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FOR FURTHER INFORMATION CON- Explanation of Provisions and ments regarding whether the sectior
TACT: Eliana Dolgoff, (202) 622-3860 Summary of Comments 6046A reporting obligation should also be
(not a toll-free number). reduced for other tax-exempt entities.

. Commentators requested that section . .
SUPPLEMENTARY INFORMATION: . ) X :
6046A reporting not be required of United A U_nlted St?‘es person required to_ re
ort information pursuant to section

Paperwork Reduction Act States persons that are indirect partners B

a partnership. For example, a Uniteé%d'6A must do so by completing and fil-

The collection of information con- States person would not be required to r ng Form 8865. Afinal version of Form

tained in these final regulations has begport under section 6046A with respect t ggg V‘#” be releas_?ldbprlc;rl t?{ Jgnua:y 1d
reviewed and approved by the Office o&n interest in a foreign partnership that th - laxpayers will be avle fo downioa
Management and Budget in accordangegerson owned indirectly through anothe’El copy of the form and Its Instructions
with the Paperwork Reduction Act ofpartnership. Unlike section 6038, sectio yom j[he IRS Intemet website located a
1995 (44 U.S.C. 3507(d)) under controb046A reporting may apply with respectWWW"rS'UStreas'gov'
number 1545-1646. Responses to thie any foreign partnership, not just for- The final regulations apply to re-
collection of information are mandatory. eign partnerships controlled by U.S. perPortable events that occur on or after Jar
An agency may not conduct or sponsogons. Accordingly, the IRS agrees that rélary 1, 2000. Acquisitions and disposi-
and a person is not required to respond tporting should not be required for indirectons of fqre|gn part.nersh|p Interests, anc
a collection of information unless it dis-acquisitions, dispositions, and changes i@hanges in proportional foreign partner-
plays a valid control number assigned bproportional foreign partnership interestsship interests, occurring before January 1
the Office of Management and Budget. because it would be burdensome and di#000, are not required to be reportec
The burden of complying with the col-ficult for some partners to discover andinder section 6046A.
lection of information required to be re-keep track of such events. Additionally, if ol I
ported on Form 8865 is reflected in th&ection 6046Areporting were required foPPecial Analyses

burden for Form 8865. “Return of U.S.changes in indirectly owned foreign part- . .
: L . It has been determined that this Trea
Persons With Respect to Certain Foreighership interests, then a transfer of an in-

ins.” terest in one entity in a chain of entities at— Y de_cision s not a_significar_]t regula-
Partnerships. y tory action as defined in Executive Ordel

Suggestions for reducing the burden adP® bottom of which is a foreign partner-
socia?gd with this rule shguld be sent t§NiP could result in multiple, duplicative,12866' Therefore, a regulatory asses:

the Internal Revenue ServiceAttn: IRS  S€Ction 6046A reporting obligations. ment. 'S o requwed.. o

Reports Clearance Officer, OP:FS:Fp, Thus, the final regulations substantially This Treasury decision finalizes a no-
Washington, DC 20224, and to tafice 'educe the burden section 6046A wouldice of proposed rulemaking published
of Management and BudgetAttn: Desk Nave imposed on taxpayers under the préieptember 9, 1998. It has been dete
Officer of the Department of the TreasuryPS€d regulations. The final regulationgnined that section 553(b) of the Adminis-
Office of Information and Regulatory Af- Provide that under 81.6046A-1(a)(1), drative Procedure Act (5 U.S.C. chapter 5
fairs, Washington, DC 20503, United States person is only required tg0es not apply to the final regulations is-

. . report pursuant to section 6046A if thafued pursuant to the notice of propose
Books or records relating to this collec, (o o a “reportable event.” A persof/lemaking published on September 9

tion of information must be retained aé}an On|y have a reportab|e event with re1998 Itis hereby certified that this Trea-

long as their contents may become matef , ; o . : S
ury decision will not have a significant
ial in the administration of any internalspect to a particular foreign partnership ifury g

t person own irect interest in theconomic impact on a substantial numbe
revenue law. Generally, tax returns anEpa person owns a direct interes €

| A ) . artnership_ More Specifica”y the Un|ted)f small entities. This certification is
tax return information are confidential, a% : T ;
tates person must acquire or dispose of@sed on the fact that the amount of tim

required by 26 U.S.C. 6103. direct interest in the foreign partnershipfequired to complete the form and file the

Background or have a change in its direct proportiondnformation required under these regula
interest, in order to have a reportabl#ons is brief and will not have a signifi-
On September 9, 1998, the IRS pubevent under section 6046A. Se&ant impact on those small entities tha
lished in theFederal Register(63 FR §1.6046A-1(b)(1). are required to provide notification. Fur-
48154(REG-209060-86, 1998-39 |.R.B. Some commentators also requested thdtermore, the number of small entities
18)) proposed regulations under sectiothe final regulations exempt state and locahat will be required to file the form is not
6046A. A public hearing on the proposedjovernment employee retirement pIan§UbS_t"?‘_m'a|- Acgordlngly, a Regulatory
regulations was held on November 10from the section 6046A reporting requiref!exibility Analysis under the Regulatory
1998, even though no requests to speakments. The final regulations provide thaflexibility Act (5 U.S.C. chapter 6) is not
the hearing were received. Though ntrusts relating to state and local governequired.
comments were made at the hearing, writhent employee retirement plans are not Pursuant to section 7805(f) of the Inter-
ten comments were received. After considequired to report under section 6046Anal Revenue Code, the notice of propose
eration of all of the written comments, thainless required to do so in the instructionsilemaking preceding these regulation:
proposed regulations under section 6046 Form 8865, “Return of U.S. Personsvas submitted to the Small Business Ad
are adopted as revised by this Treasury défith Respect To Certain Foreign Partneministration for comment on its impact on
cision. The revisions are discussed belowships.” The IRS and Treasury invite comsmall business.



Drafting Information direct interest in the partnership. For purinterests resulting from a partner  with-
L i poses of this paragraph (b)(1)(i)(A), ardrawing from the partnership. A propor-
The principal author of these final reg-qyisition includes an increase in a petional change may also occur by operatior
ulations is Eliana Dolgoff of the Office of 555 direct proportional interest; or of the partnership agreement, for exam:
Associate Chief Counsel (International). gy gypject to paragraph (b)(2) of thisple, if the partnership agreement provides
However, other personnel from the IRSgction, compared to the person’s diredhat a partner’s interest in profits will
and the Treasury Department participategiarest when the person last had a rehange on a set date or when the partne
in their developﬂe*nz.* portable event, after the acquisition thehip has earned a specified amount o

person’s direct interest has increased by ptofits and one of those events occurs.

least a ten-percent interest. (4) Ten-percent interestUnder section

(i) Dispositions A United States per- 6046A(d) and this section, tan-percent
Accordingly, 26 CFR parts 1 and 602on that disposes of a foreign partnershipterestin a foreign partnership, as de-
are amended as follows: interest has a reportable event if— scribed in section 6038(e)(3)(C) and the
(A) The person owned a ten-percent aregulations thereunder, means an intere:
greater direct interest in the partnershipqual to ten percent of the capital interes
Par. 1. The authority citation for part 1befor_e the_ qlisposition and as a result ah such partnership, an ir_1terest e_qual tc
he disposition the person owns less thaen percent of the profits interest in such

is amended by adding an entry in numerf! ; X : . .
cal order to read in part as follows: a ten-percent direct interest. For purposgmrtnership, or an interest to which ten

Amendments to the Regulations

PART 1—INCOME TAXES

Authority: 26 U.S.C. 7805 * * * of this paragraph (b)(1)(ii))(A), a disposi-percent of the deductions or losses of suc
Section 1.6046A-1 also issued undefion includes a decrease in a person’s dpartnership are allocated.
26 U.S.C. 6046A. * * * rect proportional interest; or (5) United States persorUnited States

Par. 2. Section 1.6046A-1 is added to (B) Subject to paragraph (b)(2) of thispersonmeans a person described in sec
read as follows: section, compared to the person’s diretion 7701(a)(30).

§1.6046A-1 Return requirement fofnterest when the person last had a re- (6) Foreign partnership Foreign part-
United States persons who acquire or digeortable event, after the disposition th@ershipmeans any partnership that is a
pose of an interest in a foreign partnerperson’s direct interest has decreased bbgreign partnership under sections
ship, or whose proportional interest in ait I_e_z_ast a ten-percent inter_est. _ 7701(a)(2) and (5).
foreign partnership changes (iii) Char_lges in proportional interests @) Ex_amples_ The rule_s of paragraph

not otherwise reportable as acquisitionga) of this section and this paragraph (b)

substantially ) o ) :
(a) Return requirement(1) General ©f dispositions under paragraphare illustrated by the following examples:

rule. If a United States person has a ré_b)(l)_(i)(A) or (b)(1)(ii)(A) of this sectian  Example 1. Acquisition of an indirect intere&P,
portable event (as defined in paragrapﬁ Unltgd Sta‘_[es person has a reportableforeign partnership, has two partn@&€1 andFC2,
(b)(1) of this section) during the person’?‘(ent If,_ subject to paragraph (b)(2) OfJoth foreign corporationsFC1 owns a 40% interest
tax year, then, except as provided in paréhls sectlon,_ compared to the pers_on’s din FP, andFC2 owns a 60% interest FP. No United
graph (f) of this section, the United Statekect proportional interest the last time thetates person owns an interest either directly, or
person is required to complete and f”@erson_had a repo_rtable_ event, the [_Detrenstructively under section 6038(e)(3)(C) and sectior
Form 8865, “Return of U.S. Persons witson's direct proportional interest has in267(c). On January 1, 2001S a United States per-
Respect To Certain Foreign Partnerships?*ease‘j or decreased_by at least the equévn and calendar year taxpayer, acquires by purcha:
containing the information described irflent ofat_en-percent mte_rest. ~100% ofFC2s stock. UShas acquired an indirect in-
paragraph (c) of this section. _ (2) Special rule for foreign partnership terest of 60% ifFP. See sections 6038(e)(3)(C) and
(2) Separate return for each partner-'”teres_ts owned on December 31, 1999267(c)(1). HoweverJSis not required to report the
ship If a United States person has a réf a United States_ person owne_d aten-pe.ﬂanuary 1, 2001 indirect acquisition under sectior
portable event with respect to an intere&ent or gr_eater direct interest in a foreigmo46A. USdid not own a 10% or greater direct inter-
in more than one foreign partnership, th@artnershlp on December 31, 1999, thesst inFP before the acquisition, andSdoes not own

United States person must file a separai@ determine whether the person has a re10% or greater direct interest as a result of the acqu

Form 8865 for each foreign partnership portable event under paragraphiton. (USmust, however, comply with the reporting

(b) Definitions—(1) Reportable event (b)(l)(l)(B), (b)(D)(ii)(B), or (b)(2)(iii) of requirements under section 6038 (controlled foreign
There are three categories of reportabF@'S section, the comparison should beorporation and controlled foreign partnership report-
events under section 6046A: acquisimade to the person’s direct interest on Deéng) with respect t&C2 andFP.)
tions, dispositions, and changes in propoF—ember 31, 1999. Once the person has aexample 2 Acquisition of direct interests (i)
tional interests. reportable event after December 31, 1999ssume the same facts Bzample 1 In addition,

(i) Acquisitions A United States per- future comparisons should be made bynh June 1, 2001JS purchases a 5% direct interest
son that acquires a foreign partnership ir{_eference to th_e last reportfable e_vent. in FP from FC1. USdid not own a 10% or greater
(3) Change in a proportional interest direct interest ifFP before the acquisition. After the

(A) The person did not own a ten—perA_ partner’s prqportional interest in a for-acquisition,US does not own a direct interest of
cent or greater direct interest in the par€9" partnership may change for a numben% or more.USowns a 10% or greater total inter-
nership and as a result of the acquisitioﬂf reasons, for example,_ the change magt (direct and indirect), but only a 5% direct inter-
g caused by changes in other partnerast. Thereforel)Sis not required to report the June

terest has a reportable event if—

the person owns a ten-percent or greatE



1, 2001, acquisition under section 6046A. ner of FP, withdraws fromFP, and as result)Ss (d) Time and manner for filing returns
(i) On September 1, 2001S purchases a 7% direct interest ifFP increases by a 7% interest. TheThe Form 8865 must be filed with the
direct interest inFP from FC1. The September 1, increase inJSs direct interest is considered an actimely filed (including extensions) in-
2001 acquisition constitutes a reportable event undquisition of an interest under paragraph (b)(1)(i)(Acome tax return of the United States per
paragraph (b)(1)(i)(A) of this section. Before theof this section.USdid not own a 10% or greater di- son for the tax year in which the re-
September 1 acquisitiok)S did not own a 10% or rect interest ifFP beforeFC withdrew, and as a re- portable event occurs. If the United
greater direct interest ifP. After the September 1 sult of the increase i0Ss direct interest because of States person is not required to file an in
acquisition,US owns a 12% direct interest, andFC's withdrawal fromFP, US now owns a 10% or come tax return for its tax year in which
therefore, as a result of the September 1 acquisitiogreater direct interest iP. ThereforeUSmustre- the reportable event occurs, but is re
USnow owns a 10% or greater direct interesElih ~ port under section 6046A the increase&Jiis direct quired to file an information return for
ConsequentlyUS must report its September 1 ac-interest resulting from the withdrawal &C from  that year (for example, Form 1065, “U.S.
quisition under section 6046A on Form 8865 filed=P on Form 8865 filed wittSs tax return folUSs  Partnership Return of Income,” or Form
with USs 2001 income tax return. 2001 tax year. 990, “Return of Organization Exempt
(ii)y On December 1, 2001)Sacquires an addi- () Content of return The Form 8865 from Income Tax”), the United States per-
tional 4% direct interest iffP from FC1, so that that must be filed under paragraph (a)(13on should attach the Form 8865 to its in
USs total direct interest has increased from 12% t@f this section must contain the followingformation return filed for that tax year.
16%. This acquisition does not constitute a reinformation in such form and manner and (e) Duplicate returns If required by
portable event. Compared WSs direct interest to the extent that Form 8865 and its inthe instructions to Form 8865, a duplicate
whenUS last had a reportable event (12% on Sepstructions prescribe— Form 8865 (including attachments anc
tember 1, 2001), after acquiring the 4% intetéSs (1) The name, address, and taxpayekhedules) must also be filed.
direct interest has not increased by at least a 10% déentification number of the United States (f) Persons excepted from filing
rect interest (i.e., its direct interest increased by onlperson required to file the return; return—(1) Section 6038B overlap|f a
4%). ThereforeUSdoes not have to report the De-  (2) Information about other personsUnited States person acquires an intere:
cember 1, 2001, acquisition under section 6046Aforeign or domestic) whose interests ifin a foreign partnership as a result of ¢
On April 1, 2002 FC2 distributes a 6% direct inter- the foreign partnership the person reporkection 721 contribution required to be re:
estinFP to US USnow owns a 22% direct interest ing under section 6046A is considered tported under section 6038B, and the per
in FP. Compared tdJSs direct interest whewS —own under section 6038(e)(3)(C) and se&on properly reports the contribution
last had a reportable event (12% on September tipn 267(c); under section 6038B, then the Unitec
2001), after the April 1 acquisitiddSs direct inter- (3) Information about all foreign enti- States person is not required to report th
est has increased by at least a 10% interest (12%ties that were disregarded as entities sepgequisition of the partnership interest
22%). USmust report the April 1, 2002 acquisition rate from their owners under 88301.7701under section 6046A(a) should it consti-
on a Form 8865 attached tiSs 2002 income tax 2 and 301.7701-3 of this chapter that wergite a reportable event under paragrap
return. owned by the foreign partnership duringb)(1) of this section. The acquisition will
Example 3. Change in proportional interest re-the partnership’s tax year ending with ogtill constitute a reportable event for pur-
sulting from withdrawal of a partnerAssume the Wwithin the tax year of the person filingposes of making future comparisons pur
same facts aExample 3 In addition, on January 5, Form 8865 pursuant to section 6046A; suant to paragraphs (b)(1)(i)(B),
2003,FC2withdraws entirely fronFP. As aresult,  (4) For each reportable event, the datgy)(1)(ii)(B) and (b)(1)(iii) of this section.
the direct interests dfiS and FC1in FP each in- of the event, the type of event (acquisiA person that fails to properly report the
crease by at least the equivalent of 10% interestion, disposition, or change in proporsection 721 contribution under section
Compared tdJSs direct interest the last timgS  tional interest), and the United States pe6038B and the regulations thereunder an
had a reportable event (22% on April 1, 2002§s ~ son’s direct percentage interest in thenhat fails to properly report the acquisition
direct interest has increased by at least the equivtereign partnership immediately beforeof the partnership interest under sectior

lent of a ten percent interest. Theref&ghas had and immediately after the event; 6046A may be subject to the penalties ap
a reportable event pursuant to paragraph (b)(1)(ii)) (5) The fair market value of the interesplicable to a failure to comply with the re-
of this section, antJS must report the change in its acquired or disposed of; quirements of section 6038B, as well a:

interest resulting fronFC2s withdrawal from the (6) Information about partnerships (forthe penalties applicable for a failure to
partnership otJSs Form 8865 filed wittUSs 2003 eign and domestic) in which the foreigrcomply with the requirements of section
tax year income tax return. partnership owned a direct interest, or 8046A. See paragraph (h) of this sectio
Example 4. Change in proportional interest con-constructive interest of ten percent ofor more information about the penalties
stituting an acquisition. FRs a foreign partnership more under sections section 267(c)(1) anfdr failure to comply with the require-
that has no United States persons as direct or cofB) and the regulations thereunder, duringhents of section 6046A.
structive partnersUSis a United States person andthe partnership’s tax year ending with or (2) Trusts relating to state and local
a calendar year taxpayer. On January 1, 20@, within the tax year of the person filinggovernment employee retirement plans
purchases an 8% direct interesfih. USis not re- Form 8865 pursuant to section 6046AThe return requirement of section 6046A
quired to report this acquisitionUS did not own a and does not apply to trusts relating to stat
10% or greater direct interestfi®, andUSdoes not (7) Any other information required toand local government employee retire-
own a 10% or greater direct interest as a result of tiee submitted by Form 8865 and its inment plans, unless the instructions tc
acquisition. On March 1, 200EC, a foreign part- Structions. Form 8865 provide otherwise.



(3) Reporting under this section noterwise provided on Form 8865, or the ac- Par. 3 The authority citation for part
required of partnerships excluded froncompanying instructions, any amounts re602 continues to read as follows:
the application of subchapter.KThe re- quired to be reported under section 6046A Authority: 26 U.S.C. 7805.
porting requirements of this section willand this section must be expressed in Par. 4 In 8602.101, paragraph (b) is
not apply to any United States person itnited States dollars, with a statement cimended by adding an entry in numerica
respect of an eligible partnership as dahe exchange rates used. All statementsder to the table to read as follows:
scribed in 81.761-2(a) in which thatrequired on or with Form 8865 pursuan§602.101 OMB Control numbers.

United States person is a partner, if sudio this section must be in English. *okok kK

partnership has validly elected to be ex- (h) Penalties for violating section (b) ***

cluded from all of the provisions of sub-6046A For penalties for violating section Robert Wenzel
chapter K of chapter 1 of the Internab046A, see sections 6679 and 7203. Deputy Commissionér
Revenue Code in the manner specified (i) Statute of limitations For excep- of Internal Revenue.

in 81.761-2(b)(2)(i), or is deemed totions to the limitations on assessment in

have elected to be excluded from all ofhe event of a failure to provide informa-

the provisions of subchapter K of chaption under section 6046A, see sectioApproved December 9, 1999.

ter 1 of the Internal Revenue Code in a®t501(c)(8).

cordance with the provisions of 81.761- (j) Effective date This section applies

2(b)(2)(ii). to reportable events occurring after De-
(4) Exclusion for satellite organiza- cember 31, 1999. No reporting under sec-

tions The return requirement of sectiortion 6046A is required for reportable(Filed by the Office of the Federal Register on

6046A does not apply to the Internationa¢vents occurring on or before Decembelgecember 27,1999, 8:45 a.m. and published in th

Telecommunications Satellite Organiza31, 1999. _ ' e

tion (or a successor organization) or the issue of the Federal Register for December 28, 199¢

International Maritime Satellite Organiza-PART 602—OMB CONTROL 64 F.R. 72555)

tion (or a successor organization). NUMBERS UNDER THE
(g) Method of reporting Except as oth- PAPERWORK REDUCTION ACT

Jonathan Talisman,
Acting Assistant Secretary
of the Treasury.

CFR part or section where Current OMB
identified and described control No.

* k %k * %

L8048 A . o e e 1545-1646

* k % * %

Section 7520.—Valuation Tables Section 7872.—Treatment of
Loans with Below-Market
Interest Rates

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month The adjusted applicable federal short-term, mid-
of January 2000. See Rev. Rul. 2000-1, page 250.term, and long-term rates are set forth for the month
of January 2000. See Rev. Rul. 2000-1, page 250.




