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Aver agi ng of Farm | ncone

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTI ON:  Notice of proposed rul emaking and notice of public
heari ng.

SUMVARY: Thi s docunent contains proposed regul ations for
averagi ng farmincone under section 1301 of the Internal Revenue
Code. The regul ations reflect the enactnment of the provision by
t he Taxpayer Relief Act of 1997, as anmended by the Omi bus
Consol i dat ed and Energency Suppl enmental Appropriations Act, 1999.
The regul ati ons provi de gui dance to individuals engaged in a
farm ng business who may el ect to reduce their regular tax
liability by treating all or a portion of the current year’s
farmng income as if it had been earned in equal proportions over
the prior three years. This docunent al so provides notice of a
public hearing on these proposed regul ati ons.

DATES: Witten or electronic comments and requests to speak
(wth outlines of oral coments) at a public hearing schedul ed
for February 15, 2000, nust be received by January 14, 2000.
ADDRESSES: Send subm ssions to: CC DOM CORP: R (REG 121063-97),
room 5226, Internal Revenue Service, POB 7604, Ben Franklin

Station, Washi ngton, DC 20044. Subm ssions may be hand delivered
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Monday through Friday between the hours of 8 a.m and 5 p.m to:
CC. DOM CORP: R (REG 121063-97), Courier’s Desk, Internal Revenue
Service, 1111 Constitution Avenue, NW, Washington, DC.
Al ternatively, taxpayers may submt comments electronically via
the Internet by selecting the "Tax Regs" option on the I RS Hone
Page, or by submtting coments directly to the IRS Internet site
at http://www. irs.gov/tax_regs/regslist.htm . The public hearing
will be held in room 2615, Internal Revenue Building, 1111
Constitution Avenue, NW, Wishington DC.
FOR FURTHER | NFORMATI ON CONTACT: Concerni ng the proposed
regul ati ons, John M Moran, at (202) 622-4940; concerning
subm ssions of coments, the hearing, and/or to be placed on the
bui |l ding access list to attend the hearing, Guy Traynor, at (202)
622- 7190 (not toll-free nunbers).
SUPPLEMENTARY | NFORMATI ON:
Paper wor k Reducti on Act

The collection of information contained in this notice of
proposed rul emaki ng has been submtted to the Ofice of
Managenent and Budget for review in accordance with the Paperwork
Reduction Act of 1995 (44 U S.C. 3507(d)). Comments on the
collection of information should be sent to the Ofice of
Managenent and Budget, Attn: Desk O ficer for the Departnent of
the Treasury, O fice of Information and Regul atory Affairs,
Washi ngt on, DC 20503, with copies to the Internal Revenue
Service, Attn: IRS Reports C earance Oficer, OP:.FS FP

Washi ngton, DC 20224. Comments on the collection of information
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shoul d be received by Decenber 7, 1999. Comments are specifically
request ed concer ni ng:

Whet her the proposed collection of information i s necessary
for the proper performance of the functions of the IRS, including
whet her the information will have practical utility;

The accuracy of the estimted burden associated with the
proposed col lection of information (see bel ow);

How the quality, utility, and clarity of the information to
be coll ected may be enhanced,

How t he burden of conplying with the proposed collection of
I nformati on may be mnim zed, including through the application
of automated collection techniques or other forns of information
t echnol ogy; and

Estimates of capital or start-up costs and costs of
operation, mai ntenance, and purchase of services to provide
I nformati on.

The collection of information in this proposed regulation is
in 81.1301-1(c). This collection of information is required by
the IRS to verify conpliance with section 1301. This information
wi Il be used to determ ne whether the anount of tax has been
cal cul ated correctly. The collection of information is required
to obtain a benefit. The respondents are certain individuals

engaged in the trade or business of farm ng.
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Taxpayers provide the informati on on Schedule J, Farm I ncone

Averagi ng, which is attached to Form 1040, U.S. Individual Incone

Tax Return, for the taxable year in which income averaging is

el ected. The burden for this requirenent is reflected in the

burden estimate for Schedule J. The estinmated burden for the

1998 Schedule J is 1.31 hours per respondent.

An agency may not conduct or sponsor, and a person is not
required to respond to, a collection of information unless it
di splays a valid control nunber assigned by the O fice of
Managenent and Budget .

Books or records relating to a collection of information
must be retained as long as their contents nmay becone material in
the adm nistration of any internal revenue law. Cenerally, tax
returns and tax return information are confidential, as required
by 26 U.S.C. 6103.

Backgr ound

Thi s docunent contains proposed anendnents to the I nconme Tax
Regul ations (26 CFR part 1) for averaging farmincone under
section 1301 of the Internal Revenue Code (Code). Section 1301
was enacted by section 933 of the Taxpayer Relief Act of 1997,
Public Law 105-34 (111 Stat. 788) (the TRA of 1997), effective
for taxable years beginning after Decenber 31, 1997, and endi ng
bef ore January 1, 2001. Section 2011 of the Tax and Trade Reli ef
Ext ensi on Act of 1998, which is part of the Omi bus Consol i dated
and Enmergency Suppl enmental Appropriations Act, 1999, Public Law
105- 277, 112 Stat. 2681, anended section 933 of the TRA of 1997
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by del eting the January 1, 2001 endi ng date.

Section 1301(c) authorizes the Secretary to prescribe
regul ati ons as nmay be appropriate to carry out the purposes of
this section, including regulations regarding (1) the order and
manner in which itens of incone, gain, deduction, or |oss, or
limtations on tax, shall be taken into account in conputing the
tax inmposed by chapter 1 (Normal Taxes and Surtaxes) of subtitle
A (I ncone Taxes) of the Code on the incone of any taxpayer to
whom this section applies for any taxable year, and (2) the
treatnment of any short taxable year.

Expl anati on of Provisions

| . | n general

Under section 1301, an individual may el ect to conpute the
section 1 tax for the current taxable year by designating all or
a portion of the individual’s farmincone (subject to certain
limtations) as elected farminconme, and subtracting it from
taxabl e inconme. One-third of the elected farmincone is
all ocated to each of the three prior years' taxable incone and
the increase in the section 1 tax that results fromthese
additions is calculated. The prior years are referred to as base
years. The tax for the current year is the sumof (1) the
section 1 tax for the current year wthout the elected farm
income and (2) the increase in the section 1 tax for the three

base years that is attributable to elected farm i ncone.
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1. Engaged in a farm ng busi ness

The proposed regul ations provide that the termfarm ng
busi ness has the sanme neaning as provided in section 263A(e)(4)
and the regul ations thereunder. The proposed regul ati ons al so
provide that an individual engaged in a farm ng business includes
a sole proprietor of a farmng business, a partner of a
partnershi p engaged in a farm ng business, and a sharehol der of
an S corporation engaged in a farm ng business.

I11. Mking, changing, or revoking an el ection

The proposed regul ati ons provide that a farmincone
averaging election is made by filing Schedule J, Farm | ncone
Averaging, with an individual's tinmely filed Federal incone tax
return (including extensions). |In general, the proposed
regul ations provide that if an individual has an adjustnment for
an el ection year or base year, the individual may al so nmake a
| ate farmincone averaging el ection or change or revoke a
previous election. An adjustnent is any change in taxable incone
or tax liability that is permtted to be nade by filing an
anended Federal income tax return, or a change in taxable incone
or tax liability resulting froman IRS exam nation. |If there is
no adjustnent for an election year or a base year, a |ate
el ection, change, or revocation nmay be made only with the consent
of the Commi ssioner. The IRS and the Treasury Departnent
anticipate that the Comm ssioner’s consent will be obtained by

requesting a letter ruling fromthe national office.
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V. Calculation of section 1 tax

Farm i ncone averaging all ocates one-third of elected farm
I ncome froman election year to each of the base years only for
t he purpose of calculating the section 1 tax attributable to the
el ected farmincone allocated to each base year. The proposed
regul ati ons provide that the section 1 tax for the election year
Is determ ned by allocating elected farmincone to the base years
only after all other adjustnents and determ nations have been
made. For exanple, any net operating |oss carryover is applied
to an election year before allocating elected farmincone to the
base years.

The regul ati ons provide that the allocation of elected farm
i ncome to the base years does not affect any determ nation (other
than the cal culation of the section 1 tax attributable to the
el ected farmincone) with respect to the election year or the
base years. Thus, for exanple, in applying the section 68
overall limtation on item zed deductions to the el ection year,
adj usted gross incone for the election year includes any el ected
farmincone allocated to the base years. Simlarly, the section
68 limtation for a base year is not reconputed to take into
account any allocation of elected farmincone to such base year.

The proposed regul ati ons provide that cal cul ation of the
section 1 tax on elected farmincone allocated to a base year is
made wi thout any additional adjustnents or determnations with
respect to that year. For exanple, if a base year had a

partially used capital |oss, the remaining capital |oss may not
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be applied to reduce the elected farmincone allocated to such
year. Simlarly, if a base year had a partially used credit, the
remaining credit may not applied to reduce the section 1 tax
attributable to the elected farmincone allocated to such year.

V. Elected farmi ncone

The proposed regul ati ons provide that farmincone includes
all incone, deductions, gains, and | osses attributable to an
I ndividual s farm ng business. An individual nmay desi gnate what
type, and how nuch of each type, of farmincone is to be treated
as elected farminconme. The elected farminconme nmay not exceed
an individual’s taxable inconme. |In addition, elected farmincone
fromnet capital gain attributable to a farm ng busi ness may not
exceed total net capital gain. One-third of each type of elected
farmincone is then allocated to each base year
Proposed Effective Date

The regul ations, as proposed, apply to any taxable period
ending on or after the date of publication of a Treasury deci sion
adopting these rules as final regulations in the Federal
Regi ster. However, the rules in these proposed regul ati ons may
be relied on by individuals for taxable periods ending before the
publication of the Treasury deci sion.
Speci al Anal yses

It has been determined that this notice of proposed
rul emaking is not a significant regulatory action as defined in
Executive Order 12866. Therefore, a regulatory assessnent is not

required. It has also been determ ned that section 553(b) of the
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Adm ni strative Procedure Act (5 U. S.C. chapter 5) does not apply
to these regulations. It is hereby certified that the collection
of information in these regulations will not have a significant
econom c i npact on a substantial nunber of small entities. This
certification is based upon the fact that the collection of
I nformation inposed by this regulation is not significant as
reflected in the estimated burden of information collection for
Schedul e J, which is 1.31 hours per respondent. Therefore, a
Regul atory Flexibility Analysis under the Regulatory Flexibility
Act (5 U.S.C. chapter 6) is not required. Pursuant to section
7805(f) of the Code, this notice of proposed rul emaking will be
submtted to the Chief Counsel for Advocacy of the Small Business
Adm ni stration for comment on its inpact on small business.
Comments and Public Hearing

Bef ore these proposed regul ati ons are adopted as fi nal
regul ati ons, consideration will be given to any electronic or
witten cooments (a signed original and eight (8) copies) that
are submtted tinmely to the IRS. The IRS and Treasury Depart nent
request comments on the clarity of the proposed rules and how
they can be nmade easier to understand. |In addition, coments are
specifically requested regardi ng whet her wages paid to a
sharehol der of an S corporation may be electible farmincone. A
comments will be available for public inspection and copyi ng.

A public hearing has been schedul ed for February 15, 2000,
beginning at 10 a.m in room 2615 of the Internal Revenue

Bui I di ng, 1111 Constitution Avenue, NW, Wshington, DC. Due to
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bui | di ng security procedures, visitors nust enter at the 10th
Street entrance, |ocated between Constitution and Pennsyl vani a
Avenues, NW In addition, all visitors nust present photo
identification to enter the building. Because of access
restrictions, visitors will not be admtted beyond the i medi ate
entrance area nore than 15 m nutes before the hearing starts.
For information about having your nane placed on the building
access list to attend the hearing, see the “FOR FURTHER
| NFORVATI ON CONTACT” section of this preanble.

The rules of 26 CFR 601.601(a)(3) apply to the hearing.
Persons who wi sh to present oral comments at the hearing nust
submt electronic or witten cotmments and an outline of the
topics to be discussed and the tine to be devoted to each topic
(signed original and eight (8) copies) by January 14, 2000.

A period of 10 minutes will be allotted to each person for naking
comments. An agenda showi ng the scheduling of the speakers w ||
be prepared after the deadline for receiving outlines has passed.
Copi es of the agenda will be avail able free of charge at the
heari ng.

Drafting Information

The principal author of these regulations is John M Moran,
Ofice of Assistant Chief Counsel (lIncone Tax & Accounting).
However, other personnel fromthe IRS and Treasury Depart nment
participated in their devel opnent.

Li st of Subjects in 26 CFR Part 1

I ncone taxes, Reporting and recordkeeping requirenents.
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Proposed Anendnent to the Regul ations

Accordingly, 26 CFR part 1 is proposed to be anended as
fol | ows:
PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 is anmended
by adding an entry in nunerical order to read as foll ows:

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

Section 1.1301-1 al so issued under 26 U.S.C 1301(c). * * *

Par. 2. An undesignated center heading and 81.1301-1 are
added i mmedi ately follow ng the center headi ng “Readj ust nent of
Tax Between Years and Special Limtations” to read as foll ows:

| NCOVE AVERAG NG

81.1301-1 Averaging of farm.incone.

(a) Overview. An individual engaged in a farm ng business
may elect to conmpute his or her current year (election year)
income tax liability under section 1 by averaging, over the prior
t hree-year period (base years), all or a portion of the
i ndividual’s current year electible farminconme (as defined in
par agraph (e) of this section. To average farmincone, the
I ndi vi dual -

(1) Designates all or a portion of his or her electible farm
I ncome for the election year as elected farmincone;

(2) Allocates one-third of the elected farmincone to each
of the three base years; and

(3) Determines the election year section 1 tax by

determ ning the sum of -
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(i) The election year section 1 tax without regard to the
el ected farmincone; plus
(ii1) For each base year, the increase in section 1 tax
attributable to the elected farmincone allocated to such year.

(b) lndividual engaged in a farm ng business. Farmng

busi ness has the sane nmeaning as provided in section 263A(e)(4)
and the regul ations thereunder. An individual engaged in a
farm ng business includes a sole proprietor of a farm ng

busi ness, a partner in a partnership engaged in a farmng

busi ness, and a sharehol der of an S corporation engaged in a
farm ng business. An individual is not required to have been
engaged in a farm ng business in any of the base years in order
to make a farmincone averagi ng el ection.

(c) Making, changing, or revoking an election--(1) Mking an

election. A farmincone averaging election is nmade by filing

Schedul e J, Farm I nconme Averaging, with an individual’'s tinely
filed (including extensions) Federal income tax return for the
el ection year.

(2) Making a late election, or changing or revoking an

el ection--(i) Adjustnents in an election or base year. An

I ndi vi dual who has an adjustnent for an el ection year or any base
year may nmake a late farmincone averagi ng el ection, change the
anount of elected farmincone in a previous election, or revoke a
previous election, if the period of limtation on filing a claim
for credit or refund has not expired for the election year. For

pur poses of this paragraph (c)(2), an adjustnent is any change in
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taxabl e income or tax liability that is permtted to be nade by
filing an anended Federal incone tax return or a change in
taxabl e income or tax liability nade as the result of an IRS
exam nati on

(i1) No adjustnent. If an individual does not have an

adj ust mrent described in paragraph (c)(1)(i) of this section, the
I ndi vidual may not nmake a late farmincone averagi ng el ection,
change the anmount of elected farmincone in a previous election,
or revoke a previous election, wthout the consent of the
Conmi ssi oner .

(d) Calculation of section 1 tax--(1) In general. The

section 1 tax for the election year is determ ned by allocating
el ected farmincone to the base years only after all other

adj ustnents and determ nati ons have been nade. For exanple, any
net operating loss (NOL) carryover or net capital |oss carryover
Is applied to an el ection year before allocating elected farm

i ncome to the base years. Simlarly, the determ nation of

whet her there is a net section 1231 gain or loss in the election
year and the determ nation of the character of the section 1231
itenms are nmade before allocating elected farmincone to the base
years. The allocation of elected farmincone to the base years
does not affect any determi nation (other than the cal cul ati on of
the section 1 tax attributable to the elected farmincone) with
respect to the election year or the base years. Thus, for
exanple, in applying the section 68 overall limtation on

Item zed deductions to the el ection year, adjusted gross incone
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for the election year includes any elected farmincone all ocated
to the base years. Simlarly, the section 68 limtation for a
base year is not reconputed to take into account any allocation
of elected farminconme to such base year. The cal cul ation of the
section 1 tax on elected farmincone allocated to a base year is
made wi thout any additional adjustnents or determnations with
respect to such year. For exanple, if a base year had a
partially used capital |oss, the remaining capital |oss may not
be applied to reduce the elected farmincone allocated to such
year. Simlarly, if a base year had a partially used credit, the
remaining credit may not applied to reduce the section 1 tax
attributable to the elected farmincone allocated to such year.

(2) Base year was previously an el ection year or another

base year. |If a base year for a current farminconme averaging
el ection was previously an el ection year for another farmincone
averagi ng el ection, the base year’s section 1 tax is determ ned
after reducing the base year’s taxable incone by the elected farm
i ncome for that prior election year. |If a base year for a
current farmincone averaging el ection was previously a base year
for another farmincone averagi ng el ection, the base year’s
section 1 tax is determ ned after increasing the base year’s
taxabl e incone by the elected farminconme allocated to that year
by that prior election.

(3) Exanple. The rules of paragraph (d)(2) of this section
are illustrated by the foll ow ng exanpl e:

Exanple. (i) In each of years 1996, 1997 and 1998, T had
t axabl e i ncone of $20,000. 1In 1999, T had taxable inconme of
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$30, 000 (prior to any farmincone averagi ng el ection) and

el ectible farmincome of $10,000. T nakes a farmincone
averagi ng election with respect to $9,000 of his electible farm
income for 1999. Thus, $3,000 of elected farminconme is allocated
to each of years 1996, 1997 and 1998. T's 1999 tax liability is
the sum of - -

(A) The section 1 tax on $21,000 (1999 taxable incone m nus
el ected farmincone); plus

(B) For each of years 1996, 1997, and 1998, the section 1
tax on $23,000 minus the section 1 tax on $20,000 (the increase
In section 1 tax attributable to the elected farmincone
al l ocated to such year).

(ii) I'n 2000, T has taxable income of $50,000 and el ectible
farmincome of $12,000. T nmakes a farminconme averagi ng el ection
with respect to all $12,000 of his electible farmincone for
2000. Thus, $4,000 of elected farminconme is allocated to each
of years 1997, 1998 and 1999. T's 2000 tax liability is the sum
of - -

(A) The section 1 tax on $38,000 (2000 taxable inconme nnus
el ected farmincone); plus

(B) For each of years 1997 and 1998, the section 1 tax on
$27,000 minus the section 1 tax on $23,000 (the increase in
section 1 tax attributable to the elected farmincone all ocated
to such years after increasing such years’ taxable incone by the
el ected incone allocated to such year by the 1999 farm i ncone
averagi ng el ection); plus

(O For year 1999, the section 1 tax on $25,000 m nus the
section 1 tax on $21,000 (the increase in section 1 tax
attributable to the elected farmincone allocated to such year
after reduci ng such year’s taxable incone by the 1999 el ected
farmincone).

(e) Electible farmincone--(1) ldentification of itens

attributable to a farm ng business--(i) In general. Farmincone

I ncludes itens of incone, deduction, gain, and |loss attributable
to the individual’s farm ng business. Farmlosses include a NOL
carryover or carryback, or a net capital |oss carryover, to an

el ection year that is attributable to a farm ng business. |ncone,

gain or loss fromthe sale of devel opnent rights, grazing rights,
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and other simlar rights is not treated as attributable to a
farm ng business. Farmincone does not include wages.

(ii1) Gain or loss on sale or other disposition of property

--(A) Ln general. @Gain or loss fromthe sale or other

di sposition of property (other than |and, but including a
structure affixed to the land) that was regularly used in the

I ndi vidual s farm ng business for a substantial period of tine is
treated as attributable to a farm ng busi ness. Wether property
was regularly used for a substantial period of tine depends on
all of the facts and circunstances.

(B) Cessation of a farm ng business. |If gain or |oss

described in paragraph (e)(1)(ii)(A) of this section is realized
after cessation of a farm ng business, such gain or loss is
treated as attributable to a farm ng business if the property is
sold wthin a reasonable tine after cessation of the farmng

busi ness. A sale or other disposition within one year of
cessation of the farm ng business is presuned to be within a
reasonable tinme. Wether a sale or other disposition that occurs
nore than one year after cessation of the farm ng business is

Wi thin a reasonable tine depends on all of the facts and

ci rcunst ances.

(2) Determ nation of anmpunt that nmay be el ected farmincone

--(1)_Electible farmincone. The maxi nrum anount of incone that
an individual may elect to average (electible farmincone) is the
sum of any farmincone and gain mnus any farm deductions or

| osses (including |oss carryovers and carrybacks) that are
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al l owed as a deduction in conputing the individual’ s taxable
I ncome. However, electible farmincone may not exceed taxable
income. In addition, electible farmincome fromnet capital gain
attributable to a farm ng busi ness cannot exceed total net
capital gain. An individual who has both ordinary and net
capital gain farmincome may elect (up to electible farmincone)
any conbi nati on of such ordinary and net capital gain farm
I ncone.

(i1) Exanples. The rules of paragraph (e)(2)(i) of this
section are illustrated by the foll ow ng exanpl es:

Exanple 1. A has farm gross receipts of $200,000 and farm
ordi nary deductions of $50,000. A s taxable incone is $150, 000
(%200, 000- $50,000). A's electible farmincone is $150, 000, al
of which is ordinary incone.

Exanple 2. B has ordinary farmincone of $200,000 and
nonfarm | osses of $50,000. B's taxable incone is $150, 000
(%200, 000- $50,000). B's electible farmincone is $150, 000, al
of which is ordinary incone.

Exanple 3. C has a farmcapital gain of $50,000 and a
nonfarm capital |oss of $40,000. C also has ordinary farmincone
of $60, 000. C has taxable income of $70, 000 ($50, 000-
$40, 000+$60,000). C's electible farmincone is $70,000. C can
el ect up to $10,000 of farmcapital gain and up to $60, 000 of
farm ordi nary i ncone.

Exanple 4. D has a nonfarm capital gain of $40,000 and a
farmcapital |oss of $30,000. D also has ordinary farminconme of
$100, 000. D has taxable incone of $110, 000 ($40, 000-
$30, 000+$100,000). D's electible farmincone is $100, 000
ordinary farmincone m nus $30,000 farmcapital |oss, or $70, 000,
all of which is ordinary incone.

Exanple 5. E has a nonfarm capital gain of $20,000 and a
farmcapital |oss of $30,000. E also has ordinary farminconme of
$100, 000. E has taxable incone of $97,000 (%$20,000-$23, 000
+$100,000). E has a farmcapital |oss carryover of $7,000
($30, 000- $23, 000 al l owed as a deduction). FE s electible farm
income is $100,000 ordinary farmincone m nus $23,000 farm
capital loss, or $77,000, all of which is ordinary incone.
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(f) Mscellaneous rules--(1) Short taxable year--(i) In

general. |If a base year or an election year is a short taxable
year, the rules of section 443 and the regul ati ons t hereunder
apply for purposes of calculating the section 1 tax.

(i1) Base year is a short taxable year. |If a base year is a

short taxable year, the increase in section 1 tax attributable to
the elected farmincone allocated to such year is determ ned
after the taxable income for such year has been annuali zed.

(iii1) Election year is a short taxable year. |[If an election

year is a short taxable year, any elected farmincone is first
annual i zed before being allocated to the base years. The

i ncrease in section 1 tax attributable to the elected farmincone
allocated to the base years is the sane part of the tax conputed
on an annual basis as the nunber of nonths in the short election
year is of 12 nonths.

(2) Changes in filing status. An individual is not

prohibited frommking a farmincone averagi ng el ection solely
because the individual’s filing status is not the sane in an

el ection year and the base years. For exanple, an individual who
files married filing jointly in the election year, but filed as
single in all of the base years, may still elect to average farm

i ncone.

(3) Enploynent tax. A farmincone averaging el ection has no
effect in determ ning the anobunt of wages for purposes of the
Federal | nsurance Contributions Act (FICA), the Federal

Unenpl oynment Tax Act (FUTA), and the Collection of Incone Tax at
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Source on Wages (Federal incone tax w thhol ding), or the anount
of net earnings fromself-enploynent for purposes of the
Sel f - Enpl oynent Contri butions Act (SECA).

(4) Alternative mninmumtax. A farmincone averagi ng

el ection does not apply for purposes of determ ning the section
55 alternative mninmnumtax in the election year or any base year
However, an election wll apply for purposes of determ ning the
regul ar tax under sections 53(c) and 55(c).

(5) Unearned incone of mnor child. 1In an election year, if

a mnor child s investnent inconme is taxable under section 1(Q)
and a parent nmakes a farmincone averaging election, the tax rate
used for purposes of applying section 1(g) is the rate determ ned
after application of the election. Wth respect to a base year,
however, the tax on a minor child s investnent incone is not
affected by a farmincone averagi ng el ection.

(g) Effective date. The rules of this section apply to

taxabl e years ending on or after the date of publication of the
Treasury deci sion adopting these rules as final regulations in

t he Federal Register.

Acting Deputy Comm ssioner of |Internal Revenue

John M Dal rynmpl e



