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Authority: 43 U.S.C. app. 1348(a), 1354(a),
1510; E.O. 10854, 24 FR 9565, 3 CFR, 1959~
1963 Comp., p. 389; 49 U.S.C. 106(g); 14 CFR
11.69.

§71.1 [Amended)

2. The incorporation by reference in
14 CFR 71.1 of the Federal Aviation
Administration Order 7400.7A,
Compilation of Regulations, dated
November 2, 1992, and effective
November 27, 1992, is amended as
follows:

Section 71,123 Domestic VOR Federal

Alrways.
* * * ® -
V-87 [Revised)

From Miami, FL, via La Belle, FL; St.
Petersburg, FL; Tallahassee, FL; Pecan, GA;
Atlanta, GA; INT Atlanta 001° and Volunteer,
TN, 197° radials; Volunteer; London, KY;
Lexington, KY; Cincinnati, OH; Shelbyville,
IN, INT Shelbyville 313° and Boiler, IN, 136°
radials; Boiler; Chicago Heights, IL; to INT
Chicago Heights 358° and Chicago O'Hare, IL,
127° radials. From INT Northbrook, IL, 290°
and Janesville, WI, 112° radials; Janesville;
Lone Rock, WI; Nodine, MN; to Gopher, MN.
The airspace below 2,000 feet MSL outside
the United States is excluded.

* L * - *

V-185 [Revised]

From Savannah, GA; Colliers, SC;
Greenwoaod, SC; Sugarloaf Mountain, NC;
Snowbird, TN; INT Snowbird 301° and
Volunteer, TN, 069° radials; to Volunteer.
The airspace within R-6004 is excluded.

* * * * *

V-466 [Revised) -

From Volunteer, TN, via INT Volunteer
050° and Glade Spring, VA, 246° radials;
Glade Spring; to Pulaski, VA.

- " * * -

V-517 [Revised]

From Volunteer, TN, INT Volunteer 019°
and London, KY, 141° radials; London; INT
London 004° and Falmouth, KY, 164° radials;
Falmouth; Cincinnati, OH; INT Cincinnati
336° and Richmond, IN, 190° radials;
Richmond; to Dayton, OH.

L L - * ~

V-518 [Revised]

From Volunteer, TN, via INT Volunteer
050° and Glade Spring, VA, 246° radials;
Glade Spring; Bluefield, WV; to Beckley, WV.

- * L - ®

Section 71.203 Domestic Low Altitude
Reporting Points.

* * » ® -

Knoxville, TN [Remove]
Volunteer, TN [New]

- - L * L

Section 71.207 Domestic High Altitude
Reporting Points,

» - * * *

Knoxville, TN [Remove]
Volunteer, TN [New]

* * L - -

Section 71.607 Jet Routes.

L * * ® -

J-22 [Revised]

From Nuevo Laredo, Mexico, via Laredo,
TX; Corpus Christi, TX; Palacios, TX; Lake
Charles, LA; McComb, MS; Meridian, MS;
Vulcan, AL; Volunteer, TN; Pulaski, VA; to
Montebello, VA. The airspace within Mexico
is excluded.
= * * * -

J-43 [Revised]

From Miami, FL, via LaBelle, FL; St
Petersburg, FL; Tallahasses, FL; Atlanta, GA;
Volunteer, TN; Falmouth, KY; Rosewood,
OH; Carleton, MI; to Sault Ste Marie, M1,

Rl * - * -

J-46 [Revised]

From Tulsa, OK, via Walnut Ridge, AR;
Nashville, TN; to Volunteer, TN.

* * * * -

J-91 [Revised]

From INT Orlando, FL 274° and Cross City,
FL, 133° radials; Cross City; INT Cross City
338° and Atlanta, GA, 168° radials; Atlanta;
Volunteer, TN; Henderson, WV; to Bellaire,
OH.

- ® - - *

J-99 [Revised]

From Colliers, SC, via Volunteer, TN; to
Louisville, KY,

* L L - -

Issued in Washington, DC, on December
16, 1992.

Harold W, Becker,

Manager, Airspace-Rules and Aeronautical
Information Division.

[FR Doc. 92-31005 Filed 12-22-92; 8:45 am]
BILLING CODE 4910-13-8

14 CFR Part 71

[Airspace Docket No. 82-AS0-7]
Alteration to VOR Federal Alrways,
Reporting Points, and Jet Routes; TN

AGENCY: Federal Aviation
Administration (FAA), DOT.
ACTION: Final rule.

SUMMARY: This action reflects the name
change of the Chattanooga, TN, very
high frequency omnidirectional range
(VOR) to Choo Choo, GA. The
Chattanooga VOR is not located on the
Chattanooga Airport and the FAA has
determined that the name
“Chattanooga” could confuse pilots as
to their desired destination. The
Chattanooga VOR is located
approximately 2 miles southeast of the
airport in the State of Georgia. FAA

guidelines recommend that navigational
aids (NAVAID's) not located on the
airport surface not have the same name
as the primary airport. This action
changes the descriptions in all airways,
jet routes, and reporting points that have
Chattanooga in their text, The
descriptions of V-5, V-362 and V-515
have been removed from this docket
because they were included in Airspace
Docket No, 82-AS0-3 which becomes
effective at the same time as this docket.
This amendment also reflects the action
proposed in Airspace Docket No. 82—
ASO-8, but made final in this docket,
which changes the name of the
Knoxville, TN, VOR to the Volunteer,
TN, VOR.
EFFECTIVE DATE: 0801 UTC, February 4,
1983.
FOR FURTHER INFORMATION CONTACT:
Lewis W. Still, Airspace and
Obstruction Evaluation Branch (ATP-
240), Airspace-Rules and Aeronautical
Information Division, Air Traffic Rules
and Procedures Service, Federal
Aviation Administration, 800
Independence Avenue, SW.,
Washington, DC 20591; telephone: (202)
267-9250,
SUPPLEMENTARY INFORMATION:
History

On October 6, 1992, the FAA
proposed to amend part 71 of the
Federal Aviation Regulations (14 CFR
part 71) to change the descriptions of all
airways, jet routes, and reporting points
that have Chattanooga in their text (57
FR 45997). This amendment also
refiects the action proposed in Airspace
Docket No. 92-ASO-6, but made final
in this docket, which changes the name
of the Knoxville VOR to the Volunteer
VOR. Interested parties were invited to
participate in this rulemaking
proceeding by submitting written
comments on the proposal to the FAA.,
No comments objecting to the proposal
were received. Except for editoria
changes indicating that the Choo Choo
VOR is located in Georgia instead of
Tennessee, the removal of V-5, V-362
and V-515, the inclusion of the name
change of the Knoxville VOR to the
Volunteer VOR in V-115, and including
the NELLO low altitude reporting point,
this amendment is the same as that
proposed in the notice. Domestic VOR
Federal Airways, domestic low altitude
reporting points and jet routes are
published, respectively, in sections
71.123, 71.203 and 71.607 of FAA Order
7400.7A dated November 2, 1992, and
effective November 27, 1992, which is
incorporated by reference in 14 CFR
71.1. The VOR Federal airways, low
altitude reporting points and jet routes
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listed in this document will be
published subsequently in the Order.

The Rule

This amendment to Part 71 of the
Federal Aviation Regulations reflects
the name change of the Chattanooga,
TN, VOR to the Choo Choo, GA, VOR.
This action also reflects the name
change of the Knoxville, TN, VOR to the
Volunteer, TN, VOR. The Chattanooga
VOR is not located on the Chattanooga
Airport and the FAA has determined
that the name “Chattanooga” could
confuse pilots as to their desired
destination. This action, where
necessary, reflects the name change of
the Chattanooga VOR to the Choo Choo
VOR.

The FAA has determined that this
regulation only involves an established
body of technical regulations for which
frequent and routine amendments are
necessary to keep them operationally
current. It, therefore—(1) is not a *major
rule” under Executive Order 12291; (2)
is not a “significant rule” under DOT
Regulatory Policies and Procedures (44
FR 11034; February 26, 1979); and (3)
does not warrant preparation of a
regulatory evaluation as the anticipated
impact is so minimal. Since thisis a
routine matter that will only affect air
traffic procedures and air navigation, it
is certified that this rule will not have
a significant economic impact on a
substantial number of small entities
under the criteria of the Regulatory
Flexibility Act.

List of Subjects in 14 CFR Part 71

Aviation safety, Domestic low altitude
reporting points, Domestic VOR Federal
airways, Incorporation by reference, Jot
routes,

Adoption of the Amendment

In consideration of the foregoing, the
Federal Aviation Administration
amends 14 CFR part 71 as follows:

PART 71—[AMENDED]

1. The authority citation for part 71
continues to read as follows:

Authority: 48 U.S.C. app. 1348(a), 1354(a),
1510; E.O. 10854, 24 FR 9565, 3 CFR, 1959-
1963 Comp., p. 389; 49 U.S.C. 106{g); 14 CFR
11.69.

§71.1 [Amended]

2. The incorporation by reference in
14 CFR 71.1 of the Federal Aviation
Administration Order 7400.7A,
Compilation of Regulations, dated
November 2, 1992, and effective
November 27, 1992, is amended as
follows:

Section 71.123 Domestic VOR Federal

Airways
* - - - *
V-54 [Revised]

From Waco, TX; Scurry, TX; Quitman, TX;
Texarkana, AR; INT Texarkana 052° and
Little Rock, AR, 235° radials; Little Rock;

‘Holly Springs, MS; Muscle Shoals, AL;

Rocket, AL; Chooe Choo, GA; Harris, GA;
Spartanburg, SC; Charlotte, NC; Sandhills,
NC; INT Sandhills 146° and Fayetteville, NC,
267° radials; Fayetteville; to Kinston, NC.

* - - * -

V-67 [Revised]

From Choo Choo, GA; Shelbyville, TN;
Graham, TN; Cunningham, KY; Marion, IL;
Centralia, IL; INT Centralia 010° and
Vandalia, IL, 162° radials; Vandalia; Capital,
IL; Burlington, IA; lowa City, IA; Cedar
Rapids, 1A; Waterloo, IA; Rochester, MN.

* - - - *

V-115 [Revised]

From Crestview, FL; INT Crestview 001°
and Montgomery, AL, 204° radials;
Montgomery; INT Montgomery 323° and
Vulcan, AL, 177° radials; Vulcan; Choo Choo,
GA; Volunteer, TN; Hazard, KY; Charleston,
WYV; Parkersburg, WV; Newcomerstown, OH;
INT Newcomerstown 038° and Franklin, PA,
239° radials; Franklin; Tidioute, PA;
Jamestown, NY; Buffalo, NY.

- * - * -

V-209 [Revised]

From Semmes, AL, via INT Semmes 356°
and Eaton, MS, 080° radials; Kewanee, MS;
Brookwood, AL; Vulcan, AL; INT Vulcan
097° and Gadsden, AL, 233° radials;
Gadsden; and INT Gadsden 042° and Choo
Choo, GA, 214° radials; Choo Choo.

* * - - -

V-243 [Revised]

From Craig, FL, via Waycross, GA; Vienna,
GA; LaGrange, GA; INT LaGrange 342° and
Choo Choo, GA, 189° radials; Choo Choo;
Bowling Green, KY; Huntingburg, IN; to
Terre Haute, IN.

- » - * -

V-333 [Revised)

From INT Rome, GA, 133° and Gadsden,
AL, 091° radials via Rome; Choo Choo, GA;
Hinch Mountain, TN; Lexington, KY.

V-415 [Revised]

From Montgomery, AL, via INT
Montgomery 029° and Choo Choo, GA, 189°
radials; INT Choo Choo 189° and Rome, GA,
252° radials; Rome; INT Rome 060° and
Foothills, SC, 258° radials; Foothills;
Spartanburg, SC; to INT Spartanburg 101°
and Charlotte, NC, 229° radials.

* * * * *

Section 71.203 Domestic Low Altitude
Reporting Points
- - "~ * =

Chattanooga, TN [Removed]

Choo Choo, GA [New]

* * ® - -

NELLO: [Revised]

INT of Atlanta, CA, 001°, Choo Choo, GA,
127° radials.

» - - - -

Section 71.607 Jet Routes

* L L - -
J-118 [Revised]
From Memphis, TN, via Choo Choo, GA: to
Spartanburg, SC.
» - * * L

Issued in Washington, DC, on December
16, 1992.

Harold W. Becker,

Manager, Airspace-Rules and Aeronautical
Information Division.

[FR Doc. 92-31002 Filed 12-22-92; 8:45 am]
BILLING CODE 4910-13-M

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Parts 1 and 602

[T.D. 8459]

RIN 1545-A099
Settlement Funds

AGENCY: Internal Revenue Service,
Treasury.

ACTION: Final regulations.

SUMMARY: This document contains final
regulations relating to the tax treatment
of transfers to funds, accounts, and
trusts used in the settlement of certain
controversies, the taxation of income
earned by these funds, and the tax
treatment of distributions made b( these,
funds. Changes to the applicable law
were made by the Tax Reform Act of
1986 and the Technical and
Miscellaneous Revenue Act of 1988,
The regulations affect these settlement
funds, taxpayers who make transfers to
these funds, and taxpayers who receive
distributions from these funds. The
regulations are necessary to provide
these taxpayers with guidance needed to
comply with these changes.

DATES: These regulations are effective
January 1, 1993. Thus, the regulations
apply to transfers to, income earned by,
and distributions made by a qualified
settlement fund after December 31,
1992, The regulations provide transition
rules for funds, accounts, and trusts
established after August 16, 1986.

FOR FURTHER INFORMATION CONTACT:
Linda M. Kroening of the Office of
Assistant Chief Counsel (Income Tax &
Accounting), telephone (202) 622-4910
(not a toll-free call).
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SUPPLEMENTARY INFORMATION:
Paperwork Reduction Act

The collections of information
requirements contained in these final
regulations have been reviewed and
approved by the Office of Management
and Budget in accordance with the
Paperwork Reduction Act of 1980 (44
U.S.C. 3504(h)) under control number
1545-1299.

The estimated total annual reporting
burden is 3,751 hours. The estimated
annual burden per respondent varies
from 25 minutes to 12 hours and 45
minutes, depending on individual
circumstances, with an estimated
average of 1 hour.

These estimates are an approximation
of the average time expected to be
necessary for a collection of
information. They are based on such
information as is available to the
Internal Revenue Service. Individual
respondents may require greater or
lesser time, depending on their
particular circumstances.

Comments regarding the accuracy of
this burden estimate and suggestions for
reducing this burden should be directed
to the Internal Revenue Service, Attn:
IRS Reports Clearance Officer, T:FP,
Washington, DC 20224 and to the Office
of Management and Budget, Attn: Desk
Officer for the Department of the
Treasury, Office of Information and
Regulatory Affairs, Washington, DC
20503.

Background

On February 14, 1992, the Internal
Revenue Service published a notice of
proposed rulemaking in the Federal
Register (57 FR 5399) regarding
settlement funds. The preamble to that
notice contains an explanation of the
proposed rules. A public hearing was
held on May 27, 1992. After
consideration of the public comments
regarding the proposed regulations, the
regulations are adopted as revised by
this Treasury decision.

Explanation of Statutory Provisions

Section 468B (a) through (d) provides
rules for the taxation of designated
settlement funds and for taxpayers that
make qualified payments to such funds.
Section 468B(e) provides that section
4688 (other than subsection (g)) does
not apply with respect to any liability of
a taxpayer arising under a workers
compensation act or any contested
liability (within the meaning of section
461(f)) of a taxpayer. Section 468B(f)
provides that, except as provided in
regulations, any payment in respect of a
liability arising out of personal injury,
death, or property damage (and not

described in section 468B(e)) that is
made to a trust fund or escrow fund that
is not a designated settlement fund does
not constitute economic performance.

Section 468B(g) provides that
“[n]othing in any provision of law shall
be construed as providing that an
escrow account, settlement fund, or
similar fund is not subject to current
income tax.” In addition, section
468B(g) provides that “[t]he Secretary
shall prescribe regulations providing for
the taxation of any such account or fund
whether as a grantor trust or otherwise."
Section 468B(g) was enacted, in part, to
reverse the finding in Rev. Rul. 71-119,
1971-1 C.B. 163, See
§ 601.601(d)(2)(ii)(b) of this Chapter.
(Some taxpayers argued that Rev. Rul.
71-119 was authority for avoiding the
current taxation of income earned on
the assets of an escrow account,
settlement fund, or other similar fund.)
See H.R. Conf. Rep. No. 841, 99th Cong.,
2d Sess. 1I-845 n. 2 (1986). In
accordance with section 468B(g), Rev.
Rul. 92-51, 1992-27 LR.B. 9, obsolstes
Rev. Rul. 71-119 (and modifies or
absoletes related revenue rulings) for
funds established after August 16, 1986.
Accordingly, no authority exists for the
position that the income of an escrow
account, settlement fund, or other
similar fund is not subject to current
taxation.

The provisions applicable to
designated settlement funds are
generally effective after July 18, 1984,
under rules applicable to section 461(h).
Section 468B(g) is effective for funds
established after August 16, 1986.

Public Comments

Section 1.468B-1 Qualified Settlement
Funds

In General

The proposed regulations mandate
qualified settlement fund treatment for
a fund, account, or trust that satisfies
the requirements of a qualified
settlement fund. Commentators
recommended that the final regulations
make the application of the qualified
settiement fund rules elective. The
Service and the Treasury Department
believe that inconsistent tax treatment
for similar funds, claimants, or
transferors, as well as the accompanying
complexity, is undesirable. Therefore,
the final regulations do not provide
electivity.

The proposed regulations invited
comments regarding the extent to which
qualified settlement funds should be
available for the claims of general
creditors and security holders in
bankruptcy. Generally, commentators
stated that the qualified settlement fund

rules should not be imposed in the
bankruptcy context. Some
commentators recommended that the
qualified settlement fund rules be
applied to a bankruptcy fund or an
elective basis.

The Service and the Treasury
Department have concluded that the
application of the regulations should
not be elective. The final regulations
exclude claims of generel trade creditors
and debtholders that relate to a title 11
or similar case, or to a workout.
However, qualified settlement fund
treatment remains available for other
liabilities such as tort liebilities
irrespective of whether the liability, for
example, relates to a title 11 case, For
instance, if a corporation is a defendant
in a class action involving a tort liability
and subsequently files a petition for
bankruptcy, the defendant’s bankruptcy
will not affect the qualified settlement
fund treatment of a fund, account, or
trust established to resolve or satisfy the
tort liability.

Coordination With Other Entity
Classifications

The final regulations continue to
provide that, for all purposes of the
Internal Revenue Code (Code), the status
of a fund, account, or trust as a quslified
settlement fund overrides its possible
classification as a trust, a § 1.461-2(c)(1)
contested liability fund, or, if it is
organized as a trust under applicable

‘ state law, an association or partnership.

Unless it is organized as a trust under
state law, however, an association or
partnership does not qualify as a
qualified settlement fund.

Requirements of a Qualified Settlement
Fund

Under the proposed regulations, a
fund, account, or trust is a qualified
settlement fund only if it satisfies three
requirements. The first requirement is
that it must be established pursuant to
an order of, or be approved by, a
governmental authority and must be
subject to the continuing supervision or
jurisdiction of that governmental
authority. A governmental authority is
defined as the United States, any state,
territory, possession, or political
subdivision thereof, or any agency or
instrumentality (including a court of
law) of any of the foregoing. The second
requirement under the proposed
regulations is that the fund, account, or
trust must be established to resolve or
satisfy one or more claims that result
from an event, or series of events, that
has occurred and that gives rise to
liabilities under the Comprehensive
Environmental Response, Compensation
and Liability Act (CERCLA); out of a
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tort, breach of contract (which is not
defined in the same manner as in
§1.461—4(g)(2)(1)), or violation of law; or
designated by the Commissioner in a
revenue ruling or revenue procedure.
The third requirement under the
proposed regulations is that the fund,
account, or trust must be a trust under
state law or its assets must otherwise be
segregated from other assets of the
transferor (and related persons).

Governmental Order or Approval
Requirement

Commentators have asked whether
the first requirement is met if a court
enters a dismissal of a lawsuit pursuant
to a settlement belween the parties but
does not order the establishment of, or
approve, a fund, sccount, or trust that is
established by the parties to the lawsuit
in connection with the settlement. In
such cases, the fund, account, or trust
would not meet the governmental order
or approval requirement because it was
neither established pursuant to an order
of, nor approved by, the governmental
authority.

One commentator requested that
arbitration panels be included as a
governmental authority. To further the
goals of alternative dispute resolution
procedures, the final regulations treat
certain arbitration panels as
governmental authorities, Another
commentator requested the elimination
of the requirement in the proposed
regulations that a fund, account, or trust
be subject to the continuing supervision
of the governmental authority.
Accordingly, the final regulations do not
require continuing supervision but
retain the requirement that the fund,
account, or trust be subject to the
continuing jurisdiction of the
governmental authority that either
ordered its establishment or approved it.

Resolve or Satisfy Requirement

One commentator requested that the
final regulations clarify whether all
potential claims must be asserted before
a fund, account, or trust satisfies the
requirement of § 1.468B-1(c)(2). In
response to this comment, the final
regulations clerify that even a single
claim satisfies the requirement. In
addition, as requested by another
commentator, the final regulations
clarify that a declared finding of liability
is not required. The final regulations
also clarify that a § 1.461-2(c)(1)
contested liability fund satisfies the
“resolve or satisfy requirement” by
providing that qualified settlement fund
treatment is available for both contested
and uncontested liabilities.

Commentators requested that the final
ivpulations allow additional types of

qualified settlement fund liabilities to
be designated by private letter ruling.
This comment was not adopted. The
Service and the Treasury Department
believe that designating additional types
of liabilities anly by revenue ruling or
revenue procedure will ensurs efficient
and consistent administrationof the
qualified settlement fund rules.
Commentators requested that, in
addition to CERCLA liabilities, the final
regulations also apply to other similar
environmental liabilities arising under
state law or other federal laws. Certain
state and federal environmental laws
vary significantly from CERCLA.
Therefore, the Service and the Treasury

- Department will consider adding other

categories of environmental ligbilities
by revenue ruling or revenue procedure
after the different laws are individually
studied.

Consistent with the rules in section
461(h)(2)(B) (regarding economic
performance for liabilities to provide
property or services), the fin
regulations also previde that qualified
settlement fund treatment is not
available with respect to a liability to
provide property or services to the
extent a transfer to the fund does not
extinguish that liability. However, the
final regulations provide an exception to
this rule for CERCLA liabilities, if, after
a transferor makes a transfer to a fund,
account, or trust, the transferor's only
remaining liability to the Environmental
Protection Agency is a remaote, future
obligation to provide property or
services.

Trust or Segregation Requirement

As requested by some commentators,
the final regulations clarify that a
separate bank account satisfies the
segregation requirement. Commentators
also requested clarification as to
whether a trust or segregated assets can
qualify as a qualified settlement fund if,
under state or federal law, the trust or
segregated assets may be reached by
creditors of the transferor. This
contingency does not affect the status of
a fund, account, or trust as a qualified
settlement fund.

Classification of a Fund Established to
Resolve or Satisfy Allowable and Non-
allowable Liabilities

Commentators requested clarification
as to the proper treatment of a fund,
account, or trust that is established to
resolve or satisfy claims for liabilities
described in § 1,468B-1(c)(2) as well as
other types of liabilitiss. In response to
these comments, the final regulations
provide that a qualified settlement fund
may be used to resolve or satisfy both
allowable and non-allowable claims.

However, a transfer to a qualified
settlement fund with respect to non-
allowable claims does not constitute
economic performance.

Section 1.468B-2 Taxation of
Qualified Settlement Funds and Related
Administrative Requirements

Modified Gross Income

The proposed regulations provide that
a qualiﬁe«f:ettlement fund is subject to
tax on its modified gross incoms, which
is defined as gross income computed
with certain modifications, One
modification excludes amounts
transferred to the qualified settlement
fund by, or on behalf of, the transferor.
The other modifications are deductions
for administrative costs and other
incidental expenses incurred in
connection with the operation of the
fund; losses sustained by the fund in
connection with the sale, exchange, or
worthlessness of property; and specially
defined net operating losses. One
commentator was uncertain as to
whether section 382 limitations apply to
a qualified settlement fund net
operating loss. Taxpayers should note
that, since qualified settlement funds
are only treated as corporations for
rurposes of subtitle F, the net operating

oss deduction is applied without regard
to section 382.

Commentators requested that a
ualified settlement fund be allowed to
educt all expenses incurred in

operating a trade or business, including
its distributive share of partnership
expenses, The Service and the Treasury
Department believe that the operation of
a trade or business is inconsistent with
the general nature of a qualified
settlement fund. Therefore, the final
regulations do not adopt the suggested
modification. However, because some
previously established qualified
settlement funds may hold illiquid
partnership interests, the final
regulations provide a 10-year transition
rule for partnership interasts acquired
by a qualified settlement fund prior to
February 15, 1992, Subjecl to certain
limitations, a qualified settlement fund
that holds one of these partnership
interests may generally deduct its
distributive share of the partnership’s
items of loss, dedction, or credit, gul
only to the extent of its distributive
share of that partnership’s items of
income and gain for the same taxable
year.

Commentators also requested that a
ualified ssttlement fund be allowed to
educt payments made on behalf of

claimants, such es payments for
claimants’ legal expenses. The Service
and the Treasury Department believe
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such payments are properly viewed as
distributions to the claimants.
Accordingly, the final regulations do not
allow qualified settlement funds to
deduct payments made on hehalf of
claimants.

The proposed regulations invited
comments regarding whether a qualified
settlement fund should be taxable on its
modified gross income if the transferor
is exempt from tax and the distributions
are excludable from the claimants’
income. Commentators generally
recommended that the income of such
funds not be taxable. Some
commentators also recommended that
the final regulations go further and not
tax the income of a qualified settlement
fund if either the transferor is exempt
from tax or the distributions to
claimants are excludable from their
gross income.

The final regulations do not adopt
these suggestions. The Service and the
Treasury Department believe that basing
the taxation of a qualified settlement
fund's income on the tax status of the
transferor and the claimants would lead
to complex rules that would be difficult
for taxpayers and the Service to apply
and administer. In many settlement
funds with multiple transferors, only
some of the transferors are tax exempt.
Similarly, many claims allege multiple
liabilities only some of which will result
in distributions to claimants that are
excludable from gross income. Thus, the
regulations would have to require
burdensome tracing and allocation rules
for tax-exempt transferors and
excludable liabilities. However, the
Service and the Treasury Department
agree with the suggestion of some
commentators that a longer transition
rule will alleviate certain concerns of
tax-exempt transferors. Accordingly, the
final regulations permit funds to
continue to use, until January 1, 1996,

a reasonable, consistently applied
method of taxation. A tax exempt
transferor that has established a fund
could, therefore, reasonably continue to
take the position until January 1, 1996,
that the fund is a grantor trust and the
income is exempt from tax.

Taxable Year and Accounting Method

The proposed regulations provide that
the taxable year of a qualified settlement
fund is the calendar year and that the
fund must use the accrual method of
accounting. One commentator requested
that qualified settlement funds, or at
least small qualified settlement funds,
be J)ermilted to use the cash receipts
and disbursement method of
accounting. In the alternative, the
commentator requested that the final
regulations treat the use of the cash

receipts and disbursement method of
accounting as a reasonable method of
accounting through 1992. The final
regulations provide that for a qualified
settlement fund established prior to
January 1, 1993, the Service will not
challenge the fund's use of the cash
receipts and disbursement method of
accounting prior to 1996.

Treatment as a Corporation for Purposes
of Subtitle F

The proposed regulations provide that
a qualified settlement fund is treated as
a corporation for purposes of subtitle F
of the Code. Thus, a qualified settlement
fund must file an income tax return for
the period it is in existence, This period
begins on the first date it satisfies the
requirements of § 1.468B-1, and ends on
the earlier of the date it no longer meets
those requirements or the date it no
longer has any assets and will not
receive any more transfers. A
commentator requested that, to facilitate
the “winding up” of a qualified
settiement fund, a fund’s existence end
if the only remaining assets are reserves
for certain contingencies, such as taxes.
To accommodate this concern, the final
regulations permit a qualified settlement
fund whose only remaining assets are
reserves for potential tax liabilities and
related professional fees to request the
prompt assessment of tax under section
6501(d).

The proposed regulations designate
certain persons, in order of priority, as
the administrator of a qualified
settlement fund. In response to
commentators’ requests, the final
regulations provide that the
administrator may be approved (and not
just designated) by the governmental
authority, the trustee of a trust that is
the qualified settlement fund may be the
administrator, and the “default”
administrator is the transferor rather
than the escrow agent.

The proposed regulations provide that
a qualified settlement fund must make
an information return for, or withhold
on, a distribution to a claimant if the
transferor would have been required to
if it had made the distribution directly
to the claimant. Several commentators
stated that the administrator of a
qualified settlement fund may lack
sufficient information to make this
determination. A suggested alternative
was to require gross proceeds reporting
on distributions to claimants. Another
suggested alternative was to allow the
administrator to reasonably rely on
information provided by the transferor.

The Service and the 'gma.sury
Department believe that the proposed
regulations generally do not impose a
greater burden with respect to

information reporting or withholding
than existed with respect to funds,
accounts, or trusts before the enactment
of section 468B, In addition, the Service
and the Treasury Department believe
that administrators generally have the
ability to require transferors to provide
the information needed to comply with
the reporting and withholding
requirements. Nevertheless, in response
to commentators’ concerns, the final
regulations make some revisions to the
information reporting and withholding
rules. For example, the final regulations
provide that if one or more transferors
to a qualified settlement fund would
have been required to make a return, the
fund must make a return. This
eliminates some of the difficulties an
administrator would encounter in
determining how to report payments if
some, but not all, transferors would
have been required to report a direct
distribution.

The Service and the Treasury
Department believe that gross proceeds
reporting would impose an undue
burden on claimants and the Service
because the reported information will
not identify a claimant’s gross income
from a distribution. Therefors, except &s
otherwise required under subtitle F,
qualified settlement funds are not
subject to gross proceeds reporting.

Section 1.468B-3 Rules Applicable to
the Transferor

Transfer of Property—In General

The proposed regulations provide that
a transferor must treat a transfer of
property to a qualified settlement fund
as a sale or exchange of that property for
purposes of section 1001(a). One
commentator was uncertain whether,
under this rule, the transfer of a
transferor's obligation to provide
services or property at a reduced price
in the future would result in gain or loss
to the transferor. Under general
principles of federal income tax law, the
issuance of a transferor's debt,
obligation to provide services or
property in the futurs, or obligation to
make a payment described in § 1.461-
4(g). is generally not a transfer of
property by the transferor. Thus, it
generally does not result in a sale or
exchange by the transferor. The finsl
regulations clarify this.

Transfer of Transferor's Stock or
Partnership Interests

The proposed regulations reserve on
the treatment of transfers to a qualified
settlement fund of a transferor’s stock
and of a partnership interest in a
partnership that is controlled by the
transferor. Commentators recommended
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that such transfers be treated the same
as transfers of other property but that to
prevent valuation abuses the final
regulations could require appraisals of
the stock or partnership interests and
disclosure of such transfers by the
transferor.

Accordingly, the final regulations
generally treat transfers of a transferor’s
stock, an interest in a transferor that is
a partnership, or a partnership interest
in which the transferor is a direct or
indirect partner the same as transfers of
other property. However, the final
regulations require the transferor to
obtain an appraisal for partnership
interests and its stock if it is not
publicly traded, to attach a copy of the
appraisal to its income tax return, and
to provide a copy of the appraisal to the
administrator of the qualified settlement
fund.

Statement to the Qualified Settlement
Fund and the Internal Revenue Service

The proposed regulations provide that
for each year in which a transferor
transfers cash or property to a qualified
settlement fund, the transferor must
provide to the administrator a statement
indicating the cash or property
transferred and also attach a copy of the
statement to its income tax return. A
commentator requested that transferors
be allowed to use a combined statement
to maintain the confidentiality of the
amounts they contributed to a
settlement fund,

Accordingly, the final regulations
allow any two or more transferors to
provide a combined statement to the
administrator. A transferor that uses a
combined statement, however, must
attach a schedule to its income tax
return that describes each asset the
transferor transferred to the qualified
settlement fund.

Distributions to Transferors

The proposed regulations provide that
a distribution from a qualified
settlement fund to a transferor is
excluded from the gross income of the
transferor to the extent the transferor
has been denied economic performance
with respect to a transfer to the fund.
Commentators requested that the final
regulations expand the tax benefit rule
to any distribution to a transferor that
relates to a prior transfer for which the
transferor did not receive a tax benefit.
The final regulations provide that a
distribution is excluded from the gross
income of the transferor to the extent
provided by section 111(a).

In response to another commentator's
request, the final regulations clarify that
information reporting or withholding
rules apply with respect to distributions

to transferors, The final regulations
provide that a qualified settlement fund
is deemed to be in a trade or business
and to have made the distribution to the
transferor in the course of its trade or
business for purposes of sections 8041
and 6041A.

Section 1.468B-4 Taxability of
Distributions to Claimants

Under the proposed regulations, the
inclusion of a distribution in the
claimant's gross income is determined
by reference to the claim for which the
distribution is made and as if the
distribution were made directly by the
transferor. Several commentators stated
that, to avoid double taxation, a
claimant should not be taxed on a
distribution to the extent it is
attributable to income earned by and

" taxed to a qualified settlement fund. As -

shown by the following examples, the
Service and the Treasury Department
believe that the proposed regulations do
not generally impose double taxation.

Facts, Corporation X, a defendant in a class
action alleging tort liabilities, is subject to a
34% tax rate. The claimants and the qualified
settlement fund are subject to a 31% tax rate.
Corporation X and the qualified settlement
fund it establishes earn a 10% rate of return
on investments.

Example 1. On January 1, 1993,
Corporation X establishes a qualified
settlement fund and transfers $93.55 to the
fund. The qualified settlement fund earns
$9.35 of interest during 1993 and pays $2.90
of tax. On January 1, 1994, the fund makes
a taxable distribution of the remaining $100
to the claimants.

Example 2. On January 1, 1993,
Corporation X establishes a reserve and
deposits $93.55 in a separate bank account.
The account is neither ordered nor approved
by a governmental authority and, therefore, is
not a qualified settlement fund. Corporation
X earns $9.35 of interest during 1993 and
pays $3.18 of tax. On January 1, 1994,
Corporation X makes a taxable distribution of
the remaining $99.72 to the claimants.

Thus, under the rule in the proposed
regulations, not only is there no double
taxation but, if the transferor is subject
to tax at the maximum corporate tax
rate, the overall combined tax with
respect to the earnings component of
distributions to claimants could be
slightly less if the fund is a qualified
settlement fund rather than an account
that is the transferor’s property. In
addition, as shown in Example 3 below,
the result in Example 1 is the same (on
an after-tax basis) as if the defendant
pays the claimant directly on January 1,
1993, instead of either depositing
money in a bank account or transferring
money to a qualified settlement fund.
The final regulations, therefore, retain
the rule in the proposed regulations.

Example 3. On January 1, 1993,
Corporation X makes a taxable settlement
payment of $93.55 directly to a claimant. The
claimant deposits $64.55 ($93.55 less $29 of
tax) in a bank account. The claimant earns
$6.46 of interest during 1993 and pays $2 of
tax. On January 1, 1994, the claimant has
$69.01. Thus, on January 1, 1994, the
claimant has the same amount on an after-tax
basis (approximately $69) as the claimant in
Example 1 does after it pays $31 of tax on
the $100 distribution it receives from
Corporation X,

Section 1.468B-5 Effective Dates and
Transition Rules

In General

In general, the final regulations are
effective on January 1, 1993, Thus, the
final regulations apply to income of a
qualified settlement fund earned after,
transfers to a fund after, and
distributions from a fund after,
December 31, 1992.

Request for Alternative Taxation of Post-
1992 Fund Income

The proposed regulations pravide that
a qualified settlement fund in existence
on February 14, 1992, and its transferor,
may jointly request a ruling from the
Service permitting the fund to be taxed
in a manner other than that required by
the regulations for taxable years ending
after December 31, 1992. To obtain a
favorable ruling, the proposed
regulations require the transferor and
the qualified settlement fund to
demonstrate that the method of taxation
requested is reasonable and is consistent
with prior tax positions, and that the
fund will exist after 1992 for only a
reasonably short period of time.

A commentator requested that a
ruling not be required and that instead
transferors and qualified settlement
funds be allowed to jointly elect to
continue to use their current, reasonable
method of taxation for the remainder of
the fund'’s existence. As an alternative,
the commentator requested that
transferors and qualified settlement
funds be allowed to continue to use
their current, reasonable method of
taxation for at least three additional
years.

In response to these comments, the
final regulations have eliminated the
need for a ruling and provide that for
funds established after August 16, 1986,
but prior to February 15, 1992, the
Service will not challenge a reasonable,
consistently applied method of taxation
for transfers to, income earned by, and
distributions made by a fund, account,
or trust after August 16, 1986, but prior
to 1996.
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Taxation of Pre-1993 Fund Income

The proposed regulations provide that
the Service will not challenge a
reasonable, consistently applied method
of taxation for transfers to a fund or
income earned by the fund prior to
1993. As discussed above, this safe-
harbor rule has been extended to apply
to reasonable, consistently applied
methods of taxation used prior to 1996,

With respect to a fund, account, or
trust that is eligible for this safe-harbor
rule, commentators requested that
penalties be waived during the period a
reasonable, consistently applied method
of taxation is used. The final regulations
provide that for taxable years beginning

prior to January 1, 1993, Hies will
generally not be Im%osodpv?i]al rufoct to
the use of a reasonable, consistently
applied method of taxation.

The proposed regulations provide that
transferors to a fund, account, or frust
and the person who would be the
administrator if the fund were a
qualified settlement fund may jointly
elect to retroactively apply the qualified
settlement fund rules to the fund,
account, or trust, Commentators
requested, and the final regulations
permit, & unilateral election by the
person who would be the administrator
of the fund, account, or trust.

Section 130 Qualified Assignments

Several commentators requested that
the final regulations provide that a
designated or qualified settlement fund
may enter into a structured settlement
agreement with 8 claimant and may
make a section 130 qualified assignment
to extinguish the fund’s liability to make
a distribution to that claimant. The
Service and the Treasury Department
are considering these and related
comments and anticipate providing
guidance with respect to lﬁe interaction
of section 130 qualified assignments and
section 468B(g) in the future.

Other Escrow Accounts, Settlement
Funds, or Similar Funds

Commentators requested that
additional rules under section 468B(g)
be provided for the tax treatment of
funds, accounts, or trusts that are not
qualified settlement funds, such as
escrow accounts used in the sale of
property and section 1031 qualified
escrow accounts. The Service and the
Treasury Department are aware of the
need for guidance in this area. In order
that the final qualified settlement fund
regulations not be delayed, however, the
Service and the Treasury Department
have decided to address these other
issues in future projects.

Special Analyses

It has been determined that these final
regulations are not major rules as
defined in Executive Order 12291.al
Therefore, a atory Im Analysis
is not requirt;Rde.gl‘tu ha(snzlso m 4
determined that section 553(b) of the
Administrative Procedure Act (5 U.S.C.
chapter 5) and the Regulatory Flexibility
Act (5 U.S.C. chapter 6} do not apply to
these regulations, and, therefors, a final
Regulatory Flexibility Analysis is not
required, Pursuant to section 7805(f) of
the Code, a copy of the notice of
proposed rulemeking was submitted to
the Chief Counsel for Advocacy of the
Small Business Administration for
comment on their impact on small
business.

Drafting Information

The principal author of these
regulations is Linda M. Kroening of the
Office of Assistant Chief Counse
(Income Tax & Accounting), Office of
Chief Counsel, Internal Revenue
Service. However, other personnel from
the Internal Revenue Service and
Treasury De ent participated in
developing the regulations, in matters of
both substance and style.

List of Subjects
26 CFR 1.461-1 thmugh 1.468-11T

Accounting, Income taxes, Reporting
and recordkeeping requirements.

26 CFR Part 602

Reporting and recordkeeping
requirements.

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR parts 1 and 602
are amended as follows:

PART 1—INCOME TAX; TAXABLE
YEARS BEGINNING AFTER
DECEMBER 31, 1953

Paragraph 1. The authority citation
for part 1 is amended by adding the
following citation to read as follows:

Authority: 26 U.S.C. 7805 * * *

§ 1.468B also issued under 26 U.S.C.
461(h) and 468B. §§ 1.468B-0 through
1.468B-5 also issued under 26 U.S.C.
461(h) and 468B. * * *

Par, 2. Sections § 1.468B and 1.468B—
0 through 1.468B-5 are added to read as
follows:

§1.4688 Designated settioment funds.

A designated settlement fund, as
defined in section 468B(d)(2), is taxed
in the manner described in § 1.468B-2.
The rules for transferors to a qualified
settlement fund described in § 1.4688—

3 apply to transferors to a designated
settlement fund, Similarly, the rules for
claimants of a qualified settlement fund
described in § 1.468B—4 apply to _
claimants of a designated settlement
fund. A fund, account, or trust that does
not qualify as a designated settlement
fund is, however, a qualified settlement
fund if it meets the requirements of a
qualified settlement fund described in
§ 1.468B-1.

§1.4688-0 Table of contents.

This section contains a listing of the
headings of §§ 1.468B-1 througi
1.468B-5.

§1.4688-1 Qualified settiement funds.

(8) In general.

(b) Coordination with other entity
classifications,

(c) Requirements.

(d) Definitions,

(1) Transferor.

(2) Related person.

(e) Governmental order or approval

irement.
1) In general,

(2) tration panels.

(f) Resolve or satisfy requirement.

(1) Liabilities to provide property or
services.

(2) CERCLA liabilities.

Excluded liabilities,
) Segregation requirement.

(1) In general.

(2) Classification of fund established
to resolve or satisfy allowable and non-
allowable cleims.

(i) [Reserved]

(j) Classification of fund prior to
satisfaction of requirements in
paragraph (c) of this section.

(1) In general.

(2) Relation-back rule.

(i) In general.

(ii) Relation-back election.

(k) Examples.

§1.4688-2 Taxation of qualified
settiement funds and relsted adminlstrative
raquirements.

(a) In general.

(b) Modified gross income.

(c) Partnership interests held by a
qualified settlement fund on February
14, 1992,

(1) In general.

(2) Limitation on changes in
partnership agreements and capital
contributions.

(d) Distributions to transferors and
claimants. .

(e) Basis of property transferred to
qualified settlement fund.

(f) Distribution of property.

(g) Other taxes.

(h) Denial of credits against tax.

(i) [Reserved]
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(j) Taxable year and accounting
method.
(k) Treatment as corporation for
purposes of subtitle F.
u(lisjlnformation reporting withholding
requirements.
1) Payments to a qualified settlement
fund.
(2) Payments and distributions by a
qualified settlement fund.
(i) In general,
(ii) Special rules.
(m) Request for prompt assessment.
(n) Examples.

§1.4688-3 Rules applicable to the
transferor.

(a) Transfer of property.

(1) In general.

(2) Anti-abuse rule.

(b) Qualified appraisal requirement
for transfers of certain property.

(1) In general,

(2) Provision of copies.

(3) Qualified appraisal, "

(4) Information included in a
qualified appraisal.

(5) Effect of signature of the qualified
appraiser.

(¢) Economic performance.

(1) In general.

(2) Right to a refund or reversion.

(i) In general.

(ii) Right extinguished.

(3) Obligations of a transferor.

(d) Payment of insurance amounts.

(e) Statement to the qualified
sattlement fund and the Internal
Revenue Service.

(1) In general.

(2) Required statement,

(i) In general,

(ii) Combined statements.

() Distributions to transferors.

(1) In general.

(2) Deemed distributions.

(i) Other liabilities.

(ii) Constructive receipt.

(3) Tax benefit rule.

(g) Example.

§1.4688-4 Taxability of distributions to
claimants,

§1.468B-5 Effective dates and transition
rules.

(a) In general.

(b) Taxation of certain pre-1996 fund
income.

(1) Reasonable method.

(i) In general.

(ii) Qualified settlement funds
established after February 14, 1992, but
before January 1, 1993,

(iii) Use of cash method of
accounting,

(iv) Unreasonable position.

(v) Waiver of penalties.

(2) Election to apply qualified
settlement fund rules.

=

(i) In general.

(ii) Election statement.

(iii) Due date of returns and amended
returns.

(iv) Computation of interest and
waiver of penalties,

§1.468B-1 Qualified settloment funds.

(a) In general. A qualified settlement
fund is a fund, account, or trust that
satisfies the requirements of paragraph
(c) of this section.

(b) Coordination with other entity
classifications. If a fund, account, or
trust that is a qualified settlement fund
could be classified as a trust within the
meaning of § 301,7701-4 of this chapter,
it is classified as a qualified settlement
fund for all purposes of the Internal
Revenue Code (Code). If a fund,
account, or trust, organized as a trust
under applicable state law, is a qualified
settlement fund, and could be classified
as either an association (within the
meaning of § 301.7701-2 of this chapter)
or a partnership (within the meaning of
§ 301.7701-3 of this chapter), it is
classified as a qualified settlement fund
for all purposes of the Code. If a fund,
account, or trust, established for
contested liabilities pursuant to § 1.461~
2(c)(1) is a qualified settlement fund, it
is classified as a qualified settlement
fund for all purposes of the Code.

(c) Requirements. A fund, account, or
trust satisfies the requirements of this

aragraph (c) if—

(1) It 1s established pursuant to an
order of, or is approved by, the United
States, any state (including the District
of Columbia), territory, possession, or
political subdivisionr{hereof. or any
agency or instrumentality (including a
court of law) of any of the foregoing and
is subject to the continuing jurisdiction
of that governmental authority;

(2) It is established to resolve or
satisfy one or more contested or
uncontested claims that have resulted or
may result from an event (or related
series of events) that has occurred and
that has given rise to at least one claim
asserting liability—

(i) Under the gomprehensive
Environmental Response, Compensation
and Liability Act of 1980 (hereinafter
referred to as CERCLA), as amended, 42
U.S.C. 9601 et seq.; or

(ii) Arising out of a tort, breach of
contract, or violation of law; or

(iii) Designated by the Commissioner
in a revenue ruling or revenue
procedure; and

(3) The fund, account, or trust is a
trust under applicable state law, or its
assets are otherwise segregated from
other assets of the transferor (and
related persons).

(d) Definitions. For purposes of this
section—

(1) Transferor. A “transferor” is a
person that transfers (or on behalf of
whom &an insurer or other person
transfers) money or property to a
qualified settlement fund to resolve or
satisfy claims described in paragraph
(c)(2) of this section against that person.

(2) Related person. A “related person”
is any person who is related to the
transferor within the meaning of

sections 267(b) or 707(b)(1).

-(e) Governmental order or approval
requirement—{1) In general. A fund,
account, or trust is “ordered by" or
“approved by" a governmental authority
described in paragraph (c)(1) of this
section when the authority issues its
initial or preliminary order to establish,
or grants its initial or preliminary
approval of, the fund, account, or trust,
even if that order or approval may be
subject to review or revision. Except as
otherwise provided in paragraph (j)(2) of
this section, the governmental
authority’s order or approval has no
retroactive effect and does not permit a
fund, account, or trust to be a qualified
settlement fund prior to the date the
order is issued or the approval is
granted.

(2) Arbitration panels. An arbitration
award that orders the establishment of,
or approves, a fund, account, or trust is
an order or approval of a governmental
authority described in paragraph (c)(1)
of this section if—

(i) The arbitration award is judicially
enforceable;

(ii) The arbitration award is issued
pursuant to a bona fide arbitration
proceeding in accordance with rules
that are approved by a governmental
authority described in paragraph (c)(1)
of this section (such as self-regulatory
organization-administered arbitration
prc:!ceedings in the securities industry);
an

(iii) The fund, account, or trust is
subject to the continuing jurisdiction of
the arbitration panel, the court of law
that has jurisdiction to enforce the
arbitration award, or the governmental
authority that approved the rules of the
arbitration proceeding.

(f) Resolve or satisfy requirement—(1)
Liabilities to provide services or
property. Except as otherwise provided
in paragraph (8(2) of this section, a
liability is not described in paragraph
(c)(2) of this section if it is a liability for
the provision of services or property,
unless the transferor’s obligation to
provide services or property is
extinguished by a transfer or transfers to
the fund, account, or trust.

(2) CERCLA liabilities. A transferor’s
liability under CERCLA to provide
services or property is described in
paragraph (c)(2) of this section if
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following its transfer to a fund, account,
or trust the transferor’s only remaining
liability to the Environmental Protection
Agency (if any) is a remote, future
obligation to provide services or
property.

(8) Excluded liabilities. A liability is
not described in paragraph (c)(2) of this
section if it—

(1) Arises under a workers
compensation act or a sell-insured
health plan;

(2) Is an obligation to refund the
purchase price of, or to repair or
replace, products regularly sold in the
ordinary course of the transferor’s trade
or business;

(3) Is an obligation of the transferor to
make payments to its general trade
creditors or debtholders that relates to a
title 11 or similar case (as defined in
section 368(a)(3)(A)), or a workout; or

(4) Is designated by the Commissioner
in a revenue ruling or a revenue
procedure (see § 601.601(d)(2)(ii)(b) of
this chapter).

(h) Segregation requirement—{1) In
general. If it is not a trust under
applicable state law, a fund, account, or
trust satisfies the requirements of
paragraph (c)(3) of this section if its
assets are physically segregated from
other assets of the transferor (and
related persons). For example, cash held
by a transferor in a separate bank
account satisfies the ation
requirement of paragraph ic)(s) of this
section.

(2) Classification of fund established
to resolve or satisfy allowable and non-
allowable claims. If a fund, account, or
trust is established to resolve or satisfy
claims described in ph (c)(2) of
this section as well m types of
claims (i.e., non-allowable claims)
arising from the same event or related
series of events, the fund is a qualified
settlement fund. However, un%et
§ 1.468B-3(c), economic performance
does not occur with respect to transfers
to the qualified settlement fund for non-
allowable claims.

(i) [Reserved]

(j) Classification of fund prior to
satisfaction of requirements in
paragraph (c) of this section—{1) In
general. If a fund, account, or trust is
established to resolve or satisfy claims
described in paragraph (c)(2) of this
section, the assets of the fund, account,
or trust are treated as owned by the
transferor of those assets until the fund,
account, or trust also meets the
requirements of paragraphs (c) (1) and
(3) of this section. On the date the fund,
account, or trust satisfies all the
requirements of paragraph (c) of this
section, the transferor is treated as

transferring the assets to a qualified
settlement fund.

(2) Relation-back rule—(i) In general.
If a fund, account, or trust meets the

uirements of paragraphs (c)(2) and

(c)(3) of this section prior to the time it
meets the requirements of paragraph
(c)(1) of tl*ul:gqsection. the transferor and
administrator (as defined in § 1.468B~
2(k)(3)) may jointly elect (a relation-back
election) to treat the fund, account, or
trust as coming into existence as a

ualified settlement fund on the later of

e date the fund, account, ortrust
meets the requirements of paragraphs
(c)(2) and (c)(3) of this section or
January 1 of the calendar year in which
all the requirements of paragraph (c) of
this section are met. If a relation-back
election is made, the assets held by the
fund, account, or trust on the date the
qualified settlement fund is treated as
coming into existence are treated as
transferred to the qualified settlement
fund on that date.

(ii) Relation-back election. A relation-
back election is made by attaching a
copy of the election statement, signed
by each transferor and the
administrator, to (and as part of) the
timely filed income tax return
(including extensions) of the qualified
settlement fund for the taxable year in
which the fund is treated as coming into
existence, A copy of the election
statement must also be attached to (and
as part of) the timely filed income tax
return (including extensions), or an
amended return that is consistent with
the requirements of §§ 1.468B-1 through
§ 1.468B—4, of each transferor for the
taxable year of the transferor that
includes the date on which the qualified
settlement fund is treated as
into existence. The election statement
must contain—

(A) A legend, “'§ 1.468B-1 Relation-
Back Election”, at the top of the first

age;
g FB) Each transferor’s name, address,
and lﬁeyet identification number;

(C) The qualified settlement fund’s
name, address, and employer
identification number;

(D) The date as of which the qualified
settlement fund is treated as coming
into existence; and

(E) A schedule describing each asset
treated as transferred to the qualified
settlement fund on the date fund is

treated as coming into existence. The
schedule of assets does not have to
identify the amount of cash or the
property treated as transferred by a
particular transferor. If the schedule
does not identify the transferor of each
asset, however, each transferor must
include with the copy of the election
statement that is attached to its income

tax return (or amended return) a
schedule describing each asset the
transferor is treated as transferring to the
qualified settlement fund.

(k) Examples. The following examples
illustrate the rules of this section:

Example 1. In a class action brought in a
United States federal district court, the court
holds that the defendant, Corporation X,
violated certain securities laws and must pay
damages in the amount of $150 million.
Pursuant to an order of the court, Corporation
X transfers $50 million in cash and transfers

with a fair market value of $75
million to a state law trust. The trust will
liquidate the property and distribute the cash
proceeds to the plaintiffs in the class action.
The trust is a qualified settlement fund
because it was established pursuant to the
order of a federal district court to resolve or
satisfy claims Cao tion X for
securities law violations that have occurred.

Example 2. (i) Assume the same facts as in
Example 1, except that Corporation X and the
class of plalﬂ:;tiffa reach an out-of-court
settlement that requires tion X to
establish and fum a mtm before the
settlement agreement is submitted to the
court for approval. .

(ii) The trust is not a qualified settlement
fund because it neither is established
pursuant to an order of, nor has it been
approved by, a governmental authority
described in paragraph (c)(1) of this section.

Example 3. On june 1, 1994, Corporation
Y establishes a fund to resolve or satisfy
claims against it arising from the violation of
certain securities laws. On that date,
Corporation Y transfers $10 million to a
gagated account. On December 1, 1994, 2

eral district court approves the fund.

Assuming Corporation Y and the
administrator of the qualified settlement fund
do not make a relation-back election,

tion Y is treated as the owner of the
$10 million dollars, and is taxable on any
income earned on that money, from June 1

November 30, 1994, The fund is a
qualified settlement fund beginning on
December 1, 1994.

Example 4. (i) On September 1, 1993,
Corporation X, which has a taxable year
ending on October 31, enters into a
settlement agreement with a plaintiff class for
asserted tort lisbilities. Under the settlement
agreement, Corporation X makes two $50
million payments into a segregated fund, one
on 1, 1993, and one on October
1, 1993, to resolve or satisfy the tort
liabilities. A federal district court approves
the settlement agreement on November 1,
1993.

(if) The administrator of the fund and
Co tion X elect to treat the fund as a
qualified settlement fund prior to

tal approval under the relation-
rule of paragraph (j)(2) of this section.
The administrator must attach the relation-
back election statement to the fund’s income
tax return for calendar year 1993, and
Corporation X must attach the election to its
original or amended income tax return for its
taxable year ending October 31, 1993.

(iii} Pursuant to the relation-back election,

the fund begins its existence as a qualified
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settlement fund on September 1, 1993, and
Corporation X is treated as transferring $50
million to the qualified settlement fund on
September 1, 1993, and $50 million on
October 1, 1993.

(iv) With respect to these transfers,
Corporation X must provide the statement
described in §1.468B-3(e) to the
administratorof the qualified settlement fund
by February 15, 1994, and must attach a copy
of this statement to its ariginal or amended
ingome tax return for its taxable year ending
October 31; 1993.

Example 5. Assume the same facts as,in
Example 4, except that the court approves
the settlement on May 1, 1994. The
administrator must attach the relation-back
election statement to the fund's income tax
return for calendar year 1994, and
Corperation X must attach the slection
statement {0 its original or amended income
tax return for its taxable year ending October
31, 1994. Pursuant to this election, the fund
begins its existence as a qualified settlement
fund on January 1, 1994. In addition,
Corporation X is treated as transferring to the

ualified settlement fund all amounts held in
the fund on January 1, 1994, With respect to
the transfer, ration X must provide the
statement described in § 1.468B-3(e) to the
administrator of the qualified settlement fund
by February 15, 1995, and must attach a copy
of this statement to its income tax return for
its taxable year ending October 31, 1994,

Example 6. Corporation Z establishes a
fund that meets all the requirements of
section 468B(d)(2) for a designated settlement
fand, except that Corporation Z does not
make the election under section
468B(d)(2)(F). Although the fund does not
qualify as a designated settlement fund, it is
a qualified settlement fund because the fund
meets the requirements of paragraph (c) of
this section,

Example 7. ion X owns and
operates a lan in State A. State A requires
Corporation X to transfer money to a trust
annually based on the total tonnage of
material placed in the landfill during the
year. Under the laws of State A, Corporation
X will be required to perform {either itself or
through contractors) specified closure
activities when the landfill is full, and the
trust assets will be used to reimburse
Corporation X for those closure costs. The
trust is not a qualified settlement fund
because it is established to secure the
liability of Corporation X to perform the
clesure activities,

§1.468B-2 Taxatlon of qualified
settiement funds and related administrative
requirements.

(a) In general. A qualified settlement
fund is a United States person and is
subject to tax on its modified gross
income for any taxable year at a rate
equal te the maximum rate in effect for
that taxable year under section 1(e).

(b) Modified gross income. The
“modified gross income" of a qualified
settlement fund is its gross income, as
defined in section 61, computed with
the following modifications—

(1) In general, amounts transferred to
the qualified settlement fund by, or on

behalf of, a transferor to resolve or

satisfy a liability for which the fund is
established are excluded from

income. However, dividends on stock of
a transferor (or a related person),
interest on debt of a transferor (or a
related person), and payments in
compensation for late or deleyed
transfers, are not excluded from gross
income.

(2) A deduction is allowed for
administrative costs and other
incidental expenses incurred in
connection with the operation of the
gualiﬁed settlement fund that would be

eductible under chapter 1 of the
Internal Revenue Code in determining
the taxable income of a corporation.
Administrative costs and other
incidental expenses include state and
local taxes, legal, accounting, and
actuarial fees relating to the operation of
the qualified settlement fund, and
expenses arising from the notification of
claimants and the processing of their
claims. Administrative costs and other
incidental e ses do not include legal
fees incurred by, or on behalf of,
claimants, .

(3) A deduction is allowed for losses
sustained by the qualified settlement
fund in connection with the sale,
exchange, or worthlessness of promny
held by the fund to the extent the losses
would be deductible in determining the
taxable income of a ion
section 165 (f) or (g), and sections
1211(a) and 1212(a).

(4) A deduction is allowed for the
amount of a net operating loss of the

ualified settlement fund to the extent
the loss would be deductible in
determining the taxable income of a
corperation under section 172(a). For
purposes of this paragraph (b)(4), the net
operating loss of a qualified settlement
fund for a taxable year is the amount by
which the deductions allowed under
paragraphs (b){2) and (b)(3) of this
section the gross income of the
fund computed with the modification
described in paragraph (b)(1) of this
section.

(c) Partnership interests held by a
qualified settlement fund on February
14, 1992—{(1) in general. For taxable
years ending prior to January 1, 2003, a
qualified settlement fund that holds a
partnership interest it acquired prior to
February 15, 1992, is allowed a
deduction for its distributive share of
that partnership’s items of loss,
deduction, or credit described in section
702(a) that would be'deductible in
determining the taxable income (or in
the case of a credit, the income tax
liability) of a corporation to the extent
of the fund'’s distributive share of that
partnership’s items of income and gain

described in section 702(a) for the same
taxable year, For of this
paragraph (c)(1), a distributive share of
a partnership credit is treated as a
deduction in an amount equal to the
amount of the credit divided by the rate
described in paragraph (a) of this
section.

(2) Limitation on changes in
porinership agreements and capital
contributions. For p of
paragraph {(c)(1) of this section, changes
in a qualified settlement fund’s
distributive share of items of incoms,
gain, loss, deduction, or credit are

isregarded if—

() result from a change in the
terms of the partnership nt on
orafter December 18, 1992, or a capital
contribution to the partnership on or
after December 18, 1992, unless the
partnership agreement as in effect prior
to December 18, 1892, requires the
contribution; and

(ii) A principal purpose of the change
in the terms of the partnership
agreement or the capital contribution is
to circumvent the limitation described
in paragraph {(c)(1) of this section.

d) Distributions to transferors and
claimants. Amounts that are distributed
by a qualified settiement fund to, or on
behalf of, a transferor or a claimant are
no(t t)'l%ducug}e by the fnnt‘luf T,

o) Basis of property tra a
qualified settlement fund. A qualified
settlement fund’s initial basis in
El;openy it receives from a transferor (or

m an insurer or other person on
bvzimlf (;fl transferor) is thu: ﬁ:ixr m:;ket

ue of that property on the date
"1 Disteibution of property. A

istribution of property.
qualified settlement fund must treat a
distribution of property as a sale or
exchange of that ;!ropeny for purposes
of section 1001(a). In computing gain or
loss, the amount realized by the
qualified settlement fund is the fair
market value of the property on the date
of distribution.

{g) Other taxes. The tax imposed
under paragraph (a) of this section is in
lieu of any other taxation of the income
of a qualified settlement fund under
subtitle A of the Internal Revenue Code.
Thus, a qualified settlement fund is not
subject to the alternative minimum tax
of section 55, the accumulated sarnings
tax of section 531, the personal holding
company tax of section 541, or the
maximum capital gains rate of section
1(h). A qualified settlement fund is,
however, subject to taxes that are not
im on the income of a taxpayer,
such as the tax on transfers of property
to foreign entities under section 1491,

(h) Denial of credits against tax. The
tax imposed on the modified gross
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income of a qualified settlement fund
under paragraph (a) of this section may
not be reduoes or offset by any credits
against tax provided by part IV of
subchapter A of chapter 1 of the Internal
Revenue Code.

(i) [Reserved]

(j) Taxable year and accounting
method. The taxable year of a qualified
settlement fund is the calendar year. A
qualified settlement fund must use an
accrual method of accounting within the
meaning of section 446(c).

(k) Treatment as corporation for
purposes of subtitie F. Except as
otherwise provided in §§ 1.468B-5(b),
for purposes of subtitle F of the Internal
Revenue Code, a qualified settlement
fund is treated as a corporation and any
tax imposed under paragraph (a) of this
section is treated as a tax imposed by
section 11. Subtitle F rules that apply to
qualified settlement funds include, but
are not limited to—

(1) A qualified settlement fund must
file an income tax return with respect to
the tax imposed under paragraph (a) of
this section for each taxable year that
the fund is in existence, whether or not
the fund has gross income for that
taxable year.

(2) A qualified settlement fund is in
existence for the period that—

(i) Begins on the first date on which
the fund is treated as a qualified
settlement fund under § 1.468B-1; and

(ii) Ends on the earlier of the date the
fund—

(A) No longer satisfies the
requirements of § 1.468B-1; or

B) No longer has any assets and will
not receive any more transfers. (See
paragraph (m) of this section for
procedures for the prompt assessment of
tax.)

(3) The income tax return of the
qualified settlement fund must be filed
on or before March 15 of the year
following the close of the taxable year
of the qualified settlement fund unless
the fund is granted an extension of time
for filing under section 6081. The return
must be made by the administrator of
the qualified settlement fund. The
“administrator” (which may include a
trustee if the qualified settlement fund
is a trust) of a qualified settlement fund
is, in order of priority—

(i) The person des{gnated. or
approved, by the governmental
authority that ordered or approved the
fund for purposes of § 1.468B-1(c)(1);

(ii) The person designated in the
escrow agreement, settlement
agreement, or other similar agreement
governing the fund;

(iii) The escrow agent, custodian, or
other person in possession or control of
the fund's assets; or

(iv) The transferor or, if there are
multiple transferors, all the transferors,
unless an agreement signed by all the
transferors designates a single transferor
as the administrator.

(4) The administrator of a qualified
settlement fund must obtain an
employer identification number for the

fund.

(5) A qualified settlement fund must
deposit all payments of tax imposed
under graph (a) of this section
(including any payments of estimated
tax) with an authorized government
depositary in accordance with § 1,6302—
1

(6) A qualified settlement fund is
subject to the addition to tax imposed
by section 6655 in the case of an
underpayment of estimated tax
computed with respect to the tax
imposed under paragraph (a) of this
section. For purposes of section
6655(g)(2), a qualified settlement fund’s
taxable income is its modified gross
income and a transferor is not
considered a predecessor of a qualified
settlement fund,

(1) Information reporting and
withholding requirements—{1)
Payments to a qualified settlement fund.
Payments to a qualified settlement fund
are treated as payments to a corporation
for purposes of the information
reporting requirements of part Il of
subcharler A of chapter 61 of the
Internal Revenue Code.

(2) Payments and distributions by a
qualified settlement fund—{1) In
general. Payments and distributions by
a qualified settlement fund are subject
to the information reporting
requirements of part IIl of subchapter A
of chapter 61 of the Internal Revenue
Code (Code), and the withholding
requirements of subchapter A of chapter
3 of subtitle A and subtitle C of the
Code.

(ii) Special rules. The following rules
apply with respect to payments and
distributions by a qualified settlement
fund—

(A) A qualified settlement fund must
make a return for, or must withhold tax
on, a distribution to a claimant jf one or
more transferors would have been
required to make a return or withhold
tax had that transferor made the
distribution directly to the claimant;

(B) For p s of sections 6041(a)
and 6041A, if a qualified settlement
fund makes a payment or distribution to
a transferor, the fund is deemed to make
the payment or distribution to the
transferor in the course of a trade or
business;

(C) For purposes of sections 6041(a)
and 6041A, if a qualified settlement
fund makes a payment or distribution

cn behalf of a transferor or a claimant,
the fund is deemed to make the
payment or distribution to the recipient
of that payment or distribution in the
course of a trade or business;

(D) With respect to a distribution or
payment described in paragraph
(1)(2)(ii)(C) of this section and tha
information reporting requirements of
part I of subchapter A of chapter 61 of
the Internal Revenue Code, the qualified
settlement fund is also deemed to have
made the distribution or payment to the
transferor or claimant.

(m) Request for prompt assessment. A
qualified settlement fund is eligible to
request the prompt assessment of tax
under section 6501(d). For purposes of
section 6501(d), a qualified settlement
fund is treated as dissolving on the date
the fund no longer has any assets (other
than a reasonable reserve for potential
tax liabilities and related professional
fees) and will not receive any more
transfers. i

(n) Examples. The following examples
illustrate the rules of this section:

Example 1. On June 30, 1993, a United
States federal district court approves the
settlement of a lawsuit under which
Cor‘)omtion X must transfer $10,833,000 to a
qualified settlement fund on August 1, 1993,
The $10,833,000 includes $10 million of
damages incurred by plaintiffs on October 1,
1992, and $833,000 of interest calculated at
10 percent annually from October 1, 1992, to
August 1, 1993. The $833,000 of interest is
not a ent to the qualified settlement
fund in compensation for a late or delayed
transfer to the fund within the meaning of
paragraph (b)(1) of this section because the
payment of $10,833,000 to the fund is not
due until August 1, 1993,

Example 2. Assume the same facts as in
Example 1 except that the settlement
agreement alsc provides for interest to accrue
at a rate of 12 percent annually on any
amount not transferred to the qualified
settlement fund on August 1, 1993, and the
only transfer tion X makes to the
fund is $11,374,650 on January 1, 1994, The
additional payment of $541,650 ($11,374,650
paid on January 1, 1994, less $10,833,000 due
on August 1, 1993) is a payment to the

ualified settlement fund in compensation

or & late or delayed transfer to the fund
within the meaning of paragraph (b)(1) of this
section.

§1.468B-3 Rules applicable to the
transferor.

(a) Transfer of property—(1) In
general. A transferor must treat a
transfer of property to a qualified
settlement fund as a sale or exchange of
that property for purposes of section
1001(a). In computing the gain or loss,
the amount realized by the transferor is
the fair market value of the property on
the date the transfer is made (or is
treated as made under § 1.468B-1(g)) to
the qualified settlement fund. Because
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the issuance of a transferor’s debt,
obligation to provide services or
property in the future, or obligation to
make a payment described in §1.461-
4(g), is generally not a transfer of
property by the transferor, it generally
does not result in gain or loss to the
transferor under this paragraph (a)(1). If
a person other than the transferor
transfers property to a qualified
settlement fund, there may be other tax
con nces as determined under
general federal income tax principles.

(2) Anti-abuse rule. The
Commissioner may disallow a loss
resulting from the transfer of property to
a qualified settlement fund if the
Commissioner determines thata
principal z::poce for the transfer was to
claim the and—

{i) The transferor places significant
restrictions on the fund’s ability to use
or dispose of the property; or

(ii) The property (or substantially
similar property) is distributed to the
transferor (or a related person).

(b) Qualified appraisal requirement
for transfers of certain property—{1) In
general. A transferor must obtain a
gualiﬁed appraisal to support a loss or

eduction it claims with respect to a
transfer to a qualified settlement fund of
the following types of property—

{i) Nonpublicly traded securities {as
defined in §1.170A-13(c)(7)(ix)) issued
by the transferor {or a related person);
and

(ii) Interests in the transferor (if the
transferor is a partnership) and in a
partnership in which the transferor (or
a related person) is a direct or indirect
partner.

(2) Provision of copies. The transferor
must provide a copy of the qualified
appraisal to the administrator of the
qualified settlement fund no later than
February 15 of the year following the
calendar year in which the property is
transferred. The transferor also must
attach a copy of the qualified appraisal
to {and as part of) its timely filed
income tax return (including
extensions) for the taxable year of the
transferor in which the transfer is made.

(3) Qualified appraisal. A *‘qualified
appraisal” is 8 written appraisal that—

(i) Is made within 60 days before or
after the date the property is transferred
to the qualified settlement fund;

(ii) Is prepared, signed, and dated by
an individual who is a qualified
appraiser within the meaning of
§ 1.170A-13{c)(5);

(iii) includes the information required
by paragraph (b}(4) of this section; and

(iv) Does not involve an appraisal fee
of the type prohibited by § 1.170A-
13{c)6).

(4) Information included in a
qualified appraisal. A qualified
appraisal must include the following
information—

(i) A description of the appraised
property;

(i) Tga date (or expected date) of the
property’s transfer to the qualified
settlement fund;

(iii) The appraised fair market value
of the property on the date (or expscted
date) of transfer;

(iv) The method of valuing the
property, such as the comparable sales
approach;

v) The specific basis for the “i
valuation, such as specific compara
sales or statistical sampling, including a
justification for using comparable sales
or statistical sampling and an
explanation of the procedure employed;

R'i) The terms of any agreement or
understanding entered into (or expected
to be entered into) by or on behalf of the
transferor (or a related person) or the
qualified settlement fund that relates to
the use, sals, or other disposition of the
transferred property, including, for
example, the terms of any agreement or
understanding that temporarily or
permanently—

{A) Restricts the qualified settlement
fund'’s right to use or dispose of the
property; or

(B) Reserves 1o, or confers upon, any
person other than the quahﬁeg
settlement fund any right (including
designating another as having
the right) to income g':m the property,
to gosess the property {including the

ight to purchase or otherwise acquire
thehpmpeﬁyth ), orto mtb ise any voting
rights with respect to the property;

g(vii) The name, nddrea? and
identification number of the qualified
appraiser; and if the qualified appraiser
is acting in his or her capacity as a
pariner in a partnership, an employse of
any person, or an in:yapandent
contractor engaged by a persan other
than the transferor, the name, address,
and taxpayer identification number of
the partnership or the person who
employs or engages the qualified
appraiser;

viii) The qualifications of the
qualified appraiser, including the
appraiser’s background, experience,
education, and membership, if any, in
professional appraisal associations; and

(ix) A statement that the appraisal was

repared for income tax p!mms

- (f?) Effect of signature of the qualified
appraiser, Any appraiser who falsely or
fraudulently overstates the value of the
transferred property referred to in a
qualified appraisal may be subject to a
civil under section 6701 for
aiding and abetting an understatement

of tax liability and may have appraisals
disregarded pursuant to 31 U.S.C.
330(c).

(c) Economic performance—{1) In
general. Except as otherwise provided
in this paragraph (c), for purposes of
section 461({h), economic performance
occurs with to a Hiability
described in § 1.468B-1{c)(2)
(determined with regard to § 1.468B-1(f)
and (g)) to the extent the transferor
makes a transfer to a qualified
settlsment fund to resolve or satisfy the
liabili‘tby.

{(2) Right to a refund or reversion—{i)
In general. Economic performance does
not occur to the extent—

The transferor (or a related

n) has a right to a refund or
m:sion of a?r%h;mfer if that right is
exercisable currently and without the
agreement of an unrelated person that is
independent or has an adverse interest
(e.g., the court or agency that
the fund, or the fund claimants); or

(B) Money or pro is transferred
under conditions that its refund
or reversion by reason of the occurrence
of an event that is certain to occur, such
as the passage of tims, or if restrictions
on its refund or reversion are illusory.

(ii) Right extinguished. With res
to a transfer described in parsgrap
(c)(2)(i) of this section, economic
performance is deemed to occur on the
date, and to the extent, the transferor’s

right to a refund or reversion is
9 Dbligotions of  transforo

3 igations of a tran r.
Economic performance does not occur
whmammmfmtoqued
settlement fund its debt (or the of

a related person). instead, economic
pe]rf?dnanoe o;::um as the mnifem {or
related person) makes principa
payments on the debt. Similarly,
economic performance does not occur
when a transferor transfers to a qualified
settlement fund its obligation (or the
obligation of a related person) to
provide services or property in the
future, or to make a ent described
in § 1.461—4(g). Instead, economic
performance with respect to such an
obligation occurs as services, property
or payments are provided or mads to the
qualified settlement fund or a claimant,

(d) Payment of insurance amounts.
No deduction is allowed to & transferor
for a transfer to a gualified settlement
fund to the extent the transferred
amounts represent amournts received
from the settlement of an insurance
claim and are excludable from gross
income. If the settlement of an
insurance claim occurs after a transferor
makes a transfer to a qualified
settlement fund for which a deduction
has been taken, the transferor must




60994 Federal Register / Vol. 57, No. 247 / Wednesday, December 23, 1992 / Rules and Regulations

include in income the amounts received
from the settlement of the insurance
claim to the extent of the deduction.

(e) Statement to the qualified
settlement fund and the Internal
Revenue Service—{1) In general. A
transferor must provide the statement
described in paragraph (e)(2) of this
section to the administrator of a
qualified settlement fund no later than
February 15 of the year following each
calendar year in which the transferor (or
an insurer or other person on behalf of
the transferor) makes a transfer to the
fund. The transferor must attach a copy
of the statement to (and as part of) its
timely filed income tax return
(including extensions) for the taxable
year of the transferor in which the
transfer is made.

(2) Required statement—{i) In general.
The statement required by this’
paragraph (e) must provide the
following information—

(A) A legend, “§ 1.468B—3 Statement",
at the top of the first page;

(B) The transferor’s name, address,
and taxpayer identification number;

(©) Tlge qualified settlement fund’s
name, address, and employer
identification number;

(D) The date of each transfer;

(E) The amount of cash transferred;

and

(F) A description of property
transferred and its fair market value on
the date of transfer.

(ii) Combined statements. If a .
qualified settlement fund has more than
one transferor, any two or more of the
transferors may provide a combined
statement to the administrator that does
not identify the amount of cash or the
property transferred by a particular
transferor. If a combined statement is
used, however, each transferor must
include with its copy of the statement
that is attached to its income tax return
a schedule destribing each asset that the
transferor transferred to the qualified
settlement fund.

(f) Distributions to transferors—{1) In
general, A transferor must include in
gross income any distribution
(including a deemed distribution
described in paragraph (f)(2) of this
section) it receives from a qualified
settlement fund. If property is
distributed, the amount includible in
gross income and the basis in that
property, is the fair market value of the
property on the date of the distribution.

(2) Deemed distributions—{i) Other
liabilities. If a qualified settlement fund
makes a distribution on behalf of a
transferor to a person that isnot a
claimant, or to a claimant to resolve or
satisfy a liability of the transferor (or a
related person) other than a liability

described in § 1.468B—1(c)(2) for which
the fund was established, the
distribution is deemed made by the
fund to the transferor. The transferor, in
turn, is deemed to have made a payment
to the actual recipient.

(ii) Constructive receipt. To the extent
a transferor acquires a right to a refund
or reversion described in paragraph
(c)(2) of this section of all or & portion
of the assets of a qualified settlement
fund subsequent to the transfer of those
assets to the fund, the fund is deemed
to distribute those assets to the
transferor on the date the right is
acquired.

(3) Tax benefit rule. A distribution
described in paragraph (f)(1) or (f}(2) of
this section is excluded from the gross
income of a transferor to the extent
provided by section 111(a).

(g) Example. The following example
illustrates the rules of this section:

Example. On March 1, 1993, Individual A
transfers $§1 million to a qualified settlement
fund to resolve or satisfy claims against him
resulting from certain viclations of securities
laws. Individual A uses the cash receipts and
disbursements method of accounting. Since
Individual A does not use the accrual method
of accounting, the economic performance
rules of paragraph (c) of this section are not
applicable. Therefore, whether, when, and to
what extent Individual A can deduct the
transfer is determined under applicable
provisions of the Internal Revenue Code,
such as sections 162 and 461.

§1.468B-4 Taxabliity of distributions fo
claimants,

Whether a distribution to a claimant
is includible in the claimant’s gross
income is generally determined by
reference to the claim in respect of
which the distribution is made and as
if the distribution were made directly by
the transferor. For example, to the
extent a distribution is in satisfaction of
damages on account of personal injury
or sickness, the distribution may be
excludable from gross income under
section 104(a)(2). Similarly, to the
extent a distribution is in satisfaction of
a claim for foregone taxable interest, the
distribution is includible in the
claimant's gross income under section
61(a)(4).

§1.468B-5 Effective dates and transition
rules.

(a) In general. Section 468B, including
section 468B(g), is effective as provided
in the Tax Reform Act of 1986 and the
Technical and Miscellaneous Revenue
Act of 1988, Except as otherwise
provided in this section, §§ 1.468B-1
through 1,468-4 are effective on January

1, 1993. Thus, the ations apply to
income of a qualified settlement fund
earned after December 31, 1992,

transfers to a fund after December 31,
1992, and distributions from a fund after
December 31, 1992. For purposes of

§ 1.468B-3(c) (relating to economic
performance), previously transferred
assets held by a qualified settlement
fund on the date these regulations first
apply to the fund (i.e., January 1, 1993,
or the earlier date provided under
paragraph (b)(2) of this section) are
treated as transferred to the fund on that
date, to the extent no ayer has
previously cleimed a deduction for the
transfer.

(b) Taxation of certain pre-1996 fund
income—{(1) Reasonable method—{i) In
general. With respect to a fund, account,
or trust established after August 16,
1986, but prior to February 15, 1992,
that satisfies (or, if it no longer exists,
would have satisfied) the requirements
of § 1.468B-1(c), the Internal Revenue
Service will not challenge a reasoneble,
consistently applied method of taxation
for transfers to the fund, income earned
by the fund, and distributions made by
the fund after August 16, 1986, but prior
to January 1, 1996. A method is
generally considered reasonable if,
depending on the facts and
circumstances, all transferors and the
administrator of the fund have
consistently treated transfers to the
fund, income earned by the fund, and
distributions made by the fund after
August 16, 1988, as if the fund were—

(A) A grantor trust and the transferors
are the grantors;

(B) A complex trust and the
transferors are the grantors; or

(C) A designated settlement fund.

{ii) Qualified settlement funds
established after February 14, 1992, but
before January 1, 1993. With res to
a fund, account, or trust established
after February 14, 1992, but prior to
January 1, 1993, that satisfies the
requirements of § 1.468B-1(c), the
Internal Revenue Service will not
challenge a reasonable, consistently
applied method of-taxation as described
in paragraph (b)(1)(i) of this section for
transfers to, income earmed by, and
distributions made by the fund prior to
January 1, 1993. However, pursuant to
paragraph (a) of this section, sections
1.468B-1 through 1.468B—4 apply to
transfers to, income earned by, and
distributions made by the qualified
settlement fund after 1992, °

(iii) Use of cash method of
accounting. For purposes of paragraphs
(b)(i) and (b)(ii) of this section, for
taxable years beginning prior to January
1, 1996, the Internal Revenue Service
will not challenge the use of the cash
receipts and disbursement method of
accounting by a fund, account, or trust.
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(iv) Unreasonable position. In no
event is it a reasonable position to
assert, pursuant to Rev. Rul. 71-119 (see
§601.601(d)(2)(ii)() of this chapter),
that there is no current taxation of the
income of a fund established after
August 16, 1986,

(v) Waiver of penalties. For taxable
years beginning prior to January 1, 1993,
if a fund, account or trust is subject to
section 468B(g) and the Internal
Revenue Service does not challenge the
method of taxation for transfers to,
income earned by, and distributions
made by, the fund pursuant to
paragraph (b)(1){i) or (b)(1)(ii) of this
section, penalties will not be imposed in
connection with the usa of such
method. For example, the penalties
under section 6655 for failure to pay
estimated tax, section 6651(a)(1) for
failure to file a return, section 6651(a)(2)
for failure to pay tax, section 6656 for
failure to make deposit of taxes, and
section 6662 for accuracy-related
underpayments will generally not be
imposed.

2) Election to apply qualified
settlement fund rules—(i) In general.
The person that will be the
administrator of a qualified settlement
fund may elect to apply §§1.468B-1
through 1.468B-4 to transfers to, income
earned by, and distributions made by,
the fund in taxable years ending after
August 16, 1986. The election is
effective beginning on the first day of
the earliest open taxable year of the
qualified settlement fund. For purposes
of this paragraph (b)(2), a taxable year is
considered open if the period for
assessment and collection of tax has not
expired pursuant to the rules of section
6501, The election statement must
provide the information described in
paragraph (b)(2)(ii) of this section and
must be signed by the person that will
be the administrator. Such person must
also provide each transferor of the
qualified settlement fund with a copy of
the election statement on or before
March 15, 1993.

(ii) Election statement. The election
statement must provide the following
information—

(A) A legend, “'§ 1.468B~5(b)(2)
Election”, at the top of the first page;

(B) Each transferor’s name, address,
and taxpayer identification number;

(C) The qualified settlement fund’s
name, address, and employer
identification number; and

(D) The date the qualified settlement
fund was established within the
meaning of § 1.468B-1(j).

(iii) Due date of returns and amended
returns. The election statement
described in gz;ragraph (b)(2)(ii) of this
section must be filed with, and as part

of, the qualified settlement fund’s
timely filed tax return for the taxable
year ended December 31, 1992. In
addition, the qualified settlement fund
must file an amended return that is
consistent with the requirements of

§§ 1.468B-1 through 1.468B—4 for any
taxable year to which the election
applies in which the fund took a
position inconsistent with those
requirements. Any such amended return
must be filed no later than March 15,
1993, and must include a copy of the
election statement described in
paragraph (b)(2)(ii) of this section.

(iv) Computation of interest and
waiver of penalties. For purposes of
section 6601 and section 6611, the
income tax return for each taxable year
of the qualified settlement fund to
which the election applies is due on
March 15 of the year following the
taxable year of the fund. For taxable
years of a qualified settlement fund
ending prior to January 1, 1993, the
income earned by the fund is deemed to
have been earned on December 31 of
each taxable year for purposes of section
6655, Thus, the addition to tax for
failure to pay estimated tax under
section 6655 will not be imposed. The
penalty for failure to file a return under
section 6651(a)(1), the penalty for
failure to pay tax under section
6651(a)(2), the penalty for failure to
make deposit of taxes under section
6656, and the accuracy-related penalty
under section 6662 will not be imposed
on a qualified settlement fund if the
fund files its tax returns for taxable
years ending prior to January 1, 1993,
and pays any tax due for those taxable
years, on or before March 15, 1993.

PART 602—OMB CONTROL NUMBERS
UNDER THE PAPERWORK
REDUCTION ACT

Par. 3. The authority citation for part
602 continues to read as follows:
Authority: 26 U.S.C. 7805.

Par. 4. Section 602.101(c) is amended
by adding the entries to the table to read
as follows:

§602.101 OMB Control Numbers.

- - - L] -
(C) ® * *»
Current
CFR pan or section where identified
and described NG T

Currant
CFR part or section where identified
P Gescrted MW

Shirley D. Peterson,
Commissioner of Internal Revenue.

Approved: October 30, 1992,
Fred T. Goldberg, Jr.,

Assistant Secretary of the Treasury.
[FR Doc. 92-31054 Filed 12-18-92; 8:45 am]

BILUNG CODE 4330-01-M

EQUAL EMPLOYMENT OPPORTUNITY
COMMISSION

29 CFR Part 1601

Anderson, Indiana; designated and
notice agencies

CFR Correction

In title 29 of the Code of Federal
Regulations, parts 1600 to 1899, revised
as of July 1, 1992, on page 180, the entry
for Anderson, Indiana was inadvertently
removed from paragraph (a) of
§1601.74. The reinstated text reads as
follows:

§1601.74 Designated and notice agencies.

(a) LA 20
Anderson (IN) Human Relations Commission
- - - - -

BILLING CODE 1505-01-D

DEPARTMENT OF TRANSPORTATION
Coast Guard

33 CFR Part 100
[CGD 05-32-103]

Special Local Regulations for Marine
Events; New Year's Eve Fireworks;
Delaware River, Philadelphia, PA

AGENCY: Coast Guard, DOT.

ACTION: Notice of implementation of
special local regulations.

SUMMARY: This notice implements
special local regulations for the New
Year's Eve Fireworks Display. The
display will be launched from barges
anchored off Penns Landing, Delaware
River, Philadelphia, Pennsylvania on
December 31, 1992, The regulations are
needed to control vessel traffic in the
immediate vicinity of the event due to
the confined nature of the waterway and
expected spectator craft congestion
during the event. The regulations
restrict general navigation in the area for
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the safety of life and property on the
navigable waters during the event.
EFFECTIVE DATES: The regulations in 33
CFR 100.509 are effective from 11 p.m.,
December 31, 1992 until 1 am., on
January 1, 1993. If inclement weather
causes the postponement of the event,
the regulations are effective from 5 p.m.
until 7 p.m., on January 1, 1993.

FOR FURTHER INFORMATION CONTACT: Mr.
Stephen Phillips, Chief, Boating Affairs
Branch, Boating Safety Division, Fifth
Coast Guard District, 431 Crawford
Street, Portsmouth, Virginia 23704-5004
(804) 395-6204, or Commander, Coast
Guard Group, Hampton Roads (804)
483-8559.

Drafting Information

The drafters of this notice are QM1
Kevin R. Connors, project officer,
Boating Affairs Branch, Boating Safety
Division, Fifth Coast Guard District, and
LT John B. Gately, project attarney, Fifth
Coast Guard District Legal Staff.

Discussion of Regulation

The Delaware River Port Authority
submitted an application to hold a New
Years Day fireworks display. The
display will be launched from barges
anchored off Penns Landing, Delaware
River, Philadelphia, Pennsylvania.
Since many spectator vessels are
expected to be in the area to watch the
fireworks, the regulations in 33 CFR
100.509 are being implemented for this
event. The fireworks will be launched
from within the regulated area. The
waterway will be closed during the
display. Since the closure will not be for
an extended period, commercial traffic
should not be severely disrupted.

Dated: December 11, 1992.
W.T. Leland,

Rear Admiral, U.S. Coast Guard, Commander,
Fifth Coast Guard District.

[FR Doc. 92-31096 Filed 12-22-92; 8:45 am)
BILUNG CODE 4910-14-

33 CFR Part 165
[CDG1 92-130]
Safety Zone: South Sireetl Seaport New

Years Eve Fireworks, Lower East
River, New York

AGENCY: Coast Guard, DOT.
ACTION: Temporary final rule.

SUMMARY: The Coast Guard plans to
establish a tempaorary safety zone for a
fireworks display within all waters of
the Lower East River south of the
Brooklyn Bridge and north of a line
drawn from Manhattan’s Wall Street

Heliport, to Pier 5, Brooklyn. The

fireworks display will take plece on
Thursday, December 31st, 1992 from
11:30 p.m. to 1 a.m. on January 1, 1993,
with a rain date of the 1st. Temporary
closure of the waters surrcunding the
launching is needed to

the boating public from the

hazards associated with a pyrotechnic
fireworks display in these waters.
EFFECTIVE DATE: This regulation will be
effective from 11:30 p.m. on December
31, 1992 through 1 a.m. on January 1,
1993. (Rain date of January 1, 1993).
FOR FURTHER INFORMATION CONTACT:
Lieutenant (junior grade) J.E. Peschel,
Waterways Management Officer, Coast

Guerd Group New York (212) 668-7933.

SUPPLEMENTARY INFORMATION:
Drafting Information

The drafters of this notice are LTJG
J.E. Peschel, Captain of the Port, New
York and LCDR J. Stieb, Project
Attorney, First Coast Guard District,

Legal Office.
Regulatory History
Pursuant to 5 U.S.C. 553, a notice of

proposed rulemaking was not published
for this regulation. Publishing an NPRM
and delaying its effective date would be

contrary to public interest since the
event takes place on a public holiday
where immediate action is needed to
respond to any potential hazards and
sufficiently protect the boating public.

Due to the date that this application was

received, there was not cient time

to publish proposed rules in advance of

the event.
Background and Purpose

This regulation is required to protect
the maritime public from poa.slbt

dangers and hazards from falling debris

or unexploded pyrotechnics associated
with a fireworks display in the waters

of the Lower East River, The safety zone

will surround a barge based program
directed over the waters of the Lower
East River. This one and one half hour
zone allows time for Coast Guard
ggrsonnel to clear vessels from the area
th before and during the display, and
ensure all pyrotechnics have been

extinguished prior to reopening the area

to maritime traffic. No vessel will be
permitted to enter or move within the

safety zone unless permitted to do so by

Captain of the Port, New York.
Regulatory Evaluation

This regulation is not major under
Executive Order 12291 and not
significant under De ent of

tion R tory Policies and
Procedures (44 FR 11040; February 26,

1979). Due to the limited duration of the

display within this one and one half
hour windew, the extensive advisories
made to the affected maritime
commnn}t{;::dthefacﬂhnthewm
istakg’%p ma!nightonaho!iday
weekend wi experiences
minimal ;:gnm lal marine traffic, the
impect of this regulation is expectad to
be mintmal. The Coast Guard

the economic impact of this regulation
to be so minimal that a Regulatory
Evaluation is unnecessary.

Small Entities

Under the Regulatory Flexibility Act
(5 U.S.C. 801 et seq.), the Coast Guard
mlﬁn h«;onslder whether this regulation
will have a significant economic impact
on a substantial number of small
entities. “Small entities” include

m«ﬁfendendy owned and operated

small businesses that are not dominant
in their flold and that otherwise qualify
as “small business concerns™

section 3 of the Small Business Act (15
U.S.C. 632).

For reasons set forth in the ahove
Regulatory Evaluation, the Coast Guard
certifies undeltl 5 U.ﬁ.ac. 605(b) this
regulation will not have a significant
economic impact on a substantial
pumber of small entities.

Collection of Information

This regulation contains no collection
of information ts under the
PapeiworknedudionMHA us.c
3501

Federalism

The Coast Guard has analyzed this
action in accordance with the principles
and criteria contained in Executive
Order 12812 and has determined thst
this regulstion does not raise sufficient
federalism implications to warrant the
preparation of a Pederalism Assessment.

Environment

The Coast Guard considered the
environmental impact of this regulation
and concluded that under section
2.B.2.c. of Commandant Instruction
M16475.1B, it is an action under the
Coast Guard's statutory authority to
protect public safety, and thus is
categorically excluded from further
environmental decumentation.

List of Subjects in 33 CFR Part 165

Harbors, Marine safety, Navigation
(water), Reporting and recordkeeping
requirements, Security measures,
Waterways.

For reasons set out in the preamble,
the Coast Guard to amend 33
CFR part 165 as follows:
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PART 165—[AMENDED]

1. The authority citation for part 165
continues to read as follows:

Authority: 33 U.S.C. 1231; 50 U.S.C. 191;
33 CFR 1.05-1(g), 6.04-1, 6.04-6, and 160.5,
49 CFR 1.46.

2. A temporary section, 165.T01-130
is added to read as follows:

§165.T01-130 South Street Seaport New
Years Eve Fireworks, Lower East River,
New York.

(a) Location. The safety zone will
include all waters bank to bank of the
Lower East River south of the Brooklyn
Bridge and north of a line drawn from
Manhattan’s Wall Street Heliport, to
Pier 5, Brooklyn.

{b) Effective period. This regulation
will be effective from 11:30 p.m. on
December 31, 1992 through 1 a.m. on
January 1, 1993. (Rain date of January 1,
1993)

(c) Regulations. (1) No person or
vessel may enter, transit, or remain in
the safety zone during the effective
period of regulation unless participating
in the event as authorized by the U.S.
Coast Guard Captain of the Port (COTP),
New York. The COTP will attempt to
minimize any delays for commercial
vessels transiting the area and will
monitor channel 16 VHF-FM.

(2) All persons and vessels shall
comply with the instructions of the
COTP NY or the designated on scene
personnel. U.S, Coast Guard patrol
personnel include commissioned,
warrant, and petty officers of the Coast
Guard. Upon hearing five or more blasts
from a U.S. Coast Guard vessel, the
operator of a vessel shall stop
immediately and proceed as directed.

Dated: December 14, 1992.
R. M. Larrabee,

Captain, U.S. Coast Guard, Captain of the
Port, New York.

[FR Doc. 92-31097 Filed 12-22-92; 8:45 am|]
BILLING CODE 4910-14-M

NATIONAL ARCHIVES AND RECORDS
ADMINISTRATION

36 CFR Part 1258
RIN 3095-AA19

Use of Motion Picture Research Room;
Self-Service Copying

AGENCY: National Archives and Records
Administration.

ACTION: Final rule,

SUMMARY: This final rule adopts without
change the fees for self-service copying
of videotapes on NARA-provided

equipment that were established as an
interim rule on October 8, 1992 (57 FR
46304). Self-service copying of
videotapes is available in the Motion
Picture, Sound, and Video Ressarch
Room in the National Archives
Building, ‘

EFFECTIVE DATE: December 23, 1992.

FOR FURTHER INFORMATION CONTACT:

Mary Ann Palmos or Nancy Allard at
202-501-5110.

SUPPLEMENTARY INFORMATION: The
interim rule on part 1258 was published
with the final rule implementing revised
policies for self-service copying in the
Motion Picture, Sound, and Video
Research Room. No comments were
received on the interim rule during the
30-day public comment period.

This rule is not a major rule for the
purposes of Executive Order 12291 of
February 17, 1981. As required by the
Regulatory Flexibility Act, it is hereby
certified that this rule will not have a
significant impact on small business
entities.

List of Subjects in Part 1258

Archives and records.

For the reasons set forth in the
preamble, 36 CFR part 1258 is amended
to read as follows:

PART 1258—FEES

1. The authority citation for part 1258
continues to read as follows:

Authority: 44 U.S.C. 2116(c).

2. Section 1258.,12 is amended by
redesignating paragraphs (g) and (h) as
paragraphs (h) and (i), respectively, and
adding a new paragraph (g) to read as
follows:

§1258.12 Fee schedule.

- - - - -

(g) Self-service video copying in the
Motion Picture, Sound and Video
Research Room:

(1) Initial 90-minute use of video
copying station with 120-minute
videocassette: $15.25.

(2) Additional 80-minute use of video
copying station with no videocassette:
$8.75.

(3) Blank 120-minute videocassette:
$6.75.

L - - * "
Dated: December 9, 1992,
Don W. Wilson,
Archivist of the United States.
[FR Doc. 92-31112 Filed 12-22-92; 8:45 am]
BILLING CODE 7515-01-M

POSTAL SERVICE
39 CFR Part 601

Procurement Manual; Miscellansous
Amendments

AGENCY: Postal Service.
ACTION: Final rule.

SUMMARY: The Postal Service announces
that it is making numerous
miscellaneous amendments to the
Procurement Manual, including, for
example, raising the simplified
purchasing ceiling from $50,000 to
$100,000. This change has also raised
the competitive threshold (which is ten
percent of the simplified ceiling) to
$10,000. In addition, this change has
raised the thresholds for the annual
procurement plan requirement and for
publicizing in the Commerce Business
Daily. Other changes clarify that
additional competition is not required
when using Federal Supply Schedules.
A new section has been added
discussing the General Service's
Administration’s Information Resource
Management Service and nonmandatory
schedule contracts for Federal
Information Processing (FIP) Resources.
Another change allows, at the
contracting officer’s discretion, and
when adequate competition is expected,
the release of a solicitation mailing list
to any firm or individual who has been
sent a solicitation.

EFFECTIVE DATE: December 15, 1992.

FOR FURTHER INFORMATION CONTACT: Paul
D. McGinn, (202) 268-4638.
SUPPLEMENTARY INFORMATION: The
Procurement Manual, which is
incorporated by reference in the Code of
Federal Regulations (see 39 CFR
601.100), has been amended by the
issue of PM Circular 92-1, dated
December 15, 1992,

In accordance with 39 CFR 601.105,
notice of these changes is hereby
published in the Fogeral Register and
the text of the changes is filed with the
Director, Office of the Federal Register.
Subscribers to the basic manual will
receive these amendments from the
Postal Service. (For other availability of
the Procurement Manual, see 39 CFR
601.104.)

List of Subjects in 39 CFR Part 601
Government procurement,

Incorporation by reference, Postal

Service.

PART 601—]AMENDED]
The authority citation for part 601
continues to read as follows:

Authority: 5 U.S.C. 552(a); 30 U.S.C. 401,
404, 410, 411, 2008, 5001-5605.




