(b) a description of the method byto § 1281 must include in gross income aputing taxable income for the year of
which, and the date on which, the taxamount equal to the sum of the daily porehange.
payer made the § 1278(b) election (otions of the acquisition discount or OID, (3) No ruling protection. If the Ser-
deemed § 1278(b) election) that is beinghichever is applicable, on the obligatiorvice is later successful in further litigation
revoked; and for each day during the taxable year thain this issue in other circuits, or there is a
(c) a statement that, after the revothe obligation is held by the holder. See ghange in law, then cash method banks in
cation, the taxpayer will not make a cond1283(b), as modified by § 1283(c), to dethe Eighth Circuit may be required to use
stant interest rate election for any bontermine the daily portions of acquisitionan accrual method of accounting for any
that has been subject to the § 1278(lsliscount or OID. In addition, § 1281(a)taxable year not barred by the statute of
election (or deemed § 1278(b) electionjequires the holder to include in gross inkmitations.
being revoked and for which a constangome any stated interest that is payable on
interest rate election was not effective ithe short-term obligation (other than

the year of acquisition. stated interest taken into account to dete?é CFR 601.602: Tax forms and instructions. (Also

. ) ; i o Part |, 85 138, 220, 408, 408A, 529, 530, 1441,
(5) Audit protection. A taxpayer re- mine the amount of the acquisition dis3 ;" 7023052 0c “3406. 6011, 6041, 6041A,

ceives audit protection under section 7 gfount or OID) as it accrues. 6042, 6043, 6044, 6045, 6047, 6049, 6050A, 60508,

this revenue procedure in connection with ~ (2) Section 481(a) adjustment pe-£050D, 6050E, 6050H, 6050J, 6050N, 6050P,

iis change. However, fhe audl protociod. A taxpayer must take the enire €900 SUSOR, 90305, 14067, 107

tion applicable to this change does not81(a) adjustment into account in COM31.3405(c)-1, 35.3405-1, 31.3406(a)-1,

preclude the Commissioner from examinputing taxable income for the year 081.3406(g)-2, 35a.3406-2, 1.6011-1, 1.6011-3,
. 1.6041-1, 7.6041-1, 1.6041A-1, 1.6042-2,
ing the method used by the taxpayer tghange. 1.6044-2, 1.6045—1, 1.6045-2, 1.6045-4, 1.6049-4,

determine the amount of accrued market .02 Stated interest on short-term loans .6050A-1, 1.6050E-1, 1.6050H-1, 1.6050J—1T,
discount under § 1276(b) for a taxabl®f cash method banks in the Eighth Cirl.6050N-1, and 1.6050P-1.)

year prior to the year of change. cuit.

.02 Reserved. (1) Description of change and SCOPeRay. Proc. 99-50
(a) This change applies to a cash
SECTION 13. SHORT-TERM method bank in the Eighth Circuit that
OBLIGATIONS (§ 1281) wants to change its method of accountin§ECTION 1. PURPOSE

) from accruing stated interest on short- Thi d it
.01 Interest income on short-terMye 1y |0ans made in the ordinary course gf. | 'S F€venue procedure permits com-

obligations. business to using the cash method for th Jtned information reporting by a succes-

(1) Description of change and scope;nterest. sor busin_ess entityi.e., a corpo_rat_ion,
(a) This change applies to a tax- (b) In Security Bank Minnesota v. partnership, or sole proprietorship) in cer-
payer that wants to change its method @ommissioner994 F.2d 432 (8th Cir. tain situations following a merger or an
accounting to comply with § 1281 for in'1993),aff’g 98 T.C. 33 (1992), the U.S.achIsmon and supersedes Rev. Proc.

terest income on short-term obligations. Circuit Court of Appeals for the Eighth 20>/; 1990-2 C.B. 641 and Rev. Rul.

(b) Under § 1281, a holder of cerCircuit held that § 1281 does not require §9-556, 1969-2 C.B. 242. This revenue

tain short-term obligations, including acash method bank to include in gross ing:ﬁgfvag;ergxﬁiﬁ'gsusgg; ttr?: rzrouﬁzggr:g
bank as defined in § 581, must include igome stated interest on short-term loa q 9

. - : . . . e “standard procedure”) and an elec-
gross income any accrued interest incomade in the ordinary course of business P )

on such obligations, regardless of thenat interest accrues. The Service dig.c Procedure (the “alternative proce-

holder’s overall method of accountingagrees with the interpretation of § 1281 igu"®") for preparing and filing certain
Section 1281 applies to all types of interSecurity Bank Minnesotand intends to — or> 1042-S, all forms in the series
est income, including acquisition dis-pursue this issue in other circuits. In light-020: 1099, and 5498, and Forms W-2G,
count, Original issue discount (OlD), and)f Security Bank Minnesotmowever, N C-ertalﬂ SItL.JatlonS |nVO|V|ng a SUCCGS-SOY‘
stated interest.SeeS. Rep. No. 99-313, cash method banks in the Eighth CirCuﬁ)usmess entity and a predecessor business

99th Cong., 2d Sess. 903 (1986), 1986-ill be granted permission to change t& (.e. a corporation, partnership, or

(Vol. 3) C.B. 903. the cash method of accounting for stateg\© Proprietorship) when the successor

(c) Section 1283(a)(1) generallyinterest on short-term loans made in th?CqUIres §ubstant|ally all of the property
defines a short-term obligation as anyrdinary course of business. If thisl) used in th_e trad_e or bus_mes_s Of. the
bond, debenture, note, certificate, or othethange was made on or before Novembgrredecessor (including certain situations
evidence of indebtedness that matures & 1995, the Service will not seek to denWhen one or more corporgtlons are ab-
one year or less from its issue date. Bash method banks in the Eighth Circui orbed by another corporation pur_suant 0
short-term loan, including a short-termthe use of the cash method on the grou@dmerge_r agreement), or (2) used in a sep-
loan made in the ordinary course of thénhat there was an unauthorized change iarate unit of a trade or business of the pre-

taxpayer’s business, is a short-term oblignethod of accounting.

ation. (2) Section 481(a) adjustment peseCTION 2. BACKGROUND
(d) Under 88 1281(a) and 1283(c)riod. A taxpayer must take the entire §

a holder of a short-term obligation subjec481(a) adjustment into account in com- .01 General Requirement of Return or

eCcessor.
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Statement Section 6011(a) of the Inter-ported on forms in the series 1099: 88nd withhold a tax: (1) on periodic pay-
nal Revenue Code provides that, whef20(h) (medical savings accounts)ments as defined in 8§ 3405(e)(2), an
required by regulations, any persod08(i) (individual retirement arrange-amount that would be required to be
made liable for any tax imposed by thenents); 529(d) (qualified state tuitionwithheld from such payment if such
Code, or for the collection of the tax,programs); 530(h) (education individualpayment were a payment of wages; (2)
must make a return or statement accordetirement accounts); 6041 (informatioron nonperiodic distributions as defined
ing to the forms and regulations preat source); 6041A (returns regardindn § 3405(e)(3), 10 percent of the distri-
scribed by the Secretary. payments of remuneration for servicesution; and (3) on eligible rollover dis-
.02 Certain Payments Reported omand direct sales); 6042 (returns regardributions as defined in § 3405(c)(3), 20
Forms 1042-S.Payments under theing payments of dividends and corpopercent of the distribution. Generally,
Code sections described in this paraate earnings and profits); 6043 (liquithe persons required to deduct and with-
graph are reported on Forms 1042-Slating, etc., transactions); 6044 (returnBold taxes under § 3405 must file Forms
Section 1441(a) generally provides thategarding payments of patronage divi1099 reporting payments and distribu-
persons having the control, receipt, cusdends); 6045 (returns of brokers); 604Tions, as provided under § 35.3405-1 of
tody, disposal, or payment of items ofinformation relating to certain truststhe Temporary Employment Tax Regu-
gross income specified in § 1441(bpnd annuity plans); 6049 (returns retations and 8 31.3405(c)-1 of the Em-
from sources within the United States ofjarding payments of interest); 6050/Aloyment Tax Regulations.
any nonreSider.'t alien individual or fqr-_(reporting requirem.ents of certain fish- .05 Contributions Reported on
eign partnership must deduct and withing boat operators); 60508 (returns reg, s 5498 Contributions under the
hold a tax equal to either 30 percent dating to unemployment compensation)t.,\ving Code sections are reported on
14 percent of those amounts. Sect|0ﬁ050|_3 (retl_JrnS relating to energy grants . < i\ the series 5498 §§ 138
1442 provides that, in the case of cerand financing); 6050E (state and local o jicare+choice MSA); 220 (medical
tain foreign corporations, a tax equal' tencome tax refunds); 6050J (returns " avings accounts): 408(a) (individual
30 pe.rcent shall be deducted and withiating to forec_los.ures and abandonfetirement account); 408(b) (individual
held in the same manner an.d on.thmen'gs of security); 6050N _(retL_Jrns reF';etirement annuity): 408(k) (simplified
same |tems. of income as prpwded |n'§ardlng payments of royalties); 6_3050 mployee pension); 408(p) (simple re-
1441. Section 1443(a) provides that, ifreturns relating to the cancellation of; o ot account); 408A (Roth IRA);
the case of certain foreign tax-exempindebtedness by certain entities); 60509,y 535 (equcation individual retire-
organizations, a tax equal to 30 percer{certain long-term care benefits); and, . . account).
of the amount of the unrelated busines8050R (returns relating to certain pur-
taxable income shall be deducted anehases of fish). -06 Payments Reported on Forms W-
withheld in the same manner as pro- (2) Persons Made Liable for 2G- (1)In general. Section 7.6041-1 of
vided in § 1441. Section 1443(b) proBackup Withholding.Section 3406 pro- the Temporary Income Tax Regulations
vides that, in the case of certain foreigwides that payors of reportable payProvides that payments of winnings of
tax-exempt organizations, a tax on grossients (as defined in § 3406(b)) must, i 1,200 or more from a bingo game or
investment income derived fromcertain circumstances, deduct and withs!0t machine play, and payments of win-
sources within the United States equaiold a tax equal to 31 percent of th&ings of $1,500 or more from a keno
to 4 percent of such amount shall be dgpayment (“backup withholding”). 9ame, are reportable on Forms W-2G.
ducted and withheld in the same mannesnder § 3406(b), reportable paymentSection 31.3406(g)-2(d) generally pro-
as provided in § 1441(a) or § 1442(a)generally are payments required to b¥ides that under § 3406 a reportable
Persons required to deduct and withholshown on a return under §§ 6041 (rela@@mbling winning is any gambling win-
taxes under § 1441, 1442, or 1443 geling to certain information at source)iNg subject to information reporting
erally must file Forms 1042-S reportings041A(a) (relating to payments of reunder 8 6041. In addition, a gambling
aggregate amounts for the calendanuneration for services), 6042(a) (relatVinning (other than a winning from
year, as provided in the Income Taxng to payments of dividends), 6044 (rePingo, keno, or slot machines) is a re-
Regulations under § 1461. lating to patronage dividends), 604gP0rtable gambling winning only if the
.03 Payments Reported on Formgrelating to returns of brokers), 6049(affmount paid with respect to the wager is
1098 Payments and receipts under therelating to payments of interest),$600 or more and if the proceeds are at
following Code sections are reported o6050A (relating to reporting require-'€ast 300 times as large as the amount
forms in the series 1098: §§ 6050H (rements of certain fishing boat operators)Vagered.
turns relating to mortgage interest reand 6050N (relating to payments of roy- (2) Extension of Withholding to Cer-
ceived in trade or business from indialties). tain Gambling Winnings. Section
viduals); and 6050S (returns relating to  (3) Persons Made Liable for With-3402(q) provides that every person
higher education tuition and related exholding on Pensions, Annuities, andnaking a payment of winnings that are
penses). Other Deferred Income.Section 3405 subject to withholding (defined in 88§
.04 Payments Reported on Formsrovides that payors of pensions, anniB402(q)(3) and 31.3402(q)-1) shall
1099. (1) In general. Payments under ities and certain other deferred incomeeduct and withhold a tax in an amount
the following Code sections are reimust, in certain circumstances, deduaqual to 28 percent of such payment.
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SECTION 3. SCOPE occurring in the acquisition year. the confidentiality rules contained in §

. . 3406(f).
This revenue procgdure ap_p_lles ONNSECTION 5. ALTERNATIVE .03 On each “appropriate formi',
whttan all of the following conditions areprocCEDURE each form to which the agreement in sec-
met:

i . tion 5 of this revenue procedure applies),
(1) One business entity.d, a cor- 01 The predecessor and the succesafe successor must combine (1) the pay-
poration, partnership, or sole proprietormyst agree that the successor assumes thents made or received on account of a
ship) (the “successor’) acquires from anpredecessor’s entire information reportingerson by the predecessor in the pre-ac-
other business entity (the “predecessorgpjigations for those Forms 1042-S (aguisition portion of the acquisition year
substantially all the property (a) used ijescribed in section 2.02 of this revenugith (2) the payments made or received
the trade or business of the predecessgfocedure), forms in the series 1098n account of that person by the successor
(including when two or more corporations| 099, and 5498, and Forms W-2G ton that year, if any, and must report the ag-
are parties to a merger agreement undghich their agreement applies. The pregregate amount(s) on account of that per-
which the SurViVing corporation become%ecessor is relieved of its information reson for that year. In the case of amounts
the owner of all the assets and assumes glirting obligations for reportable transacthat are required or permitted to be re-
the liabilities of the absorbed corporations occurring in the acquisition yearported transactionally (for example, bro-
tion(s)), or (b) used in a separate unit of gnly if and to the extent that their agreeker sales of stock that are required to be
trade or business of the predecessor;  ment meets, and the successor satisfiegported on Forms 1099-B, Proceeds
(2) During the pre-acquisition por-each of the requirements of section 5 gfrom Broker and Barter Exchange Trans-
tion of the *acquisition year” (the calen-this revenue procedure. actions) the successor must report each

flhar yea(; in which the acqui;ittionf_locgufrs), .02 The predecessor and successiansaction of the predecessor and each of
€ predecessor Is required to e IOt agree upon the specific Forms 1043 transactions on each appropriate form.
mation returns as a result of making or r

- ; \ es forms in the series 1098, 1099, andihe successor may include with the form
ceiving payments, or withholding or C°|'5498, and Forms W-2G to which this aladditional information explaining to the
lecting taxes, as provided under the, o procedure applies. The predéecipient the combined reporting by the
appropriate sections of _the Code and regt. cor and successor may agree to (a) u¥@decessor and successor.
ulatl(zg)s SDeLtjrfi(:]ghﬂ?:(:)\;eS,t-acquiSitiOI’l por.{he altemnative procedure for all Forms .04 On each appropriate form, the suc-
. L 1042-S, forms in the series 1098, 1099, @essor must also combine the amount of
tion of the acquisition year, the prgdeces;498, or Forms W-2G; or (b) limit theany tax withheld under 8§ 1441, 1442,
sor (for an acquisition descnbed_ N S€Clse of the alternative procedure to (1) spd443, 3402(q), 3402(r), 3405, and
tion 3(1)(a)) or the separate unit of the.s. ,rms 1042-S, forms in the serie406(a) for a person by the predecessor in
predecgssor (for an acquisition describe 98, 1099, or 5498, or Forms W-2G: othe pre-acquisition portion of the acquisi-
in section 3(1)(b)) does not make or r€p,y o ific reporting entities.¢. any tion year with the amount withheld under
ceive any such payments anq does né it, branch or location within a particularsuch sections for that person by the suc-
withhold or collec_t any such tax, . usiness entity that files its own separateessor in that year and, on the appropriate
_ (4) The requirements of section 5 Oﬁ]formation returns). For example, if theform(s), must report the aggregate
this revenue procedure are met; an_d __only compatible computer or record keepamount for the year.

(5.) The Internall Reyenue Serylce 'n'mg systems of a predecessor and succes-05 The successor must file a state-
structions or pubhcat.l.ons rel_atlng Osor are their dividends paid ledgers, thegnent with the Internal Revenue Service
Fprms 1042-S, a specific form in the Ser'nay use the alternative procedure foindicating that the appropriate forms are
ries 1098, 1.099’ or 5498, or Forms W'Zcftorms 1099-DIV, and use the standarteing filed on a combined basis in ac-
do not proh|p|t use of th? alternative pro'procedure for Forms 1042-S and all othezrordance with the provisions of this rev-
cedure described in section 5. forms in the series 1098 or 1099. Simienue procedure. This statement is
SECTION 4. STANDARD larly, if the qnly compatible computer omeeded to assist the Service in process-
PROCEDURE record keeping systems of a predecessimyg the forms filed under the alternative

and successor are in their branches Iprocedure. If tax has been withheld by
Each person that makes or receivesated in the Midwest, they may use the athe predecessor pursuant to 88 3402(q),
payments, or withholds or collects taxegernative procedure with respect to th&8402(r), 3405, and 3406(a) during the
that are reportable on Forms 1042-Sgecords maintained at those locations, aratquisition year and reported by the pre-
forms in the series 1098, 1099, and 5498ise the standard procedure with respect tiecessor on Form 945, Annual Return of
or Forms W-2G, is responsible for infor-the records maintained at all other locawithheld Federal Income Tax, the total
mation reporting of those transactionstions. The sharing between the predecesf the withholding amounts shown on
Thus, unless the alternative procedure @or and successor of taxpayer identificahe successor’'s Forms 1099 and W-2G
section 5 of this revenue procedure ison numbers and other informationfor that year will exceed the total of the
used, both the predecessor and the succestained under § 3406 for information rewithholding amounts shown on the suc-
sor must file certain Forms 1042-S, formporting and backup withholding purposesgessor’'s Form 945. Therefore, the state-
in the series 1098, 1099, and 5498, dor the sole purpose of complying withment that must be filed with the Service
Forms W-2G for reportable transactionshis revenue procedure, does not violatmust reflect the amount of any tax that
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has been withheld by the predecess@ECTION 7. EFFECTIVE DATE Books or records relating to a collec-
and by the successor for each type of _ ] ] tion of information must be retained as
form (for example, Forms 1099-R or_ 'Nis revenue procedure is effective fofong as their contents may become mater-
Forms 1099-MISC). Likewise, if any FOrms 1042-S, forms in the series 1098y iy the administration of any internal
tax has been withheld under §8 1441099, and 5498, and Forms W-2G filedgyenye law. Generally tax returns and
and 1442 during the acquisition year an@fter December 31, 1999. In addition, if 8y return information are confidential, as

reported on Form 1042, Annual With-Successor filed forms on or before Derequired by 26 U.S.C. 6103.
holding Tax Return for U.S. Source In-cember 31, 1999, in the circumstances de-

come of Foreign Persons, the total of thecribed in section 3 of this revenue proce®RAFTING INFORMATION

withholding amounts shown on the sucdure. the predecessor’s filing obligations . .

cessor's Forms 1042-S for that year wil"® deemed to have been satisfied with re- The principal author of this revenue
exceed the total of the withholdingSPect to amounts shown on those forms rocedure is A. Katharine Jacob Kiss of
amounts shown on the successor's Forffie Predecessor and successor have s Office of Assistant Chief Counsel (In-
1042. Therefore, the statement thattantially complied with all the require-come Tax and Accounting). For further
must be filed with the Service must reMents of section 5 of this revenue procdnformation regarding this revenue proce-
flect the amount of tax that has beeflure (except for the statemenglure contact Ms. Kiss on (202) 622-4920

withheld by the predecessor and succe&&guirement of section 5.05). (not a toll-free call).

sor for Form 1042-S. _ SECTION 8. PAPERWORK
.06 The statement required by sectioREpUCTION ACT

5.05 of this revenue procedure must in-

clude the name, address, telephone num-The collections of information con-

ber, and Employer Identification Num-tained in' this revenue procedure havgay Proc. 99-51

bers of both the successor antieen reviewed and approved by the Of-

predecessor, and the name and telephofige of Management and Budget in accor-

number of the person responsible fodance with the Paperwork Reduction ACBECTION 1. PURPOSE

preparing this statement. (44 U.S.C. 3507) under control nhumber . -
This revenue procedure amplifies

.07 The statement for Forms 1042-$545-1667. An agency may not condu ev. Proc. 99-3. 1999-1 I.R.B. 103,

must beattached to the Form 1042 and O sponsor, and a person is not requwgd Which sets forth areas of the Internal
mailed to the address for filing the Fornf€spond to, a collection of information

add ¢ ] : : ) . Revenue Code under the jurisdiction of
1042 (appearing in the instructions to th&hless the collection of information dis-

lavs a valid control number the Associate Chief Counsel (Domestic)
form) on or before the date the Form 104p'ay : _ - in which the Internal Revenue Service
is due. The collection of information is con-

will not issue advance rulings or deter-

08 The statement for forms in the Set_alned in section 5 of this revenue procerhination letters.

ries 1098. 1099 and 5498. and Forms Wiure which requires the filing of a state-
2G must befiled separately from such ment that the alternative procedure ha§ecTION 2. BACKGROUND

forms and Form 945. Unless directe&’ee” elected. This information is required
otherwise by the instructions to thdo aid the Service in processing Forms Section 301.7701-3 of the Procedure

forms, the statement for forms in the Se1042-8, forms in the series 1098, 1099, arahd Administrative Regulations allows an
ries 1098, 1099, and 5498, and Form2498, and Forms W-2G filed by successomligible entity to elect to be classified as
W-2G must be mailed to the foIIowingWho use the alternative procedure, recomn association taxable as a corporation for
address on or before the date thos@le discrepancies between the amounts reederal tax purposes. Under §
forms are due: ported on Forms 945 and Forms 1099 ar2D1.7701-3(a), an eligible entity is a busi-
Internal Revenue Service W-2G filed by both predecessors and suaiess entity not classified as a corporation
. . cessors who use the alternative procedunender § 301.7701-2(b)(1), (3), (4), (5),
Martinsburg Computing Center

and reconcile discrepancies between thé), (7), or (8). A state law partnership is

26 CFR 601.201: Rulings and determination letters.
(Also Part I, section 1361)

230 Murall Drive amounts reported on Forms 1042-S arah eligible entity. Consequently, a state
Attention: Chief, Information Forms 1042 filed by predecessors and sulaw limited partnership may elect to be
Returns Branch cessors who use the alternative procedurgassified as an association taxable as a
Mail Stop 360 The likely respondents are business arorporation for federal tax purposes.
Kearneysville, WV 25430 other for-profit institutions. Section 1362(a) of the Internal Rev-

The estimated average annual burdesnue Code allows an eligible corporation

SECTION 6. EFFECT ON OTHER to prepare the statement is 5 minuteso elect to be taxable as an S corporation.
DOCUMENTS The estimated number of respondents th&br a corporation to be eligible to elect
will elect to use the alternate procedure ignder § 1362(a), the corporation must be

Rev. Proc. 90-57, 1990-2 C.B. 6416,000 and the estimated total annual r& small business corporation. Section

and Rev. Rul. 69-556, 19692 C.B. 24orting burden is 500 hours. 1361(b)(1)(D) requires that a small busi-
are modified and, as modified, are super- The estimated annual frequency of reress corporation have no more than a sin-
seded. sponses is on occasion. gle class of stock. A general partnership
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