Section 6011.—General
Requirement of Return,
Statement, or List

26 CFR 301.601-3: Requied use of magnetic
media for partnershipeturns.

T.D. 8843

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 301

Partnership Returns Required
on Magnetic Media

ACTION: Final regulations.

SUMMARY: This document contains
final regulations relating to the require-
ments for filing partnership returns on
magnetic media These regulations re-
flect changes to the law made by Tax-
payer Relié Act of 1997 These regula-
tions dfect partnerships with more than
100 partners.

DATES Effective Date These regula-
tions are #ective January 1, 2000.

Applicability Date These regulations
apply to partnership returns for taxable
years ending on or after December 31,
2000. Howeve the regulations will not
apply to electing laye partnership returns
under section 775 or partnership returns
with foreign addresses for taxable years
ending before January 1, 2001.

FOR FLRTHER INFORMATION CON-
TACT: Bridget E. Finkenay (202) 622-
4940 (not a toll-free number).

SUPPLEMENARY INFORMATION:
Backgound

This document contains amendments to
the Regulations on Proceduredadmin-
istration (26 CFR part 301) relating to fil-
ing partnership returns on magnetic media
under section @ll(e)(2). In addition, this
document contains conforming amend-
ments to the Regulations on Procedure
ard Administration (26 CFR part 301) re-
lating to information reporting penalties
under section 6721.

A notice of proposed rulemaking
(REG-102023-98, 1998-48 I.R.B. 6) was
published in theFederal Registe (63
F.R. 56878) on October 23, 1998 he
public hearing scheduled for January 13,
1999, was canceled in tirederal Regis-
ter (64 F.R. 1148) on January 8, 1998.
No public hearing was requested or held.
Two written comments were received.
After consideration of the comments, the
proposed regulations are adopted as mod
ified by this Treasury decisianThe com-
ments are discussed belo

Explanation of Revisions and Summary
of Comments

AGENCY: Internal Revenue Service Both commentators requested that the

(IRS), Treasuy.

IRS and tle Treasury Department post-



pone the Hective date of the regulations.require partnerships with 100 or fewement is not required. It also has been de-
The commentators were concerned thagpartners to file their returns on magnetitermined that section 553(b) ofetiAd-
given the various manners and formatmedia; therefore, such partnerships wilininistrative ProcedwAct (5 U.S.C.
that nominees use to submit partner infomot be penalized for their failure to do sochapter 5) does not apply to these regula-
mation to publicly traded partnershipsjn addition, partnerships with 100 ortions, and because these regulations dc
these partnerships would be unable to créewer partners participating in the gia not impose a collection of information on
ate computer programs that would reforaetic media filing program may discon-small entities, the Regulatory Flexibility
mat the partner information in time to filetinue their participation at any time. Act (5 U.S.C. chapter 6) does not appl
their 1999 tax returns on magnetic media. One commentator suggested that theursuant to section 7805(f) of the Internal
In addition, partnerships required to filgRS and tle Treasury Department publishRevenue Code, the notice of proposed
their returns on magnetic media begi regulations under section 6031(c) to rerulemaking that preceded these regula-
ning in 2000 will be focusing their com-quire nominees holding partnership intertions was submitted to the Chief Counsel
puter resources on ensuring that theists to submit partner information to partfor Advocacy of the Small Busing#\d-
computer systems are year 2000 complirerships in the same manner and formatinistration for comment on its impact on
ant The commentators suggested that th@at the IRS requires partnerships to filémall business.
effective date of the regulations be posttheir returns under §301.60-3 of the . .
poned to take into account these prograniegulations. Howeweby postponing the Drafting Information
mlng ConSi_derE?.tionS. effective date, it is anticipated that par The principa| author of these regu|

In considering these comments, th@erships and nominees will have adequaiins is Bridget E. FinkenauOffice of
IRS and tle Treasury Department haveime to establish satisfactory guidelineshe Assistant Chief Counsel (Incaax
decided to postpone the generiibetive  for sharing informationAccordingly, this ~ ard Accounting). Howeve other person-
date of the regulations for one yedhis  comment has not been adopted by thgel from the IRS ash Treasury Depart-
will allow partnerships additional time tof4) regulations. ment participated in the development of
develop systems that accommodate IRS gipa|ly, one commentator askedihese regulations.

processing requirements and integralghether fiscal year and short year returns
third party information while not interfer- i pe required to be filed on magnetic * %k k% *

ing with forts to ensure year 2000 cOM+y,adia by the generalfiective date. .

pliance Therefore_, the final regulauonsAgaim because the IRS anceffreasury éggﬂg?ogﬁmendments to the

are _generally féective for taxable years Department have postponed the general

ending on or after December 31, 2000x¢etive date for one yegit is anticipated ~ Accordingly, 26 CFR part 301 is

Howeve, the dfective date for electing y,a¢ partnerships will be able to meet themended as follows:

large partnerships and partnerships usi stems requirements set forth in IRS revi-
i

foreign addresses on their Series 1063, o procedures and other published gui ART 301—PROCEDURE AND

forms r.emains the same as the propos%glce by theféective date. Howevedue DMINISTRATION

regtjlanor:\.s Accgrdmgt]b/, elr(]a_ctlng I.age ‘ to issues relating to creation of the system paragraph .1 The authority citation for

Z?rnnae(;(sjr;p;sseasnwnglj ?]ro:\ E;srépiires&nt% fﬁ%r accepting returns on magnetic medigpart 301 is amended by adding an entry in

thgeir returns on magnetic mgdia foxia the IRS will not be able to accept fiscahumerical order to read in part as follows:
. nd short year returns prior to the general Authority: 26 U.S.C. 7805 * * *

able years ending before January 1, ZoogffECtive date Therefore, partnerships Section 301.601-3 also issued under

Although.the generalftective date of that use a fiscal year and partnerships thag U.S.C. 6a1: * * *
the regulations has been postponed, FMust file a short year return may not vol- " '
March 15, 2000, the IRS will begin ac- y \ Pa. 2. Section 301.60-3 is added to

cepting partnership returns for taxabigntarily file their returns on magneticread as follows:

ears ending on or after December 3 fnedia before January 1, 2001. . ;
y g on . 27" As indicated in the preamble to the pro8301.6d1-3 Requied use of magnetic
1999, on magnetic mediarhe magnetic

media filing of partnership returns for tax POSEd regulations, although the regulatiorf§edia for partnershipeturns.

able years ending before December 3£i’ef|ne magnetic r_nedm bro_adthe Service (a) Partnershipreturnsrequred on
2000, is voluntary; partnerships will notcurrently .plar?s, n prescribed procedure'shagnetic media If a partnership with
be penalized for submitting a partnershi[gor_part'c',pat_'pn in the mandatory Mad-more than 100 partners is required to file
return on paper for taxable years endin etic r_nedla_flllng program, to require part, partnership return pursuant to
before this date. Howexepartnerships he'ShiPs with more than 100 partners 8y 5031 (2)-1 of this chaptdhe informa-
with the capability of submitting their 1€ their partnership returns electronigall i, required by the applicable forms and
partnership tax returns on magnetic med@pecial Analyses schedules must be filed on magnetic
are encouraged to do so. media, except as otherwise provided in
Partnerships with 100 or fewer partners It has been determined that tAiea- paragraph (b) of this section. Returns
also may voluntarily submit partnershipsury decision is not a significant regul filed on magnetic media must be made in
returns on magnetic media beginning otory action as defined in Executive Ordeaccordance with applicable revenue-pr
March 15, 2000 These regulations do not12866 Therefore, a regulatory asses cedures or publications. In prescribing



revenue procedures or publications, thele regulations, procedures, or publica- Example 3.Partnership G is a general partnership
Commissioner may determine that parttions. with 100 partners on Janqary 1, 2000. There’ are nc
nerships will be required to use any one (2) Partnership. The termpartnership " p:rtir;egs Zdr?needr;r?i Gvczhzggo'ag;:r;f iisspoanrg
form of magnetic media filing. For exam-means a partnership as defined in §1.76 Lz ner, regafzﬂess of tﬁe numbefof partners A has
ple, the Commissioner may determinéd.(a) of this chapter. Therefore, G has 100 partners and is not required tc
that partnerships with more than 100 part- (3) Partner. The termpartnermeans a file its 2000 partnership return on magnetic media.

ners must file their partnership returngnember of a partnership as defined in

electronically. In filing its return, a part- section 7701(a)(2). . ; ;

nership mus{ registergto participate ICi)n the (4) Partner(sh)i(p )return The termpart- tion applies to p_artnershlp returns for tax-
. S ; _ ' . . __able years ending on or after December

magnetic media filing program in thenership returnmeans a form in Serles31 2000. However, electing large part-

manner prescribed by the Internal Revi065 (including Form 1065, U.S. Partnerhe'rships ‘under section 775 and partner.

enue Service in applicable revenue procehip Return of Income, and Form 1065-B,

o X ships using foreign addresses on their Se
dures or publications. U.S. Return of Income for Electing Larg&es 1065 forms are not required to file

(b) Waiver. The Commissioner may Partnerships), along with the COrespoNsing magnetic media for taxable years
waive the requirements of this section ifng Schedules K-1 and all other relate%nding before January 1, 2001.
hardship is shown in a request for waiveforms and schedules that are required t0 p4, 3 Section 301.6721-1 is amendec
filed in accordance with this paragraphpe attached to the Series 1065 form. by removing the third, fourth, and fifth
(b). A determination of hardship will be (5) Partnerships with more than 100sentences of paragr:';lph (aj(Z)(ii) and
based upon all of the facts and circumpartners. A partnership has more thanaqding four sentences in their place to
stances. One factor in determining hardt00 partners if, over the course of thgaad as follows:
ship will be the reasonableness of the irpartnership’s taxable year, the partnership
cremental cost to the partnership ofad more than 100 partners, regardless 8801.6721-1 Failure to file correct
complying with the magnetic media filingwhether a partner was a partner for the efffformation returns.
requirements. Other factors, such agre year or whether the partnership had (g «  +
equipment breakdowns or destruction Ghver 100 partners on any particular day in (5| «
magnetic media filing equipment, alsahe year. For purposes of this paragraph (i) * * * However, no penalty is im-
may be considered. A request for waive(rd)(5)’ however, only those persons hanosed under paragre,lph ()(1) of this sec.
must be made in accordance with applicang a direct interest in the partnershigjon solely by reason of any failure to
ble revenue procedures or publicationsgyst e considered partners for puUrpos@gmply with the requirements of section
The waiver will specify the type of part-of getermining the number of partnerg011(e)(2), except to the extent that such
nership return and the period to which ifyring the partnership's taxable year. g failure occurs with respect to more than
applies. The waiver will also be subject (e) Examples.The following examples 250 information returns (the 250-thresh-
to such terms and conditions regarding,strate the provisions of paragraphid requirement) or in the case of a part-
the method of filing as may be prescribegy)(s) of this section. In the examples, theership with more than 100 partners,
by the Commissioner. __ partnerships utilize the calendar year, anshore than 100 information returns (the
(c) Failure tofile. If a partnership fails the taxable year in question is 2000:  100-threshold requirement) (collectively,

to ﬂl.e a partnership retum on magnetic . , the threshold requirements). Each Sched
media in the manner required and when Example 1.Partnership P had five general part-

. . . imi e K-1 considered in applying the 100-
required to do so by this section, the par 1ers and 90 limited partners on January 1, 2000.. dH hold . t will be treated

hi il be d dtoh failed tMarch 15, 2000, 10 more limited partners acquiretreshold requirement will be treated as a
nership will beé deemed to have 1alled 1Q, jyierest in p. On September 29, 2000, the Weparate information return. These
file the return in the manner _prescnbe‘FLewest partners sold their individual partnership inthreshold requirements apply separately
for purposes of the information returnterests to C, a corporation which was one of the origy each type of information return re-
pena|ty under section 6721. Se@al 90 limited partners. On December 31, 2000, P . . )
§301.6724-1(c)(3) for rules regarding th&ad the same five general partners and 90 Iimite%uwec| t(.) be filed. Further, these thres.h

. . . partners it had on January 1, 2000. P had a total QJd requirements appIy separately to orig-
waiver of penalties for undue economltg ; * K K
hardship relating to fil i 05 partners over the course of partnership taxabldal and corrected returns.

araship relating to filing returns on rnag'year 2000. Therefore, P must file its 2000 partner-
netic media. ship return on magnetic media.

(d) Meaning of terms.The following Example 2. Partnership Q is a general partner- Robert E. Wenzel
definitions apply for purposes of this secship that had 95 partners on January 1, 2000. On ) !
tion: PRY purp March 15, 2000, 10 partners sold their individual Deputy Commissioner of

i M . dia. Th partnership interests to corporation D, which was Internal Revenue.
() aQ”e“C media. The te'rm maQ' not previously a partner in Q. On September 29,
netic media means anyagnetic media 2000, corporation D sold one-half of its partnershiApproved October 29, 1999.
ermitted under applicable regulationsinterest in equal shares to five individuals, who were ,
P PP g " a Joseph Mikrut,

revenue procedures, or publicationgot previously partners in Q. On December 31, Ass| s
These generally include magnetic tapQZPOO, Q had a total of 91 partners, and on no date in ssistant Secretary

. . the year did Q have more than 100 partners. Over of the Treasury.
tape cartndge, and diskette, a_S W_E%” at e course of the year, however, Q had 101 partners.
other media (such as electronic filing)rnerefore, Q must file its 2000 partnership return o¢Filed by the Office of the Federal Register on No-

specifically permitted under the applicamagnetic media. vember 10, 1999, 8:45 a.m., and published in the

(f) Effective date.In general, this sec-

* K* * *x %



issue of the Federal Register for November 12,
1999, 64F.R. 61502)




