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Weighted Average Interest Rate
Update

Notice 2000–55

Notice 88–73 provides guidelines for
determining the weighted average inter-
est rate and the resulting permissible

range of interest rates used to calculate
current liability for the purpose of the full
funding limitation of § 412(c)(7) of the
Internal Revenue Code as amended by
the Omnibus Budget Reconciliation Act
of 1987 and as further amended by the
Uruguay Round Agreements Act, Pub. L.
103–465 (GATT).

The average yield on the 30-year
Treasury Constant Maturities for Oc-
tober 2000 is 5.83 percent.    

The following rates were deter-
mined for the plan years beginning in
the month shown below.

Part III. Administrative, Procedural, and Miscellanous

90% to 105% 90% to 110%
Weighted Permissible Permissible 

Month Year Average Range Range 

October 2000 5.95 5.35 to 6.24 5.35 to 6.54

Drafting Information

The principal author of this notice is
Todd Newman of the Employee Plans,
Tax Exempt and Government Entities Di-
vision.  For further information regarding
this notice, call the Employee Plans Actu-
arial hotline, (202) 622-6076 between
2:30 and 3:30 p.m. Eastern time (not a
toll-free number).  Mr. Newman’s number
is (202) 622-8458 (also not a toll-free
number).

Rabbi Trusts

Notice 2000–56

I.  PURPOSE

This notice provides guidance on
which entity is treated as the grantor and
owner of a grantor trust when a parent
corporation contributes its stock to a rabbi
trust for the benefit of the employees of a
subsidiary.

II.  BACKGROUND

(i)  Rabbi Trust Model 
Rev. Proc. 92–64, 1992–2 C.B. 422,

contains a model grantor trust for use in
nonqualified executive compensation
arrangements that are popularly referred
to as “rabbi trust” arrangements.  Under
that revenue procedure, the Service will
not rule on unfunded deferred compensa-
tion arrangements that use a trust other
than the model trust, except in rare and
unusual circumstances.  Section 1(d) of
the model trust document states that “Any
assets held by the Trust will be subject to
the claims of the Company’s general cred-

itors under federal and state law in the
event of Insolvency, as defined in Section
3(a) herein.”  In the case of a trust that
provides benefits to employees of a sub-
sidiary, it is the Service’s position that
Section 1(d) will not be satisfied unless
the assets held by the trust are subject to
the claims of the subsidiary’s creditors
(whether or not those assets are also sub-
ject to the claims of the parent’s credi-
tors).  In this case, it has been the Ser-
vice’s position that the subsidiary is
treated as the grantor and owner of the
rabbi trust.

(ii)  Final Regulations under Section
1032 of the Internal Revenue Code

Section 1032 states that no gain or loss
is recognized to a corporation on the re-
ceipt of money or other property in ex-
change for stock of the corporation.  Regu-
lations were recently issued under section
1032 of the Internal Revenue Code (see65
F.R. 31073 (May 16, 2000)).  Section
1.1032–3(b)(1) of these regulations pro-
vides that no gain or loss is recognized on
the disposition of the issuing corporation’s
stock by an acquiring entity if the require-
ments set forth in Reg. § 1.1032–3(c) are
met.  Section 1.1032–3(c)(2) requires,
among other things, that the acquiring en-
tity transfer the stock of the issuing corpo-
ration to another person immediately after
acquiring the stock from the issuing corpo-
ration (the “immediacy requirement”).
Under the regulations, if the requirements
of Reg. § 1.1032–3(c), including the im-
mediacy requirement, are met, the transac-
tion is treated as if, immediately before the
acquiring entity transfers the stock of the
issuing corporation, the acquiring entity

purchased the issuing corporation’s stock
from the issuing corporation for fair mar-
ket value with cash contributed to the ac-
quiring entity by the issuing corporation
(or, if necessary, through intermediate cor-
porations or partnerships).  This series of
transactions is commonly referred to as the
“cash purchase model.”  

Rabbi trust arrangements typically do
not involve an immediate transfer of stock
to employees.  In the case of a rabbi trust
arrangement in which Parent Stock is
treated for federal tax purposes as owned
by a subsidiary for a period of time before
the Parent Stock is transferred to the em-
ployees of the subsidiary, the immediacy
requirement of Reg. §1.1032–3(c)(2) will
not be satisfied when the Parent Stock is
transferred from the rabbi trust to employ-
ees of the subsidiary.  Because the cash
purchase model of those Regulations will
as a result not apply, the nonrecognition
treatment of section 1032 will be inapplic-
able in such a case, and, thus, the sub-
sidiary typically will recognize gain on the
transfer of the Parent Stock from the rabbi
trust to employees of the subsidiary.

III.  TREATMENT OF PARENT
CORPORATION AS GRANTOR OF A
RABBI TRUST

The Service and Treasury have deter-
mined that when a parent corporation
contributes Parent Stock to a rabbi trust to
assist a subsidiary in meeting the sub-
sidiary’s deferred compensation obliga-
tions to its employees or service
providers, and the Parent Stock is both
subject to the claims of the creditors of
the parent corporation and subject to the
requirement that any Parent Stock not


