
NOTICE OF TENTATIVE RATES

This notice publishes a tentative deter-
mination of the differential earnings rate
for 2000 and of the recomputed differen-
tial earnings rate for 1999.  This notice
also publishes a tentative determination of
the rates on which the calculation of the
differential earnings rate for 2000 and the
recomputed differential earnings rate for
1999 are based.  The final determination
of these rates is expected to be published
before September 1, 2001.  

The tentative determination of the dif-
ferential earnings rate for 2000 and the

tentative determination of the recomputed
differential earnings rate for 1999 that are
published in this notice should be used by
mutual life insurance companies to calcu-
late the amount of tax liability for taxable
years beginning in 2000 (in the case of
companies that file returns before publi-
cation of the final determination of these
rates) or to calculate the amount of esti-
mated unpaid tax liability for taxable
years beginning in 2000 (in the case of
companies that are allowed an extension
of time to file returns).  Companies that
file returns before publication of the final
determination of these rates should file

amended returns after the final determina-
tion of these rates is published.  If there is
a failure to pay tax for a taxable year be-
ginning in 2000 and the failure is attribut-
able to a difference between (a) the tenta-
tive determination of the differential
earnings rate for 2000 and recomputed
differential earnings rate for 1999 and (b)
the final determination of these rates, then
any such failure through September 17,
2001, will be treated as due to reasonable
cause and will not give rise to any addi-
tion to tax under § 6651.

The tentative determination of the rates
is set forth in Table 1. 
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Tentative Determination of Rates To Be Used For Taxable Years Beginning in 2000

Differential earnings rate for 2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0         

Recomputed differential earnings rate for 1999  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0    

Imputed earnings rate for 1999  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.815 

Imputed earnings rate for 2000  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.358 

Base period stock earnings rate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.221 

Current stock earnings rate for 2000  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.960 

Stock earnings rate for 1997  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19.321

Stock earnings rate for 1998  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.836

Stock earnings rate for 1999  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.724 

Average mutual earnings rate for 1998  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.011 

Average mutual earnings rate for 1999  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.164

DRAFTING INFORMATION

The principal author of this notice is
Katherine A. Hossofsky of the Office of
the Associate Chief Counsel (Financial
Institutions and Products).  For further in-
formation regardingthis notice, contact
Ms. Hossofsky at (202) 622-3477 (not a
toll-free call).

26 CFR 601.204:  Changes in accounting periods
and in methods of accounting.
(Also Part I, sections 446, 1281; 1.446–1.)

Rev. Proc. 2001–25

SECTION 1. PURPOSE

This revenue procedure modifies sec-
tion 13.02 of the Appendix to Rev. Proc.
99–49, 1999–2 C.B. 725, 757, to allow
any bank that uses the cash receipts and
disbursements method of accounting

(cash method) to change automatically its
method of accounting for stated interest
on short-term loans made in the ordinary
course of business.

SECTION 2. BACKGROUND

.01 Rev. Proc. 99–49 provides the pro-
cedures by which a taxpayer may obtain
automatic consent to change a method of
accounting described in the Appendix to
Rev. Proc. 99–49.  Under section 13.02 of
the Appendix to Rev. Proc. 99–49, a cash
method bank in the Eighth Circuit can au-
tomatically change its method of account-
ing for stated interest on short-term loans
made in the ordinary course of business
from an accrual method under § 1281 of
the Internal Revenue Code to the cash re-
ceipts and disbursements method of ac-
counting.  In Security Bank Minnesota v.
Commissioner, 994 F.2d 432 (8th Cir.
1993), aff ’g 98 T.C. 33 (1992), the U.S.
Circuit Court of Appeals for the Eighth

Circuit held that § 1281 does not require a
cash method bank to include in gross in-
come stated interest on short-term loans
made in the ordinary course of business as
that interest accrues.  Because the Internal
Revenue Service was litigating the § 1281
issue in other circuits, section 13.02 of the
Appendix was limited to cash method
banks in the Eighth Circuit.

.02 In Security State Bank v. Commis-
sioner, 214 F.3d 1254 (10th Cir. 2000),
aff ’g 111 T.C. 210 (1998), acq., 2001–5
I.R.B., and U.S. Bancorp v. Commis-
sioner, T.C.M. 1998–381, the courts simi-
larly held that § 1281 does not require a
cash method bank to include in gross in-
come stated interest on short-term loans
made in the ordinary course of business as
that interest accrues.  In light of the deci-
sions in Security Bank Minnesota, Secu-
rity State Bank, and U.S. Bancorp, the
Service will no longer litigate the § 1281
issue in the context of short-term loans



made in the ordinary course of a cash
method bank’s business.  Accordingly,
section 13.02 of the Appendix to Rev.
Proc. 99–49 is modified to apply to all
cash method banks.

SECTION 3. APPLICATION

Section 13.02 of the Appendix to Rev.
Proc. 99–49 is modified to read as fol-
lows:

.02 Stated interest on short-term loans
of cash method banks.

(1) Description of change and scope.
(a) Applicability.  This change ap-

plies to a bank that uses the cash receipts
and disbursements method of accounting
as its overall accounting method and that
wants to change its method of accounting
from accruing stated interest on short-
term loans made in the ordinary course of
business to using the cash method for that
interest.  For example, see Security State
Bank v. Commissioner, 214 F.3d 1254
(10th Cir. 2000), aff ’g 111 T.C. 210
(1998), acq., 2001–5 I.R.B., and Security
Bank Minnesota v. Commissioner, 994
F.2d 432 (8th Cir. 1993), aff ’g 98 T.C. 33
(1992), in which the courts held that 
§ 1281 does not apply to short-term loans
made by a cash method bank in the ordi-
nary course of its business.

(b) Scope limitations inapplicable.
A taxpayer that wants to make this change

is not subject to the scope limitations in
section 4.02 of this revenue procedure.
However, if the taxpayer is under exami-
nation, before an appeals office, or before
a federal court, the taxpayer must provide
a copy of the application to the examining
agent(s), appeals officer, or counsel for
the government, as appropriate, at the
same time that it files the copy of the ap-
plication with the national office.  The ap-
plication must contain the name(s) and
telephone number(s) of the examining
agent(s), appeals officer, or counsel for
the government, as appropriate.

(2) Change for prior taxable years.
A taxpayer is permitted to make the
change in accounting method described in
section 13.02(1)(a) of this Appendix for
any taxable year ending before December
31, 2000, provided the year is not barred
by the statute of limitations, there is no
closed taxable year after the year of
change, and the taxpayer complies with
the following requirements:

(a) the taxpayer must attach a
completed Form 3115 to an amended re-
turn for the year of change, and must file,
on or before December 31, 2001, that
amended return and amended returns for
all subsequent affected taxable years, if
any; and

(b) the taxpayer must file a copy
of the Form 3115 with the national office

no later than when the original Form 3115
is filed with the amended return.

(3) Section 481(a) adjustment
period.  A taxpayer making this change
must take the entire § 481(a) adjustment
into account in computing taxable income
for the year of change.

SECTION 4. EFFECT ON OTHER
DOCUMENTS

Rev. Proc. 99–49 is modified.

SECTION 5. EFFECTIVE DATE

This revenue procedure is effective on
February 20, 2001.

DRAFTING INFORMATION

The principal author of this revenue
procedure is William E. Blanchard of the
Office of the Associate Chief Counsel (Fi-
nancial Institutions and Products).  For
further information regarding this revenue
procedure, contact either Mr. Blanchard
or Marsha A. Sabin of the Office of the
Associate Chief Counsel (Financial Insti-
tutions and Products) at (202) 622–3950
(not a toll-free call).
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lar reopening is a qualified reopening, debt
instruments issued in prior qualified re-
openings are treated as original debt instru-
ments and debt instruments issued in the
particular reopening are not so treated.  

(ii) Additional debt instruments.  Addi-
tional debt instruments are debt instru-
ments that, without the application of this
paragraph (k)—

(A) Are part of a single issue of debt in-
struments;

(B) Are not part of the same issue as the
original debt instruments; and

(C) Have terms that are in all respects
identical to the terms of the original debt
instruments as of the reopening date.

(iii) Reopening date.  The reopening
date is the issue date of the additional debt
instruments (determined without the ap-
plication of this paragraph (k)).

(iv) Announcement date.  The an-
nouncement date is the later of seven days
before the date on which the price of the
additional debt instruments is established
or the date on which the issuer’s intent to
reopen a security is publicly announced
through one or more media, including an
announcement reported on the standard
electronic news services used by security
broker-dealers (for example, Reuters, Tel-
erate, or Bloomberg).

(3) Qualified reopening—(i)
Definition.  A qualified reopening is a re-
opening of original debt instruments that
is described in paragraph (k)(3)(ii) or (iii)
of this section.  In addition, see paragraph
(d)(2) of this section to determine if a re-
opening of Treasury securities is a quali-
fied reopening.

(ii) Reopening within six months.  A re-
opening is described in this paragraph
(k)(3)(ii) if—

(A) The original debt instruments are
publicly traded (within the meaning of
§1.1273–2(f));

(B) The reopening date of the addi-
tional debt instruments is not more than
six months after the issue date of the orig-
inal debt instruments; and 

(C) On the date on which the price of
the additional debt instruments is estab-
lished (or, if earlier, the announcement
date), the yield of the original debt instru-
ments (based on their fair market value) is
not more than 110 percent of the yield of
the original debt instruments on their
issue date (or, if the original debt instru-
ments were issued with no more than a de
minimisamount of OID, the coupon rate).

(iii) Reopening with de minimis OID.
A reopening (including a reopening of
Treasury securities) is described in this
paragraph (k)(3)(iii) if—

(A) The original debt instruments are
publicly traded (within the meaning of
§1.1273–2(f)); and

(B) The additional debt instruments are
issued with no more than a de minimis
amount of OID (determined without the
application of this paragraph (k)).

(iv) Exceptions.  This paragraph (k)(3)
does not apply to a reopening of tax-ex-
empt obligations (as defined in section
1275(a)(3)) or contingent payment debt
instruments (within the meaning of
§1.1275–4).

(4) Issuer’s treatment of a qualified re-
opening.  See §1.163–7(e) for the issuer’s
treatment of the debt instruments that are
part of a qualified reopening.

(5) Effective date.  This paragraph (k)
applies to debt instruments that are part of
a reopening where the reopening date is
on or after March 13, 2001.

§1.1275–2T [Removed]

Par. 6.  Section 1.1275–2T is removed.
Par. 7.  In §1.1275–7, paragraph (g) is

added to read as follows:

§1.1275–7  Inflation-indexed debt
instruments.

* * * * *
(g) Reopenings.  For rules concerning a

reopening of Treasury Inflation-Indexed
Securities, see paragraphs (d)(2) and
(k)(3)(iii) of §1.1275–2.
* * * * *  

Robert E. Wenzel, 
Deputy Commissioner 

of Internal Revenue.

Approved December 29, 2000.

Jonathan Talisman,
Assistant Secretary of the Treasury.

(Filed by the Office of the Federal Register on January
11, 2001, 8:45 a.m., and published in the issue of the
Federal Register for January 12, 2001, 66 FR 2811)

Section 1281.—Current
Inclusion in Income of Discount
on Certain Short-Term
Obligations

The revenue procedure, which modifies section
13.02 of the Appendix to Rev. Proc. 99–49, allows
any bank that uses the cash receipts and disburse-
ments method of accounting to change automati-
cally its method of accounting for stated interest on
short-term loans made in the ordinary course of its
business. See Rev. Proc. 2001–25, page 913.
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