change will equalapplicable tax rate of 35%. The applicaapplicable period is 8.54% [(9+8+9+
$9,000,000, determined as follows: thdle time-value rate for 1993 is 5.54%9+9+9+9+9+9+8+8+ 8+7)/13]. The ap-
aggregate of the excess accelerated dehich is computed as follows. The applicable after-tax time-value rate is
ductions for all taxable years ending on oplicable period for 1993 is March 15,5.55%, computed by multiplying the av-
before July 22, 1998 (determined withoui994 (the due date of the return withou¢rage underpayment rate by one minu



the applicable tax rate [8.54% * (1-.35)]. (a) The § 481(a) adjustment redection of information displays a valid
The time-value-of-money benefit forsulting from the change will equalOMB control number.
1995 is $190,206, computed as follows$18,000,000, the aggregate of the excessThe collection of information in this
$1,050,000 { [1 + (.0555/365)]°%°— 1}. accelerated deductions for all taxableevenue procedure is in section 7 of thi
(e) There is no time-value-of-years ending on or before July 22, 1998venue procedure. The information is re:
money benefit or detriment in 1996. (determined without regard to the speciajuired to ensure that the settlemen
(f) The hypothetical underpay-rule in section 3.02 for computing the examount required to be paid under this rev
ment of tax for 1997 is $700,000, com<cess accelerated deduction for the firgnue procedure is accurately compute
puted as follows: the excess accelerateédxable year covered by the settlemengnd timely paid. The likely respondents
deduction of $2,000,000 multiplied by theg(Exhibit II). are businesses that pay deferred benefits
applicable tax rate of 35%. The applica- (b) The § 481(a) adjustment will The estimated total annual reporting
ble time-value rate for 1997 is 5.2% be taken into account ratably over a 3-taxburden is 2,000 hours.
which is computed as follows. The apable-year period beginning with the first The estimated annual burden per re
plicable period for 1997 is March 15,taxable year ending after July 22, 1998. spondent will vary from 10 hours to 30
1998 (the due date of the return without hours, depending on individual circum-
extensions) to March 15, 1999. The un>ECTION 9. EFFECT ON OTHER stances, with an estimated average of 2
derpayment rates in effect for the applicao':':ICES OF THE SERVICE hours. The estimated number of respon
ble period are 9%, 8%, 8%, 8%, 7%. The The provisions of this revenue procegjents is 1QO.
average _underpayrr_]ent_ rate in effect fo(ﬁure are not intended to preclude an ap- The es_tlmated_ annual frequency of re-
the applicable penod is 8% [(9+8_+8+propriate representative of the Servic&POnses is one time. _
8+7)/5]. T_he applicable after-tax t'me'from settling a particular taxpayer's case Book_s or recc_)rds relating to a collec-
yalue rate is 5.2%, computed by mUIt'plyinvoIving this issue on a more favorabli'Pon of mfo_rmatlon must be retained as
ing the average_underpayment ra'ge tiy ONE |ess favorable basis than provided i ng as their cc_)n_tents_may become mater
minus the applicable tax rate [8% (1-this revenue procedure. For example, e{ﬁl in the administration of any internal

.35)]. The time-value-of-money benefit revenue law. Generally, tax returns anc

for 1997 is $37,360, computed as foIIows‘r?lppeaIs officer may settle a case based ?&urn information are confidential, as re-
quired by 26 U.S.C. 6103.

$700,000 4 [1 + (.052/365)1%5— 1} . the hazards of litigation.

(9) The sum of the time-value-of-SECTION 10. PAPERWORK
money benefit (detriment) computed WittREDUCTION ACT
respect to each taxable year covered by
the settlement is $1,989,696, computed The collections of information con- , .y, 6 is Robert Testoff of the Office
as follows: $1,582,254+$335,306-fained in this revenue procedure hava the Assistant Chief Counsel (Income
$155,430+$190,206+%$37,360. been reviewed and approved by the OBF

. - 4 ax & Accounting). For further informa-
(h) The specified amount isfice of Management and Budget in acCoTion regarding this settlement initiative

$994,848, computed as follows:dance with the Paperwork Reduction AC(t:ontact Sharon Russell (Vacation Pay

$1,989,696 times 50 percent. (44 U.S.C. 3507) under control numbe[ssue Specialist) at (216) 328-2824 (ot :
(2) The taxpayer is required t0o1545-1653. toll-free call).

change its method of accounting for 1998 An agency may not conduct or sponsor,

(its first taxable year ending after July 22and a person is not required to respond to,

1998) to comply with § 404(a)(11). a collection of information unless the col-

DRAFTING INFORMATION

The principal author of this revenue



