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III. Withdrawal of the Proposals and
Plan for Reviewing Individual
Disclosures

The Board is withdrawing the
December 2003 proposals to establish a
uniform standard for “clear and
conspicuous” disclosures under
Regulations B, E, M, Z, and DD, in
response to the concerns summarized
above. Instead of adopting general
definitions or standards that would
apply across the five regulations, the
Board intends to focus on individual
disclosures and to consider ways to
make specific improvements to the
effectiveness of each disclosure. As
noted above, some commenters
supported this approach. In reviewing
individual disclosures, the Board could
consider both the content and format of
the disclosures, and the Board could
elect to make changes to the regulatory
requirements as well as to the
regulation’s model forms.

The effort to review individual
disclosures will be undertaken in
connection with the Board’s periodic
review of its regulations, commencing
with the issuance later this year of an
advance notice of proposed rulemaking
to review the rules for open—end credit
accounts under the Truth in Lending
Act and Regulation Z. The notice will
seek comment on ways to make
disclosures required to be provided at
account—opening and on periodic
statements more understandable and
noticeable. Improved TILA disclosures
and the standards used to develop them
could serve as models for improving
disclosures required under the other
regulations. The Board’s review of
individual disclosures would continue
with reviews of Regulation DD and
Regulation E, which are scheduled to
commence in 2005 and 2006
respectively.

Although the December 2003
proposals are withdrawn, they reflect
principles that institutions may find
useful in developing disclosures that are
clear and conspicuous. Similarly, the
proposals reflect approaches that will
help inform the Board’s review of
individual disclosures in connection
with its periodic review of its
regulations. Clear, concise sentences
that use definite, concrete, everyday
words and active voice and avoid legal
and highly technical business
terminology foster consumer
understanding of disclosures.
Disclosures are more noticeable when
printed in a typeface and type size that
are easy to read. Particularly in lengthy
disclosure documents, the use of plain—
language headings that call attention to
the substance of particular provisions

improves customers’ ability to navigate
through the document or later review
particular provisions. Readily
understandable disclosures also reduce
costs associated with frequent customer
inquiries, customer complaints and
litigation.

By order of the Board of Governors of the
Federal Reserve System, June 22, 2004.
Jennifer J. Johnson,

Secretary of the Board
[FR Doc. 04—14504 Filed 6—24—04; 8:45 am]
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ACTION: Notice of proposed rulemaking.

SUMMARY: This document contains a
proposed regulation relating to the
determination of income of foreign
insurance companies that is effectively
connected with the conduct of a trade
or business within the United States.
The regulation provides that the
exception to the asset-use test for stock
shall not apply in determining whether
the income, gain, or loss from portfolio
stock held by foreign insurance
companies constitutes effectively
connected income.

DATES: Written or electronic comments
and requests for a public hearing must
be received by September 23, 2004.
ADDRESSES: Send submissions to:
CC:PA:LPD:PR (REG-117307-04), room
5203, Internal Revenue Service, PO Box
7604, Ben Franklin Station, Washington,
DC 20044. Submissions may be hand-
delivered Monday through Friday
between the hours of 8 a.m. and 4 p.m.
to CC:PA:LPD:PR (REG-117307-04),
Courier’s Desk, Internal Revenue
Service, 1111 Constitution Avenue,
NW., Washington, DC, or sent
electronically, via the IRS Internet site
at http://www.irs.gov/regs or via the
Federal eRulemaking Portal at http://
www.regulations.gov (IRS and REG—
117307-04).

FOR FURTHER INFORMATION CONTACT:
Concerning the regulations, Sheila
Ramaswamy, at (202) 622—-3870;
concerning submissions and delivery of
comments, Robin Jones, (202) 622—-7180
(not toll-free numbers).

SUPPLEMENTARY INFORMATION:

Background

In 1992, the Treasury Department and
the IRS published proposed regulations
under section 864 providing that stock
is not treated as an asset used in, or held
for use in, the conduct of a trade or
business in the United States. Proposed
§ 1.864—4(c)(2)(ii)(C). The notice of
proposed rulemaking solicited
comments regarding the appropriate
treatment of income from portfolio stock
investments of insurance companies.
The Treasury Department and the IRS
published final regulations in 1996
which adopted the general rule in the
proposed regulations that stock is not
treated as an asset used in, or held for
use in, the conduct of a U.S. trade or
business. TD 8657(1996—1 C.B. 153).
The final regulations reserved on the
treatment of stock held by a foreign
insurance company. § 1.864—
4(c)(2)(iii)(b). This proposed regulation
sets forth circumstances in which stock
held by a foreign insurance company is
not subject to the general rule in
§ 1.864—4(c)(2)(iii)(a), which provides
that stock is not an asset used in a U.S.
trade or business.

Explanation of Provisions

In the case of a foreign corporation
engaged in a trade or business within
the United States during the taxable
year, section 864(c)(2) generally
provides rules for determining whether
certain fixed or determinable, annual or
periodical income from sources within
the United States or gain or loss from
sources within the United States from
sale or exchange of capital assets is
income effectively connected with the
conduct of a trade or business in the
United States. Section 864(c)(2). In
making this determination, the factors
taken into account include whether (a)
the income, gain or loss is derived from
assets used in or held for use in the
conduct of such trade or business (the
asset-use test), or (b) the activities of
such trade or business were a material
factor in the realization of such income,
gain or loss. Section 864(c)(2). Section
1.864—4(c)(2)(iii)(a) generally provides
that stock of a corporation (whether
domestic or foreign) is not an asset used
in or held for use in the conduct of a
trade or business in the United States
except as provided in (c)(2)(iii)(b).
Section 1.864—4(c)(2)(iii)(b) entitled
“Stock Held by Foreign Insurance
Companies” is reserved.

Insurance companies hold investment
assets, such as stocks and bonds, to fund
their obligations to policyholders and to
meet their surplus (capital)
requirements. Thus, stock held in an
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investment portfolio may be an asset
held for use in the trade or business of
a foreign insurance company. By
contrast, stock of a subsidiary generally
is not held for the purpose of meeting
an insurance company’s business needs.
This proposed regulation provides
that the general rule excluding stock
from the asset-use test does not apply to
stock held by a foreign insurance
company unless such company owns
directly, indirectly, or constructively 10
percent or more of the vote or value of
the company’s stock. The 10-percent
threshold is intended to distinguish
portfolio stock held to fund
policyholder obligations and surplus
requirements from investments in a
subsidiary. Comments are requested as
to whether this 10-percent threshold
provides an appropriate standard for
determining whether stock is a portfolio
investment for these purposes.

Proposed Effective Date

This regulation is proposed to apply
to taxable periods beginning on or after
the date of publication of a Treasury
decision adopting this rule as a final
regulation in the Federal Register.

Special Analyses

It has been determined that this notice
of proposed rulemaking is not a
significant regulatory action as defined
in Executive Order 12866. Therefore, a
regulatory assessment is not required. It
has also 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 these
regulations do not impose a collection
of information on small entities, the
provisions of the Regulatory Flexibility
Act (5 U.S.C. chapter 6) do not apply.
Pursuant to section 7805(f) of the
Internal Revenue Code, this notice of
proposed rulemaking will be submitted
to the Chief Counsel for Advocacy of the
Small Business Administration for
comment on its impact on small
business.

Comments and Public Hearing

Before these proposed regulations are
adopted as final regulations,
consideration will be given to any
written (a signed original and eight (8)
copies) or electronic comments that are
submitted timely to the IRS. The IRS
and Treasury Department request
comments on the clarity of the proposed
rules and how they can be made easier
to understand. All comments will be
available for public inspection and
copying. A public hearing may be
scheduled if requested in writing by any
person that timely submits written
comments. If a public hearing is

scheduled, notice of the date, time, and
place for a public hearing will be
published in the Federal Register.

Drafting Information

The principal author of these
proposed regulations is Sheila
Ramaswamy, Office of Associate Chief
Counsel (International). However, other
personnel from the IRS and Treasury
Department participated in their
development.

List of Subjects in 26 CFR Part 1

Income taxes, Reporting and
recordkeeping requirements.

Proposed Amendment to the
Regulations

Accordingly, 26 CFR part 1 is
proposed to be amended as follows:

PART 1—INCOME TAXES

Paragraph 1. The authority citation
for part 1 is amended by revising
§1.864—4 as follows:

Authority: 26 U.S.C. 7805 * * *

Par. 2. In § 1.864—4, paragraph

(c)(2)(iii)(b) is revised to read as follows:

* * * * *

§1.864-4 U.S. source income effectively
connected with U.S. business.

* * * * *

C]* * %

(
(2) * % %
(111) * % %
(b) Paragraph (c)(2)(iii) of this section
shall not apply to stock of a corporation
(whether domestic or foreign) held by a
foreign insurance company unless the
foreign insurance company owns 10
percent or more of the total voting
power or value of all classes of stock of
such corporation. For purposes of this
section, section 318(a) shall be applied
in determining ownership, except that
in applying section 318(a)(2)(C), the
phrase “10 percent” is used instead of
the phrase 50 percent.”

* * * * *

Mark E. Matthews,

Deputy Commissioner for Services and
Enforcement.
[FR Doc. 04-14392 Filed 6—24—04; 8:45 am]
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SUMMARY: This document contains
proposed regulations under section
1374 that provide for an adjustment to
the amount that may be subject to tax
under section 1374 in certain cases in
which an S corporation acquires assets
from a C corporation in an acquisition
to which section 1374(d)(8) applies.
These proposed regulations provide
guidance to certain S corporations that
acquire assets from a C corporation in a
carryover basis transaction.

DATES: Written or electronic comments
must be received by September 23,
2004.

ADDRESSES: Send submissions to:
CC:PA:LPD:PR (REG-131486-03), room
5203, Internal Revenue Service, P.O.
Box 7604, Ben Franklin Station,
Washington, DC 20044. Submissions
may be hand-delivered Monday through
Friday between the hours of 8 a.m. and
4 p.m. to CC:PA:LPD:PR (REG-131486—
03), Courier’s Desk, Internal Revenue
Service, 1111 Constitution Avenue,
NW., Washington, DC, or sent
electronically, via the IRS Internet site
at http://www.irs.gov/regs or via the
Federal eRulemaking Portal at http://
www.regulations.gov (IRS—REG—
131486—03). The public hearing will be
held in the IRS Auditorium, Internal
Revenue Building, 1111 Constitution
Avenue, NW., Washington, DC.

FOR FURTHER INFORMATION CONTACT:
Concerning the proposed regulations,
Jennifer Sledge, (202) 622—-7750;
concerning submissions of comments,
Treena Garrett, (202) 622—7180 (not toll-
free numbers).

SUPPLEMENTARY INFORMATION:

Background and Explanation of
Provisions

Section 1374 of the Internal Revenue
Code of 1986 (Code) generally imposes
a corporate level tax on the income or
gain of an S corporation that formerly
was a C corporation to the extent the
income or gain is attributable to the
period during which the corporation
was a C corporation. Congress amended
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