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for the “farming exception” to the uni-
form capitalization rules under § 263A of
the Internal Revenue Code.  In recent
weeks, the Internal Revenue Service has
received numerous form letters from
nursery growers expressing concern that
they would no longer be eligible for the
farming exception as a result of the pro-
posed regulations.  However, as Service
and Treasury officials stated at a Novem-
ber 19, 1997, public hearing, these pro-
posed regulations did not change who is
eligible for the farming exception.

Under § 263A(d), enacted by the Tax
Reform Act of 1986, the farming excep-
tion to the uniform capitalization rules is
available for certain plants “produced”
(e.g., grown) in a farming business.  Thus,
the regulations permit nursery growers
using the farming exception to deduct the
costs of seeds and young plants purchased
for further development and cultivation
prior to sale, as well as the costs of grow-
ing the plants.  Under the regulations,
nursery growers using the farming excep-
tion are permitted to deduct these costs
even if the plants are partly grown by an-
other person or are grown by the nursery
in temporary containers.  Because the
statutory exception only applies to the
costs of plants “produced” in a farming
business, the exception cannot be used for
costs incurred by a taxpayer in activities
in which the taxpayer does not grow

Employee Plans Compliance
Programs

Announcement 97–121

The Office of the Assistant Commis-
sioner, Employee Plans and Exempt Or-
ganizations of the Internal Revenue Ser-
vice (Service) has established and is
committed to the enhancement of a num-
ber of programs to enable sponsors of
qualified retirement plans and tax-shel-
tered arrangements to maintain the tax-fa-
vored status of these plans without risking
the tax consequences of plan disqualifica-
tion.  In addition to the Closing Agree-
ment Program (CAP), for plans under ex-
amination, there is the Administrative
Policy Regarding Self-Correction
(APRSC), the Standardized (SVP) and
regular Voluntary Compliance Resolution
(VCR) Programs, the Tax Sheltered An-
nuity Voluntary Compliance (TVC) Pro-
gram, and the Voluntary Closing Agree-
ment Program (Walk-in CAP).

APRSC is the self-correction program
that encourages employers to monitor
their plans and correct any operational de-
fect or violation they find as soon as pos-

sible.  Under APRSC, if defects are dis-
covered and corrected within a short time
following the year of the qualification
error, there is no need to contact the Ser-
vice, no compliance fee and no tax sanc-
tion with respect to the error.  APRSC, as
published in January 1997, allows plan
sponsors one year to correct defects with-
out penalty.  Based on our experience to
date with this well-received and increas-
ingly used program, the Service is extend-
ing the self-correction period from one to
two years following the year in which the
operational violation occurs.  As we con-
tinue to gain experience, we anticipate
that this program will continue to evolve
in order to best facilitate compliance.  

The Service is about to issue a field di-
rective that will provide additional insight
on the self-correction program and clarify
certain issues including, for example, tim-
ing for correction.  In addition, in early
1998, the Service will publish a consoli-
dated guide to the compliance programs
for plan sponsors and their advisors.
Since all of these programs operate out of
each of the EP/EO Key District Offices as
well as Employee Plans Division in Wash-
ington, communication to achieve consis-
tency and coordination in the programs is
essential.  The following information
about how to contact the appropriate of-
fice for information and assistance will be
included in the consolidated guide. 
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EP/EO Division Review Staff

10 Metro Tech Center 
625 Fulton St.
Brooklyn, NY 11201
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EP/EO Division Technical Branch
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Drafting Information

The principal author of this announce-
ment is Carlton Watkins of the Employee
Plans Division.  For further information
regarding this announcement, call (202)
622-6074/622-6075 between 1:30 and
3:30 p.m. Eastern time (not a toll-free
number).  Mr. Watkins’ number is (202)
622-6214 (also not a toll-free number).

Interim Guidance on Roth IRAs

Announcement 97–122
The Service is issuing two model Roth

IRA Forms, 5305–R and 5305–RA, for use
by trustees and custodians, respectively,
beginning in 1998.  In addition, the follow-
ing interim guidance is provided for proto-
type sponsors and individual contributors
to Roth IRAs established under § 408A of
the Internal Revenue Code in response to
questions from the public.

Background

Individuals are permitted to make de-
ductible and nondeductible contributions
to individual retirement accounts and an-
nuities described in § 408(a) or (b), re-
spectively (Traditional IRAs).

The Taxpayer Relief Act of 1997, Pub.
L. 105–34, added § 408A creating Roth
IRAs beginning in 1998.  The rules that
apply to Roth IRAs and Traditional IRAs
are generally the same, except as modi-
fied by § 408A.  A Roth IRA must be des-
ignated at the time of establishment as a
Roth IRA.  Contributions to a Roth IRA
are not deductible and qualified distribu-
tions are not includible in gross income.

Interim Guidance

s Model forms.—New Form 5305–R,
Roth Individual Retirement Trust Ac-
count, and Form 5305–RA, Roth Individ-
ual Retirement Custodial Account, will
serve as Service-approved model forms
for use by financial institutions to offer
Roth IRAs to their customers.  These
forms can be downloaded from the IRS
homepage at www.irs.ustreas.gov.

s Separate trusts.—Contributions to a
Roth IRA must be maintained as a separate
trust, custodial account or annuity from
contributions to a Traditional IRA.  Sepa-
rate accounting within a single trust, custo-
dial account or annuity is not permitted.

s Opinion letters.—The Service is not
presently accepting submissions for opin-
ion letters on prototype Roth IRAs, but
will issue procedures in the future for re-
questing such opinion letters.

s Combined documents.—The Service
will permit a prototype sponsor to com-
bine a Roth IRA and a Traditional IRA in
the same document provided that (1) the
separate trust requirement, above, is satis-
fied and (2) the document, as completed
by the owner, clearly indicates whether it
is to be used as a Traditional IRA or as a
Roth IRA.  This must be done in a way
that makes clear that designation as one
type of IRA precludes its designation as
the other type of IRA.

Transitional Relief

The Service will provide transitional
relief for sponsors of Roth IRAs and their
customers that is similar to the transition
relief provided for users of documents es-
tablishing SIMPLE IRAs that had not
been pre-approved by the Service.  See

section 7.01 of Rev. Proc. 97–29, 1997–
24, I.R.B. 9.  The Simple IRA transition
relief was conditioned on the prototype
sponsors who furnished the documents
having them subsequently approved by
the Service and meeting certain other con-
ditions.  Transition relief will also be con-
ditioned on the document, or associated
written material, clearly designating the
trust, custodial account or annuity as a
Roth IRA at the time of establishment.

Technical Corrections

The House of Representatives has
passed technical corrections legislation
(H.R. 2645) affecting, among other
things, the taxability of distributions from
Roth IRAs.  The legislation, if enacted,
would be effective January 1, 1998.  In
light of this pending legislation, prototype
sponsors may wish to consider maintain-
ing, or encouraging individuals to main-
tain, qualified rollover contributions (de-
scribed in § 408A(e)) in separate Roth
IRAs from Roth IRAs containing regular
Roth IRA contributions (described in
§ 408A(c)(2)).

Paperwork Reduction Act

The collection of information con-
tained in this announcement has been re-
viewed and approved by the Office of
Management and Budget (OMB) in ac-
cordance with the Paperwork Reduction
Act (44 U.S.C. 3507) under control num-
ber 1545–1568.

An agency may not conduct or sponsor,
and a person is not required to respond to,
a collection of information unless the col-
lection of information displays a valid
OMB control number.
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