Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 42.—Low-Income Housing contract as a qualified hedge or treatingegulations are redesignated as final
Credit certain general obligation bonds as aegulations. The principal changes to the
The adjusted applicable federal short-term, migSingle issue. regulations, as well as the major com-
term, and long-term rates are set forth for the AN agency may not conduct or sponsments and suggestions, are discussed
month of June 1997. See Rev. Rul. 97-24, pagsor, and a person is not required tdelow. Comments relating to regulations

17. respond to, a collection of informationunder section 148 other than those in
unless the collection of information dis-the proposed regulations also were re-
. ) plays a valid control number. ceived. The changes requested by those
Section 148.—Arbitrage The estimated average annual burdepomments are not addressed in these
26 CFR 1.148-4: Yield on an issue of bonds.  hours per recordkeeper: 2 hours. final regulations, but are under consider-
Comments concerning the accuracy oftion.
T.D. 8718 this burden estimate and suggestions for

reducing this burden should be sent té&>xPlanation of Provisions

DEPARTMENT OF THE.TREASURY the Internal Revenue Servicg Attn: IRS A section 1.142—4—Interest on Bonds
Internal Revenuie Service Reports Clearance Officer, T:FP, Wash- 5 Finance Certain Exempt Facilities
26 CFR Parts 1 and 602 ington, DC 20024, and to th®ffice of

. . Management and Budget Attn: Desk The proposed regulations provide
Arbitrage Restrictions on Officer for the Department of the Trea-generally that costs incurred before the

Tax-Exempt Bonds sury, Office of Information and Regula-issue date of an exempt facility bond
AGENCY: Internal Revenue Servicetory Affairs, Washington, DC 20503. may not be financed with the proceeds

(IRS), Treasury. Books or records relating to collec-Of that bond unless an official action
, , tions of information must be retained agvas taken within 60 days of the date
ACTION: Final regulations. long as their contents may become mahose costs were incurred. For tax-

SUMMARY: This document contains terial in the administration of any inter-€xempt bonds subject to § 1.150-2,
final regulations on the arbitrage andh@ revenue law. Generally, tax returndiowever, a reimbursement allocation
related restrictions applicable to tax-2nd tax return information are confiden-may be made if the official action was
exempt bonds issued by State and locdial, as required by 26 U.S.C. 6103.taken within 60 days of the date that the

governments. Changes to the applicablg costs were paid. One commentator re-
law were made by the Tax Reform Act ackground guested that the official action and reim-

. - bursement allocation rules for exempt
of 1986, the Technical and Miscella- gection 148 of the Internal Revenuegacility bonds be the same as the rulgs

neous Revenue Act of 1988, the RevVcode restricts the use of proceeds of, § 1.150-2. The final regulations gen-
enue Reconciliation Act of 1989, andiax-exempt State and local bonds terally adopt this suggestion. The final
the Revenue Reconciliation Act of 1990 5¢quire higher yielding investments. Onyegulations also clarify that a refinanc-
These regulations affect issuers of taxjyne 18, 1993, final regulations (T.D.ing of a taxable debt other than a State
exempt bonds and provide guidance 0476) relating to the arbitrage restric-or local bond is not treated as a refund-
complying with the arbitrage and relatedions” and related rules under sectionfhg for purposes of this rule. In addition

restrictions. 103, 148, 149, and 150 (the June 199he final regulations redesignate this

DATES: These regulations are effectivd©9ulations) were published in tiféed- provision, which was previously con-

May 9, 1997. eral Register (59 FR 33510). Correc- tajned in § 1.103-8(a)(5), as new
' tions to the June 1993 regulations werg 1 142—4.

For dates of applicability of thesepublished in theFederal Register on _ o
regulations, see §§ 1.103-8(a)(5)August 23, 1993 (58 FR 44451), andB. Section 1.148-1—Definitions and
1.142-4(d), 1.148-11, 1.148-11AMay 11, 1994 (59 FR 24350). Elections

1.149(d)-1(9)(3), and 1.150-1(a)(2). On May 10, 1994, temporary and; Bonds Financing a Working Capital

final regulations (T.D. 8538) to clarify
FOR FURTHER INFORMATION CON- 5 revise certain provisions of the Jumla?eserve

TACT: Brigitte Finley, (202) 622-3980 1993 regulations were published in the The June 1993 regulations provide
(not a toll-free number). Federal Register (59 FR 24039). A that replacement proceeds may arise if a
. notice of proposed rulemaking (FI-7—working capital reserve is directly or
SUPPLEMENTARY INFORMATION: 94) cross-referencing the temporaryndirectly financed with bond proceeds,
regulations and proposing additionabut not to the extent the issuer has
changes to the June 1993 regulationsaintained a working capital reserve.
The collections of information con- was published in thd=ederal Register The proposed regulations provide a
tained in these final regulations haveon the same day (59 FR 24094). Writtermethod for determining whether an is-
been reviewed and approved by th€omments were received, and a publisuer has maintained a working capital
Office of Management and Budget inhearing was held on September 25eserve. This method is based on the
accordance with the Paperwork Reducl995. average amount of working capital
tion Act (44 U.S.C. 3507) under control After consideration of all the com- maintained by the issuer before the issue
number 1545-1347. Responses to theseents, the proposed regulations havéate of the bonds.
collections of information are requiredbeen modified and are adopted in final One commentator stated that start-up
to obtain a benefit from treating aform, and the corresponding temporanpperations are unable to demonstrate
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any average reserves for past periodsient does not necessarily include allevel annual installments. Commentators
and, therefore, cannot show that theypayments on or receipts from a hedgeequested that this provision be deleted

have not indirectly financed a workin . ) because they asserted that early payment

capital reserve Wit)f/1 bond proceeds. 9C. Section 1.148-4—Yield on an ISSUQf a cap pre>r/nium never gives r)i/sg t)(/) an
The determination of whether an is- ©f Bonds expected return from the cap.

suer has financed a working capitah vield on Certain Mortgage Revenue Amounts paid for an interest rate cap

reserve with bond proceeds is based on znd Student Loan Bonds generally relate increasingly to the later

facts and circumstances. The method in years of the term of the cap. Thus, this

the proposed regulations provides one The proposed regulations provide thatule reflects the concern that the issuer
way of making that determination. Anfor purposes of applying sections 148&eceives an arbitrage benefit by making
issuer may use alternative methods ténd 143(g) to a variable yield issue ofa prepayment. This prepayment concern
establish that a working capital reservéjualified mortgage bonds, qualified vet-also arises in connection with other
is not indirectly financed with bond erans’ mortgage bonds, or qualified stutypes of hedges when an issuer makes
proceeds. Therefore, the final reguladent loan bonds, the yield on the issugayments before the period to which
tions adopt the provision in the pro-is computed over the term of the issuethose payments relate. Therefore, the
posed regulations. and 8§ 1.148-4(d) (relating to conversiorfinal regulations provide that a hedge
from a variable yield issue to a fixedcontains a significant investment ele-
yield issue) does not apply. The proment if the issuer's payments for the
posed regulations also address how tRedge are significantly front-loaded. In
The proposed regulations clarify thatcompute yield over the term of theaddition, a hedge contains a significant
the definition of investment-type prop-ISsue. investment element if the issuer's pay-
erty includes a contract that would be a One commentator requested that thiments are significantly back-loaded. The
hedge under § 1.148-4(h) except that itule be amended so it applies only foffinal regulations also include a special
contains a significant investment eleyield restriction purposes or only torule for caps that permits cap fees to be
ment. The proposed regulations alswariable yield issues that are expected tpaid in level installments over the term
provide that an interest rate cap containsonvert to fixed yield issues. The com-of the cap.
a significant investment element if thementator explained that applying the I
payr%ents for the cap are made moreule for rebate purposes may be inapprog' Interest based. The Qefln;]tlon of
quickly than in level annual installmentspriate. The final regulations genera”ymvesément-ltype prope_réy mh the pro-
over the term of the cap, the cap hedgeadopt this comment by providing thatP0S€d regulations provides tf at an inter-
a bond that is not a variable rate debthe rule applies only to issues that ar(?St ratel cap co_r;tarl]ns a s%nldlcant |n\t/)est(-j
instrument (VRDI) under § 1.1275-5,expected to convert to a fixed yield andent element If the cap hedges a bon

or the cap rate is less than the onenly for purposes of applying sectionsg}aé 'i {‘20;5615\/ %%Imﬂtgéqatgfs Teeinelgge d
market swap rate on the date the cap i$48 and 143(g) to purpose investments[hat tHis provi.sion be deleted b?acause

entered into. . -
Commlentators requested that the proz-' Qualified Hedging Transactions they asserted that hedging a bond that is

o . , not a VRDI does not give rise to an
visions relating to whether an interesy - pefinition of hedge. The final regula-expected return from the cap.

rate cap contains a significant investyjong expand the definition of hedge to The final regulations clarify that a
ment element be deleted because theyeiyde certain hedges of bonds of amontract meets the requirement that it be
asserted that those conditions do NQggue that would otherwise be a fixednterest based only if, (i) before the
give rise to an expected return from thge|q jssue (a fixed-to-variable hedge)contract is taken into account, each
cap. One commentator stated that thes§enerally, a fixed-to-variable hedgehedged bond is a type of obligation that
_rules Wel:e mlsplace_d_ anq should b%ust be entered into no later than 15¢ respected as So|e|y tax-exempt debt
included in the provision in § 1.148-gays after the issue date of the issue (Qinder the original issue discount regula-
gl(gl)ngre]?“ng with Slgnlﬂcant InveStmentthe deemed issue date under 8 114&0(}3 (i_e_, a fixed rate bond, a VRDI
. : , 4(d)) or no later than the expiration ofwithin the meaning of § 1.1275-5 that
The final regulations modify the pro- 5nather qualified hedge with respect tas not based on agn obj§ective rate other
posed regulations in several ways. FirShhe ponds. The permitted fixed-to-than a qualified inverse floating rate or
the provision that a cap contains &riaple hedges are limited in this mang qualified inflation rate, a tax-exempt
S|gn|f|cant investment element if the capher to minimize the complex computa-obligation described in § 1.1275—
rate is less than the on-market swap ralgong and potential for abuse that mayi(d)(2), or an inflation-indexed debt in-
has been deleted. The deletion of thigse if an issue switches between fixedtrument within  the meaning  of
rule is balanced by another rule addresgjie|y treatment and variable yield treat-g 1.1275-7T), and (i) after the contract
ing the timing of payments for a cap.ment during the term of the issue.s taken into account, each hedged bond
(See discussion below) Second, the resomments are requested on the exten substantially the same as one of these
quirement relating to the pattern ofiy \hich other fixed-to-variable hedgestypes of debt instruments.
payments for a cap and the prohibitionsp,g1d be treated as a hedge.
on hedging an instrument other than a d. Timing and allocation of payments.
VRDI have been moved to § 1.148-h. Significant investment element. TheThe proposed regulations provide that
4(h). (See discussion below.) Third, thedefinition of investment-type property inthe period to which a payment made by
final regulations clarify that investment-the proposed regulations provides thathe issuer relates is based on general
type property includes only the invest-an interest rate cap contains a significarffederal income tax principles, and that
ment element of a hedge that contains evestment element if the payments foigenerally a payment received by the
significant investment element. This elethe cap are made more quickly than irissuer is taken into account in the period
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that the interest payment that the payg. Treatment of hedges entered into betive. Section 1.148-10(e) gives the

ment hedges is required to be made. Thiere issue date of hedged bonds. Th€ommissioner the authority to depart

final regulations amend these rules t@roposed regulations provide that &rom the rules of 8§ 1.148-1 through

provide that payments made or receiveiedge entered into before the issue date148-11 to reflect the economic sub-
by the issuer under a qualified hedge arg1ay be a qualified hedge, even if thestance of a transaction if a principal

taken into account in the period thatt@yments received by the issuer do ngturpose of the transaction is to obtain
those amounts would be treated as incorrespond to interest payments on than arbitrage benefit that is inconsistent
come or deductions under § 1_446_4{1ed.g.ed _bonds. Commentators reque§te/dth the purposes of section 148. _There-
(without regard to the exclusion from Clarification about what other spemalfore,. in general a separate antl—apuse
§ 1.446-4 for tax-exempt obligations).rwes apply to these types of hedges. Inule is unnecessary. The final regulations

particular, commentators suggested thamend § 1.148-10(e) to clarify that the

e. Certain variable yield bonds treated?@yments made or received by an issuections the Commissioner may take to
as fixed yield bonds—certain termina-Pefore the issue date should not preverdiearly reflect the economic substance of
tions disregarded. Under the June 1998hese types of hedges from treatment as transaction include treating a hedge as
regulations, a variable yield issue it quallfl_ed hedge. _ _ a qualified hedge or treating a hedge as
treated as a fixed yield issue if the The final regulations clarify the treat-other than a qualified hedge. Because
issuer enters into a qualified hedge thapent of two different types of hedg_esspgmal considerations apply to identifi-
meets certain requirements. The progntered into before the issue date. 'FII’S_t;atIOH of hedges entered into before _the
osed requlations in general : rovide thal, &N issuer expects that a hedge will bessue date of the hedged bonds, the final
P 9 onsin g P losed in connection with the issuancéegulations also provide that this type of
upon a termmatlon_of this type Of of bonds, payments on the hedge madeedge will be treated as a hedge of
qualified hedge, the issue of which the,, yeceived, or deemed made or rebonds that are similar to the bonds that
hedged bonds are a part is treated fQfgjved, adjust the issue price of thehe issuer expected to issue when it
purposes of § 1.148-3 (relating to rengdged bonds. For this purpose, issuentered into the hedge.

bate) as if it were reissued as of theyrice is adjusted by taking into account

termination date. The proposed regulathe future value as of the issue date of Asset hedging. The proposed regula-

tions also provide that the terminationthe payments made or received befor Iogstrggtmngﬁltprc())fwﬂg dsr(;ic'g? ;gls?tsfogl-
will be disregarded (i.e., the issue willthe issue date. Second, if an issuer do?&cable to the rocee%s of tax-exempt
continue to be treated as a fixed yielchot expect that a hedge will be closed i onds. One con?mentator suggested tr?at
issue) if (i) the issuer immediately re-connection with the issuance of the . régulations extend the integration
places the terminated hedge and there nds and does not close the hedge i inciples currently applicable to quali-
no change in the yield or (i) the connection with the issuance of &gy pegges to include comparable prin-
termination is caused by the bankruptcyponds, the payments and receipts on th&ples for hedges of assets allocable to
or insolvency of the hedge provider andhedge adjust payments and receipts Qo o oceeds of tax-exempt bonds. The
the Commissioner determines that thé&he hedged bonds in the same manner gs" equiations do not adopt this com-
termination occurred without any actionother qualified hedges. Payments on the, o 5" rovide specific rules for asset
by the issuer. The final regulationshedge made by the issuer before thgoqqing “However, comments are re-
modify the proposed regulations by deissue date, however, are not taken intg o ioq relating to the proper treatment
leting the provision relating to termina-account for purposes of determiningyr oot hedges for purposes of section
tions of a qualified hedge caused by theield on the hedged bond. 148.

bankruptcy or insolvency of the hedg . o _ _
provider because, unless the issuer eert?-' Authority of Commissioner. The pro-p_ Section 1.148-5—Yield and Valua-

ters into a replacement hedge, any te0S€d regulations permit the Commis- o of Investments

L ioner to determine that a contract is not
g]r:gﬁggnin?;]et?/?elg %igteher%?%d(;ause a; qualified hedge if treating the contractl: Permissive Application of Single In-

as a qualified hedge provides a material Vvestment Rules to Certain Yield Re-
f. Certain acquisition payments. ThePotential for arbitrage. In addition, the ~stricted Investments for all Purposes
proposed regulations provide that if arProposed regulations permit the Commis- of Section 148

issuer receives a single, up-front paySioner to recompute the yield on an issue The proposed regulations provide that
ment relating to the off-market portionPYy taking into account a hedge if thefor a|| purposes of section 148, an issuer
of an otherwise qualified hedge, thelSsuer fails to meet the qualified hedgenay plend the yield of all yield re-
hedge does not fail to be a qualifiedrules and the failure distorts the yield Orstricted, nonpurpose investments in a
hedge as long as the off-market rates af@herwise fails to clearly reflect the eco-refunding escrow and a sinking fund
separately identified and are not takefomic substance of the transaction. that is reasonably expected as of the
into account in determining yie[d on theé  gome commentators asserted that th|SSUe .date to be ".‘ai”tai”ed to'reduce
bono_ls. The proposed regulations aIs%rant of authority is too broad and adddhe yl_eld on the investments in the
prowdg that the on-market rates al'incertainty about the proper treatmentefunding escrow. Commentators  re-
determined as of the date the partieg ; ; quested that this rule be amended to
. h he final ' f certain transactions that are not spe it blendi  the vield Il vield
enter into the contract. The final regu 8ifically addressed by the regu|ati0ns'perm|t ending of the yield on all yie
tions adopt this rule. In the case of restricted nonpurpose investments. The
. _ such as asset hedges. _ . .
hedges entered into before the issue date final regulations do not adopt this com-
(e.g., a forward swap), the on-market In general, an issuer may choosenent because a more flexible yield
rate is the forward on-market rate on thevhether a hedge is treated as a qualifiedlending rule could permit avoidance of
date the parties enter into the hedgeiedge, as long as that choice is prospethe requirement that rebatable arbitrage
6



must be paid for periods of no greatement, whether the whole fund is taintedregulations clarify that a broker’s com-
than 5 years. In addition, the finalif one investor exceeds the 10 percentission is a qualified administrative cost
regulations clarify that the rule applieslimit, whether the impact is limited to to the extent it does not exceed the
only to sinking funds that are reasonablythose days that the 10 percent limit iSesser of a reasonable amount or the .05
expected as of the issue date to bexceeded, how the 10 percent limit iSpercent limit. No inference should be
established and maintained solely toneasured, and whether the semiannugfawn that there are necessarily any
reduce the yield on the investments iperiod is a fixed or a floating period. sjtyations in which a commission equal
the refunding escrow. For example, therlhe commentator suggested that the tegf g percent is reasonable.
rule does not apply to investments in ahould be applied only at the time that a
reasonably required reserve fund that thdeposit is made and the result shoulgt. Section 1.150—1—Definitions
issuer intends to use to reduce the yieldot be affected by simultaneous or sub-
on the investments in a refunding essequent activity in the pool. The proposed regulations define “is-
crow. The final regulations generally adoptsue” for all purposes of sections 103
this suggestion. The final regulationsand 141 through 150. The final regula-
clarify that this rule applies only to tions adopt the definition as proposed
widely held commingled funds and thatwith one modification. The final regula-
The proposed regulations provide thathe determination of whether a fund istjions delete the rule that a variable yield
yield reduction payments must be madevidely held is based on the averageyond is treated as sold on its issue date
at the same time and in the sameumber of investors during the immedi-gng clarify that the definition of “sale
manner as rebate amounts are requireately preceding, fixed, semiannual peygte” applies to all bonds.
to be paid under § 1.148-3(f), and thatiod chosen by the fund (e.g., semian- Th d lati | id
the date a payment is required to bewual periods ending June 30 and € proposed reguiations also provide
paid is determined without regard toDecember 31). Thus, the determinatior? special ru_Ie r_elatlng to the treatment of
§ 1.148-3(h), which allows the issuer toof whether any issuer that has investe§€neral obligation bonds sold and issued
pay a penalty in lieu of loss of tax-in a commingled fund may take indirectOn the same dates pursuant to a single
exemption in certain situations. The pro-administrative costs into account mayffering document as part of the same
posed regulations also provide that @hange from one 6-month period tolSsue. Commentators expressed concern
yield reduction payment that is paidanother. The final regulations also prothat this special rule is mandatory and
untimely is not taken into account un-vide that the determination of whetherconflicts with other rules relating to the
less the Commissioner determines thain investor exceeds the 10 percent limidetermination of whether bonds are part
the failure to pay timely is not due tois made on the date of deposit into thef a single issue. The commentators
willful neglect. commingled fund and whether that in-requested that the relationship of the
One commentator noted that this rulevestor exceeds the 10 percent limit igules be clarified and that the general
imposes a procedural standard that igot affected by subsequent actions ofbligation rule not be mandatory.
different from the rules regarding lateinvestors in the fund. In addition, if any the final regulations generally adopt
rebate payments and requested that thisvestor exceeds the 10 percent limit, N¢nose comments by permitting an issuer
rule be amended to eliminate the reinvestor in the fund may take indirect; " .ot to treat tax-exempt general
quirement of action by the Commis-administrative costs into account unt”obligation bonds sold and issued on the
sioner and to otherwise conform to thehat investor makes sufficient withdraw- : :
ame dates pursuant to a single offering
rules for late payment of rebate. Theals from the fund to meet the 10 percen :
\ ) . e ; ; ocument as part of the same issue.
final regulations adopt this commentlimit. Thus, if a fund continues to be However, taxable bonds still must be

widely held and does not accept aMYreated as a separate issue. A proposed

deposits from an investor that exceed :
The June 1993 regulations providehe 10 percent limit, all issuers that have%gnnednsdrir:]eng tfltgg_ig?g;'ogrgogot:ggt}f

that an issuer that invests in a cominvested tax-exempt bond proceeds i ; : ;
mingled fund may take indirect adminis-the fund may take the indirect adminis?;ggigg?gsn Bzggf;fgr é% ngzd?sra:]ot
trative costs of the commingled fundtrative costs of the fund into accoum'addressed by these final regulations.

into account for purposes of determining4 Qualified Administrative Costs of

payments and receipts on nonpurpose  Effective Dates
investments if certain requirements are Guaranteed Investment Contract§

met. In general, the issuer and any The June 1993 regulations generally The final regulations generally are
related parties must not own more thamprovide that administrative costs museffective for bonds issued on or after
10 percent of the beneficial interest inbe reasonable in order to be qualifiedluly 8, 1997. An issuer generally may
the fund. The proposed regulations proadministrative costs. The proposed reguapply the final regulations to bonds that
vide a test for determining whether théeations provide that a broker's commis-are outstanding on July 8, 1997, and to
10 percent limit is met. sion for a guaranteed investment conwhich certain prior regulations apply. In

One commentator stated that undefract is treated as an administrative costddition, the rules in the temporary
the method for determining whether theand is not a qualified administrative costegulations have been redesignated as
10 percent requirement is met the investo the extent that the present value o8 1.148-1A through 1.148-6A, 1.148—
tor is uncertain whether its deposit willthe fee exceeds the present value @A, 1.148-10A, 1.148-11A, 1.149(d)-
cause it to exceed the 10 percent limitannual payments equal to .05 percent dfA, and 1.150-1A and, together with the
whether actions of another investor willthe weighted average amount reasonabBpplicable provisions of the June 1993
cause it to exceed the 10 percent limit aéxpected to be invested each year duringegulations, continue to apply to bonds
any time for the duration of this invest-the term of the contract. The finalissued before July 8, 1997.
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Special Analysis related person to that user receives (dimeets the requirements of § 1.150-2
. . rectly or indirectly) 5 percent or more of (relating to reimbursement allocations).
sulrt h daescit;(ieoenn igerfg:rgms?dnit;i]g;rﬂ"rse Tl:faa}fhe proceeds of the issue for the user’sor purposes of this paragraph (b), if the
tory action as defined gin EO 129866 interest in the facility and is a substanproceeds of an issue are used to pay
Thgrefore a regulatory assessment is n‘ti I. user of the faci!ity at any t!me principal of or interest on an obligation
required ’It also hasy been determinea ring the 5-year period after the issusther than a State or local bond (for
that secfion 553(b) of the Administrative ate, unless_—_ _ 3 _example, temporary construction fl_nanc-
Procedure Act (5 U.S.C. chapter 5) doe (A) An official intent for the facility ing of the conduit borrower), that issue
->-%. Chap ) s adopted under § 1.150-2 within 60is not a refunding issue, and, thus,
not appAy to t.hesef regulations, Iand kt.)eaays after the date on which acquisition§ 1.150-2(g) does not apply.
cause the notice of proposed rulemakin onstruction, or reconstruction of that (c) Limitation on use of facilities by
pr_ece:hna thr? 2?%“;3?'? ve/zas :Sfue cility commenced; and substantial users-(1) In general.If the
Iglr:aor'bfl)'t 22; 5 US.C E;haetereg)udaocég (B) For an acquisition, no person thatoriginal use of a facility begins before
notxélplrlJlil/ Pursuaﬁt fo 'sectign 7805(f) O#'s a substantial user or related persothe issue date of the bonds to provide
the Internal Revenue Code. the notice oilﬁer the acquisition date was also ahe facility, the facility is not described
oroposed  rulemaking pre’ce ding thes ubstantial user more than 60 days ben section 142(a) if any person that was
requlations was submitted to the Chie&)re the date on which the official intenta substantial user of the facility at any
Cgunsel for Advocacy of the SmallVas adopted. N time during the 5-year period before the
BUSIneSS Administratior): for comment o (i) A facility, the original use of issue date or any related person to that
its impact on small business Mwhich commences (or the acquisition ofuser receives (directly or indirectly) 5
P ' which occurs) on or after the issue datgercent or more of the proceeds of the
of bonds to provide that facility, quali- issue for the user’s interest in the facil-
fies under this section only to the extenity and is a substantial user of the
The principal authors of these regulathat an official intent for the facility is facility at any time during the 5-year
tions are Brigitte Finley and William P. adopted under § 1.150-2 by the issugperiod after the issue date, unless—
Cejudo, Office of Assistant Chief Coun-of the bonds within 60 days after the (i) An official intent for the facility is
sel (Financial Institutions and Products)commencement of the construction, readopted under § 1.150—2 within 60 days
However, other personnel from the IRSconstruction, or acquisition of that facil- after the date on which acquisition,
and Treasury Department participated ifty. Temporary construction or other fi- construction, or reconstruction of that
their development. nancing of a facility prior to the facility commenced; and
*ox ok x issuance of the bonds to provide that (ji) For an acquisition, no person that
. facility will not cause that facility to be js a substantial user or related person
Adoption of Amendments to the Reguléone that does not qualify under thisafter the acquisiton date was also a
tions paragraph (a)(5)(ii). substantial user more than 60 days be-
Accordingly, 26 CFR parts 1 and 602 (iil) _FO][ hPUFDOS.eS OJ pa.fngfaphfore the date on which the official intent
are amended as ol (E)) ofthis sectonsubstantal user was adopted
PART 1—INCOME TAXES 147(a)(1),related personhas the mean- grg))h D(g;ﬂ(T)Uoor;s&l]:i;)rspetértg)oonssisbsot;ﬁgﬁ
Paragraph 1. The authority citation forid US€d in section 144(a)(3), and a Usqlser has the meaning used in section
part 1 is amended by removing the entr)g:at is a governmental unit within the147(a)(1),related personhas the mean-
for § 1.148-11T to read in part asncaning of § 1.103-1 is disregardeding ysed in section 144(a)(3), and a user
follows: (iv) Except to the extent provided inthat is a governmental unit within the
Authority: 26 U.S.C. 7805 * * * §§15%).124(j2)_":lgids)’partglriialé@(%;’ap?)lr;ggqeaning of § 1.103-1 is disregarded.
Par. 2. In § 1.103-8, paragraph (a)(5) ", <32 (d) Effective date—(1) In general
S Paragraph ()54 honds issued after June 30, 1993, a his section applies to bonds sold on or

Drafting Information

is revised to read as follows:
sold before July 8,_ 1997. See § 1142_after July 8, 1997. See § 1.103-8(a)(5)
§ 1.103-8 Interest on bonds to financéH(d) for rules relating to bonds sold 0Ny, s applicable to bonds sold before
certain exempt facilities. or after July 8, 1997. that date.
(@) * * * e (2) Elective retroactive application.
o . . o . An issuer may apply this section to any
(5) Limitation. (i) A facility qualifies & 1.103-8T [Removed] bond sold before July 8, 1997.

under this section only to the extent that : : .
there is a valid reimbursement allocation F2&r 3- Section 1.103-8T is removed. Par. 5. In § 1.148-0, paragraph (c) is

under § 1.150—2 with respect to expen: Par. 4. Section 1.142-4 is added t@mended as follows:

ditures that are incurred before the issutead as follows: 1. An entry for § 1.148-1, paragraph
(e) is added.

date of the bonds to provide the facilit ;
and that are to be F?aid with the proy§ 1.142-4 Use of proceeds to provide & 5 The entries for § 1.148-4, para-

ceeds of the issue. In addition, if thefamhty. graph (h)(4) and (h)(5) are revised.
original use of the facility begins before (a) In general [Reserved]. 3. An entry for § 1.148-4, paragraph

the issue date of the bonds, the facility (b) Reimbursement allocationdgf an (h)(6) is added.

does not qualify under this section ifexpenditure for a facility is paid before 4. An entry for § 1.148-11, para-
any person that was a substantial user d¢he issue date of the bonds to providg@raph (b)(3) is added.

the facility at any time during the 5-yearthat facility, the facility is described in 5. Entries for § 1.148-11, paragraphs
period before the issue date or anywection 142(a) only if the expenditure(c)(1l) and (g) are revised.
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6. Entries for § 1.148-11, paragraphs Par. 7. Section 1.148-1 is amended ascome includes any benefit based on

(h) and (i) are removed. follows: the time value of money, including the
The revised and added provisions 1. Paragraph (b) is amended by revisbenefit from making a prepayment.
read as follows: ing the definition of Investment-type (2) Non-customary prepayment&Ex-

property, by adding the definition of cept as otherwise provided in this para-
§ 1.148-0 Scope and table of contentReplacement procegdand by adding a graph (e), a prepayment for property or

ok x &k new sentence at the end of the definitioservices gives rise to investment-type

(c) »*~* of Sale proceeds property if a principal purpose for pre-
o ) 2. Paragraph (c)(4)(ii)(A) is revised.paying is to receive an investment return

§ 1.148-1 Definitions and elections. 3 Paragraph (e) is added. from the time the prepayment is made
oo The revised and added provisionsintil the time payment otherwise would

(e) Investment-type property. read as follows: be made. A prepayment does not give
ooxoox ok rise to investment-type property if—

§ 1.148-1 Definitions and elections. (i) The prepayment is made for a

§ 1.148-4 Yield on an issue of bonds. o) o substantial business purpose other than
ok oox e (b) investment return and the issuer has no

commercially reasonable alternative to
the prepayment; or
(i) Prepayments on substantially the
same terms are made by a substantial
percentage of persons who are similarly
LT situated to the issuer but who are not
Sale proceeds* * * See also beneficiaries of tax-exempt financing.

§ 1.148-4(h)(5) treating amounts re- (3) Certain hedges.lnvestment—type
ceived upon the termination of certainP’OPEMy aiso includes the investment

(h) * Kk K

(4) Certain variable yield bonds
treated as fixed yield bonds.

(5) Contracts entered into before is-
sue date of hedged bond.

(6) Authority of the Commissioner.

* * * * *

Investment-type propertig defined in
paragraph (e) of this section.
Replacement proceeds defined in
paragraph (c) of this section.

8§ 1.148-11 Effective dates.

oo hedges a5 sale proceect, e 2 oot 12 2 Te®
(3) No elective retroactive application © ** . 4(h)(2)()(A)) and that contains a signifi-
for hedges of fixed rate issues. (4) *** cant investment element because a pay-

(C) * % %
(1) Retroactive application of over-
payment recovery provisions.

* * * * *

ment by the issuer relates to a
conditional or unconditional obligation

; : : by the hedge provider to make a pay-
otherwise ~ provided in paragraphment on a later date. See § 1.148-

(g) Provisions applicable to certaing:r)o(g()egl()j(sB)aﬁ;;hg ?ﬁgtlggieﬁpgcﬁgim@(h)@)(ii) relating to hedges with a
bonds sold before effective date. capital reserve is, directly or indirectly, ignificant investment element.

§§ 1.148-1T, 1.148-2T, 1.148-3T, financed with the proceeds of the issue Par. 8. In 8 1.148-2, paragraph
1.148-4T, 1.148-5T, 1.148-6T, 1.148— (regardless of the expenditure of pro(b)(Z)(n) is revised to read as follows:

9T, 1.148-10T, and 1.148-11T [Redes- ceeds of the issue). Thus, for example
ignated as 88 1.148-1A, 1.148-24, if an issuer that does not maintain
1.148-3A, 1.148-4A, 1.148-5A, 1.148—Working capital reserve borrows to fun

6A, 1.148-9A, 1.148—10A, and 1.148— & working capital reserve, the issuer will .
11A] have replacement proceeds. To deter- (b) ** *

mine the amount of a working capital
Par. 6. Sections 1.148-1T, 1.148-2Tseserve maintained, an issuer may use (2) ***

1.148-3T, 1.148-4T, 1.148-5T, 1.148+the average amount maintained as a (i) Exceptions to certification re-
6T, 1.148-9T, 1.148-10T, and 1.148-working capital reserve during annualquirement.An issuer is not required to
11T are redesignated as 88 1.148-1/Ageriods of at least 1 year, the last ofnake a certification for an issue under
1.148-2A, 1.148-3A, 1.148-4A, 1.148-which ends within 1 year before theparagraph (b)(2)(i) of this section if—
5A, 1.148-6A, 1.148-9A, 1.148-10A,issue date. For example, the amount of a (A) The issuer reasonably expects as
and 1.148-11A, respectively, and addegiorking capital reserve may be com-of the issue date that there will be no
under an undesignated center headinguted using the average of the beginningnspent gross proceeds after the issue
immediately preceding the undesignatedr ending monthly balances of thedate, other than gross proceeds in a
center heading “Deductions for Personabmount maintained as a reserve (net djona fide debt service fund (e.g., equip-

(i) Bonds financing a working capi-
tal reserve—(A) In general Except as

1.148-2 General arbitrage vyield re-
gstriction rules.

Exemptions” to read as follows: unexpended gross proceeds) during thment lease financings in which the is-
Regulations Applicable to Certain 1 year period preceding the issue datefsuer purch;’as”es etqument t|n et><change
Bonds Sold Prior to July 8, 1997. oor s or an installment payment note); or
(e) Investment-type property(1) In (B) The issue price of the issue does

Par. 6a. The section headings ofjeneral. Investment-type property in- not exceed $1,000,000.
newly designated 88 1.148-1A, 1.148-ludes any property, other than property
2A, 1.148-3A, 1.148-4A, 1.148-5A,described in section 148(b)(2)(A), (B), L
1.148-6A, 1.148-9A, 1.148-10A, and(C), or (E), that is held principally as a Par. 9. In § 1.148-3, the last sentence
1.148-11A are amended by removingassive vehicle for the production ofof paragraph (h)(3) is revised to read as
the language “(temporary)”. income. For this purpose, production offollows:
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§ 1.148-3 General arbitrage rebatetion of yield on an issue of qualified rate swap, an interest rate cap, a futures

rules. mortgage bonds or qualified veteranstontract, a forward contract, or an op-
% x % % mortgage bonds. For purposes of applytion.
(h) * * * ing section 148 and section 143(g) with (B) Special rule for fixed rate issues.

(3) * * * For purposes of this para- respect to purpose investments allocablg the contract modifies the issuer’s risk
graph (h)(3), willful neglect does notto a variable yield issue of qualified of interest rate changes with respect to a
include a failure that is attributablemortgage bonds, qualified veteranshond that is part of an issue that, absent
solely to the permissible retroactive semortgage bonds, or qualified studenthe contract, would be a fixed rate issue,
lection of a short first bond year if theloan bonds that is reasonably expectethe contract must be entered into—
rebate amount that the issuer failed tas of the issue date to convert to a fixed (1) No later than 15 days after the
pay is paid within 60 days of theyield issue, the yield may be computedssye date (or the deemed issue date

selection of that bond year. over the term of the issue, and, if theynder paragraph (d) of this section) of
ok x % % yield is so computed, paragraph (d) okhe issue: or
Par. 10. Section 1.148-4 is amendethis section does not apply to the issue. (2) No later than the expiration of a
as follows: As of any date, the yield over the termqualified hedge with respect to bonds of
1. Paragraphs (b)(5), (g), (h)(1),of the issue is based on— that issue that satisfies paragraph
(h)(2) introductory text, and (h)(2)(i) are (1) With respect to any bond of the h)(2)(i)(B)(1) of this section; or
revised. issue that has not converted to a fixe

2. Paragraph (h)(2)(vi) and (h)(2)(vii) and determinable yield on or before thabug?ﬁle\l(;) r:gtjegretr\;ﬁph trr:aespeeérilzitlggngfs ?)f

are removed. date, the actual amounts paid or re; . g .
3. Paragraphs (h)(2)(ii) throughceived to that date and the amounts tht ;:1;2;?335)(tzr;atofsagﬁgesseeé:%enr %?ra}tﬂgph
(h)(2)(v) are redesignated as paragraplexe reasonably expected (as of that dat ragraph (n)(2)()(BR)
(h)(2)(iii) through (h)(2)(vi) and para- to be paid or received with respect t . o .
graphs (h)(2)(viii) and (h)(2)(ix) are re- that bond over the remaining term of the (C) Contracts with certain acquisition
designated as paragraphs (h)(2)(vi) anisue (taking into account prepaymenpP@yments.f a hedge provider makes a
(h)(2)(vii). assumptions under section 143(g)(2)(B)S"9'€ payment to the issuer (eg. a
4. New paragraph (h)(2)(ii) is added.(iv), if applicable); and payment for an off-market swap) in
5. Newly designated paragraphs (2) With respect to any bond of theCONnection with the acquisition of a
()(2)(v), (N(2)V), (h)@2)(vi), and issue that has converted to a fixed an§ONiract. the issuer may treat a portion
(h)(2)(vii) and paragraphs (h)(3), (h)(4),determinable yield on or before thato’ that contract as a hedge provided—

and (h)(5) are revised. date, the actual amounts paid or re- (1) The hedge provider's payment to
6. Paragraph (h)(6) is added. ceived before that bond converted, ithe issuer and the issuer’s payments
The revised and added provisionsny, and the amount that was reasonabinder the contract in excess of those
read as follows: expected (on the date that bond con at it would make if the contract bore

verted) to be paid or received withfates equal to the on-market rates for the
§ 1.148-4 Yield on an issue of bondsrespect to that bond over the remainingontract (determined as of the date the

L term of the issue (taking into account®@rties enter into the contract) are sepa-
(b) *** prepayment assumptions under sectiofftely identified in a certification of the
(5) Special aggregation rule treating 143(g)(2)(B)(iv), if applicable). hedge provider; and

certain bonds as a single fixed yield (h) Qualified hedging transactiors (2) The payments described in para-
bond Two variable yield bonds of an (1) In general. Payments made or re-graph (h)(2)(i)(C)0) of this section are
issue are treated in the aggregate asgeived by an issuer under a qualifiedot treated as payments on the hedge.
single fixed yield bond if— hedge (as defined in paragraph (h)(2) of (i) No significant investment ele-
() Aggregate treatment would resultthis section) relating to bonds of anment—(A) In general. The contract
in the single bond being a fixed yieldissue are taken into account (as providedoes not contain a significant investment
bond; and in paragraph (h)(3) of this section) toelement. Except as provided in para-
(i) The terms of the bonds do notdetermine the yield on the issue. Excepgraph (h)(2)(ii))(B) of this section, a
contain any features that could distors provided in paragraphs (h)(4) andontract contains a significant invest-
the aggregate fixed yield from what the(h)(5)(ii)(E) of this section, the bonds toment element if a significant portion of
yield would be if a single fixed yield which a qualified hedge relates areany payment by one party relates to a
bond were issued. For example, if anreated as variable yield bonds from theonditional or unconditional obligation
issue contains a bond bearing interest asue date of the bonds. This paragrapby the other party to make a payment
a floating rate and a related bond bearth) applies solely for purposes of secon a different date. Examples of con-
ing interest at a rate equal to a fixedions 143(g), 148, and 149(d). tracts that contain a significant invest-
rate minus that floating rate, those two (2) Qualified hedge definedExcept ment element are a debt instrument held
bonds are treated as a single fixed yieleis provided in paragraph (h)(5) of thisby the issuer; an interest rate swap
bond only if neither bond may be section, the terngualified hedgemeans requiring any payments other than peri-
redeemed unless the other bond is als® contract that satisfies each of thedic payments, within the meaning of
redeemed at the same time. following requirements: § 1.446-3 (periodic payments) (e.g., a
L T S (i) Hedge—(A) In general. The con- payment for an off-market swap or
(g) Yield on certain mortgage revenuetract is entered into primarily to modify prepayment of part or all of one leg of a
and student loan bond&:or purposes of the issuer’s risk of interest rate changeswap); and an interest rate cap requiring
section 148 and this section, sectiomith respect to a bond (a hedge). Fothe issuer’s premium for the cap to be
143(g)(2)(C)(ii) applies to the computa-example, the contract may be an interegiaid in a single, up-front payment.
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(B) Special level payment rule forthe resulting bond from being substaniract is terminated or deemed terminated
interest rate capsAn interest rate cap tially similar to another type of bond under this paragraph (h)(3). Payments
does not contain a significant investmeninclude a difference between the indexeasonably allocable to the modification
element if— used to compute payments on thef risk of interest rate changes and to

(1) All payments to the issuer by thehedged bond and the index used tthe hedge provider’'s overhead under this
hedge provider are periodic paymentsgompute payments on the hedge whengaragraph (h) are included as payments

(2) The issuer makes payments foone index is substantially the same, bummade or received under a qualified
the cap at the same time as periodioot identical to, the other; the differencehedge.
payments by the hedge provider must beesulting from the payment of a fixed (ii) Exclusions from hedgelf any
made if the specified index (within the premium for a cap (e.g., payments for gpayment for services or other items
meaning of 8§ 1.446-3) of the cap iscap that are made in other than levelinder the contract is not expressly
above the strike price of the cap; andnstallments); and the difference resultireated by paragraph (h)(3)(i) of this

(3) Each payment by the issuer beartng from the allocation of a termination section as a payment under the qualified
the same ratio to the notional principalpayment where the termination was nohedge, the payment is not a payment
amount (within the meaning of § 1.446—expected as of the date the contract wasith respect to a qualified hedge.

3) that is used to compute the hedgentered into. (i) Timing and allocation of pay-
provider’'s payment, if any, on that date. (vi) Payments closely correspond.ments.Except as provided in paragraphs
%% % % The payments received by the issueth)(3)(iv) and (h)(5) of this section,

(iv) Hedged bondsThe contract cov- from the hedge provider under the conpayments made or received by the issuer
ers, in whole or in part, all of one ortract correspond closely in time to eithemunder a qualified hedge are taken into
more groups of substantially identicalthe specific payments being hedged oaccount in the same period in which
bonds in the issue (i.e., all of the bondgshe hedged bonds or specific paymentthhose amounts would be treated as in-
having the same interest rate, maturityequired to be made pursuant to theome or deductions under § 1.446-4
and terms). Thus, for example, a qualibond documents, regardless of théwithout regard to § 1.446-4(a)(2)(iv))
fied hedge may include a hedge of all ohedge, to a sinking fund, debt serviceand are adjusted as necessary to reflect
a pro rata portion of each interest payfund, or similar fund maintained for thethe end of a computation period and the
ment on the variable rate bonds in anssue of which the hedged bond is atart of a new computation period.
issue for the first 5 years following their part. (iv) Termination paymerts(A) Ter-
issuance. For purposes of this paragraph % x % % mination defined.A termination of a
(h), unless the context clearly requires (viii) ldentification. The contract qualified hedge includes any sale or
otherwise,hedged bondsneans the spe- must be identified by the actual issueother disposition of the hedge by the
cific bonds or portions thereof coveredon its books and records maintained forssuer or the acquisition by the issuer of
by a hedge. the hedged bonds not later than 3 dayan offsetting hedge. A deemed termina-

(v) Interest based contracfThe con- after the date on which the issuer andion occurs when the hedged bonds are
tract is primarily interest based. A con-the hedge provider enter into the confredeemed or when a hedge ceases to be
tract is not primarily interest basedtract. The identification must specify thea qualified hedge of the hedged bonds.
unless— hedge provider, the terms of the conin the case of an assignment by a hedge

(A) The hedged bond, without regardtract, and the hedged bonds. The identprovider of its remaining rights and
to the contract, is either a fixed ratefication must contain sufficient detail to obligations under the hedge to a third
bond, a variable rate debt instrumenestablish that the requirements of thigparty or a modification of the hedging
within the meaning of 8§ 1.1275-5 pro-paragraph (h)(2) and, if applicable, paracontract, the assignment or modification
vided the rate is not based on argraph (h)(4) of this section are satisfiedis treated as a termination with respect
objective rate other than a qualifiedin addition, the existence of the hedgdo the issuer only if it results in a
inverse floating rate or a qualified infla- must be noted on the first form relatingdeemed exchange of the hedge and a
tion rate, a tax-exempt obligation de-to the issue of which the hedged bondsealization event under section 1001 to
scribed in § 1.1275-4(d)(2), or anare a part that is filed with the Internalthe issuer.
inflation-indexed debt instrument within Revenue Service on or after the date on (B) General rule.A payment made or
the meaning of § 1.1275-7T; and which the contract is identified pursuantreceived by an issuer to terminate a

(B) As a result of treating all pay- to this paragraph (h)(2)(viii). qualified hedge, including loss or gain
ments on (and receipts from) the con- (3) Accounting for qualified hedges realized or deemed realized, is treated as
tract as additional payments on (andi) In general.Except as otherwise pro-a payment made or received on the
receipts from) the hedged bond, thevided in paragraph (h)(4) of this sectionhedged bonds, as appropriate. The pay-
resulting bond would be substantiallypayments made or received by the issuanent is reasonably allocated to the re-
similar to either a fixed rate bond, aunder a qualified hedge are treated asiaining periods originally covered by
variable rate debt instrument within thepayments made or received, as approprihe terminated hedge in a manner that
meaning of § 1.1275-5 provided theate, on the hedged bonds that are takeeflects the economic substance of the
rate is not based on an objective raténto account in determining the yield onhedge.
other than a qualified inverse floatingthose bonds. These payments are reason-(C) Special rule for terminations
rate or a qualified inflation rate, aably allocated to the hedged bonds iwhen bonds are redeemedxcept as
tax-exempt obligation described inthe period to which the payments relateptherwise provided in this paragraph
§ 1.1275-4(d)(2), or an inflation- as determined under paragraph (h)(3)(iiifh)(3)(iv)(C) and in paragraph
indexed debt instrument within theof this section. Payments made or re¢h)(3)(iv)(D) of this section, when a
meaning of § 1.1275-7T. For this pur-ceived by the issuer include paymentgualified hedge is deemed terminated
pose, differences that would not preventleemed made or received when a corbecause the hedged bonds are redeemed,
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the fair market value of the qualified other hand, for an issue that is a fixedvhole or in part, on variable interest
hedge on the redemption date is treategield issue after termination of a quali-rates that are substantially the same
as a termination payment made or refied hedge, the termination payment isvithin the meaning of paragraph
ceived on that date. When hedged bondsken into account as a single payment)(4)(i)(C) of this section (but not iden-
are redeemed, any payment received byn the date it is paid. tical), yield on the issue is determined
the issuer on termination of a hedge, (4) Certain variable vyield bonds by treating the variable interest rates as
including a termination payment or atreated as fixed yield bonds(i) In gen- identical. For example, if variable rate
deemed termination payment, reducegral. Except as otherwise provided inbonds bearing interest at a weekly rate
but not below zero, the interest paythis paragraph (h)(4), if the issuer ofequal to the rate necessary to remarket
ments made by the issuer on the hedgedhriable yield bonds enters into a qualithe bonds at par are hedged with an
bonds in the computation period endindied hedge, the hedged bonds are treatédterest rate swap under which the issuer
on the termination date. The remaindeas fixed yield bonds paying a fixedreceives payments based on a short-term
of the payment, if any, is reasonablyinterest rate if: floating rate index that is substantially
allocated over the bond years in the (A) Maturity. The term of the hedge the same as, but not identical to, the
immediately preceding computation peis equal to the entire period duringweekly rate on the bonds, the interest
riod or periods to the extent necessaryhich the hedged bonds bear interest gtayments on the bonds are treated as
to eliminate the excess. variable interest rates, and the issueequal to the payments received by the
(D) Special rules for refundingsTo does not reasonably expect that thessuer under the swap for purposes of
the extent that the hedged bonds arbedge will be terminated before the endomputing the yield on the bonds.
redeemed using the proceeds of a resf that period. (iii) Effect of terminatior—(A) In
funding issue, the termination payment (B) Payments closely correspondgeneral.Except as otherwise provided in
is accounted for under paragraplPayments to be received under thé¢his paragraph (h)(4)(iii) and paragraph
(h)(3)(iv)(B) of this section by treating hedge correspond closely in time to th€h)(5) of this section, the issue of which
it as a payment on the refunding issuehedged portion of payments on thehe hedged bonds are a part is treated as
rather than the hedged bonds. In addihedged bonds. Hedge payments receiveflit were reissued as of the termination
tion, to the extent that the refundingwithin 15 days of the related paymentdate of the qualified hedge covered by
issue is redeemed during the period ton the hedged bonds generally so corrggaragraph (h)(4)(i) of this section in
which the termination payment has beespond. determining yield on the hedged bonds
allocated to that issue, paragraph (C) Aggregate payments fixedlaking for purposes of § 1.148-3. The redemp-
(h)(3)(iv)(C) of this section applies tointo account all payments made andion price of the retired issue and the
the termination payment by treating it ageceived under the hedge and all payissue price of the new issue equal the
a payment on the redeemed refundingnents on the hedged bonds (i.e., aftemggregate values of all the bonds of the
issue. netting all payments), the issuer’s aggreissue on the termination date. In com-
(E) Safe harbor for allocation of cer- gate payments are fixed and determinputing the yield on the new issue for
tain termination payment#A payment to able as of a date not later than 15 daythis purpose, any termination payment is
terminate a qualified hedge does noafter the issue date of the hedged bondaccounted for under paragraph (h)(3)(iv)
result in that hedge failing to satisfy thePayments on bonds are treated as fixeof this section, applied by treating the
applicable provisions of paragraphfor purposes of this paragraphtermination payment as made or re-
(h)(3)(iv)(B) of this section if the pay- (h)(4)())(C) if payments on the bondsceived on the new issue under this
ment is allocated in accordance with thisare based, in whole or in part, on ongaragraph (h)(4)(iii).
paragraph (h)(3)(iv)(E). For an issue thainterest rate, payments on the hedge are (B) Effect of early termination.Ex-
is a variable yield issue after terminationbased, in whole or in part, on a seconadept as otherwise provided in this para-
of a qualified hedge, an amount must bénterest rate that is substantially thegraph (h)(4)(iii), the general rules of
allocated to each date on which thesame as, but not identical to, the firspparagraph (h)(4)(i) of this section do not
hedge provider's payment, if any, wouldinterest rate and payments on the bondspply in determining the yield on the
have been made had the hedge not beevould be fixed if the two rates were hedged bonds for purposes of § 1.148-3
terminated. The amounts allocated tdadentical. Rates are treated as substaif- the hedge is terminated or deemed
each date must bear the same ratio tially the same if they are reasonabljterminated within 5 years after the issue
the notional principal amount (within expected to be substantially the samdate of the issue of which the hedged
the meaning of § 1.446-3) that wouldthroughout the term of the hedge. Fobonds are a part. Thus, the hedged
have been used to compute the hedgexample, an objective 30-day tax-bonds are treated as variable yield bonds
provider's payment, if any, on that dateexempt variable rate index or otherfor purposes of § 1.148-3 from the
and the sum of the present values obbjective index may be substantially thassue date.
those amounts must equal the presesame as an issuer’s individual 30-day (C) Certain terminations disregarded.
value of the termination payment.interest rate. This paragraph (h)(4)(iii) does not apply
Present value is computed as of the day (ii) Accounting. Except as otherwise to a termination if, based on the facts
the qualified hedge is terminated, usingrovided in this paragraph (h)(4)(ii), inand circumstances (e.g., taking into ac-
the yield on the hedged bonds, deterdetermining yield on the hedged bondsgount both the termination and any
mined without regard to the terminationall the issuer’s payments on the hedgedualified hedge that immediately re-
payment. The yield used for this pur-bonds and all payments made and replaces the terminated hedge), there is no
pose is computed for the period beginceived on a hedge described in parachange in the yield.
ning on the first date the qualified hedgegraph (h)(4)(i) of this section are taken (5) Contracts entered into before is-
is in effect and ending on the date thento account. If payments on the bondsue date of hedged bonei) In gen-
qualified hedge is terminated. On theand payments on the hedge are based, @ral. A contract does not fail to be a
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hedge under paragraph (h)(2)(i) of thighis paragraph (h)(5)(ii) applies does noparagraph (h)(2) of this section, are

section solely because it is entered intdail to be a fixed yield bond if, taking qualified hedges or, although they do

before the issue date of the hedgethto account payments on the contrachot meet the requirements of paragraph

bond. However, that contract must beand the payments to be made on thén)(4) of this section, cause the hedged

one to which either paragraph (h)(5)(ii)bond, the bond satisfies the definition ofbonds to be treated as fixed yield bonds.

or (h)(5)(iii) of this section applies. fixed yield bond. See also paragraph Par. 11. In § 1.148-5, paragraphs
(i) Contracts expected to be closedh)(4) of this section. (b)(2)(iii), (©)(2)(D), (©)(3)(iD), (d)(3)(ii),

substantially contemporaneously with (iii) Contracts expected not to be(e)(2)(ii)(B) and (e)(2)(iii) are revised to

the issue date of hedged boerd closed substantially contemporaneouslyead as follows:

(A) Application. This paragraph with the issue date of hedged bend

(n)(5)(ii) applies to a contract if, on the (A) Application. This paragraph § 1.148-5 Yield and valuation of invest-

date the contract is identified, the issueth)(5)(iii) applies to a contract if, on the ments.

reasonably expects to terminate or othedate the contract is identified, the issuer R,

wise close (terminate) the contract subdoes not reasonably expect to terminate b) * * *

stantially contemporaneously with thethe contract substantially contemporane- (2) ** *

issue date of the hedged bond. ously with the issue date of the hedge
(B) Contract terminatedIf a contract bond.

to which this paragraph (h)(5)(ii) applies (B) Contract terminatedlf a contract . :

is terminated substantially contemporato which this paragraph (h)(5)(iii) ap- zgggg Ilr:l\geég:]earllltsplj% ozltlaspltj):‘pg:gt?or?f

neously with the issue date of theplies is terminated in connection Wlth§48, if an issuer reasonably expects as

(i) Permissive application of single
investment rules to certain yield re-

hedged bond, the amount paid or rethe issuance of the hedged bond, th . : .
ceived, or deemed to be paid or reamount paid or received, or deemed t ;irt]hg Issﬁwa d?aiéosglsetﬁb![ghre%lr:iemt?wlg-
ceived, by the issuer in connection withbe paid or received, by the issuer tq eld on the%nvestmentsyin a refundin
the issuance of the hedged bond tterminate the contract is treated as aéscro then the issuer mav treat all gf
terminate the contract is treated as aadjustment to the issue price of the[he \i'é’l d restrictel d l;lon uryose invest-
adjustment to the issue price of thenedged bond and as an adjustment :g%en%/s in the refundin epscrpow and that
hedged bond and as an adjustment tilhve sale proceeds of the hedged bond fsrinkin fund as a gin le investment
the sale proceeds of the hedged bond fgurposes of section 148. having a sinale vield degtermined under
purposes of section 148. Amounts paid (C) Contract not terminatedf a con- this gara ragh {b)(Z’) Thus. an issuer
or received, or deemed to be paid otract to which this paragraph (h)(5)(iii) ma pnot gtregt the nbn ur ’Ose invest-
received, before the issue date of thapplies is not terminated substantially e%ts in a reasonabl Fe Eired reserve
hedged bond are treated as paid arontemporaneously with the issue daténund and a refundin y qu inal
received on the issue date in an amourdf the hedged bond, no payments with naing escrow as a single
.__.-Investment having a single yield under
equal to the future value of the paymentespect to the hedge made by the 'Ssu%ﬁis aragraph (b)(2)ii)
or receipt on that date. For this purposehefore the issue date of the hedged bon paragrap )
future value is computed using yield onare taken into account under this sec- L
the hedged bond without taking intotion. () ***
account amounts paid or received (or (iv) Identification. The identification (2) Manner of paymenrt(i) In gen-
deemed paid or received) on the conrequired under paragraph (h)(2)(viii) oferal. Except as otherwise provided in
tract. this section must specify the reasonablparagraph (c)(2)(ii) of this section, an
(C) Contract not terminatedf a con- expected governmental purpose, issugmount is paid under this paragraph (c)
tract to which this paragraph (h)(5)(ii) price, maturity, and issue date of thef it is paid to the United States at the
applies is not terminated substantiallyhedged bond, the manner in which intersgme time and in the same manner as
contemporaneously with the issue datest is reasonably expected to be comyebate amounts are required to be paid
of the hedged bond, the contract iputed, and whether paragraph (h)(5)(iibr at such other time or in such manner
deemed terminated for its fair marketor (h)(5)(iii) of this section applies to as the Commissioner may prescribe. For
value as of the issue date of the hedgethe contract. If an issuer identifies aexample, yield reduction payments must
bond. Once a contract has been deementract under this paragraph (h)(5)(ivVbe made on or before the date of
terminated pursuant to this paragrapthat would be a qualified hedge withrequired rebate installment payments as
(M(3)(i)(C), payments on and receiptsrespect to the anticipated bond, but doegescribed in §§ 1.148-3(f), (g), and (h).
from the contract are no longer takemot issue the anticipated bond on therhe provisions of § 1.148-3(i) apply to
into account under this paragraph (h) fordentified issue date, the contract ispayments made under this paragraph (c).
purposes of determining yield on thetaken into account as a qualified hedge
hedged bond. of any bond of the issuer that is issued
(D) Relation to other requirements offor the identified governmental purpose (3
a qualified hedge.Payments made in within a reasonable interval around the (ii) Exception to yield reduction pay-
connection with the issuance of a bonddentified issue date of the anticipatednents rule for advance refunding issues.
to terminate a contract to which thisbond. Paragraph (c)(1) of this section does not
paragraph (h)(5)(ii) applies do not pre- (6) Authority of the Commissioner.apply to investments allocable to gross
vent the contract from satisfying theThe Commissioner, by publication of aproceeds of an advance refunding issue,
requirements of paragraph (h)(2)(vi) ofrevenue ruling or revenue procedur@ther than—
this section. (see 8§ 601.601(d)(2) of this chapter), (A) Transferred proceeds to which
(E) Fixed vyield treatment.A bond may specify contracts that, althoughparagraph (c)(3)(i))(C) of this section
that is hedged with a contract to whichthey do not meet the requirements ofpplies;
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(B) Replacement proceeds to whicHund is equal to the sum of all depositsates the fund as a permanent endowment
paragraph (c)(3)(i)(F) of this sectionmade by the investor and any relatedund or quasi-endowment fund restricted
applies; and parties on the date of those deposits anaks to use; and

(C) Transferred proceeds to whichthe closing balance in the fund on the (3) There is an independent verifica-
paragraph (c)(3)()(E) of this sectionday before those deposits. If any investion that the fund is reasonably neces-
applies, but only to the extent necessartor in the fund owns more than 10sary as part of the organization's perma-
to satisfy yield restriction under sectionpercent of the beneficial interest in thenent capital.

148(a) on those proceeds treating aflund, the fund does not qualify under k% % %
investments allocable to those proceeddis paragraph (e)(2)(ii)(B) until that Par. 13. In § 1.148-9, paragraphs
as a separate class. investor makes sufficient withdrawals(c)(2)(ii)(B) and (h)(4)(vi) are revised to
(d) *** from the fund to reduce its beneficialread as follows:
(3) *** interest in the fund to 10 percent or less.

(i) Exception to fair market value (jiii) Special rule for guaranteed in-§ 1.148-9 Arbitrage rules for refunding
requirement for transferred proceeds alvestment contractsFor a guaranteed ISSUES.
locations, universal cap allocations, andinvestment contract, a broker's commis- L
commingled fundsParagraph (d)(3)(i) of sion or similar fee paid on behalf of (c) ***
this section does not apply if the investeither an issuer or the provider is treated (2) * * *
ment is allocated from one issue toas an administrative cost and, except in (i) * * *
another issue as a result of the tranghe case of an issue that satisfies section (B) Permissive allocation of non-
ferred proceeds allocation rule unden4s(f)(4)(D)(i), is a qualified administra- pProceeds to earliest expenditure&x-
§ 1.148-9(b) or the universal cap ruleiive cost to the extent that the presengluding amounts covered by paragraph
under § 1.148-6(b)(2), provided thatvalue of the commission, as of the datdC)(2)(i)(A) of this section and subject
both issues consist exclusively of taxthe contract is allocated to the issuet0 any required earlier expenditure of
exempt bonds. In addition, paragrapltioes not exceed the lesser of a reasof0se amounts, any amounts in a mixed
(d)(3)(i) of this section does not applyable amount within the meaning oféscrow that are not proceeds of a re-
to investments in a commingled fundparagraph (e)(2)(i) of this section or thefunding issue may be allocated to the
(other than a bona fide debt servicgresent value of annual payments equ@arliest maturing investments in the
fund) unless it is an investment beingo .05 percent of the weighted averagénixed escrow, provided that those in-
initially deposited in or withdrawn from amount reasonably expected to be investments mature and the proceeds
a commingled fund described invested each year of the term of thdhereof are expended before the date of

§ 1.148-6(e)(5)(iii). contract. For this purpose, present valuany expenditure from the mixed escrow
T is computed using the taxable discounto pay any principal of the prior issue.

(e) *** rate used by the parties to compute the L

(2) * x> commission or, if not readily ascertain- (h) * **

i) **x able, the vyield to the issuer on the (4) ***

(B) External commingled fundsA investment contract or other reasonable (vi) Exception for refundings of in-
widely held commingled fund in which taxable discount rate. terim notes.Paragraph (h)(4)(v) of this
no investor in the fund owns more than section need not be applied to refunding

* * * * *

10 percent of the beneficial interest in bonds issued to provide permanent fi-
the fund. For purposes of this paragraph Par. 12. In § 1.148-6, paragraphancing for one or more projects if the
(e)(2)(ii)(B), a fund is treated as widely (A)(3)(iii)(C) is revised to read as fol- prior issue had a term of less than 3

held only if, during the immediately lows: years and was sold in anticipation of
preceding fixed, semiannual period cho- _ permanent financing, but only if the

sen by the fund (e.g., semiannual periS 1.148-6 General allocation and ac-aggregate term of all prior issues sold in
ods ending June 30 and December 31§0unting rules. anticipation of permanent financing was
the fund had a daily average of more s s e less than 3 years.

than 15 investors that were not related (d) * ** ok xx %

parties, and the daily average amount (3) * * * Par. 14. Section 1.148-10 is amended
each investor had invested in the fund >0 as follows:

was not less than the lesser of $500,000 (i) 1. Paragraphs (b)(2), (c)(2)(viii) and

and 1 percent of the daily average of the (C) Qualified endowment fundscy2)(ix) are revised.

total amount invested in the fund. Foriréated as unavailableFor a 501(c)(3) ~ 2. paragraph (c)(2)(x) is added.
purposes of this paragraph (e)(2)(ii)(B)0r9anization, a qualified endowment 3 paragraph (e) is revised.

an investor will be treated as owningfund is treated as unavailable. A fund is The revised and added provisions
not more than 10 percent of the benefid qualified endowment fund if— read as follows:

cial interest in the fund if, on the date of (1) The fund is derived from gifts or _
each deposit by the investor into théequests, or the income thereon, tha 1.148-10 Anti-abuse rules and au-

fund, the total amount the investor andvere neither made nor reasonably exthority of Commissioner.

any related parties have on deposit ifected to be used to pay working capital ook xx

the fund is not more than 10 percent ofXxpenditures; (b) ***

the total amount that all investors have (2) Pursuant to reasonable, estab- (2) Application. The provisions of
on deposit in the fund. For purposes ofished practices of the organization, thehis paragraph (b) only apply to the
the preceding sentence, the total amoumgoverning body of the 501(c)(3) organi-portion of an issue that, as a result of
that all investors have on deposit in thezation designates and consistently opegctions taken (or actions not taken) after
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the issue date, overburdens the markéhrough 1.148-11 apply to bonds soldl.149(d)-1A, and 1.150-1A apply, in
for tax-exempt bonds, except that for aron or after July 8, 1997. whole, but not in part—
issue that is reasonably expected as of (b) Elective retroactive application in (i) To bonds sold after June 6, 1994,
the issue (ja_te to overburden the markevv_hole—(l)_ In g_ener:_’;\I.Exce_pt as other- 4nd pefore July 8, 1997;
those provisions apply to all of the grossvise provided in this section, and sub- .. .
proceeds of the issue. ject to the applicable effective dates for (i) To bonds issued _before July 1,
(c) *** the corresponding statutory provisions1293: that are outstanding on June 7,
(2) * * an issuer may apply the provisions oft994, if the first time the issuer applles
(viii) Replacement proceeds in a88 1.148-1 through 1.148-11 in whole38 1.148-1 through 1.148-11 as in ef-
sinking fund for the refunding issue:but not in part, to any issue that isf€Ct on June 7, 1994 (see 26 CFR part 1
(ix) Qualified guarantee fees for theoutstanding on July 8, 1997, and is?S revised April 1, 1997), to the bonds
refunding issue or the prior issue; andubject to section 148(f) or to sectionginder § 1.148-11(b) or (c) is after June
(x) Fees for a qualified hedge for thel03(c)(6) or 103A(i) of the Internal 6, 1994, and before July 8, 1997;
refunding issue. Revenue Code of 1954, in lieu of other- (i) At the option of the issuer, to
wise applicable regulations under thos@onds to which §§ 1.148-1 through
sections. 1.148-11, as in effect on July 1, 1993
ok x % % (see 26 CFR part 1 as revised April 1,
a transaction.If an issuer enters into a  (3) NO elective.retroactive.application ;994), apply, if the bonds are out;tand-
transaction for a principal purpose offor _hgdges of fixed rate |s§ue§7he ing on June 7, 1994, and the issuer
obtaining a material financial advantage’’ovisions of § 1.148—_4(h)(2)(|)(|?_>) (re- applies 8§ 1.103-8(a)(5), 88 1.148-1,
based on the difference between tax2ting to hedges of fixed rate issuesjl.148-2, 1.148-3, 1.148-4, 1.148-5,
exempt and taxable interest rates in '@ Not be applied to any bond sold on..148-6, 1.148-7, 1.148-8, 1.148-9,
manner that is inconsistent with theC" Pefore July 8, 1997. o 1.148-10, 1.148-11, 1.149(d)-1, and
purposes of section 148, the Commis- (c) Elective retroactive application of 1.150-1 as in effect on June 7, 1994
sioner may exercise the Commissioner’§€rtain provisions and special rules (see 26 CFR part 1 as revised April 1,
discretion to depart from the rules of(1) Retroactive application of overpay-1997), and §§ 1.148-1A through 1.148—
§ 1.148-1 through § 1.148-11 as necedl€Nt rECOVEry provisiongin issuer may 13 1.149(d)-1A, and 1.150-1A to the
sary to clearly reflect the economic@PPly the provisions of § 1.148-3(i) t0p4nqs pefore July 8, 1997.
substance of the transaction. For thi&nY issueé that is subject to section (2) Special rule. For purposes of
purpose, the Commissioner may recomt48(f) or to sections 103(c)(6) OF saragraph (i)(1) of this section, any
pute yield on an issue or on invest-103A(i) of the Internal Revenue Code Ofreference to a particular paragréph of
ments, reallocate payments and receiptjs954- §§ 1.148-1T, 1.148-2T 1.148-3T

gnmoiS;l/f Sérr?e;rts’is;ﬁgor?rpelgte athk?edrega;es( ) Pro:/isio;s ; Ii*cabl*e to certain 1:14874T, 1.148-5T, 1.148-6T, 1.148-
' 9 g PP 9T, 1.148-10T, 1.148-11T, 1.149(d)-1T,

either a qualified hedge or not a quali-bonds sold before effective datéxcept ;

fied hedge, or otherwise adjust any itenfor bonds to which paragraph (b)(1) ofor 1.150-1T shall be applled as a refer-
whatsoever bearing upon the investthis section applies— ence to the correspond2|ng paragraph of
ments and expenditures of gross pro- (1) Section 1.148-11A provides rules§§1 41812,08\_?; 48151:81 1'28 613A1418_1§1§
ceeds of an issue. For example, if thapplicable to bonds sold after June 69A 1_14é 10A _1 1'48.11A_ 1.149(d ~
amount paid for a hedge is specifically1994, and before July 8, 1997; and 1A or 1 15_0 1A re _t' N (@)-
based on the amount of arbitrage earned (2) Sections 1.148-1  through™ " O =125~/ TESPECUVELY.

or expected to be earned on the hedgerl148-11 as in effect on July 1, 1993 (3) Identification of certain hedges.

bonds, a principal purpose of enteringsee 26 CFR part 1 as revised April 1 For any hedge entered into after June
into the contract is to obtain a material1994), and § 1.148-11A(i) (relating to18; 1993, and on or before June 6,
financial advantage based on the differelective retroactive application of certain}994. that would be a qualified hedge
ence between tax-exempt and taxablgrovisions) provide rules applicable toWithin the meaning of § 1.148-4(h)(2),

interest rates in a manner that is inconeertain issues issued before June #S in effect on June 7, 1994 (see 26

* * * * *

(e) Authority of the Commissioner to
clearly reflect the economic substance of

sistent with the purposes of section 1481994, CFR I??rr]t tlt r?s hre(\jllse% April 1t 199t72h
e e e e Par. 16. In newly designated § 1.148-£XCept thal the hedge does not meet the

Par. 15. Section 1.148-11 is amendefaollﬁ;wlfs’?ragraph (i) is revised to read a i%‘;ﬂi??ﬂf isgﬂef f;i'|$38to4'ioc\i(ehr¥i%)/(|;(f?e
as follows: ' hedge not later than 3 days after which
1. Paragraphs (a), (b)(1), (€)(1). ands ; 140 19 Effective dates. the issuer and the provider entered into
(9) are revised. _ . the contract, the requirements of
2. Paragraph (b)(3) is added. () Transition rules for certain § 1.148-4A(h)(2)(ix) are treated as met

3. Paragraphs (h) and (i) are re- - if the contract is identified by the actual
moved. amendmenis-(1) In  general. Section issuer on its books and records main-

The revised and added provision
read as follows:

.103-8(a)(5), 88 1.148-1, 1.148-2_:
148-3, 1.148-4, 1.148-5, 1_148_6ta|ned for the hedged bonds not later

1148-7, 1.148-8, 1.148-9, 1.14s—10an July 8,1997. ,
§ 1.148-11 Effective dates. 1.148-11, 1.149(d)-1, and 1.150-1 as in P& 17.  Section 1.149(d)-1 is
effect on June 7, 1994 (see 26 CFR padmended as follows:
(@) In general. Except as otherwise 1 as revised April 1, 1997), and 1. Paragraph (f)(3) is revised.

provided in this section, 88 1.148-188 1.148-1A through 1.148-11A, 2. Paragraph (g)(3) is added.
15



The revised and added provisionsl1A(i) for rules relating to certain bondsthe section heading is amended by re-
read as follows: sold before July 8, 1997. moving the language “(temporary)”.

- . PART 602—OMB CONTROL NUM-
(c) Definition of issue—(1) In gen- BERS UNDER THE PAPERWORK

* * * * *

§ 1.149(d)-1 Limitations on advance

refundings. eral. Except as otherwise provided INRepuUCTION ACT
eea T this paragraph (c), the terissuemeans
() two or more bonds that meet all of the Par. 21. The authority citation for part

(3) Application of savings test to mul-
tipurpose issues.Except as otherwise
provided in this paragraph (f)(3), the
multipurpose issue rules in 8§ 1.148-9(h

following requirements: 602 continues to read as follows:

(i) Sold at substantially the same Authority: 26 U.S.C. 7805.
ime. The bonds are sold at substantially par. 22. In § 602.101, paragraph (c)
Lhe same time. Bonds are treated as sol§ amended by adding an entry in nu-

apply for purposes of the savings test. | . . . X
pply for purp g t substantially the same time if they argnerical order to the table to read as

any separate issue in a multipurpos )
issue increases the aggregate prese%\?ld less than 15 days apart. follows:

. : .~ (ii) Sold pursuant to the same plan of
\é]allﬁt?pﬂfsto;:rvilgguséavg]rgsrggutggsenttrg;‘andng' The bonds are sold pursuant§ 602.101 OMB Control numbers.

the same plan of financing. Factors

present value debt service losses on thal ool 1o the plan of financing include oror

entire ml_JItl_purpose Issue, that sepc';lrc';\t{ef*_Ie purposes for the bonds and the (C) ***

'SS(U(; fa*t'ff'es the savings test. structure of the financing. For example, Current
g generally— CFR part or section whereOMB

(3) Special effective date for para-

graph (f)(3). Paragraph (f)(3) of this (A) Bonds to finance a single facility identified and described control No.

pr related facilities are part of the same

section applies to bonds sold on or aftiolan of financing; * * * * *
July 8, 1997, and to any issue to whic ’ . 1.150-1............... 1545-1347
they election describeé in § 1.148— (B) Short-term bonds to finance % x %

11(b)(1) is made. See § 1.148_11'5\(iw0rking capital expenditures and long-

term bonds to finance capital projects

for rules relating to certain bonds sold Margaret Milner Richardson,

before July 8, 1997. ie:]rg. r;?]tdpart of the same plan of financ- Commissioner of Internal Revenue.
§ 1.149(d)-1T [Redesignated as (C) Certificates of pgrtigipation in a Approved May 1, 1997.
§ 1.149(d)-1A] lease and general obligation bonds se-

cured by tax revenues are not part of the Donald C. Lubick

Par. 18. Section 1.149(d)-1T is redessame plan of financing.
ignated as § 1.149(d)-1A, is transferred (jiy payable from same source of
immediately following § 1.148-11A, fnds. The bonds are reasonably ex-
and the section heading is amended bYacied to be paid from substantiaily theFiled by the Office of the Federal Register on

removing the language “(temporary)”. came source of funds. determined withMay 8. 1997, 8:45 a.m., and published in the issue
- i ’ . of the Federal Register for May 9, 1997, 62 F.R.
Par. 19.. Section 1.150-1 is amendeg regard to guarantees from part|e§5503) ederal Register for May
as follows: , , unrelated to the obligor.
1. Paragraph (a)(2) is revised.

Acting Assistant Secretary of the
Treasury (Tax Policy).

re\%.seljjaragraphs(c)(l) and (c)(4)(ii) are (4) *** Section 280G.—Golden Parachute
3. Péragraph (©)(6) is added. (iii) Certain general obligation Payments

The revised and added provision

%onds.Except as otherwise prOVIded In Federal short-term, mid-term, and long-term
read as follows:

aragraph (c)(2) of this section, bondSates are set forth for the month of June 1997. See
that are secured by a pledge of th&ev. Rul. 97-24, page 17.

§ 1.150—1 Definitions issuer’s full faith and credit (or a sub-
' ' stantially similar pledge) and sold and
(@ *** issued on the same dates pursuant t0 €xction 382.—Limitation on Net

(2) Effective date—(i) In general. single offering document may be treate‘bperating Loss Carryforwards and
Except as otherwise provided in thisas part of the same issue if the issuer S@ertain Built-In Losses Following
paragraph (a)(2), this section applies telects on or before the issue date. Ownership Change
issues issued after June 30, 1993 to o e o« _ _

The adjusted federal long-term rate is set forth

which 88 ]?'.148_1.thr0u9.h 1.148-11 ap- (6) Sale dateThe sale date of a bondor the month of June 1997. See Rev. Rul. 97-24,
ply. In addition, this section (other thanis ‘the first day on which there is apage 17.

paragraph (c)(3) of this section) appliegyinging contract in writing for the sale

to any issue to which the electiong, exchange of the bond.

described in § 1.148-11(b)(1) is made. . ... Section 412.—Minimum Funding
(i) Special effective_“date for para- Standards )

graphs (c)(1), (c)(4)(ii), and (C)(6). § 1 150-1T [Redesignated as § 1.150—

Paragraphs (C)(l)’ (C)(4)(|")’ and (C)(G)]-A] term, and long-term rates are set forth for the

of this section apply to bonds sold on or i
after July 8, 1997, and to any issue to Par. 20. Section 1.150-1T is redesigr1n7°.nth of June 1997. See Rev. Rul. 97-24, page

which the election described innated as 8 1.150-1A, is transferred im-
§ 1.148-11(b)(1) is made. See § 1.148mediately following § 1.149(d)-1A, and
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The adjusted applicable federal short-term, mid-




Section 467.—Certain Payments Section 807.—Rules for Certain and other sections of the Code, tables
for the Use of Property or Services  Reserves set forth the rates for June 1997.

The adjusted applicable federal short-term, mid- The adjusted applicable federal short-term, midReV Rul. 97-24
term, and long-term rates are set forth for theerm, and long-term rates are set forth for the ’ ’
month of June 1997. See Rev. Rul. 97-24, pagmonth of June 1997. See Rev. Rul. 97-24, page This revenue ruling provides various
17. 1. prescribed rates for federal income tax
purposes for June 1997 (the current
month.) Table 1 contains the short-term,
mid-term, and long-term applicable fed-
Section 846.—Discounted Unpaid eral rates (AFR) for the current month
Losses Defined for purposes of section 1274(d) of the

The adjusted applicable federal short-term, mig/nternal Revenue Code. Table 2 contains
term, and long-term rates are set forth for thdhe short-term, mid-term, and long-term

The adjusted applicable federal short-term, midmonth of June 1997. See Rev. Rul. 97-24, pagadjusted applicable federal rates (ad-
term, and long-term rates are set forth for thel7. justed AFR) for the current month for
month of June 1997. See Rev. Rul. 97-24, page .
17, purposes of section 1288(b). Table 3
sets forth the adjusted federal long-term
rate and the long-term tax-exempt rate
Section 1274.—Determination of described in section 382(f). Table 4

Section 468.—Special Rules for
Mining and Solid Waste
Reclamation and Closing Costs

Issue Price in the Case of Certain contains the appropriate percentages for
Section 483.—Interest on Certain Debt Instruments Issued for determining the low-income housing
Deferred Payments Property credit described in section 42(b)(2) for
The adjusted applicable federal short-term, mid{Also Sections 42, 280G, 382, 412, 467, 468, 48£U|Id|ngs placed_ in service during t.he
term, and long-term rates are set forth for the#83, 642, 807, 846, 1288, 7520, 7872.) current month. Finally, Table 5 contains
month of June 1997. See Rev. Rul. 97-24, page the federal rate for determining the
17. Federal rates; adjusted federal present value of an annuity, an interest

rates; adjusted federal long-term rate, for life or for a term of years, or a
and the long-term exempt rate. For remainder or a reversionary interest for
purposes of section 1274, 1288, 382purposes of section 7520.

REV. RUL. 97-24 TABLE 1
Applicable Federal Rates (AFR) for June 1997
Period for Compounding
Annual Semiannual Quarterly Monthly

Short-Term

AFR 6.23% 6.14% 6.09% 6.06%
110% AFR 6.86% 6.75% 6.69% 6.66%
120% AFR 7.51% 7.37% 7.30% 7.26%
130% AFR 8.14% 7.98% 7.90% 7.85%
Mid-Term

AFR 6.80% 6.69% 6.63% 6.60%
110% AFR 7.50% 7.36% 7.29% 7.25%
120% AFR 8.19% 8.03% 7.95% 7.90%
130% AFR 8.89% 8.70% 8.61% 8.55%
150% AFR 10.29% 10.04% 9.92% 9.84%
175% AFR 12.05% 11.71% 11.54% 11.43%
Long-Term

AFR 7.11% 6.99% 6.93% 6.89%
110% AFR 7.84% 7.69% 7.62% 7.57%
120% AFR 8.57% 8.39% 8.30% 8.25%
130% AFR 9.30% 9.09% 8.99% 8.92%
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