
brake control that connects to the brakes of
a towed trailer and to a hook up for trailer
lights. The vehicle has two storage boxes
behind the cab that can accommodate inci-
dental items such as small tools and vehi-
cle repair equipment.

The chassis cab has a GVW rating of
23,000 pounds and a gross combination
weight (GCW) rating of 43,000 pounds.
The vehicle is equipped with hydraulic
disc brakes with a four wheel automatic
braking system, a 300 horsepower engine,
and a six-speed automatic transmission.
The front axle of the vehicle has an 8,000
pound rating and the rear axle has a 15,000
pound rating.

The vehicle has three types of hitch-
ing devices: a removable ball gooseneck
hitch, a fifth wheel hitch, and a heavy duty
trailer receiver hitch. The vehicle’s plat-
form, which is approximately 139 inches
long, is designed with a rectangular well
to accommodate the gooseneck and fifth
wheel hitches (bed hitches). This platform
slopes at the rear of the rectangular well
and has tie-down hooks. Optional remov-
able steel stake rails can be placed around
the platform.

LAW AND ANALYSIS

Section 4051(a)(1) imposes an excise
tax on the first retail sale of automobile
truck chassis and bodies, truck trailer and
semitrailer chassis and bodies, and tractors
of the kind chiefly used for highway trans-
portation in combination with a trailer or
semitrailer. The tax is not limited to com-
mercial vehicles. Thus, a vehicle may be
subject to tax even if sold for use or used as
a recreational or private tow vehicle rather
than for commercial purposes.

Section 145.4051–1(e)(1)(i) of the
Temporary Excise Tax Regulations Under
the Highway Revenue Act of 1982 (Pub.
L. 97–424) defines “tractor” as a highway
vehicle primarily designed to tow a ve-
hicle, such as a trailer or semitrailer, but
does not carry cargo on the same chassis
as the engine. A vehicle equipped with
air brakes and/or towing package will be
presumed to be primarily designed as a
tractor.

Section 145.4051–1(e)(2) defines
“truck” as a highway vehicle that is pri-
marily designed to transport its load on
the same chassis as the engine even if it is

also equipped to tow a vehicle, such as a
trailer or semitrailer.

“Primarily” means “principally” or “of
first importance.” See Malat v. Riddle,
383 U.S. 569 (1966), 1966–1 C.B. 184.
“Primarily” does not mean “exclusive.”
See Rev. Rul. 77–36, 1977–1 C.B.
347. Therefore, in the context of the
primarily designed test, the reference in
§ 145.4051–1(e)(1)(i) to vehicles not car-
rying cargo on the same chassis as the
engine does not require an absolute in-
ability to carry any cargo on the vehicle’s
chassis. This limitation may be satisfied
even if the vehicle can carry incidental
items of cargo when towing a trailer or
semitrailer or is capable of carrying lim-
ited amounts of cargo when not engaged
in its primary function of towing a trailer
or semitrailer.

Under the primarily designed test, a ve-
hicle that can both carry cargo on its chas-
sis and tow a trailer is characterized as ei-
ther a truck or tractor depending on which
function is of greater importance. The
function for which a vehicle is primarily
designed is evidenced by physical char-
acteristics such as the vehicle’s capacity
to tow a vehicle, carry cargo, and oper-
ate (including brake) safely when towing
or carrying a cargo. Cargo carrying capac-
ity depends on the vehicle’s GVW rating
and the configuration of the vehicle’s bed
or platform. Towing capacity depends on
the vehicle’s GVW and GCW ratings and
whether the vehicle is configured to tow a
trailer or semitrailer.

Some characteristics of the vehicle such
as its chassis cab with a GVW rating of
23,000 pounds, a 300 horsepower engine,
a front axle with an 8,000 pound rating,
and a rear axle with a 15,000 pound rating
are consistent with either a cargo carrying
or a towing function. In this case, how-
ever, the vehicle also has a GCW rating
of 43,000 pounds and its engine, brakes,
transmission, axle ratings, electric trailer
brake control, trailer hook up lights, and
hitches enable it to tow a 20,000 pound
trailer that may exceed 35 feet in length.

When the vehicle’s bed hitches are used
to tow, the cargo carrying capacity of the
vehicle is limited to the storage boxes be-
hind the cab and is minimal in comparison
to the GVW of the towed trailer or semi-
trailer. Neither the steel stake bed rails nor
the tie down hooks significantly increase
cargo carrying capacity when either of the

bed hitches is used. Even if neither of the
vehicle’s two bed hitches is used, the de-
sign of the vehicle significantly reduces
its cargo carrying capacity when compared
to the cargo carrying capacity of a pickup
truck body or a flatbed truck body installed
on a comparable chassis. The significant
reduction in cargo carrying capacity result-
ing from the vehicle’s platform with its
rectangular well and sloping platform at
the rear of the rectangular well is evidence
that the vehicle is not primarily designed
to carry cargo. By accommodating the bed
hitches, however, this platform configura-
tion increases the vehicle’s towing capac-
ity and, in conjunction with the other fea-
tures described above, makes it possible to
safely tow a 20,000 pound trailer.

The vehicle’s physical characteristics,
which maximize towing capacity at the ex-
pense of carrying capacity, establish that
the vehicle is primarily designed to tow
a vehicle, such as a trailer or semitrailer,
rather than to carry cargo on its chassis.

HOLDING

The vehicle is a tractor for purposes of
§ 4051.

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Celia Gabrysh of the Office of As-
sociate Chief Counsel (Passthroughs and
Special Industries). For further informa-
tion regarding this revenue ruling, contact
Celia Gabrysh at (202) 622–3130 (not a
toll-free call).

Section 6321.—Definitions
and Special Rules
26 CFR 301.6231(a)–1(a)(2): Pass-thru partner
disqualifies a partnership from the “small partner-
ship” exception to the unified audit and litigation
procedures of I.R.C. §§ 6221 through 6234.
Also, § 301.6231(a)(7)–1(b); 301.7701–1;
301.7701–3.

TEFRA partnership; disregarded
entity; pass-thru partner; tax matter
partner. This ruling addresses whether
a disregarded entity partner will disqual-
ify a partnership from being a “small
partnership” excluded from the TEFRA
partnership provisions. The ruling also ad-
dresses whether a disregarded entity may
be designated as the tax matters partner of
a partnership.
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ISSUE

1. Is a partnership that has a disregarded
entity as a partner considered a “small part-
nership” that is excluded from the unified
partnership audit and litigation procedures
set forth in I.R.C. §§ 6221 through 6234
(the TEFRA partnership provisions)?

2. May a disregarded entity be desig-
nated the tax matters partner (TMP) of a
partnership subject to the TEFRA partner-
ship provisions?

FACTS

P is a limited partnership with one
general partner and four limited partners.
The sole general partner is a Limited Li-
ability Company (LLC) that is treated
as a disregarded entity under section
301.7701–3(b)(1)(ii). LLC is owned by
A, an individual who is not a nonresident
alien. The four limited partners in P are
individuals who are not nonresident aliens.
On its partnership return for the 2002 tax-
able year, P designates LLC as its TMP.

LAW AND ANALYSIS

Issue 1

Section 6231(a)(3) defines a partner-
ship item as any item required to be taken
into account for the partnership’s tax-
able year under subtitle A, to the extent
regulations provide that the item is more
appropriately determined at the partner-
ship level than at the partner level. Under
section 6221, the tax treatment of any
partnership item shall be determined at
the partnership level under the TEFRA
partnership provisions. As a general rule,
the TEFRA partnership provisions apply
to any partnership required to file a re-
turn of partnership income under section
6031. Section 6231(a)(1)(A). The TEFRA
partnership provisions do not apply to
a partnership that qualifies as a small
partnership under section 6231(a)(1)(B)
unless the partnership elects to apply
those provisions. For partnership taxable
years ending after August 5, 1997, section
6231(a)(1)(B) defines a small partnership
as a partnership in which there are ten or
fewer partners, each of whom is an indi-
vidual (other than a nonresident alien), an

estate of a deceased partner, or a C corpo-
ration.

Section 6231(a)(2) defines a “partner”
as including both a partner in the partner-
ship and any other person whose income
tax liability under subtitle A is determined
in whole or in part by taking into account
directly or indirectly partnership items of
the partnership.

Section 301.6231(a)(1)–1(a)(2) pro-
vides that the small partnership exception
does not apply if any partner during the
taxable year is a “pass-thru partner” as de-
fined in section 6231(a)(9). A “pass-thru
partner” is defined in section 6231(a)(9)
as “a partnership, estate, trust, S corpo-
ration, nominee or other similar person
through whom other persons hold an in-
terest in the partnership. . . .” (Emphasis
added). If legal title to a partnership inter-
est is held in the name of a person other
than the ultimate owner, the holder of le-
gal title is considered a pass-thru partner
within the meaning of section 6231(a)(9).
Compare White v. Commissioner, T.C.
Memo. 1991–552 (custodian for minor
children was not a pass-thru partner be-
cause, under state Gift to Minors Act,
the children held legal title to partner-
ship interests rather than custodian; small
partnership exception applicable) with
Primco Management Co. v. Commis-
sioner, T.C. Memo. 1997–332 (grantor
trust holding legal title to an interest in
an S corporation was a “pass-thru share-
holder”; small S corporation exception
under the parallel provisions of section
301.6241–1T(c)(2)(iii) inapplicable).

Section 6231(a)(10) defines an indirect
partner as a person holding an interest in a
partnership through one or more pass-thru
partners.

Section 301.7701–3(a) provides rules
for the classification of certain business
entities for federal tax purposes. A busi-
ness entity that is not classified as a corpo-
ration is a “domestic eligible entity” and,
in the absence of an election, the domestic
eligible entity is “[d]isregarded as an en-
tity separate from its owner if it has a sin-
gle owner.” Section 301.7701–3(b)(1)(ii).
If the entity is disregarded, its activities are
treated in the same manner as a sole propri-
etorship, branch, or division of the owner.
Section 301.7701–2(a).

Under the facts of this ruling, although
LLC is a disregarded entity for federal
tax purposes, LLC is a partner of P un-

der the law of the state in which P is or-
ganized. Similarly, although A, LLC’s
owner, is a partner of P for purposes of
the TEFRA partnership provisions under
section 6231(a)(2)(B) because A’s income
tax liability is determined by taking into
account indirectly the partnership items of
P, A is not a partner of P under state law.
Because A holds an interest in P through
LLC, A is an indirect partner and LLC,
the disregarded entity, is a pass-thru part-
ner under the TEFRA partnership provi-
sions. Consequently, the small partnership
exception does not apply to P because P
has a partner that is a pass-thru partner.

Issue 2

Section 6231(a)(7) provides that the
TMP of any partnership is (A) the general
partner designated as the tax matters part-
ner, or (B) if there is no general partner
who has been so designated, the general
partner having the largest profits interest
in the partnership. If no general partner
has been designated as the TMP and the
Secretary determines that it is impracti-
cable to apply the largest profits interest
rule, the partner selected by the Secretary
shall be treated as the tax matters partner.

Section 301.6231(a)(7)–1(b) provides
that the partnership may designate a per-
son as the TMP of a partnership if that
person (i) was a general partner in the
partnership at some time during the tax-
able year for which the designation is
made, or (ii) is a general partner in the
partnership at the time the designation is
made. A partnership may designate only a
general partner as the TMP because only
a general partner is authorized to bind the
partnership. A partner’s status as a general
partner is determined under state law for
this purpose. Transpac Drilling Venture,
1983–63 v. United States, 26 Cl. Ct. 1245,
1247 (1992).

Although the regulations under sections
301.7701–1 through 301.7701–3 provide
that a disregarded entity is disregarded for
all federal tax purposes, these regulations
do not alter state law, which determines a
partner’s status as a general partner.

Under the facts of this ruling, A, LLC’s
owner, does not become a general partner
under state law by operation of sections
301.7701–1 through 301.7701–3. Al-
though LLC is a disregarded entity for
federal tax purposes, LLC remains a part-
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ner in P and is the sole general partner
authorized to bind the partnership under
state law. A has no power to bind other
partners as a general partner under state
law. Accordingly, A cannot step into the
shoes of LLC, the disregarded entity, as
the TMP. See Transpac Drilling Venture,
1983–63, 26 Cl. Ct. at 1248 (limited part-
ner could not be the TMP because limited
partner was not a general partner under
Delaware law). See also Montana Sap-
phire Associates, Ltd. v. Commissioner,
95 T.C. 477, 481 (1990) (partnership
could not designate a person who was not
a member of the partnership as the TMP).
Thus, only LLC, the disregarded entity, is
eligible to be designated by P as its TMP
or to become the TMP under the largest
profits interest rule.

HOLDINGS

1. LLC, a disregarded entity for fed-
eral tax purposes, is a pass-thru partner un-
der section 6231(a)(9). Consequently, be-
cause P has a pass-thru partner, LLC, as
a partner, the small partnership exception

to the TEFRA partnership provisions does
not apply to the partnership.

2. LLC, a disregarded entity for federal
tax purposes, but a general partner of P un-
der state law, may be designated the TMP
of P, a partnership subject to the TEFRA
partnership provisions.

DRAFTING INFORMATION

The principal author of this revenue
ruling is William Heard of the Office of
Associate Chief Counsel (Procedure and
Administration), Administrative Provi-
sions and Judicial Practice Division. For
further information regarding this rev-
enue ruling, contact Mr. Heard at (202)
622–7950 (not a toll-free call).

Section 7701.—Definitions
26 CFR 301.7701–1: Classification of organizations
for federal tax purposes.
26 CFR 301.7701–2: Business entities; definitions.
26 CFR 301.7701–3: Classification of business enti-
ties.

Under what circumstances can an eligible entity
request relief for a late S corporation election when
the entity also fails to timely file an election to be
classified as an association taxable as a corporation?
See Rev. Proc. 2004-48, page 172.

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
of August 2004. See Rev. Rul. 2004-84, page 163.
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