
the payment and disburses the remaining $100,000
to C. P must file an information return with respect
to A for $200,000 under paragraph (a)(1) of this
section. P must also furnish an information return to
C under section 6051 in the amount of $300,000.

Example 2 . One check— joint payees—
excludable to claimant. C, who sues corporation P
for damages on account of personal physical inju-
ries, is represented by attorney A. P settles the suit
for a $600,000 damage payment that is excludable
from C’s gross income under section 104(a)(2). P
writes the $600,000 settlement check payable jointly
to C and A and delivers the check to A. A retains
$240,000 of the payment as A’s attorney’s fees and
remits the remaining $360,000 to C. P must file an
information return with respect to A for $600,000
under paragraph (a)(1) of this section.

Example 3. Separate checks—taxable to claim-
ant. C, a plaintiff in a suit for lost profits against
corporation P, is represented by attorney A. P settles
the suit for $300,000. A requests P to write two
checks, one payable to A in the amount of $100,000
for A’s attorney’s fees and the other payable to C in
the amount of $200,000. P writes the checks in
accordance with A’s instructions and delivers both
checks to A. P must file an information return with
respect to A for $100,000 under paragraph (a)(1) of
this section.

Example 4. Check made payable to claimant,
but delivered to nonpayee attorney. Corporation P, a
defendant in a suit for damages knows that C, the
plaintiff, has been represented by attorney A
throughout the proceeding. P settles the suit for
$500,000. Pursuant to a request by A, P writes the
$500,000 settlement check payable solely to C and
delivers it to A at A’s office. P is not required to file
an information return under paragraph (a)(1) of this
section with respect to A, because there is no pay-
ment to an attorney within the meaning of paragraph
(d)(4) of this section.

Example 5. Multiple attorneys listed as payees.
Corporation P, a defendant, settles a lost profits suit
brought by C, for $1,000,000 by paying a check
naming C’s attorneys, Y, A, and Z, as payees in that
order. Y, A, and Z are not related parties. P delivers
the payment to A’s office. A deposits the check pro-
ceeds into a trust account and makes payments by
separate checks to Y of $100,000 and to Z of
$50,000, for their attorneys’ fees. A also makes a
payment by check of $550,000 to C. P must file an
information return for $1,000,000 with respect to A
under paragraphs (a)(1) and (b)(1)(i) of this section.
A, in turn, must file information returns with respect
to Y of $100,000 and to Z of $50,000 under para-
graphs (a)(1) and (b)(2) of this section if A is not
required to file information returns under section
6041 with respect to A’s payments to Y and to Z.

Example 6. Amount of the payment—attorney
does not provide TIN. Corporation P, a defendant,
settles a suit brought by C for $1,000,000 of dam-
ages. C’s attorney, A, did not furnish P with A’s TIN.
P is required to deduct and withhold tax from the
$1,000,000 under section 3406(a)(1)(A) and para-
graph (e) of this section. Therefore, P makes the
payment by a $720,000 check naming C and C’s
attorney, A, as joint payees. P must also file an
information return with respect to A under para-
graph (a)(1) of this section in the amount of
$1,000,000, as prescribed in paragraph (d)(5) of this
section.

Example 7. Home mortgage lending transaction.
(i) Individual P agrees to purchase a house that P
will use solely as a residence. P obtains a loan from
lender L to finance a portion of the cost of acquir-
ing the house. L disburses loan proceeds of
$325,000 to attorney A, who is the settlement agent,
by a check naming A as the sole payee. A, in turn,
writes checks from the loan proceeds and from other
funds provided by P to the persons involved in the
purchase of the house, including a check for $800 to
attorney B, whom P hired to provide P with legal
services relating to the closing.

(ii) P, not L, is the payor of the payment to A
under paragraph (d)(3) of this section. P, however, is
not required to file an information return with
respect to A under paragraph (a)(1) of this section
because the payment was not made in the course of
P’s trade or business. Even if P made the payment
in the course of P’s trade or business, P would not
be required to file an information return under sec-
tion 6045(f) with respect to A because P is excepted
under paragraph (c)(6) of this section.

(iii) A is not required to file an information
return under paragraph (a)(1) of this section with
respect to the payment to B because A is not the
payor as that term is defined under paragraph (d)(3)
of this section. Also A is not required to file an
information return under paragraph (b)(2) with
respect to the payment to B because A was listed as
sole payee on the check it received from P. See sec-
tion 6041 and its regulations for whether A or L
must file information returns under that section. See
section 6045(e) and § 1.6045–4 for whether A is
required to file an information return under that sec-
tion.

Example 8. Business mortgage lending transac-
tion. The facts are the same as in Example 7 except
that P buys real property that P will use in a trade or
business. P, not L, is the payor of the payment to A
under paragraph (d)(3) of this section. P, however, is
not required to file an information return under sec-
tion 6045(f) with respect to A because P is excepted
under paragraph (c)(6) of this section. A is not
required to file an information return under para-
graphs (a) or (b)(2) of this section with respect to
the payment to B. See section 6041 and its regula-
tions for whether P or L must file information
returns under that section. See sections 6041 and
6045(e) for rules regarding whether A is required to
file information returns under those sections.

Example 9. Qualified settlement fund. Corpora-
tion P agrees to settle for $100,000,000 a class
action lawsuit brought by attorney A on behalf of a
claimant class. Pursuant to the settlement agreement
and a preliminary order of approval by a court, A
establishes a bank account in the name of Q Settle-
ment Fund, which is a qualified settlement fund
(QSF) under § 1.468B–1. A is also designated by the
court as the administrator of the QSF. Corporation P
writes a $100,000,000 check in 2003 to A, who
deposits the check proceeds into the Q Settlement
Fund. In 2004, the court approves an award of attor-
neys’ fees of $35,000,000 for A. In 2004, Q Settle-
ment Fund delivers a $35,000,000 check payable to
A. P is required to file an information return under
paragraph (a) of this section with respect to A for
the year 2003 for the $100,000,000 payment it made
to A. The Q Settlement Fund is required to file an
information return under section 6041(a) and

§ 1.468B–2(l)(2) with respect to A for the year 2004
for the $35,000,000 payment it made to A.

Example 10. Bankruptcy trustee—wage garnish-
ment. Individual C files for bankruptcy under Chap-
ter XIII of the Bankruptcy Code, 11 U.S.C. sections
1301–1330. Pursuant to a wage garnishment order,
C’s employer, P, withholds $800 from C’s earnings.
P remits a check for $800 payable to A, an attorney
who was appointed by the United States Bankruptcy
Court to act as the trustee of C’s bankruptcy estate.
P is required to file an information return under sec-
tion 6045(f) with respect to the $800 payment it
made to A.

(g) Cross reference to penalties. See
the following sections regarding penalties
for failure to comply with the require-
ments of section 6045(f) and this section:

(1) Section 6721 for failure to file a
correct information return.

(2) Section 6722 for failure to furnish
a correct payee statement.

(3) Section 6723 for failure to comply
with other information reporting require-
ments (including the requirement to fur-
nish a TIN).

(4) Section 7203 for willful failure to
supply information (including a taxpayer
identification number).

(h) Effective date. The rules in this
section apply to payments made during
the first calendar year that begins at least
two months after the date of publication
of these regulations as final regulations in
the Federal Register.

Robert E. Wenzel,
Deputy Commissioner

of Internal Revenue.

(Filed by the Office of the Federal Register on May
16, 2002, 8:45 a.m., and published in the issue of
the Federal Register for May 17, 2002, 67 F.R.
35064)

New Revision of Publication
551, Basis of Assets

Announcement 2002–61

Publication 551, revised May 2002, is
now available from the Internal Revenue
Service. It replaces the December 2000
revision.

This publication provides information
on determining your basis in property.

You can get a copy of this publication
by calling 1–800–TAX-FORM (1–800–
829–3676). You can also write to the IRS
Forms Distribution Center nearest you.
Check your income tax package for the
address. The publication is also available
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on the IRS Internet web site at
www.irs.gov.

New Revision of Publication
583, Starting a Business and
Keeping Records

Announcement 2002–62

Publication 583, revised May 2002, is
now available from the Internal Revenue
Service. It replaces the December 2000
revision.

This publication provides basic federal
tax and recordkeeping information for
people who are starting a business.

You can get a copy of this publication
by calling 1–800–TAX-FORM (1–800–
829–3676). You can also write to the IRS
Forms Distribution Center nearest you.
Check your income tax package for the
address. The publication is also available
on the IRS Internet web site at
www.irs.gov.

Request for Tax Accrual and
Other Financial Audit
Workpapers

Announcement 2002–63

The Internal Revenue Service is revis-
ing its policy concerning when it will
request and, if necessary, summon tax
accrual and other financial audit workpa-
pers relating to the tax reserve for
deferred tax liabilities and to footnotes
disclosing contingent tax liabilities (“Tax
Accrual Workpapers”) appearing on
audited financial statements. This limited
expansion of the circumstances in which
the Service will seek Tax Accrual Work-
papers is necessary to allow the Service
to fulfill its obligation to the public to
curb abusive tax avoidance transactions
and to ensure that taxpayers are in com-
pliance with the tax laws. In all other
respects, the Service’s current policy
regarding requests for Tax Accrual Work-
papers will continue to apply.

The Service may request Tax Accrual
Workpapers in the course of examining
any return filed on or after July 1, 2002,
that claims any tax benefit arising out of
a transaction that the Service has deter-

mined to be a listed transaction at the
time of the request within the meaning of
Temp. Treas. Reg. § 1.6011–4T(b)(2)
(“Listed Transaction”). (Temp. Treas. Reg
§ 1.6011–4T(b)(2) defines listed transac-
tions to include substantially similar
transactions.) If the Listed Transaction
was disclosed under Temp. Treas. Reg.
§ 1.6011–4T, the Service will routinely
request the Tax Accrual Workpapers per-
taining only to the Listed Transaction. If
the Listed Transaction was not disclosed,
the Service will routinely request all Tax
Accrual Workpapers. In addition, if the
Service determines that tax benefits from
multiple investments in Listed Transac-
tions are claimed on a return, regardless
of whether the Listed Transactions were
disclosed, the Service, as a discretionary
matter, will request all Tax Accrual Work-
papers. Similarly, if, in connection with
the examination of a return claiming tax
benefits from a Listed Transaction that
was disclosed, there are reported financial
accounting irregularities, such as those
requiring restatement of earnings, the Ser-
vice, as a discretionary matter, will
request all Tax Accrual Workpapers.

For a return filed prior to July 1, 2002,
that claims any tax benefit arising out of
a Listed Transaction, the Service may
request Tax Accrual Workpapers pertain-
ing to the Listed Transaction, if the tax-
payer had an obligation to disclose the
transaction under Temp. Treas. Reg.
§ 1.6011–4T, and failed to do so (1) on
the return; (2) under Rev. Proc. 94–69,
1994–2 C.B. 804, if applicable; or (3)
pursuant to Announcement 2002–2,
2002–2 I.R.B. 304 (Jan. 14, 2002).

The Supreme Court confirmed the Ser-
vice’s right to obtain Tax Accrual Work-
papers under its summons authority.
United States v. Arthur Young & Co., 465
U.S. 805 (1984). Since Tax Accrual
Workpapers are not generated in connec-
tion with seeking legal or tax advice, but
are developed to evaluate a taxpayer’s
deferred or contingent tax liabilities in
connection with a taxpayer’s disclosure to
third parties of the taxpayer’s financial
condition, Tax Accrual Workpapers are
not privileged communications. Neither
the attorney-client privilege nor the IRC
§ 7525 tax practitioner privilege (which is
based upon, but is more limited than, the
attorney-client privilege) protects Tax
Accrual Workpapers from production

upon proper request by an authorized
examining agent. See also Treasury
Department Circular 230, 31 C.F.R.
§ 10.20 (duty of practitioner to submit
information upon a proper and lawful
request by the IRS).

Despite the broad scope of authority
recognized by the Supreme Court, the
Service has historically acted with
restraint, declining to request Tax Accrual
Workpapers as a standard examination
technique. The Service will continue to
exercise its authority to request Tax
Accrual Workpapers with restraint.

The Service will continue its current
policy of requesting Tax Accrual Workpa-
pers only in unusual circumstances (1) for
any returns filed prior to July 1, 2002,
other than those that claim any tax benefit
arising out of a Listed Transaction that
has not been disclosed as mentioned
above, and (2) for any returns filed on or
after July 1, 2002, other than those that
claim any tax benefit arising out of a
Listed Transaction as described above.

CONTACT INFORMATION

For further information regarding this
announcement, contact George Bowden
at 202–622–3400 (not a toll-free call).

Foundations Status of Certain
Organizations

Announcement 2002–64

The following organizations have
failed to establish or have been unable to
maintain their status as public charities or
as operating foundations. Accordingly,
grantors and contributors may not, after
this date, rely on previous rulings or des-
ignations in the Cumulative List of Orga-
nizations (Publication 78), or on the pre-
sumption arising from the filing of
notices under section 508(b) of the Code.
This listing does not indicate that the
organizations have lost their status as
organizations described in section
501(c)(3), eligible to receive deductible
contributions.

Former Public Charities. The follow-
ing organizations (which have been
treated as organizations that are not pri-
vate foundations described in section
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