
of the lease term, for a person who is not a
member of the lessee group to purchase or
lease the facility from X. The facility is not
considered to be limited use property.  

(e)  X builds an electrical generat-
ing plant on land owned by Y and leases
the plant to Y. The lease term is 40 years,
and the plant has an estimated useful life
of 50 years.  The land is leased to X pur-
suant to a ground lease for a term of 50
years.  The plant is adjacent to a fuel
source that it is estimated will last for at
least 50 years.  Access to this fuel source
is necessary for the commercial operation
of the plant, and Y has recently obtained
the contractual right to acquire all fuel
produced from the source for 50 years.  Y
will use the plant to produce and generate
electrical power for sale to a city located
500 miles away.  The plant is synchro-
nized into a power grid that makes the
sale of electrical power to a number of po-
tential markets commercially feasible.  It
would not be commercially feasible to
disassemble the plant and reconstruct it at
a new location.  The electrical generating
plant is considered to be limited use prop-
erty because access to the fuel source held
exclusively by Y is necessary for the com-
mercial operation of the plant. 

(f)  The facts are the same as in
example (e) except X has an option, exer-
cisable at the end of the lease term of the
plant, to acquire from Y the contractual
right to acquire all fuel produced from the
fuel source for the 10-year period com-
mencing at the end of such lease term.  It
would be commercially feasible at the end
of such lease term for X to exercise this
option.  Furthermore, it would be com-
mercially feasible, at the end of such lease
term, for a person who is not a member of
the lessee group to purchase the contrac-
tual right to the fuel from X for an amount
equal to the option price and purchase or
lease the plant from X. The plant is not
considered to be limited use property. 

SECTION 6.  EFFECT ON OTHER
DOCUMENTS

Rev. Proc. 75–21, 1975–1 C.B. 715,
Rev. Proc. 76–30, 1976–2 C.B. 647, and
Rev. Proc. 79–48, 1979–2 C.B. 529, are
modified and, as modified, are superseded.

SECTION 7.  EFFECTIVE DATE

This revenue procedure is effective
May 7, 2001.

SECTION 8.  DRAFTING
INFORMATION

The principal author of this revenue
procedure is Edward Schwartz of the Of-
fice of Associate Chief Counsel (Income
Tax and Accounting).  For further infor-
mation regarding this revenue procedure,
contact Mr. Schwartz at (202) 622-4960
(not a toll-free call).

26 CFR 601.201:  Rulings and determination
letters.
(Also Part I, sections 38, 61, 162, 167, 467; 1.61–1,
1.162–1, 1.167(a)–1, 1.467–3.)

Rev. Proc.  2001–29

SECTION 1. PURPOSE

This revenue procedure sets forth the
information and representations required
to be furnished by taxpayers in requests
for advance rulings on leveraged lease
transactions within the meaning of Rev.
Proc. 2001–28, 2001–19 I.R.B. 1156.
Rev. Proc. 2001–28 provides guidelines
to be used for advance ruling purposes in
determining whether such a transaction is,
in fact, a valid lease for federal income
tax purposes.  The specific terms used in
this revenue procedure are defined in Rev.
Proc. 2001–28.

SECTION 2.  BACKGROUND

.01 The checklist set forth in this rev-
enue procedure is designed to ensure the
inclusion and order of presentation of
necessary information in the initial ruling
request so that the Internal Revenue Ser-
vice can more promptly and efficiently
process the request.  However, since the
information necessary for the issuance of
a ruling with regard to any particular
transaction depends upon all the facts and
circumstances of that case, information in
addition to that outlined in the checklist
may be required with respect to that trans-
action.

.02  In view of the complexity of a typ-
ical leveraged lease transaction and the
voluminous nature of the related docu-
mentation, the Service cannot accept the
responsibility for raising or considering
issues arising out of such provisions that
are not specifically brought to its atten-
tion.

SECTION 3.  GENERAL
REQUIREMENTS

.01 The lessor, the lessee, and any other
party with an interest in the leasing trans-
action for which a specific ruling is re-
quested must join in the ruling request.

.02 The ruling request must include a
summary statement of the facts as de-
scribed in section 8 of Rev. Proc. 2001–1,
2001–1 I.R.B. 1 (or its successor).

.03 In addition to the information and
documents required by section 8 of Rev.
Proc. 2001–1, the ruling request must in-
clude detailed information required by
section 4 of this revenue procedure.  If the
information requested is not applicable to
the parties or to the transaction, an ex-
press statement to that effect is required.
The response to each item of information
requested must include a reference to the
page number of any relevant document
containing the information that supports
the response.  Furthermore, portions of
the relevant documents supporting a par-
ticular response should be underscored or
otherwise highlighted and cross-refer-
enced to the appropriate subsection of
section 4 of this revenue procedure.  All
parties joining in the request for ruling are
jointly responsible for responses to each
item of information requested by section
4 of this revenue procedure, with the ex-
ception of section 4.02 for which only the
lessor is responsible.

.04 The lessor must also submit copies
of any offering circular, prospectus, eco-
nomic analysis, or other document used to
induce the lessor’s investment in the
leased property (the “Property”).  These
documents must include an analysis of the
projected cash flow to the lessor from the
lease transaction including the projected
benefits from the tax attributes thereof.

SECTION 4.  SPECIFIC
INFORMATION REQUIRED

.01 In general
(1)  Describe in detail the type and

quantity of the Property.
(2)  Identify and describe all par-

ties to the leveraged lease transaction,
their respective interests in such transac-
tion, and the relationships that exist
between or among such parties.

(3)  Submit a diagram of the trans-
action showing (a) the parties to the trans-
action, (b) the succession of ownership to
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the Property, and (c) the source, amounts,
and flow of the funds used to acquire the
Property (total acquisition cost within the
meaning of § 1012 of the Internal Rev-
enue Code).

(4)  Indicate whether the Property
is to be temporarily or permanently af-
fixed to or installed on or in land, build-
ings, or other property.  If so, indicate
who will own such land, buildings, or
other property.

(5)  Indicate whether the Property
is new, reconstructed, used, or rebuilt.
(See §§ 1.48–2 and 1.48–3 of the Income
Tax Regulations; Rev. Rul. 68–111,
1968–1 C.B. 29; and Rev. Rul. 70–135,
1970–1 C.B. 10.)

(6)  Indicate when, where, and
how the Property will be, or has been,
first placed in service or use.

.02 Minimum Unconditional At Risk In-
vestment

The lessor must:
(1)  Indicate the total acquisition

cost (within the meaning of § 1012) of the
Property.

(2)  Indicate when and in what
amounts the lessor did or will make its
Equity Investment or incur personal lia-
bility for such Equity Investment.

(3)  Indicate the conditions under
which the lessor would be entitled to a re-
turn of any portion of its Equity Invest-
ment or would be released from any
personal liability for such Equity Invest-
ment.

(4)  Submit a representation of the
net worth of the lessor and financial data
to support the representation, including,
for example, audited balance sheets
or unaudited balance sheets with a repre-
sentation that the latter are prepared in ac-
cordance with generally accepted ac-
counting principles.

(5)  Submit an analysis demon-
strating that the lessor’s Equity Invest-
ment will remain equal to at least 20 per-
cent of the cost of the Property at all times
throughout the lease term.  This analysis
must demonstrate that throughout the
lease term the items designated as (a), (b),
(c), and (d) below solve the formula “(a)-
(b) never exceeds (c) + (d).”

(a) The projected cumulative
payments required to be paid by the lessee
to or for the lessor.

(b) The projected cumulative
disbursements required to be paid by or

for the lessor in connection with the own-
ership of the Property, excluding the
lessor’s initial Equity Investment, but
including any direct costs to finance the
Equity Investment.

(c) The excess of the lessor’s
initial Equity Investment over 20 percent
of the cost of the Property.

(d) A cumulative pro rata por-
tion of the projected profits from the
transaction (exclusive of tax benefits).
Profit for this purpose is the excess of the
sum of (i) the amounts required to be paid
by the lessee to or for the lessor over the
lease term plus (ii) the value of the resid-
ual investment referred to in section
4.01(3) of Rev. Proc. 2001–28, over the
aggregate disbursements required to be
paid by or for the lessor in connection
with the ownership of the Property,
including the lessor’s initial Equity
Investment and any direct costs to finance
the Equity Investment.

(6) Furnish an opinion, from a
qualified expert who has professional
knowledge of the type of property sub-
ject to the lease, regarding:

(a) the fair market value of the
Property at the end of the lease term,
determined in accordance with section
4.01(3) of Rev. Proc. 2001–28, and the
manner in which such fair market value
was determined;

(b) the cost to the lessor, if any,
of the removal and delivery of possession
of the Property to the lessor at the end of
the lease term; and

(c) the remaining useful life of
the Property at the end of the lease term,
and the manner in which such useful life
was determined.

.03 Lease Term and Renewal Options
Indicate the period for which the Prop-

erty will be leased initially, if there are any
provisions for the renewal or extension of
such period, and, if so, on what terms.

.04 Purchase and Sale Rights
(1)  Indicate whether any mem-

ber of the Lessee Group or any other party
has a contractual obligation or right to
purchase all or any part of the Property at
any time, and, if so, when, under what
conditions, and at what price.

(2)  Indicate whether the lessor
or any other party has a contractual right
to cause any party to purchase the
Property, and if so, when and under what
conditions.

(3)  Indicate whether the lessor,
a shareholder of the lessor, or a party
related to the lessor (within the meaning
of § 318), or any other party who has
joined in the request for a ruling has any
present intention to acquire a contractual
right to cause any party to purchase or sell
the Property, and, if so, when and under
what conditions.

(4)  Indicate whether the lessor
may abandon the Property to any party at
any time, and if so, when, to whom, and
under what conditions.

.05 No Investment by Lessee
(1)  Indicate whether any mem-

ber of the Lessee Group may be required
to furnish any part of the cost of the
Property, and if so, when and under what
conditions.

(2)  Submit a representation that
at the commencement of the term of the
lease neither a Nonseverable Improve-
ment, nor a Severable Improvepment
(other than a Severable Improvement of a
kind customarily furnished by purchasers
or lessees of property of the kind subject
to the lease) is required in order to com-
plete the property for its intended use by
the lessee.

(3)  If Severable Improvements
may be made to the Property, indicate
who will own the Severable Improve-
ments and identify the parties who will
provide the funds necessary to purchase
them.

(4)  Indicate whether any Sev-
erable Improvement is to be the subject of
a contract or option for purchase or sale,
and if so, describe the contract or option
terms.

(5)  If Nonseverable Improve-
ments may be made to the Property, iden-
tify the parties who will provide the funds
necessary to purchase them.

(6)  Indicate whether a member
of the Lessee Group may receive compen-
sation, directly or indirectly, for its inter-
est in any Nonseverable Improvement.

(7)  Indicate whether the lease
states that the addition of any Nonseverable
Improvement will not cause the Property to
become limited use property.

(8)  Indicate whether a member
of the Lessee Group may provide the cost
of a Nonseverable Improvement that is
not described in one of the subparagraphs
of section 4.04(3)(a) of Rev. Proc.
2001–28.
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(9)  Indicate whether the lease
(or any document or other agreement)
requires a member of the Lessee Group
either to make a specific Nonseverable
Improvement, or to make Nonseverable
Improvements of a specific value or min-
imum value.

(10)  Indicate whether the trans-
action contains any cost overrun provi-
sions, who must pay the cost overrun, and
whether the lease provides for an adjust-
ment to rents to compensate the lessor for
any additional cost incurred because of
cost overruns.

(11)  If a member of the Lessee
Group may furnish amounts to pay for the
cost of a Nonseverable Improvement,
indicate which subparagraph of section
4.04(3)(a) of Rev. Proc. 2001–28
describes the Nonseverable Improvement.

.06 No Lessee Loans or Guarantees
(1)  Indicate whether any mem-

ber of the Lessee Group will guarantee an
indebtedness incurred in connection with
the acquisition of the Property by the
lessor and, if so, under what terms and
conditions.

(2)  Indicate whether any mem-
ber of the Lessee Group directly or indi-
rectly made or will make any other guar-
antees as a part or result of the lease
transaction.  If so, describe such guaran-
tees.

.07 Profit Requirement
(1)  Submit an analysis demon-

strating that the lessor will receive a prof-
it from the transaction exclusive of bene-
fits from the tax attributes thereof.  This
analysis should demonstrate that the items
identified as (a), (b), and (c) below will
solve the formula “(a) + (b) exceed (c).’’

(a)  The projected aggregate
payments required to be paid by the lessee
to or for the lessor over the lease term.

(b) The value of the residual
investment described in section 4.01(3) of
Rev. Proc. 2001–28.

(c) The projected sum of the
aggregate disbursements required to be
paid by or for the lessor in connection
with the ownership of the Property,
including the lessor’s initial Equity
Investment, and any direct costs to
finance the Equity Investment.

(2)  Submit an analysis demon-
strating that the lessor will have a project-
ed positive cash flow from the lease trans-
action.  This analysis must contain the

following information in order to demon-
strate that the items identified as (a) and
(b) will solve the formula “(a) exceeds (b)
by a reasonable minimum amount.”

(a) The projected aggregate
payments required to be paid by the lessee
to or for the lessor over the lease term.

(b) The projected aggregate dis-
bursements required to be paid by or for
the lessor in connection with the owner-
ship of the Property, excluding the
lessor’s initial Equity Investment, but
including any direct costs to finance the
Equity Investment.

.08 Other Considerations:  Limited
Use Property

(1) Indicate whether the
Property is expected to be useful or usable
by the lessor at the end of the lease term
and capable of continued leasing or trans-
fer to any party.  If such a representation
is made, demonstrate its commercial fea-
sibility.

(2)  Indicate whether the Prop-
erty would be useful or usable at the end
of the lease term by a party other than a
member of the Lessee Group, and if so,
describe such use.

(3) Indicate whether the
Property needs to be dismantled, discon-
nected, or removed from any site on
which it was placed or installed in order
for possession thereof to be returned to
the lessor at the end of the lease term.  If
so:

(a) Indicate whether and how
such dismantling, disconnection, or
removal will affect the value of the
Property for the purpose for which it was
originally intended to be used, and

(b) Demonstrate the commer-
cial feasibility of reassembling, recon-
necting,  or installing the Property at
another location.

.09 Other
(1) Set forth the details of the

repayment of the portion of the total
acquisition cost borrowed by the lessor
(debt service), including an analysis of the
anticipated repayment of principal and
interest on such debt by the lessor.

(2)  List and explain all provi-
sions of the lease transaction relating to
indemnities, termination, obsolescence,
casualty, stipulated casualty value, and
insurance.

(3)  State that if the Service
rules that the lessor is the owner of the

Property for federal income tax purposes
at the time that the Property is first placed
in service or use, the lessee will not claim
that it is such an owner at such time.

SECTION 5.  OTHER INSTRUCTIONS

Documents that have been submitted
with the request for an advance ruling
may, as indicated below, be amended by
the parties, prior to the date on which the
Property is first placed in service or use.
A complete explanation of the changes
must be submitted together with specific
references to both the original and
amended documents.  If, as a result of the
amended documents, the responses re-
quired by section 4 of this revenue proce-
dure are modified, the revised responses
must be brought to the attention of the
Service in such a fashion as to be readily
understandable.  In situations where the
transaction is materially revised by the
amendments, the original request for ad-
vance ruling, together with all submis-
sions including the amended documents,
will be considered by the Service to be a
new request for advance ruling received
on the date that it receives the amended
documents.  The Service ordinarily will
not rule on the consequences of a pro-
posed amendment that purports to relate
back to the time when the Property was
first placed in service, or purports to af-
fect the issue of the ownership of the
Property at that time.

SECTION 6.  EFFECT ON OTHER
DOCUMENTS

Rev. Proc. 75–28, 1975–1 C.B. 752,
and Rev. Proc. 79–48, 1979–2 C.B. 529,
are modified, and as modified, are super-
seded.

SECTION 7.  PAPERWORK
REDUCTION ACT

The collections of information con-
tained in this revenue procedure have
been reviewed and approved by the Of-
fice of Management and Budget (OMB)
in accordance with the Paperwork Reduc-
tion Act (44 U.S.C. § 3507) under control
number 1545–1738. 

An agency may not conduct or sponsor,
and a person is not required to respond to,
a collection of information unless the col-
lection of information displays a valid
OMB control number.
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The collection of information is con-
tained in section 4 of this revenue proce-
dure.  This information is required to es-
tablish the economic substance of the
transaction and its bona fides as a true
lease.  The likely respondents are individ-
ual taxpayers and corporations.

The estimated total annual reporting
burden is 800 hours.

The estimated annual burden per respon-
dent will vary from 60 hours to 100 hours,
depending on individual circumstances,
with an estimated average of 80 hours.  The
estimated number of respondents is 10.

The estimated annual frequency of re-
sponses is on occasion.

Books and records relating to a collec-
tion of information must be retained as
long as their contents may become mater-
ial in the administration of any internal
revenue law.  Generally, tax returns and
return information are confidential, as re-
quired by § 6103. 

SECTION 8.  EFFECTIVE DATE

This revenue procedure is effective
May 7, 2001.

SECTION 9.  DRAFTING
INFORMATION

The principal author of this revenue
procedure is Edward Schwartz of the Of-
fice of Associate Chief Counsel (Income
Tax and Accounting).  For further infor-
mation regarding this revenue procedure,
contact Mr. Schwartz at (202) 622-4960
(not a toll-free call).

26 CFR 601.201:  Rulings and determination
letters.
(Also Part I, § 29.)

Rev. Proc. 2001–30

SECTION 1.  PURPOSE

This revenue procedure informs the
public of the Internal Revenue Service’s
decision to issue private letter rulings re-
garding whether a solid fuel produced
from coal is a qualified fuel under
§ 29(c)(1)(C) of the Internal Revenue
Code under the circumstances described
in section 3 of this revenue procedure.

SECTION 2.  BACKGROUND

Section 2.01 of Rev. Proc. 2001–3,
2001–1 I.R.B. 111, provides that when-
ever appropriate in the interest of sound
tax administration, it is the policy of the
Service to answer inquiries of individuals
and organizations regarding their status
for tax purposes and the tax effects of
their acts or transactions, prior to the fil-
ing of returns or reports that are required
by the revenue laws.  There are, however,
certain areas in which, because of the in-
herently factual nature of the problems in-
volved, or for other reasons, the Service
will not issue rulings or determination let-
ters.

Section 4 of Rev. Proc. 2001–3 sets
forth those areas in which rulings or de-
termination letters will not ordinarily be
issued.  “Not ordinarily” means that
unique and compelling reasons must be
demonstrated to justify the issuance of a
ruling or determination letter.  Section
2.01 of Rev. Proc. 2001–3.

Section 4.02(1) of Rev. Proc. 2001–3
provides that the Service will not ordinar-
ily issue rulings or determination letters
regarding any matter in which the deter-
mination requested is primarily one of
fact, for example, market value of prop-
erty, or whether an interest in a corpora-
tion is to be treated as stock or indebted-
ness.

Section 5 of Rev. Proc. 2001–3 sets
forth those areas under extensive study in
which rulings or determination letters will
not be issued until the Service resolves
the issue through publication of a revenue
ruling, revenue procedure, regulations, or
otherwise.

Section 5.01 of Rev. Proc. 2001–3 pro-
vides that the Service will not issue rul-
ings or determination letters on whether a
solid fuel other than coke or a fuel pro-
duced from waste coal is a qualified fuel
under § 29(c)(1)(C).  Waste coal for this
purpose is limited to waste coal fines
from normal mining and crushing opera-
tions and does not include fines produced
(for example, by crushing run-of-mine
coal) for the purpose of claiming the
credit.

Section 5.01 of Rev. Proc. 2001–3 su-
persedes Rev. Proc. 2000–47, 2000–46
I.R.B. 482.  Rev. Proc. 2000–47 was pub-
lished because concern had been raised
that taxpayers were claiming the § 29
credit for processing coal in ways that

may not have been intended by the Con-
gress.  Rev. Proc. 2000–47 requested
comments concerning the standard to be
applied in determining whether fuel pro-
duced from coal is a solid synthetic fuel.
The Service received extensive com-
ments.

Section 29 provides a credit against in-
come tax for the production and sale of
“qualified fuels” produced from a non-
conventional source.  Section 29(c)(1)(C)
provides that qualified fuels include liq-
uid, gaseous, or solid synthetic fuels pro-
duced from coal (including lignite).

Rev. Rul. 86–100, 1986–2 C.B. 3,
adopts for purposes of § 29(c)(1)(C) the
definition of synthetic fuel in
§ 1.48–9(c)(5) of the Income Tax Regula-
tions.  Section 1.48–9(c)(5)(ii) provides
that, to be “synthetic,” a fuel must differ
significantly in chemical composition, as
opposed to physical composition, from
the substance used to produce it.  Rev.
Rul. 86–100 describes favorably
processes such as gasification, liquefac-
tion, and production of solvent refined
coal that result in substantial chemical
changes to the entire coal feedstock rather
than changes that affect only the surface
of the coal.

Section 29(f) provides that § 29 applies
to qualified fuels that are produced in a
facility placed in service after December
31, 1979, and before January 1, 1993, and
that are sold before January 1, 2003.  Sec-
tion 29(g)(1)(A) provides that a facility
for producing qualified fuels described in
§ 29(c)(1)(C) is treated for this purpose as
being placed in service before January 1,
1993, if the facility is placed in service
before July 1, 1998, pursuant to a binding
written contract in effect before January
1, 1997.  For a facility that meets this con-
dition and is originally placed in service
after December 31, 1992, § 29(g)(1)(B)
provides that the § 29 credit applies to
qualified fuels that are sold before Janu-
ary 1, 2008.

Property is “placed in service” in the
taxable year the property is placed in a
condition or state of readiness and avail-
ability for a specifically assigned func-
tion.  See, for example, § 1.167(a)
–11(e)(1)(i).  Thus, the § 29 credit is not
allowed for fuel produced in a facility that
was originally placed in service for a
function other than producing qualified
fuel under § 29(c)(1)(C) and was not con-
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