
as a practical matter, the transaction is
structured so that X is never subject to
FM’s credit. 

The conclusion that X is insulated from
any significant economic consequence of
the Headlease residual is further supported
by several factors indicating that the par-
ties expect FM to exercise the fixed-pay-
ment option.  First, FM has historically
used the property.  Second, because the
fixed payment obligation is fully defeased,
FM need not draw on other sources of
capital to exercise the option.  However, if
FM does not exercise the fixed payment
option and X exercises the put renewal op-
tion, FM would be required to draw on
other sources of capital to satisfy its put
renewal rental obligations.

In sum, the LILO transaction lacks the
potential for significant economic conse-
quences other than the creation of tax
benefits.  During the primary term of the
Sublease, X’s obligations to provide prop-
erty are completely offset by its right to
use property.  X’s obligations to make
debt service payments on the loans are
completely offset by X’s right to receive
rent on the Sublease.  These cash flows
are further assured by the deposit arrange-
ments with the affiliates of BK1 and BK2.
Finally, X’s economic exposure to the
Headlease residual is rendered insignifi-
cant by the option structure and the
pledge of the securities that defeases
FM’s option payment.  Thus, the only real
economic consequence of the LILO trans-
action during the 20-year primary term of
the Sublease is X’s pre-tax return.  This
pre-tax return is too insignificant, when
compared to X’s after-tax yield, to support
a finding that the transaction has signifi-
cant economic consequences other than
the creation of tax benefits.  

Some of the features of the LILO trans-
action discussed above are present in
transactions that the Service will respect
for federal income tax purposes.  For ex-
ample, an arrangement for “in-substance
defeasance” of an outstanding debt was
respected in Rev. Rul. 85–42, 1985–1
C.B. 36.  By contrast, in the LILO trans-
action, the deposit arrangement exists
from the inception of the transaction,
eliminating any need by BK1and BK2 for
an independent source of funds.  Simi-

larly, other features of the LILO transac-
tion, such as nonrecourse financing and
fixed-payment options, are respected in
other contexts.  However, when these and
other features are viewed as a whole in
the context of the LILO transaction, these
features indicate the transaction should
not be respected for tax purposes.

As a result of the transaction lacking
economic substance, X may not deduct in-
terest or rent paid or incurred in connec-
tion with the transaction.

The Service will scrutinize LILO trans-
actions for lack of economic substance
and/or, in appropriate cases, recharacter-
ize transactions for federal income tax
purposes based on their substance.  See,
e.g., Gregory v. Helvering293 U.S. 495
(1935), Bussing v. Commissioner,88 T.C.
449 (1987), Supplemental Opinion, 89
T.C. 1050 (1987).  Use of terms such as
“loan,” “lease,” “Headlease,” and “Sub-
lease” in this revenue ruling should not be
interpreted to indicate the Service’s ac-
ceptance of X’s characterization of the
LILO transaction described above.

HOLDING

A taxpayer may not deduct, under 
§§ 162 and 163, rent and interest paid or
incurred in connection with a LILO trans-
action that lacks economic substance.

EFFECT ON OTHER DOCUMENTS

Rev. Rul. 85–42 is distinguished.

DRAFTING INFORMATION

The principal author of this revenue
ruling is John Aramburu of the Office of
Assistant Chief Counsel (Income Tax and
Accounting).  For further information re-
garding this revenue ruling contact Mr.
Aramburu on (202) 622-4960 (not a toll-
free call).

Section 163.—Interest

26 CFR 1.163–1: Interest deduction in general.

May a taxpayer deduct interest paid or incurred
in connection with a lease-in /lease-out (LILO)
transaction that lacks economic substance? See Rev.
Rul. 99–14, page 3.

Section 6601.—Interest on
Underpayment, Nonpayment, or
Extensions of Time for Payment,
of Tax

26 CFR 301.6601–1: Interest on underpayments.

How is the net interest rate of zero in section
6621(d) of the Code to be applied to interest accru-
ing before October 1, 1998, with respect to overlap-
ping tax underpayments and tax overpayments? See
Rev. Proc. 99–19, page 10.

Section 6611.—Interest on
Overpayments

26 CFR 301.6611–1: Interest on overpayments.

How is the net interest rate of zero in section
6621(d) of the Code to be applied to interest accru-
ing before October 1, 1998, with respect to overlap-
ping tax underpayments and tax overpayments? See
Rev. Proc. 99–19, page 10.

Section 6621.—Determination
of Rate of Interest

26 CFR 301.6621–1: Interest rate.

How is the net interest rate of zero in section
6621(d) of the Code to be applied to interest accru-
ing before October 1, 1998, with respect to overlap-
ping tax underpayments and tax overpayments? See
Rev. Proc. 99–19, page 10.

26 CFR 301.6621–1:  Interest rate.

Interest rates; underpayments and
overpayments.The rate of interest deter-
mined under section 6621 of the Code for
the calendar quarter beginning April 1,
1999, will be 8 percent for overpayments
(7 percent in the case of a corporation), 8
percent for underpayments, and 10 per-
cent for large corporate underpayments.
The rate of interest paid on the portion of
a corporate overpayment exceeding
$10,000 is 5.5 percent.

Rev. Rul. 99–16
Section 6621 of the Internal Revenue

Code establishes the  rates for interest on
tax overpayments and tax underpayments.
Under § 6621(a)(1), the overpayment rate
beginning April 1, 1999, is the sum of the
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federal short-term rate plus 3 percentage
points (2 percentage points in the case of
a corporation), except the rate for the por-
tion of a corporate overpayment of tax ex-
ceeding $10,000 for a taxable period is
the sum of the federal short-term rate plus
0.5 of a percentage point for interest com-
putations made after December 31, 1994.
Under § 6621(a)(2), the underpayment
rate is the sum of the federal short-term
rate plus 3 percentage points.  

Section 6621(c) provides that for pur-
poses of interest payable under § 6601 on
any large corporate underpayment, the
underpayment rate under § 6621(a)(2) is
determined by substituting “5 percentage
points” for “3 percentage points.”  See 
§ 6621(c) and § 301.6621–3 of the Regu-
lations on Procedure and Administration
for the definition of a large corporate un-
derpayment and for the rules for deter-
mining the applicable date.  Section
6621(c) and § 301.6621–3 are generally
effective for periods after December 31,
1990.

Section 6621(b)(1) provides that the
Secretary will determine the federal short-
term rate for the first month in each calen-
dar quarter.

Section 6621(b)(2)(A) provides that the
federal short-term rate determined under
§ 6621(b)(1) for any month applies during
the first calendar quarter beginning after
such month.

Section 6621(b)(2)(B) provides that in
determining the addition to tax under 
§ 6654 for failure to pay estimated tax for
any taxable year, the federal short-term
rate that applies during the third month
following such taxable year also applies
during the first 15 days of the fourth
month following such taxable year.

Section 6621(b)(3) provides that the
federal short-term rate for any month is
the federal short-term rate determined
during such month by the Secretary in ac-
cordance with § 1274(d), rounded to the
nearest full percent (or, if a multiple of
1/2 of 1 percent, the rate is increased to
the next highest full percent).

Notice 88–59, 1988–1 C.B. 546, an-
nounced that, in determining the quarterly
interest rates to be used for overpayments
and underpayments of tax under § 6621,
the Internal Revenue Service will use the
federal short-term rate based on daily
compounding because that rate is most
consistent with § 6621 which, pursuant to
§ 6622, is subject to daily compounding.

Rounded to the nearest full percent, the
federal short- term rate based on daily
compounding determined during the
month of January 1999 is 5 percent.  Ac-
cordingly, an overpayment rate of 8 per-
cent (7 percent in the case of a corpora-
tion) and an underpayment rate of 8
percent are established for the calendar
quarter beginning April 1, 1999.  The

overpayment rate for the portion of a cor-
porate overpayment exceeding $10,000
for the calendar quarter beginning April 1,
1999, is 5.5 percent.  The underpayment
rate for large corporate underpayments
for the calendar quarter beginning April 1,
1999, is 10 percent.  These rates apply to
amounts bearing interest during that cal-
endar quarter.

Under § 6621(b)(2)(B), the 7 percent
rate that applies to estimated tax underpay-
ments for the first calendar quarter in 1999,
as provided in Rev. Rul. 98–61, 1998–51
I.R.B. 8, also applies to such underpay-
ments for the first 15 days in April 1999.

Interest factors for daily compound in-
terest for annual rates of 5.5 percent, 7
percent, 8 percent, and 10 percent are
published in Tables 16, 19, 21, and 25 of
Rev. Proc. 95–17, 1995–1 C.B. 556, 570,
573, 575, and 579.  

Annual interest rates to be compounded
daily pursuant to § 6622 that apply for
prior periods are set forth in the tables ac-
companying this revenue ruling.

INFORMATION

The principal author of this revenue
ruling is Raymond Bailey of the Office of
Assistant Chief Counsel (Income Tax and
Accounting).  For further information re-
garding this revenue ruling, contact Mr.
Bailey on (202) 622-6226 (not a toll-free
call).

TABLE OF INTEREST RATES

PERIODS BEFORE JUL. 1, 1975 – PERIODS ENDING DEC. 31, 1986

OVERPAYMENTS AND UNDERPAYMENTS

In 1995–1 C.B
PERIOD RATE DAILY RATE TABLE

Before Jul. 1, 1975 6% Table 2,  pg. 557
Jul. 1, 1975—Jan. 31, 1976 9% Table 4,  pg. 559
Feb. 1, 1976—Jan. 31, 1978 7% Table 3,  pg. 558
Feb. 1, 1978—Jan. 31, 1980 6% Table 2,  pg. 557
Feb. 1, 1980—Jan. 31, 1982 12% Table 5,  pg. 560
Feb. 1, 1982—Dec. 31, 1982 20% Table 6,  pg. 560
Jan. 1, 1983—Jun. 30, 1983 16% Table 37, pg. 591
Jul. 1, 1983—Dec. 31, 1983 11% Table 27, pg. 581
Jan. 1, 1984—Jun. 30, 1984 11% Table 75, pg. 629
Jul. 1, 1984—Dec. 31, 1984 11% Table 75, pg. 629
Jan. 1, 1985—Jun. 30, 1985 13% Table 31, pg. 585
Jul. 1, 1985—Dec. 31, 1985 11% Table 27, pg. 581
Jan. 1, 1986—Jun. 30, 1986 10% Table 25  pg. 579
Jul. 1, 1986—Dec. 31, 1986 9% Table 23, pg. 577



TABLE OF INTEREST RATES

FROM JAN. 1, 1987 – Dec. 31, 1998

OVERPAYMENTS UNDERPAYMENTS

1995–1 C.B. 1995–1 C.B.
RATE TABLE PG RATE TABLE PG

Jan. 1, 1987—Mar. 31, 1987 8% 21 575 9% 23 577
Apr. 1, 1987—Jun. 30, 1987 8% 21 575 9% 23 577
Jul. 1, 1987—Sep. 30, 1987 8% 21 575 9% 23 577
Oct. 1, 1987—Dec. 31, 1987 9% 23 577 10% 25 579
Jan. 1, 1988—Mar. 31, 1988 10% 73 627 11% 75 629
Apr. 1, 1988—Jun. 30, 1988 9% 71 625 10% 73 627
Jul. 1, 1988—Sep. 30, 1988 9% 71 625 10% 73 627
Oct. 1, 1988—Dec. 31, 1988 10% 73 627 11% 75 629
Jan. 1, 1989—Mar. 31, 1989 10% 25 579 11% 27 581
Apr. 1, 1989—Jun. 30, 1989 11% 27 581 12% 29 583
Jul. 1, 1989—Sep. 30, 1989 11% 27 581 12% 29 583
Oct. 1, 1989—Dec. 31, 1989 10% 25 579 11% 27 581
Jan. 1, 1990—Mar. 31, 1990 10% 25 579 11% 27 581
Apr. 1, 1990—Jun. 30, 1990 10% 25 579 11% 27 581
Jul. 1, 1990—Sep. 30, 1990 10% 25 579 11% 27 581
Oct. 1, 1990—Dec. 31, 1990 10% 25 579 11% 27 581
Jan. 1, 1991—Mar. 31, 1991 10% 25 579 11% 27 581
Apr. 1, 1991—Jun. 30, 1991 9% 23 577 10% 25 579
Jul. 1, 1991—Sep. 30, 1991 9% 23 577 10% 25 579
Oct. 1, 1991—Dec. 31, 1991 9% 23 577 10% 25 579
Jan. 1, 1992—Mar. 31, 1992 8% 69 623 9% 71 625
Apr. 1, 1992—Jun. 30, 1992 7% 67 621 8% 69 623
Jul. 1, 1992—Sep. 30, 1992 7% 67 621 8% 69 623
Oct. 1, 1992—Dec. 31, 1992 6% 65 619 7% 67 621
Jan. 1, 1993—Mar. 31, 1993 6% 17 571 7% 19 573
Apr. 1, 1993—Jun. 30, 1993 6% 17 571 7% 19 573
Jul. 1, 1993—Sep. 30, 1993 6% 17 571 7% 19 573
Oct. 1, 1993—Dec. 31, 1993 6% 17 571 7% 19 573
Jan. 1, 1994—Mar. 31, 1994 6% 17 571 7% 19 573
Apr. 1, 1994—Jun. 30, 1994 6% 17 571 7% 19 573
Jul. 1, 1994—Sep. 30, 1994 7% 19 573 8% 21 575
Oct. 1, 1994—Dec. 31, 1994 8% 21 575 9% 23 577
Jan. 1, 1995—Mar. 31, 1995 8% 21 575 9% 23 577
Apr. 1, 1995—Jun. 30, 1995 9% 23 577 10% 25 579
Jul. 1, 1995—Sep. 30, 1995 8% 21 575 9% 23 577
Oct. 1, 1995—Dec. 31, 1995 8% 21 575 9% 23 577
Jan. 1, 1996—Mar. 31, 1996 8% 69 623 9% 71 625
Apr. 1, 1996—Jun. 30, 1996 7% 67 621 8% 69 623
Jul. 1, 1996—Sep. 30, 1996 8% 69 623 9% 71 625
Oct. 1, 1996—Dec. 31, 1996 8% 69 623 9% 71 625
Jan. 1, 1997—Mar. 31, 1997 8% 21 575 9% 23 577
Apr. 1, 1997—Jun. 30, 1997 8% 21 575 9% 23 577
Jul. 1, 1997—Sep. 30, 1997 8% 21 575 9% 23 577
Oct. 1, 1997—Dec. 31, 1997 8% 21 575 9% 23 577
Jan. 1, 1998—Mar. 31, 1998 8% 21 575 9% 23 577
Apr. 1, 1998—Jun. 30, 1998 7% 19 573 8% 21 575
Jul. 1, 1998—Sep. 30, 1998 7% 19 573 8% 21 575
Oct. 1, 1998—Dec. 31, 1998 7% 19 573 8% 21 575



TABLE OF INTEREST RATES FOR

LARGE CORPORATE UNDERPAYMENTS

FROM JANUARY 1, 1991 – PRESENT

1995–1 C.B.
RATE TABLE PG

Jan. 1, 1991—Mar. 31, 1991 13% 31 585
Apr. 1, 1991—Jun. 30, 1991 12% 29 583
Jul. 1, 1991—Sep. 30, 1991 12% 29 583
Oct. 1, 1991—Dec. 31, 1991 12% 29 583
Jan. 1, 1992—Mar. 31, 1992 11% 75 629
Apr. 1, 1992—Jun. 30, 1992 10% 73 627
Jul. 1, 1992—Sep. 30, 1992 10% 73 627
Oct. 1, 1992—Dec. 31, 1992 9% 71 625
Jan. 1, 1993—Mar. 31, 1993 9% 23 577
Apr. 1, 1993—Jun. 30, 1993 9% 23 577
Jul. 1, 1993—Sep. 30, 1993 9% 23 577
Oct. 1, 1993—Dec. 31, 1993 9% 23 577
Jan. 1, 1994—Mar. 31, 1994 9% 23 577
Apr. 1, 1994—Jun. 30, 1994 9% 23 577
Jul. 1, 1994—Sep. 30, 1994 10% 25 579
Oct. 1, 1994—Dec. 31, 1994 11% 27 581
Jan. 1, 1995—Mar. 31, 1995 11% 27 581
Apr. 1, 1995—Jun. 30, 1995 12% 29 583
Jul. 1, 1995—Sep. 30, 1995 11% 27 581
Oct. 1, 1995—Dec. 31, 1995 11% 27 581
Jan. 1, 1996—Mar. 31, 1996 11% 75 629
Apr. 1, 1996—Jun. 30, 1996 10% 73 627
Jul. 1, 1996—Sep. 30, 1996 11% 75 629

TABLE OF INTEREST RATES

FROM JANUARY 1, 1999 – PRESENT

NONCORPORATE OVERPAYMENTS AND UNDERPAYMENTS

1995–1 C.B.
RATE TABLE PAGE 

Jan. 1, 1999—Mar. 31, 1999 7% 19 573
Apr. 1, 1999—Jun. 30, 1999 8% 21 575

TABLE OF INTEREST RATES 

FROM JANUARY 1, 1999 – PRESENT

CORPORATE OVERPAYMENTS AND UNDERPAYMENTS

OVERPAYMENTS UNDERPAYMENTS

1995–1 C.B. 1995–1 C.B.
RATE TABLE PG RATE TABLE PG

Jan. 1, 1999—Mar. 31, 1999 6% 17 571 7% 19 573
Apr. 1, 1999—Jun. 30, 1999 7% 19 573 8% 21 575



TABLE OF INTEREST RATES FOR

LARGE CORPORATE UNDERPAYMENTS

FROM JANUARY 1, 1991 – PRESENT (Continued)

1995–1 C.B.
RATE TABLE PG

Oct. 1, 1996—Dec. 31, 1996 11% 75 629
Jan. 1, 1997—Mar. 31, 1997 11% 27 581
Apr. 1, 1997—Jun. 30, 1997 11% 27 581
Jul. 1, 1997—Sep. 30, 1997 11% 27 581
Oct. 1, 1997—Dec. 31, 1997 11% 27 581
Jan. 1, 1998—Mar. 31, 1998 11% 27 581
Apr. 1, 1998—Jun. 30, 1998 10% 25 579
Jul. 1, 1998—Sep. 30, 1998 10% 25 579
Oct. 1, 1998—Dec. 31, 1998 10% 25 579
Jan. 1, 1999—Mar. 31, 1999 9% 23 577
Apr. 1, 1999—Jun. 30, 1999 10% 25 579

TABLE OF INTEREST RATES FOR CORPORATE 
OVERPAYMENTS EXCEEDING $10,000 

FROM JANUARY 1, 1995 – PRESENT

1995–1  C.B. 
RATE TABLE PG

Jan. 1, 1995—Mar. 31, 1995 6.5% 18 572
Apr. 1, 1995—Jun. 30, 1995 7.5% 20 574
Jul. 1, 1995—Sep. 30, 1995 6.5% 18 572 
Oct. 1, 1995—Dec. 31, 1995 6.5% 18 572
Jan. 1, 1996—Mar. 31, 1996 6.5% 66 620
Apr. 1, 1996—Jun. 30, 1996 5.5% 64 618
Jul. 1, 1996—Sep. 30, 1996 6.5% 66 620
Oct. 1, 1996—Dec. 31, 1996 6.5% 66 620
Jan. 1, 1997—Mar. 31, 1997 6.5% 18 572
Apr. 1, 1997—Jun. 30, 1997 6.5% 18 572
Jul. 1, 1997—Sep. 30, 1997 6.5% 18 572
Oct. 1, 1997—Dec. 31, 1997 6.5% 18 572
Jan. 1, 1998—Mar. 31, 1998 6.5% 18 572
Apr. 1, 1998—Jun. 30, 1998 5.5% 16 570
Jul. 1. 1998—Sep. 30, 1998 5.5% 16 570
Oct. 1, 1998—Dec. 31, 1998 5.5% 16 570
Jan. 1, 1999—Mar. 31, 1999 4.5% 14 568
Apr. 1, 1999—Jun. 30, 1999 5.5% 16 570


