Notice of Proposed Rulemaking Handleman, (202) 622-3040; concerningory period for the assessment of any defi
and Notice of Public Hearing submissions, the hearing, and/or to beiency attributable to any contribution to

L S placed on the building access list to attenchpital under section 118(c) expires. The
Definition of Contribution in Aid  he hearing, LaNita Van Dyke, (202) 622ollection of information is mandatory.

of Construction Under Section 7180 (not toll-free numbers). The likely respondents are businesses ar

118(c) other for-profit organizations.

REG-106012-98 SUPPLEMENTARY INFORMATION: Estimated total annual reporting burden
100 hours.

AGENCY: Internal Revenue ServicePaperwork Reduction Act The estimated annual burden per respor

(IRS), Treasury. dent varies from .5 hours to 5 hours, de

) . .The.colllectio'n of information con- pending on individual circumstances,
ACTION:  Notice of proposed rulemak-tained in this notice of proposed rulemakgitn an estimated average of 1 hour.

ing and notice of public hearing. ing has been submitted to the Office Ofgtimated number of respondents : 100.

SUMMARY: This document contains Management and Budget for review in aCggtimated annual frequency of responses
proposed regulations concerning the deftordance with the Paperwork Reductionpn gy

nition of a contribution in aid of construc-Act 0f 1995 (44 U.S.C. 3507(d)). Com-  ap agency may not conduct or sponsor
tion under section 118(c) and the adjuste@ents on the collection of informationyng 5 person is not required to respond tc
basis of any property acquired with a conshould be sent to theffice of Manage- 4 collection of information unless the col-
tribution in aid of construction. The pro-mentand Budget Attn: Desk Officer for |action of information displays a valid

posed regulations affect a regulated puiihe Department of the Treasury, Office ofgntrol number assigned by the Office of
lic utility that provides water or seweragenformation and Regulatory Affairs, panagement and Budget.

services because a qualifying contributioiVashington, DC 20503, with copies to Bgoks or records relating to a collec-
in aid of construction is treated as a corthe Internal Revenue Service Attn: IRS  jgn of information must be retained as
tribution to the capital of the utility and Reports Clearance Officer, OP:FS:FRgng as their contents may become matel
excluded from gross income. This docuWashington, DC 20224. Comments Ofy| in the administration of any internal

ment also provides notice of a publighe collection of information should be reyeyenue law. Generally, tax returns anc
hearing on these proposed regulations. ceived by February 18, 2000. Commentgy return information are confidential, as

are specifically requested concerning:  required by 26 U.S.C. 6103.

DATES: Written and electronic Commenchether the proposed collection of infor-

must be received by March 22, 2000, . .

' ackground
Outlines of topics to be discussed at thgaaog z?ﬁc?ssatr_)é forotfhtehé)rlg)serﬁarfgﬁ g
public hearing scheduled for April 27,. anc € functions , INCIUCH

2000, must be received by April 6, 2000. ing whether the information will have amendments to the Income Tax Regula

practical utility; . . ;
ADDRESSES: Send submissions toThe accuracy of the estimated burden afions (26 CFR part 1) to provide regulations

CC:DOM:CORP:R (REG-106012-98),sociated with the proposed collection oynderéegtlonf 11192(2) O; th,? Inti%al Rev—l
room 5226, Internal Revenue Serviceinformation (see below); enue Lode o - >ection (c) wa

POB 7604, Ben Franklin Station, WashHow the quality, utility, and clarity of the in- added to the Code by section 1613(a)(1)(B

ington, DC 20044. Submissions may bgrmation to be collected may be enhanced?T 1€ Small Business Job Protection Act o

hand delivered Monday through FridaM—k)W the burden of Comp|ying with thelgg6 (SBJPA of 1996)’ 1996-3 C.B. 155,

between the hours of 8 a.m. and 5 p.m. taroposed collection of information may2 o220 Under section 1613(a)(3) of the

CC:DOM:CORP:R (REG-106012-98),he minimized, including through the ap-o 7 O Foo0: the amendments made b

p- . .

iar? L . section 1613(a) apply to amounts receive
Courier’s Desk, Internal Revenue Serpjication of automated collection teCh'afterlJune 12( 1)99%py u ve
vice, 1111 Constitution Avenue, NW.,piques or other forms of information tech- ’ '

Washington, DC.  Alternatively, taxpay-nojogy; and Explanation of Provisions
Sirs {Eiylitjebrrggtcg;nrsneelzt;iﬁge(f[tggn"‘?r‘i'tstimates of capital or start-up costs and

Regs” opion on he IRS Home Page, Giacs of socesfo provie mosmauo CoDAION 0 Capicl
by submitting gomments dlrectly. to the The requirement for the collection of in- Section 118(a) generally provides that
IRS Internet site at http:_//WWW"rs'us'formation in this notice of proposed rule4in the case of a corporation, gross incom
treas.gov/tax_regs/regslist.ntml, Thl?naking isin §1.118-2(e). The informationdoes not include any contribution to the

public hearing will be held in room 2615.’is required by the IRS to establish that eapital of the taxpayer. Under sectior

lzzﬁar:aAlvsr?::nld\e;vBuW"g;?ﬁ 1;”111 DCCO nStI'taxpayer has notified the IRS of amount$18(b), a contribution in aid of construc-
' " gton, P& 15 be treated as a contribution to capitalon generally is not a contribution to the
FOR FURTHER INFORMATION CON- under section 118(c). This informationcapital of the taxpayer and is not excludec

TACT: Concerning the regulations, Paulill be used to determine when the statdrom gross income under section 118(a)

This document contains proposed



However, for amounts received after Juniorm Act of 1986 ... [a nontaxable] contri-holder contribution to the capital of the
12, 1996, section 118(c) provides an exdution in aid of construction did not in-utility under section 118(a) because the
ception to this rule. clude a connection fee.Id. fee clearly is paid as a prerequisite for ob-
Under section 118(c)(1), the term “con- The nontaxable contribution in aid oftaining services. In addition, the IRS’ po-
tribution to the capital of the taxpayer” in-construction provision in former sectionsition prior to the enactment of former
cludes any amount of money or othel18(b) is derived from a line of cases, insection 118(b) as articulated in Rev. Rul.
property received from any persorcluding several Supreme Court cases, b&b-557, 1975-2 C.B. 33, was that cus-
(whether or not a shareholder) by a reguwginning with Edwards v. Cuba R.R268 tomer connection fees charged by a wate
lated public utility that provides water orU.S. 628 (1925), IV-2 C.B. 122. I&d- utility were not excludable from income.
sewerage disposal services if the amountards,the Supreme Court held that subin 1976, Congress enacted former sectiol
is a contribution in aid of construction. Insidy payments by the Republic of Cuba t418(b) to treat contributions in aid of con-
the case of a contribution of propertya railroad company to induce the construction to water or sewerage disposal fa
other than water or sewerage disposal fatruction and operation of a railroad ircilities as excludable contributions to cap-
cilities, the amount must meet the requireCuba were not included in the recipienttal. This legislation specifically excluded
ments of the expenditure rule of sectioworporation’s gross income because thaustomer connection fees from the defini-
118(c)(2) (which generally requires thapayments were not made for services retion of nontaxable contributions in aid of
the amount is expended to acquire or comlered or to be rendered. Detroit Edison construction. As explained by the court in
struct water or sewerage disposal facili€o. v. CommissioneB19 U.S. 98 (1943), Florida Progress Corp. v. United States
ties within the specified time period).1943 C.B. 1019, the Supreme CourM.D. Fla., No. 93-246-CIV-T-25A,
Moreover, the amount (or any propertyooked at the contributors’ motivation t09/2/98, Congress enacted former sectiol
acquired or constructed with the amountietermine whether payments by cust18(b) in 1976 to codify the already exist-
cannot be included in the taxpayer’s rattomers for extending electrical servicang case law with regard to contributions

base for rate-making purposes. lines were nonshareholder contributions aid of construction to water and sewer-
o , to capital. Because the transferors reage disposal facilities. Thereafter, pay-
Contribution in Aid of Construction ceived direct benefits in the form of serments made to a utility to encourage the

Section 118(c)(3)(A) provides that forvices as a result of the contributions, thextension of facilities into new areas ben-
purposes of section 118(c), the term f,Con(_:ourt held that the payments were nogfitting a large number of people would
tribution in aid of construc'tion“ shall be contributions to capital, but the price forbe given tax free status; however, as hel

defined by regulations prescribed by th&eceiving service. by the Supreme Court ?B_etroit Edison _
Secretary, except that such term shall not Th_e Supreme _Cou_rt el_aborated on thp_ayments ma_de to a utility as a prerequi:
include amounts paid as service Charg(_gé)ntrlbutor’s motivation ilBrown Shoe site to receiving water or sewerage ser
for starting or stopping services. Co. v. Commissionei339 U_.S. 583 vice WOl_JI_d be treated as taxable income
Section 118(c) was added by thélQSO), 1950-1 C._B. 38, wh_e_n it held tha_tto the utility. _ _

SBJPA of 1996 “to restore the contribylf the transferor did not anticipate any di- The proposed regulations define the
tion in aid of construction provision that"ect benefit from the contribution, such aserm “contribution in aid of construction,”
was repealed by the Tax Reform Act ofhe receipt of seryices, but expectepl 0n|§or purposes of section 118(c), as mean
1986 (1986 Act) for regulated public utili- that the_transacnon would benefit theng any a_mount of money or other_ prop-
ties that provide water or sewerage dicommunity at Ia_rge, the funds were conerty contrlbute_d to a regulated public util-
posal services.” H.R. Conf. Rep. NO.trIbutI(_)nS to capital. The lack of a (_Jllrecut_y that prov!des water or sewerage
737, 104th Cong., 2d Sess. 316 (19965)'enef|t to the transferor was consideredisposal services to the extent that the
1996-3 C.B. 741, 1056. Before the 19g@1dicative of an intent to increase thepurpose of the contribution is to provide
Act, former section 118(b) generally pro_transferee’s c_apltal. Ithl_ted States v. for the expansmn,_l_mprovement, or re-
vided that a contribution in aid of con-Chicago, Burlington & Quincy R.R412 placement of the utility'’s water or sewer-
struction received by a regulated puinéJ'S' 401 (1973), 1973-2 C.B. 428, theage disposal facili'gies._ Hovyever,_ to re-
utility was treated as a contribution to theupreme Cpurt held thgt government paystore the conj[r_lbunon in aid of
capital of the taxpayer and was echudeH‘ems received by a railroad company foronstruction provision that eX|s'Fed t_)_efore
from gross income. However, formefMprovements at grade_cro;smg and |r_1tethe 1_986 Act for regulated public u_t|I|t|es
section 118(b)(3)(A) provided that thesectlons_we_re not gontnbunons to Cap|tapr0v_|d|ng water and sewerage dlspos_a
term “contribution in aid of construction” !N reaching its holding, the Court set forttservices as well as to be consistent witt
did not include amounts paid as customdive (_:har_acteristics_ of a non_shareholdeuhe Supreme Court cases discussed abov
connection fees (including amounts paigontrlbunon to capital, including that thethe proposed regulations exclude cus:
to connect the customer’s line to an ele@mounts received must not constitute pagemer connection fees from the definition
tric line, a gas main, a steam line, or ments for specific, quantifiable servicef contribution in aid of construction.
main water or sewer line and amount@rovided for the transferor by the trans- A customer connection fee is defined in
paid as service charges for starting deree. _ _ the proposed regulations_ as any amoun_t C
stopping services). The legislative history Consistent with the above Supremmoney or property contrlbuted_ to thg util-
of the SBJPA of 1996 also states thapOUrt cases, a customer connection fatgy representing the cost of installing a

“[p]rior to the enactment of the Tax ReWould not have qualified as a nonsharezonnection or service line (including the



cost of meters and piping) from the util-date the Secretary is notified by the taxeopies) or electronic comments that are
ity’s main water or sewer lines to the lingpayer (in such manner as the Secretagubmitted timely to the IRS. The IRS and
owned by the customer or potential cusmay prescribe) of the amount of the exTreasury Department specifically reques
tomer. However, money or property conpenditure referred to in sectioncomments on the clarity of the proposec
tributed for a connection or service linel18(c)(2)(A), of the taxpayer’s intentionrule and how it may be made easier to ur
from the utility’s main line to the cus- not to make the expenditures referred tderstand. All comments will be available
tomer ’s or potential customer’s line is notn section 118(c)(2)(A), or of a failure tofor public inspection and copying.
a customer connection fee if the connesnake the expenditure within the period A public hearing has been schedulec
tion or service line does serve, or is dedescribed in section 118(c)(2)(B). Secfor Thursday, April 27, 2000, at 10 a.m.
signed to serve, more than one customdron 118(d)(2) provides that the defi-in ropom 2615, Internal Revenue Build-
The proposed regulations also define eiency may be assessed before the expirg, 1111 Constitution Avenue, NW.,
customer connection fee as including ansation of such 3-year periodwashington DC. Due to building secu-
amount paid as a service charge for stopotwithstanding the provisions of anyrity procedures, visitors must enter at
ping or starting service. other law or rule of law which would the 10" Street entrance, located betweer
The proposed regulations indicate thattherwise prevent assessment. The prgonstitution and Pennsylvania Avenues
a contribution in aid of construction mayposed regulations provide the time anfjyy. |n addition, all visitors must pre-
include an amount of money or othemanner for taxpayers to notify the Secresent photo identification to enter the
property contributed to a regulated pubtary with respect to its contributions inpyijlding. Because of access restrictions
lic utility for a water or sewerage dis-aid of construction under sectionyjsitors will not be admitted beyond the

posal facility subject to a contingent118(d)(1). immediate entrance area more than 1
obligation to repay, in whole or in part, d Effective D minutes before the hearing starts. Fo
the amount to the contributor (comFPropose ective Date information about having your name

monly referred to as an “advance”). , laced on the building access list to at
; o The regulations are proposed to be a[?- i 9

However, no inference is intended as to,. “ _

licable for any money or other propert)}end the hearing, see the “*FOR FUR

whether an amount subject to such a ré-/ca L THER INFORMATION CONTACT”
payment obligation is a contribution Orrecelved by a regulated public utility that

loan. Whether an advance is a contribup-rOVides water or sewerage disposal sepeciion ofthis preamble.
tion or a loan is determined under gen-

vices on or after the date final regulations The rules of 26 CFR 601.601(a)(3)
L i i i apply to the hearing.

eral principles of federal tax law based© published in theederal Register plggrsons who wis?h to present oral com

on all the facts and circumstances. ;

Special Analyses ments at the hearing must submit an ou

line of the topics to be discussed and th

) ) It has been determllned' that thls.nop?ﬁme to be devoted to each topic (signec
Section 118(c)(4) provides thatof proposed rulemaking is not a S|gn|f|-Original and eight (8) copies) by April 6,

notwithstanding any other provision ofcant regulatory action as defined in Exs,q,

subtitle A, no deduction or credit shall beecutive Order 12866. Therefore, a regu- . . .
allowed for, or by reason of, any expendilatory assessment is not required. It is A period of 10 minutes will be allotted

ture which constitutes a contribution inhereby certified that the collection of in-10 €ach person for making comments.
aid of construction to which sectionformation in these regulations will not An agenda showing the scheduling of
118(c) applies. The adjusted basis of arfjave a significant economic impact on &he speakers will be prepared after the
property acquired with a contribution inSubstantial number of small entitiesdeadline for receiving outlines has
aid of construction to which sectionThis certification is based upon the facpassed. Copies of the agenda will be
118(c) applies shall be zero. that any burden on taxpayers is minimaRvailable free of charge at the hearing.
Consistent with section 118(c)(4), theiccordingly, a Regulatory Flexibility _ .

proposed regulations provide rules for ag®nalysis under the Regulatory Flexibil-Prafting Information

justing the basis of water or sewerage didy Act (5 U.S.C. chapter 6) is not re-
posal facilities acquired as, or acquired diuired. Pursuant to section 7805(f) o
constructed with any money received aghe Internal Revenue Code, this notic

Adjusted Basis

f The principal author of these regula-
gons is Paul F. Handleman, Office of the

a contribution in aid of construction. of proposed rulemaking will be submit-ASSistant Chief Counsel (Passthrough:
ted to the Chief Counsel for Advocacy"jlnd Special Industries), IRS. However

Statute of Limitations of the Small Business Administration®Ner personnel from the IRS and Trea

. . _ for comment on its impact on smaliSury Department participated in their de-
Section 118(d)(1) provides that if thebusiness. velopment.

taxpayer for any taxable year treats an * kK kK

amount as a contribution to the capital ot omments and Public Hearing

the taxpayer described in section 118(c), Proposed Amendments to the

then the statutory period for the assess- Before these proposed regulations amRegulations

ment of any deficiency attributable toadopted as final regulations, considera-

any part of the amount does not expiréon will be given to any written com- Accordingly, 26 CFR part 1 is pro-
before the expiration of 3 years from thenents (a signed original and eight (8posed to be amended as follows:



PART 1—INCOME TAXES construction may include an amount ofcquiring or constructing the facility. If
o money or other property contributed to auch an agreement exists, the basis of th

Paragraph 1. The authority citation forqqated public utility for a water or sew-facility must be reduced by the amount of
part 1 is amended by adding an entry ig5q6 disposal facility subject to a continthe contribution at the time the facility is
numerical order to read in part as followsgent gpjigation to repay the amount, irplaced in service.

Authority: 26 U.S.C. 7805 ** * whole or in part, to the contributor (com- (5) Classification by ratemaking au-

Section 1.118-2 also issued under 2§,y referred to as an “advance”). Fothority. The fact that the applicable
u.s.C. 118(0)(3)(A); rr . example, an amount received by a utilityatemaking authority classifies any

Par. 2. Section 1.118-2 is added to regghy, 4 developer to construct a water famoney or other property received by a
as follows: o cility pursuant to an agreement undeutility as a contribution in aid of construc-
81.118-2 Contribution in aid of construc-yhich the utility will pay the developer ation is not conclusive as to its treatment
tion. , percentage of the receipts from the facilunder this paragraph (b).

(@) Special rule for water and sewer-jty, gyer a fixed period may constitute a (c) Expenditure rule—(1) In general
age disposal utilities-(1) In general .o nh¢ripytion in aid of construction. An amount satisfies the expenditure rule
For purposes of section 118, the terMypether an advance is a contribution or af section 118(c)(2) if the amount is ex-
“contribution to the capital of the tax-|n4p js determined under general principended for the acquisition or construction
payer” includes any amount of money Opjeg of federal tax law based on all thef property described in section
other property received from any persOycts and circumstances. For the treat18(c)(2)(A), the amount is paid or in-
(whether or not a shareholder) by a regupent of any amount of a contribution incurred before the end of the second tax
lated public utility that provides water orgig of construction that is repaid by thable year after the taxable year in which
sewerage disposal services it— ity 1o the contributor, see paragraphshe amount was received as required b

(i) The amount is a contribution in a'dgc)(Z)(ii) and (d)(2) of this section. section 118(c)(2)(B), and accurate record:
of construction under paragraph (b) of "3y cystomer connection feeA cus- are kept of contributions and expenditures
this section; tomer connection fee is not a contributiors provided in section 118(c)(2)(C).

(ii) In the case of a contribution ofjy aiq of construction under this para- (2) Excess amoust() Includible in

property other than water or sewerage digiaph (b) and is includible in income.the utility's income An amount received
posal facilities, the amount satisfies thee term “customer connection fee” in-y a utility as a contribution in aid of con-
e>§pend|t.ure rule under paragraph (c) ofjydes any amount of money or othestruction that is not expended for the ac:
thlsmsect|on; and property transferred to the utility repre-quisition or construction of water or sew-

(i) The amount (or any property ac-geniing the cost of installing a connectioerage disposal facilities as required by
quired or constructed with the amount) ig service line (including the cost of me-paragraph (c)(1) of this section (the ex-
not included in the taxpayer’s rate basgys and piping) from the utility’s main cess amount) is not a contribution to the
for ratema'klln.g purposes. . water or sewer lines to the line owned bygapital of the taxpayer under paragrapt

(2) Definitions—(i) Regulated public o c,stomer or potential customer. Howéa) of this section. Except as provided in
utility has the meaning given such term by,.er money or other property contributegaragraph (c)(2)(ii) of this section, such
section 7701(a)(33), except that such terg 5 connection or service line from theexcess amount is includible in the utility’s
does not include any utility which is ot jjit s main line to the customer’s or po-income in the taxable year in which the
required to provide water or sewerage digania| customer’s line is not a customeamount was received.
posal services to members of the generglneciion fee if the connection or ser- (i) Repayment of excess amauri
pul:.).hc In Its service area. . vice line does serve, or is designed tthe excess amount described in paragrap
~ (i) Water or sewerage disposal facilityserye more than one customer. A cuge)(2)(i) of this section is repaid, in whole
is defined as tangible property describeghmer connection fee also includes angr in part, either—
in section 1231(b) that is used predomizmqnt paid as a service charge for stop- (A) Before the end of the time period
natgly (i.e., 80%. or more) in the trade Oping or starting service. described in paragraph (c)(1) of this sec:
business of furnishing water or sewerage 4y Binding agreement to reimbursetion, the repayment amount is not includi-
disposal services. . ) utility for a facility previously placed in ble in the utility’s income; or

(b) _Contrlbutlon in aid service If a water or sewerage disposal (B) After the end of the time period de-
constructior—(1) In general. For pur- ¢ ijity is placed in service by the utility scribed in paragraph (c)(1) of this section.
poses of section 118(c) and this sectioyefore an amount is contributed to théhe repayment amount may be deducte
the term “contribution in aid of construc- jjity the contribution is not a contribu- by the utility in the taxable year in which
tion” means any amount of money Okiqn, i aid of construction under this parait is paid or incurred to the extent such
other property contributed to a regulatedanh (b) with respect to the cost of themount was included in income.
public utility that provides water or SeW-¢aijity unless, at the time the facility is  (3) Example. The application of this
erage disposal services to the extent thgfaceq in service by the utility, there is aparagraph (c) is illustrated by the follow-
the purpose of the contribution is 10 proggreement, binding under local law being example:
vide for the éxpansion, Improvement, ofeen the prospective contributor and the Example M, a calendar year regulated public
replacement of the utility’s water or SeW'utility, that the utility is to receive the utility that provides water services, received a

erage disposal facilites. amount as reimbursement for the cost Gfi,000,000 contribution in aid of construction in
(2) Advances A contribution in aid of



1999 for the purpose of constructing a water facilitythat the $1,000,000 exceeds the actual cost of the fef construction that the taxpayer does nc
To the extent that the $1,000,000 exceeded the agiity, the contribution is subject to being returnedintend to expend for qualified property as
tual cost of the facility, the contribution was subjecUnder the terms of the advance, A agrees to pay tofgquired under paragraph (c)(1) of this
to being returned. In 2000, M built the facility at aa percentage of the receipts from the facility over gection, identified by taxable year in
cost of $700,000 and returned $200,000 to the cofixed period, but limited to the cost of the facility. Inwhich the contributions were received.
tributor. As of the end of 2001, M had not returne®000, A builds the facility at a cost of $700,000 and (jii) The amount of contributions in aid
the remaining $100,000. Assuming accurate recordsturns $300,000 to B. In 2001, A pays $20,000 to Bf construction that the taxpayer failed to
are kept, the requirement under section 118(c)(2) @ut of the receipts from the facility. Assuming accuexpend for qualified property as requirec
satisfied for $700,000 of the contribution. Becauseate records are kept, the $700,000 advance is a camder paragraph (c)(1) of this section
$200,000 of the contribution was returned within theribution to the capital of A under paragraph (a) ofidentified by taxable year in which the
time period during which qualifying expendituresthis section and is excludable from As income. Theontributions were received.

could be made, this amount is not includible in M'sbasis of the $700,000 facility constructed with this (f) Effective date This section is ap-
income. However, the remaining $100,000 is in€ontribution to capital is zero. The $300,000 excesglicable for any money or other property
cludible in M’s income for its 1999 taxable year (theamount is not a contribution to the capital of Aundereceived by a regulated public utility that
taxable year in which the amount was received) bgaragraph (a) of this section because it does npirovides water or sewerage disposal se
cause the amount was neither spent nor repaid duneet the expenditure rule described in paragrapfices on or after the date final regulation:s
ing the prescribed time period. To the extent M refc)(1) of this section. However, this excess amourgre published in theederal Register

pays the remaining $100,000 after year 2001, Nt not includible in A's income pursuant to paragraph

would be entitled to a deduction in the year such ree)(2)(ii) of this section since the amount is repaid to Robert E Wenzel,
payment is paid or incurred. B within the required time period. The repayment of Deputy Commissioner of
(d) Adjusted basis-(1) Exclusion the $300,000 excess amount to B in 2000 is not Internal Revenue.

from basis Except for a repayment de-treated as a capital expenditure by A. The $20,000 , _
scribed in paragraph (d)(2) of this sectiormayment to B in 2001 is treated as a capital expeno(i'-:IIed by the Office of the Federal Reg|§ter on De-
to the extent that a water or sewerage disire by Ain 2001 resulting in an increase in the ad=™Pe" 17: 1999, 8:45 am., and published in th
posal facility is acquired or constructedusted basis of the water facility from zero to'SSu® Of the Federal Register for December 20, 199
with an amount received as a contributiomn20,000. 64 F.R. 71082)
to the capital of the taxpayer under para- (e) Statute of limitations-(1) Exten-
graph (a) of this section, the basis of theion of statute of limitationsUnder sec-
facility is reduced by the amount of thetion 118(d)(1), the statutory period for as-
contribution. To the extent the water osessment of any deficiency attributable to
sewerage disposal facility is acquired as a contribution to capital under paragraph
contribution to the capital of the taxpaye(a) of this section does not expire before
under paragraph (a) of this section, ththe expiration of 3 years after the date the
basis of the contributed facility is zero. taxpayer notifies the Secretary in the time
(2) Repayment of contributionlf a and manner prescribed in paragraph (e)(2)
contribution to the capital of the taxpayenf this section.
under paragraph (a) of this section is re- (2) Time and manner of notification
paid to the contributor, either in whole ootification is made by attaching a state-
in part, then the repayment amount is ment to the taxpayer’s federal income tax
capital expenditure in the taxable year imeturn for the taxable year in which any of
which it is paid or incurred, resulting inthe reportable items in paragraphs
an increase in the property’s adjustee)(2)(i) through (iii) of this section occur.
basis in such year. The statement must contain the taxpayer’s
(3) Allocation of contributions.An  name, address, employer identification
amount treated as a capital expenditureumber, taxable year and the following
under this paragraph (d) is to be allocateidiformation with respect to contributions
proportionately to the adjusted basis obf property other than water or sewerage
each property acquired or constructedisposal facilities that are subject to the
with the contribution based on the relativexpenditure rule described in paragraph
cost of such property. (c) of this section:
(4) Example. The application of this (i) The amount of contributions in aid
paragraph (d) is illustrated by the follow-of construction expended during the tax-
ing example: able year for property described in section
Example A, a calendar year regulated public118(c)(2)(A) (qualified property) as re-
utility that provides water services, received aquired under paragraph (c)(1) of this sec-
$1,000,000 contribution in aid of construction intion, identified by taxable year in which
1999 as an advance from B, a developer, for the pufie contributions were received.
pose of constructing a water facility. To the extent (i) The amount of contributions in aid
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