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actually was withheld with respect to a $100 gross
dividend paid to D, C may reduce by $5 ((15 percent
- 10 percent) x $100) the $20 withholding obligation
on its substitute payment to B.  

B makes a substitute payment of $70 to A. The
rate of withholding tax that would be applicable to a
U.S. source dividend payment made by a U.S. per-
son directly to A is less than the rate of withholding
tax that would be applicable to a U.S. source divi-
dend payment made by a U.S. person directly to B.
Accordingly, no U.S. withholding tax is imposed
under § 1.871–7(b)(2) or § 1.881–2(b)(2) on the
substitute payment received by A.  However, A is
not entitled to a refund or tax credit against any
other U.S. tax liability for the additional 15-percent
tax reflected in its substitute payment from B over
the amount to which A would have been subject had
A received a dividend directly from USCo.

Alternatively, USCo could have withheld 30 per-
cent from the dividend payment made to D, thereby
satisfying C’s withholding obligation under §
1.1441–7.

SECTION 6.  EFFECTIVE DATE OF
REGULATIONS

The provisions of this Notice are ef-
fective for purposes of applying the final
regulations as of November 14, 1997, the
effective date of those regulations.  Be-
cause some withholding agents may re-
quire additional time to adjust their busi-
ness practices to implement the
provisions of the final regulations and
this Notice, a withholding agent can
elect to defer the application of the final
regulations, other than Treas. Reg. §
1.864–5(b)(2)(ii), and this Notice until
January 1, 1998.  A withholding agent
makes such an election by attaching a
statement to such effect to a timely filed
tax return (Form 1042) for the period
that includes November 14, 1997, or if
no such return is otherwise required for
the period including that date, on a
timely filed return (Form 1042) for the
period that includes January 1, 1998.
Withholding agents making this election
must apply the provisions of the final
regulations and this Notice for substitute
payments made after December 31,
1997. 

SECTION 7.  REQUEST FOR
COMMENTS

Treasury and the Service invite
comments on the guidance provided
by this Notice.  Written comments should
be submitted by January 12, 1998,
to the Internal Revenue Service, P.O.
Box 7604 Ben Franklin Station, Atten-

tion: CC:CORP:T:R: (Notice 97-66)
Room 5228, Washington, DC 20044.  Al-
ternatively, comments may be
submitted via the internet at:
http://www.irs.ustreas.gov/prod/tax_regs/
comments.html. The comments submitted
will be available for public inspection and
copying. 

SECTION 8.  PAPERWORK
REDUCTION ACT

The collections of information con-
tained in this Notice have been reviewed
and approved by the Office of Manage-
ment and Budget in accordance with the
Paperwork Reduction Act (44 U.S.C.
3507) under control number 1545–1566.

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
control number.

The collections of information con-
tained in this Notice are in Sections 2 and
6.   The information is required to qualify
substitute interest payments as portfolio
interest and to defer, on election by the
taxpayer, the effective date of this Notice
and the final securities lending regula-
tions (T.D. 8735, 62 FR 53498) for substi-
tute payments made after December 31,
1997. The information will be used for
the same purpose described in the preced-
ing sentence.  The collections of informa-
tion are required to obtain a benefit.  The
likely respondents are businesses or other
for-profit institutions.

The estimated total annual reporting
and/or recordkeeping burden is 61,750
hours.

The estimated annual burden per re-
spondent/recordkeeper varies from 1
minute to 15 minutes, depending on indi-
vidual circumstances, with an estimated
average of 10 minutes.  The estimated
number of respondents and/or record-
keepers is 377,500.

The estimated frequency of responses
(used for reporting requirements only) is
once.

Books or records relating to a collec-
tion of information must be retained as
long as their contents may become mater-
ial in the administration of any internal
revenue law.  Generally tax returns and
tax return information are confidential, as
required by 26 U.S.C. 6103.

SECTION 9. CONTACT
INFORMATION

The principal author of this Notice is
Paul Epstein of the Office of the Associ-
ate Chief Counsel (International) within
the Office of Chief Counsel, Internal Rev-
enue Service, 1111 Constitution Avenue,
NW, Washington, DC 20224.  For further
information regarding this Notice contact
Milton Cahn or Paul Epstein at 202-622-
3870 (not a toll-free call).

Grace Period Interest

Notice 97–67
Many credit card agreements provide

for a grace period during which the credit
card issuer does not charge interest for a
billing cycle if the credit card holder pays
off its account balance by a specified date.
Under section 1004 of the Taxpayer Relief
Act of 1997 (the “Act”), Pub. L. No.
105–34, 111 Stat. 788, 911, if a taxpayer
holds a pool of credit card receivables, the
taxpayer must accrue interest and original
issue discount on the receivables based on
a reasonable assumption regarding the
timing of the payments by the obligors of
the receivables in the pool.  Thus, the tax-
payer is not permitted to assume that all of
its credit card holders will pay their bal-
ances by the date specified in the grace pe-
riod provision of the credit card agreement
and, based on this assumption, defer the
inclusion of grace period interest.  Section
1004 of the Act is effective for taxable
years beginning after August 5, 1997.  The
Internal Revenue Service will issue guid-
ance that provides the procedures for a
taxpayer to automatically change its
method of accounting to comply with sec-
tion 1004 for the taxpayer’s first taxable
year beginning after August 5, 1997.

The Service will process requests by
taxpayers to change their methods of ac-
counting for grace period interest that
were pending with the Service on August
4, 1997.  For any requests filed on or
after August 5, 1997 (the date of enact-
ment of the Act), the Service will exer-
cise its discretion to deny requests to
change to a method of accounting for
grace period interest other than the
method required by section 1004 of the
Act.  See § 446(e) of the Internal Rev-
enue Code.  See also H.R. Conf. Rep. No.
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220, 105th Cong., 1st Sess. 523 (1997);
H.R. Rep. No. 148, 105th Cong., 1st
Sess. 457 (1997). 

For further information about this no-
tice, contact William E. Blanchard of the
Office of Assistant Chief Counsel (Finan-
cial Institutions and Products) at (202)
622-3950, or Wendy MacDonald of the
Office of Assistant Chief Counsel (In-
come Tax and Accounting), at (202) 622-
6299 (not toll-free numbers).

Guidance on Making Payments
for Charitable Remainder Trusts

Notice 97–68
This notice informs taxpayers that the

rules in §§ 1.664–2(a)(1)(i) and
1.664–3(a)(1)(i)(e) of the proposed In-
come Tax Regulations, published in a No-
tice of Proposed Rulemaking on April 18,
1997 (62 Fed. Reg. 19072), will not be ef-
fective for certain charitable remainder
trusts (CRTs) for the 1997 taxable year.

BACKGROUND

Generally, a CRT is a trust that pro-
vides for a specified distribution at least
annually over a specified period to one or
more noncharitable beneficiaries and
holds an irrevocable remainder interest in
the trust for a charitable organization.
Section 664 of the Internal Revenue Code
provides for two types of CRTs: a charita-
ble remainder annuity trust (CRAT) and a
charitable remainder unitrust (CRUT).  A
CRAT pays a fixed annuity amount at
least annually to the noncharitable benefi-
ciary or beneficiaries.  A CRUT pays a
fixed percentage of the fair market value
of the assets held by the trust as of the an-
nual valuation date (the unitrust amount)
at least annually to the noncharitable ben-
eficiary or beneficiaries.

Section 664(d) provides that to qualify
as a CRT, the trust must pay the annuity
or unitrust amount at least annually to the
noncharitable beneficiaries.  As an admin-
istrative convenience, §§ 1.664–2(a)(1)
and 1.664–3(a)(1) of the Income Tax Reg-
ulations have allowed CRTs to pay the an-
nuity or unitrust amount within a reason-
able time after the close of the tax year in
which it is due without the timing of the
payment causing the trust to fail to func-
tion exclusively as a CRT.  

PROPOSED REGULATIONS
REGARDING PAYING ANNUITY
OR UNITRUST AMOUNT

The proposed amendments to
§§ 1.664–2(a)(1)(i) and 1.664–3(a)-
(1)(i)(e) of the proposed regulations (the
proposed timing amendments) would re-
quire a CRT to pay the annuity amount or
the unitrust amount under the fixed per-
centage method of § 664(d)(2) by the
close of the tax year in which the payment
is due in order to function exclusively as a
CRT.  Under the effective date in the pro-
posed regulations, once final, the pro-
posed timing amendments would apply to
taxable years ending after April 18, 1997,
the date the proposed regulations were
published in the Federal Register.  

The Service and Treasury issued the
proposed timing amendments in response
to abuses associated with the use of accel-
erated CRTs described in Notice 94–78,
1994–2 C.B. 555.  Taxpayers using accel-
erated CRTs characterize the payment of
the annuity or unitrust amount as a distri-
bution of trust corpus that is not subject to
tax by delaying the required payment
until after the end of the tax year in which
it is due.

Since publishing the proposed regula-
tions, the Service and Treasury have re-
ceived a significant number of comments
expressing concern that the proposed
timing amendments will place a signifi-
cant burden on many trusts that are not
engaging in abuses.  Some commentators
observed that for many CRTs the charac-
ter of the annuity or unitrust amount is
not affected by the time at which the pay-
ment is made.  Because these trusts have
accumulated sufficient income in the or-
dinary, capital gains, and other income
categories of § 664(b)(1), (2), and (3), no
portion of the annuity or unitrust amount
distributed will be characterized as trust
corpus under § 664(b)(4) irrespective of
whether the amount is paid before or
after the close of the tax year for which it
is due.  The commentators add that being
required to pay the annuity or unitrust
amount by the close of the calendar year
would create a hardship if the trustee is
relying on end-of-the-year dividends and
similar income, which may not arrive
until January of the following year, to
make the annuity or unitrust payment.
The commentators also argue that the

proposed timing amendments would cre-
ate a hardship for trustees of CRUTs that
have a December 31 valuation date be-
cause such a trustee would be forced to
value the assets in the trust and make a
payment of the unitrust amount after the
close of business and before midnight on
that date. 

In light of the enactment of the Tax-
payer Relief Act of 1997 (the Act) on Au-
gust 5, 1997, other commentators have ar-
gued that the proposed timing
amendments are no longer necessary to
stop the abuses created by accelerated
CRTs.  The Act amended the definition of
a CRT to include a maximum allowable
percentage of 50 percent for calculating
the annuity amount or unitrust amount
and a minimum 10 percent present value
for the charitable remainder interest.  Tax-
payer Relief Act of 1997, Pub. L. No.
105–34, § 1089, 111 Stat. 960, 961.  We
note that the Senate Finance Committee
explicitly stated that it did not intend for
the Act to “limit or alter the validity of the
regulations proposed by the Treasury De-
partment on April 18, 1997, or the Trea-
sury Department’s authority to address
this or other abuses of the rules governing
the taxation of charitable remainder trusts
or their beneficiaries.”  S. Rep. No. 33,
105th Cong., 1st Sess. 201 (1997).

Several commentators have asked for
relief from the  effective date for the pro-
posed timing amendments while their
comments are considered and before the
regulations are finalized.

APPLICATION OF PROPOSED
TIMING AMENDMENTS

The Service and Treasury recognize
that complying with the proposed timing
amendments in 1997 may create an un-
necessary burden on those trusts for
which the potential for abuse is minimal.
Therefore, when the proposed regulations
are adopted as final regulations under a
Treasury Decision, the Service and Trea-
sury intend to provide that for the taxable
year 1997 a CRT created before January
1, 1998, will not be made subject to the
rules stated in §§ 1.664–2(a)(1)(i) and
1.664–3(a)(1)(i)(e) of the proposed regu-
lations if in 1997 the trust is:

(1) A CRAT under which the sum cer-
tain to be paid each year to one or more
persons is 15 percent or less of the initial


