
that will improve the financial condition
of the applicant in a manner that will
enable the applicant to repay its Federally
guaranteed loan and provide commercial
air service on a financially sound basis
after repayment.

The Internal Revenue Service has
determined that it is appropriate, for the
period beginning on September 11, 2001,
and ending on June 28, 2002, to modify
the manner in which the regulations under
§ 467 are applied so as not to inhibit the
ability of lessors to provide favorable
financing terms to air carriers.

BACKGROUND

Section 467(a) provides that in the
case of a lessor or lessee under any § 467
rental agreement, there shall be taken into
account for any taxable year the sum of
(1) the amount of rent that accrues dur-
ing such taxable year as determined under
§ 467(b), and (2) the interest for the year
on unpaid amounts taken into account as
rent or interest on rent for prior taxable
years. Under § 467(b)(2), constant rental
accrual applies in the case of any rental
agreement that is a disqualified leaseback
or long-term agreement . Sect ion
467(b)(4) provides that an agreement is a
leaseback if it is part of a leaseback trans-
action, or a long-term agreement if it is
for a term in excess of 75 percent of the
statutory recovery period for the property.

Section 1.467–3 of the Income Tax
Regulations provides that a leaseback or
long-term agreement will not be subject
to constant rental accrual unless (1) a
principal purpose for providing increasing
or decreasing rents is the avoidance of tax
and (2) the Commissioner determines
that, because of the tax avoidance pur-
pose, the agreement should be treated as
a disqualified leaseback or long-term
agreement. Under § 1.467–3(a), the Com-
missioner has the authority to determine,
either on a case-by-case basis or in pub-
lished guidance relating to a certain type
or class of agreements, whether an agree-
ment is disqualified and thus subject to
constant rental accrual.

Under § 1.467–3(c)(4), tax avoidance
will not be considered to be a principal
purpose for providing increasing or
decreasing rents if the annualized rents
allocable to each calendar year of the
rental agreement do not vary from the
average annual rents over the entire lease

term by more than 10 percent (the uneven
rent test). If this test is met, the leaseback
or long-term agreement will not be con-
sidered disqualified and will not be sub-
ject to constant rental accrual. In applying
the uneven rent test, certain rent holiday
periods are ignored.

GRANT OF RELIEF

In the case of a qualified aircraft lease
that does not meet the uneven rent test
and is entered into after September 10,
2001, and before June 29, 2002, the Com-
missioner, under the authority set forth in
§ 1.467–3(a), will not treat the agreement
as a disqualified leaseback or long-term
agreement if, disregarding one aviation
stabilization rent holiday period and any
rent allocated to such period, the agree-
ment meets the test set forth in § 1.467–
3(c)(4). For purposes of this notice—

A rental agreement is a qualified air-
craft lease if the lessee is an air car-
rier (within the meaning of 49 U.S.C.
§ 40102(a)(2)) and at least 90 percent
of the property subject to the agree-
ment (determined on the basis of fair
market value as of the agreement
date) consists of aircraft (within the
meaning of 49 U.S.C. § 40102(a)(6))
and replacement components; and

An aviation stabilization rent holiday
period is a consecutive period that
meets the following conditions: (1)
the period does not exceed six
months; (2) the period ends before
January 1, 2003; and (3) annualized
fixed rent during the period (deter-
mined by treating such period as a
rental period for purposes of § 1.467–
1(j)(3)) is less than the average rent
allocated to all calendar years in the
lease term (determined by taking into
account the rent allocated to the rent
holiday period).

If a substantial modification of a rental
agreement occurs after September 10,
2001, and before June 29, 2002, and the
post-modification agreement is a quali-
fied aircraft lease, the relief granted in
this notice applies to the post-
modification agreement. For this purpose,
a modification is treated as a substantial
modification if the agreement (as in effect
before its modification) meets the test set

forth in § 1.467–3(c)(4) and the entire
agreement (as modified) does not meet
that test.

The relief granted in this notice does
not affect whether an agreement (as in
effect before its modification) is a dis-
qualified leaseback or long-term agree-
ment, and, if so, whether the carryover
rule set forth in § 1.467–1(f)(4)(iii)
applies.

The principal author of this notice is
Forest Boone of the Office of Associate
Chief Counsel (Income Tax & Account-
ing). For further information regarding
this notice, contact Mr. Boone at 202-
622-4960 (not a toll-free call).

26 CFR 601.201: Rulings and determination letters.
(Also Part I, §§ 851(b)(3), 852(b)(5), 853(a);
1.851–2, 1.853–1)

Rev. Proc. 2001–57

SECTION 1. PURPOSE

This revenue procedure sets forth con-
ditions under which a regulated invest-
ment company (RIC) that holds a partner-
ship interest is treated for certain
purposes as if it directly invested in the
assets held by the partnership. This rev-
enue procedure applies to an affected tax-
payer for purposes of qualifying as a RIC
under section 851(b)(3), for purposes of
the payment of exempt-interest dividends
under section 852(b)(5), and for purposes
of the passthrough of the foreign tax
credit under section 853.

SECTION 2. BACKGROUND

.01 The Internal Revenue Service
responds to a large number of letter ruling
requests from RICs that hold partnership
interests in master-feeder structures. In
order to save these taxpayers the time and
expense involved in obtaining a ruling,
the Service is issuing this revenue proce-
dure.

.02 In a typical master-feeder struc-
ture, a domestic corporation (Feeder
Fund) invests substantially all its assets in
an investment partnership (Master Part-
nership). Some Feeder Funds may invest
in more than one Master Partnership. A
Feeder Fund is registered as an open-end
management investment company under
the Investment Company Act of 1940 (the
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1940 Act), 15 U.S.C. 80a–1 et seq., and
elects to be treated as a RIC under sub-
chapter M, part I, of the Code. A Master
Partnership is registered as a management
company under the 1940 Act.

.03. For purposes of determining its
required distribution under § 4982(a) of
the Code, a Feeder Fund accounts for its
share of items of income, gain, loss, and
deduction of the Master Partnership as
they are taken into account by the Master
Partnership. See Rev. Rul. 94–40 (1994–1
C.B. 274) modified by Rev. Rul. 94–40A
(1994–1 C.B. 276) (requiring a RIC to
include its share of partnership income on
a current basis in calculating the required
distribution to avoid excise tax liability
under § 4982(a)(1) of the Code). See also
Rev. Proc. 94–71 (1994–2 C.B. 810)
(defining circumstances in which a RIC
may apply the income inclusion timing
rule of § 706 rather than the current inclu-
sion rule of Rev. Rul. 94–40).

.04 A Feeder Fund commonly requests
that the Internal Revenue Service rule that
it will be deemed to own a proportionate
share of each asset of the Master Part-
nership for purposes of determining
whether it satisfies the requirements of
§§ 851(b)(3), 852(b)(5), and 853 of the
Code.

.05 Section 851(b) provides that cer-
tain requirements must be satisfied in
order for a domestic corporation to be
taxed as a RIC under subchapter M, part
I, of the Code.

.06 Section 851(b)(2) provides that, in
order to qualify as a RIC, at least 90 per-
cent of a corporation’s gross income must
be derived from dividends, interest, pay-
ments with respect to securities loans (as
defined in § 512(a)(5)), gains from the
sale or other disposition of stocks, securi-
ties, foreign currencies, or other income
derived with respect to its business of
investing in such stocks, securities, or
currencies.

.07 Section 851(b)(3)(A) requires that,
in order for a corporation to qualify as a
RIC, at the close of each quarter of the
taxable year, at least 50 percent of the
value of the corporation’s total assets
must be represented by cash and cash
items (including receivables), Govern-
ment securities, securities of other RICs,
and other securities generally limited in
respect of any one issuer to an amount
not greater in value than 5 percent of the

value of the total assets of the corporation
and to not more than 10 percent of the
outstanding voting securities of such
issuer.

.08 Section 851(b)(3)(B) provides that,
in order for a corporation to qualify as a
RIC, not more than 25 percent of the cor-
poration’s total assets may be invested in
the securities (other than Government
securities and the securities of other
RICs) of any one issuer, or of two or
more issuers that the corporation controls
and which are determined, under regula-
tions, to be engaged in the same or simi-
lar trades or businesses or related trades
or businesses.

.09 Section 852(b)(5) provides that, if
at least 50 percent of the value (as
defined in § 851(c)(4)) of a RIC’s total
assets at the close of each calendar quar-
ter consists of obligations described in
§ 103(a), the RIC is eligible to pay
exempt-interest dividends, which are
treated by the RIC’s shareholders as inter-
est excludable from gross income pursu-
ant to § 103(a).

.10 Section 853(a) provides that, if
more than 50 percent of the value (as
defined in § 851(c)(4)) of a RIC’s total
assets at the close of the taxable year con-
sists of stock or securities in foreign cor-
porations and if the RIC meets the
requirements of § 852(a) for the taxable
year, then, for purposes of determining a
shareholder’s foreign tax credit under
§ 901, the RIC may elect to treat its
shareholders as if they had paid certain
foreign taxes paid by the RIC.

.11 A RIC’s allocable share of items of
income, gain, loss, deduction, and credit
of a partnership in which it holds an inter-
est is determined under subchapter K of
the Code. Section 702(a) provides that a
partner, in determining his income tax,
shall take into account separately his dis-
tributive share of such items as are set
forth in that section. Section 702(b) pro-
vides that the character of items stated in
§ 702(a) that are included in a partner’s
distributive share shall be determined as
if such items were realized directly from
the source from which they were realized
by the partnership, or incurred in the
same manner as incurred by the partner-
ship. Section 702(c) provides that, where
it is necessary to determine the gross
income of a partner, such amount shall
include that partner’s distributive share of

the gross income of the partnership. A
partner’s distributive share of income,
gain, loss, deduction, or credit is deter-
mined in accordance with the rules set
forth in section 704.

.12 The flush language of § 851(b)
states that income derived from a partner-
ship or trust shall be treated as satisfying
the 90 percent requirement of § 851(b)(2)
only to the extent that such income is
attributable to items of income of the
partnership or trust which would be
described in § 851(b)(2) if earned directly
by the RIC. The legislative history of that
sentence indicates that it was intended to
clarify the general rule used to character-
ize items of income, gain, loss, deduction,
or credit includable in a partner’s dis-
tributive share, as applied to RICs that are
partners. It therefore explains the relation-
ship of § 702 to the 90 percent test under
§ 851(b)(2). See S. Rep. No. 445, 100th
Cong., 2d Sess. 93 (1988).

SECTION 3. SCOPE

This revenue procedure applies to a
domestic corporation that meets the fol-
lowing requirements:

.01 It is registered as an open-end
management investment company under
the 1940 Act and elects to be treated as a
RIC under subchapter M, part I, of the
Code.

.02 It is a publicly offered RIC as
defined in § 67(c)(2)(B) of the Code and
§ 1.67–2T(g)(3)(iii) of the regulations.

.03 It invests substantially all its assets
in one or more Master Partnerships that
are registered as management companies
under the 1940 Act.

.04 Except as required by § 1.704–3 of
the regulations, its allocable share of each
item of the Master Partnership’s income,
gain, loss, deduction, and credit is propor-
tionate to its percentage of ownership of
the capital interests in the Master Partner-
ship.

SECTION 4. PROCEDURE

For purposes of qualifying as a RIC
under section 851(b)(3), for purposes of
the payment of exempt-interest dividends
under section 852(b)(5), and for purposes
of the passthrough of the foreign tax
credit under section 853, a domestic cor-
poration meeting the requirements of Sec-
tion 3 of this procedure is treated as if it
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directly invested in the assets held by the
Master Partnership in which it invests.
For these purposes, its interest in Master
Partnership assets is determined in accor-
dance with its percentage of ownership of
the capital interests in the Master Partner-
ship.

SECTION 5. EFFECTIVE DATE

This revenue procedure is effective for
asset determinations that are made as of
dates after December 10, 2001.

DRAFTING INFORMATION

The principal author of this revenue
procedure is Susan Thompson Baker of
the Office of the Associate Chief Counsel
(Financial Institutions & Products). For
further information regarding this revenue
procedure, contact her at (202) 622–3940
(not a toll-free call).

26 CFR 601.104: Collection functions.
(Also Part I, sections 6302, 6656; 31.6302–1,
1.6302–2, 31.6302–2, 40.6302(c)–1, 40.6302(c)–2,
31.6302(c)–3, 40.6302(c)–3, 40.6302(c)–4)

Rev. Proc. 2001–58

SECTION 1. PURPOSE

This revenue procedure provides guid-
ance with respect to the failure-to-deposit
penalty provisions of section 6656 of the
Internal Revenue Code (Code), as
amended by section 3304(c) of the Inter-
nal Revenue Service Restructuring and
Reform Act of 1998, Pub. L. No. 105–
206, 112 Stat. 742 (1998) (RRA). This
revenue procedure describes how the Ser-
vice will credit Federal tax deposits to
determine whether a failure-to-deposit
penalty under section 6656 should apply
to deposit periods beginning after Decem-
ber 31, 2001. This revenue procedure
applies only with respect to situations in
which deposits have not been made in
sufficient amounts to satisfy the cumula-
tive deposit obligations as of at least one
deposit due date.

SECTION 2. BACKGROUND

.01 Section 6656 of the Code provides
that in the case of any failure by any per-
son to deposit (as required by the Code or
regulations) on the date prescribed any

amount of tax in a government deposi-
tory, there will be imposed upon such per-
son a penalty equal to the applicable per-
centage of the amount of the
underpayment, unless it is shown that
such failure is due to reasonable cause
and not due to willful neglect. The appli-
cable percentage ranges from 2 to 15 per-
cent depending upon the lateness of the
deposit.

.02 Rev. Proc. 90–58 (1990–2 C.B.
642) effective for deposit periods begin-
ning after March 31, 1991, provided that
the Service will apply deposits for a
specified tax period in a date-made order
against deposit liabilities in a due-date
order. Thus, the Service applies a deposit
first to satisfy the oldest past due deposit
liability within the specified tax period.
The Service applies other credits to the
taxpayer’s account, such as overpayments
from previous tax periods, in a similar
fashion. Rev. Proc. 91–52 (1991–2 C.B
781) clarified and amplified the provi-
sions relating to the application of other
credits to taxpayer accounts.

.03 Under Rev. Proc. 90–58, the oldest
deposit liability in the specified tax period
is satisfied first, thus preventing the pen-
alty rate on that liability from escalating.
If, however, a depositor inadvertently
missed a single deposit early in a speci-
fied tax period, multiple cascading penal-
ties could result as payments that would
otherwise be sufficient to satisfy current
liabilities were applied to satisfy earlier
shortfalls.

.04 Notice 98–14 (1998–1 C.B. 585)
provided interim procedures that deposi-
tors may use to request abatement of the
failure-to-deposit penalty imposed by sec-
tion 6656 when the order in which the
Service applies deposits against deposit
liabilities, as set forth in Rev. Proc.
90–58, produces multiple failure-to-
deposit penalties as a result of a single
failure to deposit. Under that Notice,
depositors that wish to request relief are
instructed to call the toll-free number
shown on the penalty notice. Notice
98–14 applies to return periods beginning
after December 31, 1997.

.05 Section 3304(a) of RRA added
subsection (e) to section 6656 of the
Code, which permits a depositor receiv-
ing a penalty notice (with respect to any
deposit of tax made for a specific tax
return period) to designate, during the

90–day period beginning on the date of
the penalty notice, the deposit period or
periods within the specified tax period to
which a deposit of tax shall apply. Section
3304(d)(1) of RRA provides that section
6656(e) is effective for Federal tax depos-
its required to be made after January 18,
1999 (180 days after the July 22, 1998,
enactment of RRA).

.06 Rev. Proc. 99–10 (1999–1 C.B.
272) provided procedures for implement-
ing section 6656(e) of the Code as added
by RRA section 3304(a). In particular,
Rev. Proc. 99–10 provided guidance on
how a depositor may designate the appli-
cation of its Federal tax deposits for a
specified tax period to minimize the
failure-to-deposit penalty under section
6656 with respect to deposits required to
be made after January 18, 1999.

.07 Section 6656(e)(1) of the Code (as
added by section 3304(a) of RRA) was
amended by section 3304(c) of RRA to
provide that a deposit shall be applied to
the most recent period or periods within
the specified tax period to which the
deposit relates, unless the person making
such deposit designates a different period
or periods to which such deposit is to be
applied. Section 3304(d)(2) of RRA pro-
vides that this amendment is effective for
Federal tax deposits required to be made
after December 31, 2001.

SECTION 3. SCOPE

This procedure will apply with respect
to all taxes required to be deposited under
section 6302 of the Code and underlying
regulations that are reported on the fol-
lowing Internal Revenue Service forms:

Form 720, Quarterly Federal Excise Tax
Return

Form 940, Employer’s Annual Federal
Unemployment (FUTA) Tax Return

Form 941, Employer’s Quarterly Federal
Tax Return

Form 943, Employer’s Annual Tax Return
for Agricultural Employees

Form 945, Annual Return of Withheld
Federal Income Tax

Form CT-1, Employer’s Annual Railroad
Retirement Tax Return
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