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transaction to which section 381(a)(2)
applies, a post-termination transition
period does not arise. (See § 1.1368–
2(d)(2) for the treatment of the
acquisition of the assets of an S
corporation by another S corporation in
a transaction to which section 381(a)(2)
applies.) The special treatment under
section 1371(e)(1) of distributions of
money by a corporation with respect to
its stock during the post-termination
transition period is available only to
those shareholders who were
shareholders in the S corporation at the
time of the termination.

(c) Determination defined. For
purposes of section 1377(b)(1) and
paragraph (a) of this section, the term
determination means—

(1) A determination as defined in
section 1313(a);

(2) A written agreement between the
corporation and the Commissioner
(including a statement acknowledging
that the corporation’s election to be an
S corporation terminated under section
1362(d)) that the corporation failed to
qualify as an S corporation;

(3) For a corporation subject to the
audit and assessment provisions of
subchapter C of chapter 63 of subtitle A
of the Code, the expiration of the period
specified in section 6226 for filing a
petition for readjustment of a final S
corporation administrative adjustment
finding that the corporation failed to
qualify as an S corporation, provided
that no petition was timely filed before
the expiration of the period; and

(4) For a corporation not subject to the
audit and assessment provisions of
subchapter C of chapter 63 of subtitle A
of the Code, the expiration of the period
for filing a petition under section 6213
for the shareholder’s taxable year for
which the Commissioner has made a
finding that the corporation failed to
qualify as an S corporation, provided
that no petition was timely filed before
the expiration of the period.

(d) Date a determination becomes
effective—(1) Determination under
section 1313(a). A determination under
paragraph (c)(1) of this section becomes
effective on the date prescribed in
section 1313 and the regulations
thereunder.

(2) Written agreement. A
determination under paragraph (c)(2) of
this section becomes effective when it is
signed by the district director having
jurisdiction over the corporation (or by
another Service official to whom
authority to sign the agreement is
delegated) and by an officer of the
corporation authorized to sign on its
behalf. Neither the request for a written
agreement nor the terms of the written

agreement suspend the running of any
statute of limitations.

(3) Implied agreement. A
determination under paragraph (c) (3) or
(4) of this section becomes effective on
the day after the date of expiration of
the period specified under section 6226
or 6213, respectively.

§ 1.1377–3 Effective date.

Sections 1.1377–1 and 1.1377–2 apply
to taxable years of an S corporation
beginning after December 31, 1996.

PART 18—TEMPORARY INCOME TAX
REGULATIONS UNDER THE
SUBCHAPTER S REVISION ACT OF
1982

Par. 5. The authority citation for part
18 continues to read as follows:

Authority: 26 U.S.C. 7805.

§ 18.1377–1 [Removed]

Par. 6. Section 18.1377–1 is removed.

PART 602—OMB CONTROL NUMBERS
UNDER THE PAPERWORK
REDUCTION ACT

Par. 7. The authority citation for part
602 continues to read as follows:

Authority: 26 U.S.C. 7805.

Par. 8. In § 602.101, paragraph (c) is
amended as follows:

1. Removing the following entry from
the table:

§ 602.101 OMB Control numbers.

* * * * *
(c) * * *

CFR part or section where
identified and described

Current OMB
control No.

* * * * *
18.1377–1 ............................... 1545–0130

* * * * *

2. Adding an entry in numerical order
to the table to read as follows:

§ 602.101 OMB Control numbers.

* * * * *
(c) * * *

CFR part of section where
identified and described

Current OMB
control No.

* * * * *
1.1377–1 ................................. 1545–1462

* * * * *

Margaret Milner Richardson,
Commissioner of Internal Revenue.

Approved: November 1, 1996.
Donald C. Lubick,
Acting Assistant Secretary of the Treasury.
[FR Doc. 96–31966 Filed 12–20–96; 8:45 am]
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Selection of Tax Matters Partner for
Limited Liability Companies

AGENCY: Internal Revenue Service (IRS),
Treasury.
ACTION: Final regulations.

SUMMARY: This document contains final
regulations giving guidance necessary
for the designation or selection of a tax
matters partner for partnerships
including limited liability companies
classified as partnerships.
DATES: These regulations are effective
December 23, 1996.

For dates of applicability of these
regulations, see § 301.6231(a)(7)–2(c).
FOR FURTHER INFORMATION CONTACT: D.
Lindsay Russell, (202) 622–3050 (not a
toll-free number).

SUPPLEMENTARY INFORMATION:

Paperwork Reduction Act
The collections of information

contained in these final regulations have
been reviewed and approved by the
Office of Management and Budget in
accordance with the Paperwork
Reduction Act (44 U.S.C. 3507) under
control number 1545–0790. Responses
to these collections of information
enable the designation, and the
termination of the designation, of a tax
matters partner for a partnership.

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

The estimated annual burden per
respondent varies from .50 hour to 1
hour, depending on individual
circumstances, with an estimated
average of .75 hour.

Comments concerning the accuracy of
this burden estimate and suggestions for
reducing this burden should be sent to
the Internal Revenue Service, Attn: IRS
Reports Clearance Officer, T:FP,
Washington, DC 20224, and to the
Office of Management and Budget, Attn:
Desk Officer for the Department of the
Treasury, Office of Information and
Regulatory Affairs, Washington, DC
20503.
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Books or records relating to this
collection of information must be
retained as long as their contents may
become material 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.

Background
Prior to the enactment of the Tax

Equity and Fiscal Responsibility Act of
1982 (TEFRA), adjustments attributable
to the tax items of a partnership were
made at the partner level. Section 402
of TEFRA added sections 6221 through
6231 to the Internal Revenue Code to
allow for consolidated administrative
and judicial proceedings to determine
the tax treatment of partnership items at
the partnership level. Under this
consolidated proceeding, the tax matters
partner of a partnership represents the
partnership before the IRS in all tax
matters for a specific taxable year.

Section 6231(a)(7) provides that the
tax matters partner of a partnership is
the general partner designated as the tax
matters partner as provided in
regulations or, if no general partner is
designated, the general partner having
the largest profits interest in the
partnership at the close of the taxable
year involved (largest-profits-interest
rule). Section 6231(a)(7) also provides
that, if no general partner is designated
and the Commissioner determines that
it is impracticable to apply the largest-
profits-interest rule, the partner selected
by the Commissioner is treated as the
tax matters partner.

On April 18, 1986, a notice of
proposed rulemaking (LR–205–82)
concerning sections 6221 through 6231
and section 6233 was published in the
Federal Register (51 FR 13231). The
notice of proposed rulemaking included
guidance concerning designating tax
matters partners. Several comments on
the proposed regulations were received,
but no public hearing was requested and
none was held. Temporary regulations
identical to the proposed regulations in
LR–205–82 were published in the
Federal Register (52 FR 6779) on March
5, 1987.

On February 29, 1988, the IRS
published Rev. Proc. 88–16 (1988–1 C.B.
691). This revenue procedure describes
circumstances under which the IRS will
determine that it is impracticable to
apply the largest-profits-interest rule
and describes the criteria the IRS will
consider in selecting a tax matters
partner for the partnership.

Since the enactment of TEFRA, all
states and several foreign jurisdictions
have enacted laws providing for the
formation of limited liability companies

(LLCs). LLCs in most jurisdictions may
be classified for Federal tax purposes
either as partnerships or associations
that are taxable as corporations. For
LLCs that are classified as partnerships
for Federal tax purposes, it is necessary
to determine the tax matters partner for
the LLC.

On October 30, 1995, a notice of
proposed rulemaking (PS–34–92)
concerning section 6231(a)(7) was
published in the Federal Register (60
FR 55228). The notice of proposed
rulemaking amended proposed
regulations to consolidate certain
guidance necessary to determine the tax
matters partner for partnerships. The
notice of proposed rulemaking also
proposed guidance concerning the
designation or selection of a tax matters
partner for limited liability companies
classified as partnerships. No public
hearing was requested or held, and no
written comments were received.

Explanation of Provisions

The regulations concerning the
designation or selection of tax matters
partners proposed by LR–205–82 and
PS–34–92 are adopted, with minor
stylistic changes, by this Treasury
decision. The corresponding temporary
regulations are removed.

Effect on Other Documents

Rev. Proc. 88–16 is obsolete as of
December 23, 1996.

Special Analyses

It has been determined that this
Treasury decision is not a significant
regulatory action as defined in EO
12866. Therefore, a regulatory
assessment is not required. It also has
been determined that section 553(b) of
the Administrative Procedure Act (5
U.S.C. chapter 5) does not apply to these
regulations, and because the notice of
proposed rulemaking preceding the
regulations was issued prior to March
29, 1996, the Regulatory Flexibility Act
(5 U.S.C. chapter 6) does not apply.

Drafting Information

The principal author of these
regulations is D. Lindsay Russell, Office
of Assistant Chief Counsel
(Passthroughs and Special Industries).
However, other personnel from the IRS
and Treasury Department participated
in their development.

List of Subjects

26 CFR Part 301

Employment taxes, Estate taxes,
Excise taxes, Gift taxes, Income taxes,
Penalties, Reporting and recordkeeping
requirements.

26 CFR Part 602
Reporting and recordkeeping

requirements.

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR parts 301 and
602 are amended as follows:

PART 301—PROCEDURE AND
ADMINISTRATION

Paragraph 1. The authority citation
for part 301 is amended by removing the
entry for Section 301.6231(a)(7)–1T and
adding entries in numerical order to
read as follows:

Authority: 26 U.S.C. 7805 * * *
Section 301.6231(a)(7)–1 also issued under

26 U.S.C. 6230 (i) and (k).
Section 301.6231(a)(7)–2 also issued under

26 U.S.C. 6230 (i) and (k). * * *

§ 301.623(a)(7)–1T [Removed]
Par. 2. Section 301.6231(a)(7)–1T is

removed.
Par. 3. Section 301.6231(a)(7)–1 is

added to read as follows:

§ 301.6231(a)(7)–1 Designation or
selection of tax matters partner.

(a) In general. A partnership may
designate a partner as its tax matters
partner for a specific taxable year only
as provided in this section. Similarly,
the designation of a partner as the tax
matters partner for a specific taxable
year may be terminated only as
provided in this section. If a partnership
does not designate a general partner as
the tax matters partner for a specific
taxable year, or if the designation is
terminated without the partnership
designating another general partner as
the tax matters partner, the tax matters
partner is the partner determined under
this section.

(b) Person who may be designated tax
matters partner—(1) General
requirement. A person may be
designated as the tax matters partner of
a partnership for a taxable year only if
that person—

(i) Was a general partner in the
partnership at some time during the
taxable year for which the designation is
made; or

(ii) Is a general partner in the
partnership as of the time the
designation is made.

(2) Limitation on designation of tax
matters partner who is not a United
States person. If any United States
person would be eligible under
paragraph (a) of this section to be
designated as the tax matters partner of
a partnership for a taxable year, no
person who is not a United States
person may be designated as the tax
matters partner of the partnership for
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that year without the consent of the
Commissioner. For the definition of
United States person, see section
7701(a)(30).

(c) Designation of tax matters partner
at time partnership return is filed. The
partnership may designate a tax matters
partner for a partnership taxable year on
the partnership return for that taxable
year in accordance with the instructions
for that form.

(d) Certification by current tax matters
partner of selection of successor. If a
partner properly designated as the tax
matters partner of a partnership for a
partnership taxable year under this
section certifies that another partner has
been selected as the tax matters partner
of the partnership for that taxable year,
that other partner is thereby designated
as the tax matters partner for that year.
The current tax matters partner shall
make the certification by filing with the
service center with which the
partnership return is filed a statement
that—

(1) Identifies the partnership, the
partner filing the statement, and the
successor tax matters partner by name,
address, and taxpayer identification
number;

(2) Specifies the partnership taxable
year to which the designation relates;

(3) Declares that the partner filing the
statement has been properly designated
as the tax matters partner of the
partnership for the partnership taxable
year and that that designation is in
effect immediately before the filing of
the statement;

(4) Certifies that the other named
partner has been selected as the tax
matters partner of the partnership for
that taxable year in accordance with the
partnership’s procedure for making that
selection; and

(5) Is signed by the partner filing the
statement.

(e) Designation by general partners
with majority interest. The partnership
may designate a tax matters partner for
a partnership taxable year at any time
after the filing of a partnership return
for that taxable year by filing a
statement with the service center with
which the partnership return was filed.
The statement shall—

(1) Identify the partnership and the
designated partner by name, address,
and taxpayer identification number;

(2) Specify the partnership taxable
year to which the designation relates;

(3) Declare that it is a designation of
a tax matters partner for the taxable year
specified; and

(4) Be signed by persons who were
general partners at the close of the year
and were shown on the return for that
year to hold more than 50 percent of the

aggregate interest in partnership profits
held by all general partners as of the
close of that taxable year. For purposes
of this paragraph (e)(4), all limited
partnership interests held by general
partners shall be included in
determining the aggregate interest in
partnership profits held by such general
partners.

(f) Designation by partners with
majority interest under certain
circumstances—(1) In general. A tax
matters partner may be designated for a
partnership taxable year under this
paragraph (f) only if, at the time the
designation is made, each partner who
was a general partner at the close of
such partnership taxable year is
described in one or more of paragraphs
(f)(1)(i) through (iv) of this section as
follows:

(i) The general partner is dead, or, if
the general partner is an entity, has been
liquidated or dissolved;

(ii) The general partner has been
adjudicated by a court of competent
jurisdiction to be no longer capable of
managing his or her person or estate;

(iii) The general partner’s partnership
items have become nonpartnership
items under section 6231(b); or

(iv) The general partner is no longer
a partner in the partnership.

(2) Method of making designation. A
tax matters partner for a partnership
taxable year may be designated under
this paragraph (f) at any time after the
filing of the partnership return for such
taxable year by filing a written
statement with the service center with
which the partnership return was filed.
The statement shall—

(i) Identify the partnership and the
designated tax matters partner by name,
address, and taxpayer identification
number;

(ii) Specify the partnership taxable
year to which the designation relates;

(iii) Declare that it is a designation of
a tax matters partner for the partnership
taxable year specified; and

(iv) Be signed by persons who were
partners at the close of such taxable year
and were shown on the return for that
year to hold more than 50 percent of the
aggregate interest in partnership profits
held by all partners as of the close of
such taxable year.

(g) Designation of alternate tax
matters partner. If an individual is
designated as the tax matters partner of
a partnership under paragraph (c), (d),
(e), or (f) of this section, the document
by which that individual is designated
may also designate an alternate tax
matters partner who will become tax
matters partner upon the occurrence of
one or more of the events described in
paragraph (l)(1) (i) or (ii) of this section.

The person designated as the alternate
tax matters partner becomes the tax
matters partner as of the time the
designation of the tax matters partner is
terminated under paragraph (l)(1) (i) or
(ii) of this section. The designation of a
person as the alternate tax matters
partner shall have no effect in any other
case.

(h) Prior designations superseded. A
designation of a tax matters partner for
a partnership taxable year under
paragraphs (d), (e), or (f) of this section
shall supersede all prior designations of
a tax matters partner for that year,
including a prior designation of an
alternate tax matters partner under
paragraph (g) of this section.

(i) Resignation of designated tax
matters partner. A person designated as
the tax matters partner of a partnership
under this section may resign at any
time by a written statement to that
effect. The statement shall specify the
partnership taxable year to which the
resignation relates and shall identify the
partnership and the tax matters partner
by name, address, and taxpayer
identification number. The statement
shall also be signed by the resigning tax
matters partner and shall be filed with
the service center with which the
partnership return was filed.

(j) Revocation of designation. The
partnership may revoke the designation
of the tax matters partner for a
partnership taxable year at any time
after the filing of a partnership return
for that taxable year by filing a
statement with the service center with
which the partnership return was filed.
The statement shall—

(1) Identify by name, address, and
taxpayer identification number the
partnership and the general partner
whose designation as tax matters
partner is being revoked;

(2) Specify the partnership taxable
year to which the revocation relates;

(3) Declare that it is a revocation of a
designation of the tax matters partner
for the taxable year specified; and

(4) Be signed by the persons described
in paragraph (e)(4) of this section, or, if
at the time that the revocation is made,
each partner who was a general partner
at the close of the partnership taxable
year to which the revocation relates is
described in one or more of paragraphs
(f)(1) (i) through (iv) of this section, by
the persons described in paragraph
(f)(2)(iv) of this section.

(k) When designation, etc., becomes
effective—(1) In general. Except as
otherwise provided in paragraph (k)(2)
of this section, a designation,
resignation, or revocation provided for
in this section becomes effective on the
day that the statement required by the
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applicable paragraph of this section is
filed.

(2) Notice of proceeding mailed. If a
notice of beginning of an administrative
proceeding with respect to a partnership
taxable year is mailed before the date on
which a statement of designation,
resignation, or revocation provided for
in this section with respect to that
taxable year is filed, the Service is not
required to give effect to such
designation, resignation, or revocation
until 30 days after the statement is filed.

(l) Termination of designation—(1) In
general. A designation of a tax matters
partner for a taxable year under this
section shall remain in effect until—

(i) The death of the designated tax
matters partner;

(ii) An adjudication by a court of
competent jurisdiction that the
individual designated as the tax matters
partner is no longer capable of managing
the individual’s person or estate;

(iii) The liquidation or dissolution of
the tax matters partner, if the tax matters
partner is an entity;

(iv) The partnership items of the tax
matters partner become nonpartnership
items under section 6231(c) (relating to
special enforcement areas); or

(v) The day on which—
(A) The resignation of the tax matters

partner under paragraph (i) of this
section;

(B) A subsequent designation under
paragraph (d), (e), or (f) of this section;
or

(C) A revocation of the designation
under paragraph (j) of this section
becomes effective.

(2) Actions by the tax matters partner
before termination of designation. The
termination of the designation of a
partner as the tax matters partner under
paragraph (l)(1) of this section does not
affect the validity of any action taken by
that partner as tax matters partner before
the designation is terminated. For
example, if that tax matters partner had
previously consented to an extension of
the period for assessments under section
6229(b)(1)(B), that extension remains
valid even after termination of the
designation.

(m) Tax matters partner where no
partnership designation made—(1) In
general. The tax matters partner for a
partnership taxable year shall be
determined under this paragraph (m)
if—

(i) The partnership has not designated
a tax matters partner under this section
for that taxable year; or

(ii) The partnership has designated a
tax matters partner under this section
for that taxable year, that designation
has been terminated under paragraph
(l)(1) of this section, and the partnership

has not made a subsequent designation
under this section for that taxable year.

(2) General partner having the largest
profits interest is the tax matters
partner. The tax matters partner for any
partnership taxable year to which this
paragraph (m) applies is the general
partner having the largest profits
interest in the partnership at the close
of that taxable year (or where there is
more than one such partner, the one of
such partners whose name would
appear first in an alphabetical listing).
For purposes of this paragraph (m)(2),
all limited partnership interests held by
a general partner shall be included in
determining that general partner’s
profits interest in the partnership. For
purposes of this paragraph (m)(2), the
general partner with the largest profits
interest is determined based on the year-
end profits interests reported on the
Schedules K–1 filed with the
partnership income tax return for the
taxable year for which the
determination is being made.

(3) Termination of designation. A
designation of a tax matters partner for
a partnership taxable year under this
paragraph (m) shall remain in effect
until the earlier of the occurrence of one
or more of the events described in
paragraphs (l)(1) (i) through (iv) of this
section or the day on which a
designation under paragraph (d), (e), or
(f) of this section becomes effective. If a
designation of a tax matters partner for
a partnership taxable year is terminated
under this paragraph (m)(3) and the
partnership has not subsequently
designated a tax matters partner for that
taxable year under paragraph (d), (e), or
(f) of this section, the tax matters partner
for that taxable year shall be determined
under paragraph (m)(2) of this section,
and, for purposes of applying paragraph
(m)(2) of this section, the general
partner whose designation was so
terminated shall be treated as having no
profits interest in the partnership for
that taxable year.

(n) Selection of tax matters partner by
Commissioner when impracticable to
apply the largest-profits-interest rule. If
the partnership has not designated a tax
matters partner under this section for
the taxable year and it is impracticable
(as determined under paragraph (o) of
this section) to apply the largest-profits-
interest rule of paragraph (m)(2) of this
section, the Commissioner will select a
tax matters partner as described in
paragraph (p) of this section.

(o) Impracticability of largest-profits-
interest rule. It is impracticable to apply
the largest-profits-interest rule of
paragraph (m)(2) of this section if, on
the date the rule is applied, any one of
the following three conditions is met:

(1) General partner with the largest
profits interest is not apparent. The
general partner with the largest profits
interest is not apparent from the
Schedules K–1 and is not otherwise
readily determinable.

(2) Each general partner is deemed to
have no profits interest in the
partnership. Each general partner is
deemed to have no profits interest in the
partnership under paragraph (m)(3) of
this section (concerning termination of
a designation under the largest-profits-
interest rule) because of the occurrence
of one or more of the events described
in paragraphs (l)(1) (i) through (iv) of
this section (involving death,
adjudication of incompetency,
liquidation, and conversion of
partnership items to nonpartnership
items).

(3) General partner with the largest
profits interest is disqualified. The
general partner with the largest profits
interest determined under paragraph
(m)(2) of this section—

(i) Has been notified of suspension
from practice before the Internal
Revenue Service;

(ii) Is incarcerated;
(iii) Is residing outside the United

States, its possessions, or territories; or
(iv) Cannot be located or cannot

perform the functions of a tax matters
partner for any reason, except that lack
of cooperation with the Internal
Revenue Service by the general partner
with the largest profits interest is not a
basis for finding that the partner cannot
perform the functions of a tax matters
partner.

(p) Commissioner’s selection of the
tax matters partner—(1) When the
general partner with the largest profits
interest is not apparent. If it is
impracticable under paragraph (o)(1) of
this section to apply the largest-profits-
interest rule of paragraph (m)(2) of this
section, the Commissioner will select
(in accordance with the notification
procedures set forth in paragraph (r) of
this section) as the tax matters partner
any person who was a general partner
at any time during the taxable year
under examination.

(2) When each general partner is
deemed to have no profits interest in the
partnership. If it is impracticable under
paragraph (o)(2) of this section to apply
the largest-profits-interest rule of
paragraph (m)(2) of this section, the
Commissioner will select a partner
(including a general or limited partner)
as the tax matters partner in accordance
with the criteria set forth in paragraph
(q) of this section. The Commissioner
will notify both the partner selected and
the partnership of the selection,
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effective as of the date specified in the
notice.

(3) When the general partner with the
largest profits interest is disqualified—
(i) In general. Except as otherwise
provided in paragraph (p)(3)(ii) of this
section, if it is impracticable under
paragraph (o)(3) of this section to apply
the largest-profits-interest rule of
paragraph (m)(2) of this section, the
Commissioner will treat each general
partner who fits the criteria contained in
paragraph (o)(3) of this section as having
no profits interest in the partnership for
the taxable year and will select (in
accordance with the notification
procedures set forth in paragraph (r) of
this section) a tax matters partner from
the remaining persons who were general
partners at any time during the taxable
year.

(ii) Partner selected if no general
partner may be selected. If all general
partners during the taxable year either
are treated as having no profits interest
in the partnership for the taxable year
under paragraph (m)(3) of this section
(concerning termination of a designation
under the largest-profits-interest rule) or
are described in paragraph (o)(3) of this
section (general partner with the largest
profits interest is disqualified), the
Commissioner will select a partner
(including a general or limited partner)
as the tax matters partner in accordance
with the criteria set forth in paragraph
(q) of this section. The Commissioner
will notify both the partner selected and
the partnership of the selection,
effective as of the date specified in the
notice.

(q) Criteria for selecting a partner as
tax matters partner—(1) In general. The
Commissioner will select a partner as
the tax matters partner under paragraph
(p) (2) or (3)(ii) of this section only if the
partner was a partner in the partnership
at the close of the taxable year under
examination.

(2) Criteria to be considered. The
Commissioner may consider the
following criteria in selecting a partner
as the tax matters partner:

(i) The general knowledge of the
partner in tax matters and the
administrative operation of the
partnership.

(ii) The partner’s access to the books
and records of the partnership.

(iii) The profits interest held by the
partner.

(iv) The views of the partners having
a majority interest in the partnership
regarding the selection.

(v) Whether the partner is a partner of
the partnership at the time the tax-
matters-partner selection is made.

(vi) Whether the partner is a United
States person (within the meaning of
section 7701(a)(30)).

(3) Limited restriction on subsequent
designation of a tax matters partner by
the partnership. For purposes of
paragraphs (p) (2) and (3)(ii) of this
section, the partnership cannot
designate a partner who is not a general
partner to serve as tax matters partner in
lieu of a partner selected by the
Commissioner.

(r) Notification of partnership—(1) In
general. If the Commissioner selects a
tax matters partner under the provisions
of paragraph (p) (1) or (3)(i) of this
section, the Commissioner will notify
both the partner selected and the
partnership of the selection, effective as
of the date specified in the notice.

(2) Limited opportunity for
partnership to designate the tax matters
partner. (i) Before the Commissioner
selects a tax matters partner under
paragraphs (p) (1) and (3)(i) of this
section, the Commissioner will notify
the partnership by mail that, after 30
days from the date of the notice, the
Commissioner will make a
determination that it is impracticable to
apply the largest-profits-interest rule of
paragraph (m)(2) of this section and will
select the tax matters partner unless a
prior designation is made by the
partnership. This delay in making the
determination will permit the
partnership to designate a tax matters
partner under paragraph (e) of this
section (designation by general partners
with a majority interest) or paragraph (f)
of this section (designation by partners
with a majority interest under certain
circumstances), thereby avoiding a
selection made by the Commissioner.

(ii) During the 30-day period and
prior to a tax-matters-partner
designation by the partnership, the
Commissioner will communicate with
the partnership by sending all
correspondence or notices to ‘‘The Tax
Matters Partner’’ in care of the
partnership at the partnership’s address.

(iii) Any subsequent designation of a
tax matters partner by the partnership
after the 30-day period will become
effective as provided under paragraph
(k)(2) of this section (concerning
designations made after a notice of
beginning of administrative proceeding
is mailed).

(s) Effective date. This section applies
to all designations, selections, and
terminations of a tax matters partner
occurring on or after December 23, 1996.

Par. 4. Section 301.6231(a)(7)–2 is
added to read as follows:

§ 301.6231(a)(7)–2 Designation or
selection of tax matters partner for a limited
liability company (LLC).

(a) In general. Solely for purposes of
applying section 6231(a)(7) and
§ 301.6231(a)(7)–1 to an LLC, only a
member-manager of an LLC is treated as
a general partner, and a member of an
LLC who is not a member-manager is
treated as a partner other than a general
partner.

(b) Definitions—(1) LLC. Solely for
purposes of this section, LLC means an
organization—

(i) Formed under a law that allows the
limitation of the liability of all members
for the organization’s debts and other
obligations within the meaning of
§ 301.7701–3(b)(2)(ii); and

(ii) Classified as a partnership for
Federal tax purposes.

(2) Member. Solely for purposes of
this section, member means any person
who owns an interest in an LLC.

(3) Member-manager. Solely for
purposes of this section, member-
manager means a member of an LLC
who, alone or together with others, is
vested with the continuing exclusive
authority to make the management
decisions necessary to conduct the
business for which the organization was
formed. Generally, an LLC statute may
permit the LLC to choose management
by one or more managers (whether or
not members) or by all of the members.
If there are no elected or designated
member-managers (as so defined in this
paragraph (b)(3)) of the LLC, each
member will be treated as a member-
manager for purposes of this section.

(c) Effective date. This section applies
to all designations, selections, and
terminations of a tax matters partner of
an LLC occurring on or after December
23, 1996. Any other reasonable
designation or selection of a tax matters
partner of an LLC is binding for periods
prior to December 23, 1996.

PART 602—OMB CONTROL NUMBERS
UNDER THE PAPERWORK
REDUCTION ACT

Par. 5. The authority citation for part
602 continues to read as follows:

Authority: 26 U.S.C. 7805.

§ 602.101 [Amended]

Par. 6. In § 602.101, paragraph (c) is
amended by adding the entry
‘‘301.6231(a)(7)–1....1545–0790’’ in
numerical order to the table.
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Approved: November 8, 1996.
Michael P. Dolan,
Acting Commissioner of Internal Revenue.
Donald C. Lubick,
Acting Assistant Secretary of the Treasury.
[FR Doc. 96–32121 Filed 12–20–96; 8:45 am]
BILLING CODE 4830–01–U

Bureau of Alcohol, Tobacco and
Firearms

27 CFR Part 9

[TD ATF–386; Re: Notice No. 838]

RIN 1512–AA07

Redwood Valley Viticultural Area (95R–
053P)

AGENCY: Bureau of Alcohol, Tobacco
and Firearms (ATF), Treasury.
ACTION: Final rule, Treasury decision

SUMMARY: This final rule establishes a
viticultural area located within the east
central interior portion of Mendocino
County, California to be known as
‘‘Redwood Valley,’’ under 27 CFR part
9. This is the result of a petition
submitted by Mr. Timothy R. Buckner
and prepared by Mr. Buckner, Mr.
Jefferson Hinchliffe, Mr. Ulysses
Lolonis, and Mr. Rudolph H. Light. The
petition was signed by 20 growers and
winemakers in ‘‘Redwood Valley.’’ In
addition, 4 letters of support for the area
were received with the petition from
growers and winemakers in the area.
‘‘Redwood Valley’’ is an unincorporated
rural community in Mendocino County
of northwestern California with
approximately 6,000 people spread out
over about 35 square miles. It is
currently the home of seven wineries
that produce varietal wines distributed
around the world. There are 66 vineyard
owners farming 2,371 acres of wine
grapes.
EFFECTIVE DATE: February 21, 1997.
FOR FURTHER INFORMATION CONTACT:
David W. Brokaw, Wine, Beer, and
Spirits Regulations Branch, Bureau of
Alcohol, Tobacco and Firearms, 650
Massachusetts Avenue, NW,
Washington, DC 20226, (202) 927–8230.

SUPPLEMENTARY INFORMATION:

Background
On August 23, 1978, ATF published

Treasury Decision ATF–53 (43 FR
37672, 54624) revising regulations in 27
CFR part 4. These regulations allow the
establishment of definitive viticultural
areas. The regulations allow the name of
an approved viticultural area to be used
as an appellation of origin on wine
labels and in wine advertisements. On
October 2, 1979, ATF published

Treasury Decision ATF–60 [44 FR
56692] which added a new part 9 to 27
CFR, providing for the listing of
approved American viticultural areas,
the names of which may be used as
appellations of origin.

Section 4.25a(e)(l), title 27, CFR,
defines an American viticultural area as
a delimited grape-growing region
distinguishable by geographic features,
the boundaries of which have been
delineated in subpart C of part 9.

Section 4.25a(e)(2), title 27, CFR,
outlines the procedure for proposing an
American viticultural area. Any
interested person may petition ATF to
establish a grape-growing region as a
viticultural area. The petition should
include:

(a) Evidence that the name of the
proposed viticultural area is locally
and/or nationally known as referring to
the area specified in the petition;

(b) Historical or current evidence that
the boundaries of the viticultural area
are as specified in the petition;

(c) Evidence relating to the
geographical characteristics (climate,
soil, elevation, physical features, etc.)
which distinguish the viticultural
features of the proposed area from
surrounding areas;

(d) A description of the specific
boundaries of the viticultural area,
based on features which can be found
on United States Geological Survey
(U.S.G.S.) maps of the largest applicable
scale, and;

(e) A copy (or copies) of the
appropriate U.S.G.S. map(s) with the
proposed boundaries prominently
marked.

Petition
ATF received a petition from Mr.

Timothy Buckner proposing to establish
a new viticultural area located within
the east central interior portion of
Mendocino County, California to be
known as ‘‘Redwood Valley,’’ under 27
CFR part 9.

There are currently seven wineries in
‘‘Redwood Valley.’’ The dates they were
bonded are as follows: Fetzer (1968),
Weibel (1972), Frey (1980), Lolonis
(1983), Elizabeth (1987), Konrad (1989),
and Gabrielli (1991). Weibel and Konrad
wineries have recently changed
ownership and were renamed Redwood
Valley Cellars and Fife Vineyards,
respectively.

Notice of Proposed Rulemaking
In response to Mr. Buckner’s petition,

ATF published a notice of proposed
rulemaking, Notice No. 838, in the
Federal Register on September 3, 1996
[61 FR 46403] proposing the
establishment of the ‘‘Redwood Valley’’

viticultural area. The notice requested
comments from all interested persons by
October 18, 1996.

Comments on Notice of Proposed
Rulemaking

ATF did not receive any letters of
comment in response to Notice No. 838.

Evidence That The Name Of The
Viticultural Area Is Locally Or
Nationally Known

‘‘Redwood Valley’’ is an
unincorporated rural community in
Mendocino County of northwestern
California with approximately 6,000
people spread out over about 35 square
miles. It is currently the home of seven
wineries that produce premium to ultra
premium varietal wines distributed
around the world. ‘‘Redwood Valley’’
grapes are used in vineyard designated
wines made by wineries throughout the
region. There are 66 vineyard owners
farming 2,371 acres of wine grapes in
Redwood Valley. There are 855 acres of
white winegrapes (36%) and 1,516
(64%) planted in red varieties in
Redwood Valley.

History and Tradition
The area has been known by the

viticultural area name for over a
century. Some early settlers arrived in
‘‘Redwood Valley’’ in the mid 1850s,
and there was a thriving community by
1900. From as early as the 1870s, grape
growing and wine making were an
important part of the economy and
culture of ‘‘Redwood Valley.’’ One of
the earliest published mentions of
‘‘Redwood Valley’’ as a grape growing
region was in a March 7, 1913, article
in the Ukiah Republican Press (1885–
1954), which described ‘‘Redwood
Valley’’ as ‘‘* * * admirably adapted
for the grape and fruit land in Northern
California.’’

In the March 17, 1913 issue of the
Ukiah Dispatch Democrat, the petitioner
found the following article: The
Redwood Valley Improvement Club
Accomplishing Splendid Results By
Concentrated Action and
Progressiveness, which stated as
follows: ‘‘This is perhaps at the present
time one of the most important
industries of the valley, with hundreds
of acres in vineyards and several
important wineries in active operation,
and because of the statements made
* * * by Professor Bioletti, the grape
question has taken on a renewed
activity. Redwood Valley grapes are
exceptionally rich in sugar and are in
demand because they raise the quality
of wine. Much of the valley’s product is
contracted for over a term of years
* * * (g)rapes produce splendidly on
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