
there is no reduction in health coverage as a result of
employer action in those years.

(iii) There is no significant reduction in Year 3.
The number of individuals whose health coverage
ended during Year 3 by reason of employer action
(amendment of the plan) is 5.  Since the number of
individuals receiving coverage for applicable health
benefits as of the last day of Year 2 is 99, the em-
ployer-initiated reduction percentage for Year 3 is
5.05 percent (5/99), which is less than the 10 percent
annual limit.

(iv) There is no significant reduction in Year 4.
The number of individuals whose health coverage
ended during Year 4 by reason of employer action is
8.  Since the number of individuals receiving cover-
age for applicable health benefits as of the last day
of Year 3 is 92, the employer-initiated reduction per-
centage for Year 4 is 8.70 percent (8/92), which is
less than the 10 percent annual limit.  The sum of the
employer-initiated reduction percentages for Year 3
and Year 4 is 13.75 percent, which is less than the 20
percent cumulative limit.

(v) In Year 5, there is a significant reduction
under paragraph (b)(1)(ii) of this section.  The num-
ber of individuals whose health coverage ended dur-
ing Year 5 by reason of employer action (amend-
ment of the plan) is 8.  Since the number of
individuals receiving coverage for applicable health
benefits as of the last day of Year 4 is 84,  the em-
ployer-initiated reduction percentage for Year 5 is
9.52 percent (8/84), which is less than the 10 percent
annual limit.  However, the sum of the employer-ini-
tiated reduction percentages for Year 3, Year 4, and
Year 5 is 5.05 percent + 8.70 percent + 9.52 percent
= 23.27 percent, which exceeds the 20 percent cu-
mulative limit.

Example 2.(i) Employer X, a calendar year tax-
payer, maintains a defined benefit pension plan that
includes a 401(h) account and permits qualified
transfers that satisfy section 420.  X also provides
lifetime health benefits to employees who retire from
Division A as a result of a plant shutdown, no health
benefits to employees who retire from Division B,
and lifetime health benefits to all employees who re-
tire from Division C.  In 2000, X amends its health
plan to provide coverage for employees who retire
from Division B as a result of a plant shutdown, but
only for the 2-year period coinciding with their sev-
erance pay.  Also in 2000, X amends the health plan
to provide that employees who retire from Division
A as a result of a plant shutdown receive health cov-
erage only for the 2-year period coinciding with their
severance pay.  A plant shutdown that affects Divi-
sion A and Division B employees occurs in 2000.
The number of individuals receiving coverage for ap-
plicable health benefits as of the last day of 2001 is
200.  In 2002, Employer X makes a qualified transfer
under section 420.  As of the last day of 2002, applic-
able health benefits are provided to 170 individuals,
because the 2-year period of benefits ends for 10 em-
ployees who retired from Division A and 20 employ-
ees who retired from Division B as a result of the
plant shutdown that occurred in 2000. 

(ii) There is no significant reduction in retiree
health coverage in 2002.  Coverage for the 10 re-
tirees from Division A who lose coverage as a result
of the end of the 2-year period is treated as having
ended by reason of employer action, because cover-
age for those Division A retirees ended by reason of
a plan amendment made after December 17, 1999.

However, the terms of the health plan that limit cov-
erage for employees who retired from Division B as
a result of the 2000 plant shutdown (to the 2-year
period) were adopted contemporaneously with the
provision under which those employees became eli-
gible for retiree coverage under the health plan.  Ac-
cordingly, under the rule provided in paragraph
(b)(4)(ii) of this section, coverage for those 20 re-
tirees from Division B is not treated as having ended
by reason of employer action.   Thus, the number of
individuals whose health benefits ended by reason
of employer action in 2002 is 10.  Since the number
of individuals receiving coverage for applicable
health benefits as of the last day of 2001 is 200, the
employer-initiated reduction percentage for 2002 is
5 percent (10/200), which is less than the 10 percent
annual limit.

(e) Regulatory effective date.  This sec-
tion is applicable to transfers of excess
pension assets occurring on or after De-
cember 18, 1999.

David A. Mader,
Acting Deputy Commissioner 

of Internal Revenue.

Approved June 12, 2001.

Mark A. Weinberger,
Assistant Secretary

of the Treasury (Tax Policy).

(Filed by the Office of the Federal Register on June
14, 2001, at 2:45 p.m., and published in the issue of
the Federal Register for June 19, 2001, 66 FR
32897)

Section 467.—Certain Payments
for the Use of Property or
Services

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2001. See Rev. Rul. 2001–34, on this page.

Section 468.—Special Rules for
Mining and Solid Waste
Reclamation and Closing Costs

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2001. See Rev. Rul. 2001–34, on this page.

Section 482.—Allocation of
Income and Deductions Among
Taxpayers

Federal short-term, mid-term, and long-term
rates are set forth for the month of July 2001. See
Rev. Rul. 2001–34, on this page.

Section 483.—Interest on
Certain Deferred Payments

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2001. See Rev. Rul. 2001–34, on this page.

Section 642.—Special Rules for
Credits and Deductions

Federal short-term, mid-term, and long-term
rates are set forth for the month of July 2001. See
Rev. Rul. 2001–34, on this page.

Section 807.—Rules for Certain
Reserves

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2001. See Rev. Rul. 2001–34, on this page.

Section 846.—Discounted
Unpaid Losses Defined

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2001. See Rev. Rul. 2001–34, on this page.

Section 1274.—Determination
of Issue Price in the Case of
Certain Debt Instruments Issued
for Property

(Also sections 42, 280G, 382, 412, 467, 468, 482,
483, 642, 807, 846, 1288, 7520, 7872.)

Federal rates; adjusted federal rates;
adjusted federal long-term rate, and
the long-term exempt rate.For purposes
of sections 382, 1274, 1288, and other
sections of the Code, tables set forth the
rates for July 2001.

Rev. Rul. 2001–34 

This revenue ruling provides various
prescribed rates for federal income tax
purposes for July 2001 (the current
month).  Table 1 contains the short-term,
mid-term, and long-term applicable fed-
eral rates (AFR) for the current month for
purposes of section 1274(d) of the Inter-
nal Revenue Code.  Table 2 contains the
short-term, mid-term, and long-term ad-
justed applicable federal rates (adjusted
AFR) for the current month for purposes
of section 1288(b).  Table 3 sets forth the ad-
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justed federal long-term rate and the long-
term tax-exempt rate described in section
382(f).  Table 4 contains the appropriate per-
centages for determining the low-income
housing credit described in section 42(b)(2)

for buildings placed in service during the
current month.  Table 5 contains the federal
rate for determining the present value of an
annuity, an interest for life or for a term of
years, or a remainder or a reversionary inter-

est for purposes of section 7520.  Finally,
Table 6 contains the blended annual rate for
2001 for purposes of section 7872

July 9, 2001 32 2001–28  I.R.B.

REV. RUL. 2001–34 TABLE 1

Applicable Federal Rates (AFR) for July 2001

Period for Compounding

Annual Semiannual Quarterly Monthly

Short-Term

AFR 4.07% 4.03% 4.01% 4.00%
110% AFR 4.48% 4.43% 4.41% 4.39%
120% AFR 4.90% 4.84% 4.81% 4.79%
130% AFR 5.31% 5.24% 5.21% 5.18%

Mid-Term

AFR 5.12% 5.06% 5.03% 5.01%
110% AFR 5.65% 5.57% 5.53% 5.51%
120% AFR 6.16% 6.07% 6.02% 5.99%
130% AFR 6.69% 6.58% 6.53% 6.49%
150% AFR 7.73% 7.59% 7.52% 7.47%
175% AFR 9.06% 8.86% 8.76% 8.70%

Long-Term

AFR 5.82% 5.74% 5.70% 5.67%
110% AFR 6.41% 6.31% 6.26% 6.23%
120% AFR 7.01% 6.89% 6.83% 6.79%
130% AFR 7.60% 7.46% 7.39% 7.35%

REV. RUL. 2001–34 TABLE 2

Adjusted AFR for July 2001

Period for Compounding

Annual Semiannual Quarterly Monthly
Short-term
adjusted AFR 3.16% 3.14% 3.13% 3.12%

Mid-term
adjusted AFR 3.87% 3.83% 3.81% 3.80%

Long-term
adjusted AFR 5.00% 4.94% 4.91% 4.89%

REV. RUL. 2001–34 TABLE 3

Rates Under Section 382 for July 2001

Adjusted federal long-term rate for the current month 5.00%   

Long-term tax-exempt rate for ownership changes during the current month (the highest of the
adjusted federal long-term rates for the current month and the prior two months.) 5.01%  



Section 1288.—Treatment of
Original Issue Discounts of Tax-
Exempt Obligations

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of July 2001. See Rev. Rul. 2001–34, on page 31.

Section 1502.—Regulations

26 CFR 1.1502–34:  Special aggregate stock
ownership rules.

T.D. 8949

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1

Special Aggregate Stock
Ownership Rules

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final regulations.  

SUMMARY: This document contains
final regulations relating to the aggrega-
tion of stock ownership in a corporation
of members of a consolidated group.
These regulations reflect a technical cor-
rection enacted in section 311(c) of the
Community Renewal Tax Relief Act of
2000 that, in substance, provides that the

special aggregate stock ownership rules
shall apply for purposes of section 732(f)
of the Code.  These final regulations may
affect all consolidated groups.  

DATES: Effective Date:June 19, 2001.

FOR FURTHER INFORMATION CON-
TACT: Frances L. Kelly or David H.
Kessler (202) 622-7770 (not a toll-free
number).

SUPPLEMENTARY INFORMATION:

Background

This document contains amendments to
the Income Tax Regulations (26 CFR Part
1) under section 1502 of the Internal Rev-
enue Code of 1986 (Code).Section
1.1502–34 generally provides that, for pur-
poses of the consolidated return regulations,
the stock ownership of all members of a
consolidated group in another corporation is
aggregated in determining the application of
certain Code provisions, including section
332(b)(1), in a consolidated return year.

Section 538 of the Ticket to Work and
Work Incentives Improvement Act of
1999 (Public Law 106–170, 113 Stat.
1939) (the 1999 Act) enacted section
732(f) on December 17, 1999.  With cer-
tain exceptions, section 732(f) generally
provides that if (1) a corporate partner of
a partnership receives a distribution from
that partnership of stock in another corpo-

ration, (2) the corporate partner has con-
trol of the distributed corporation imme-
diately after the distribution or at any time
thereafter, and (3) the partnership’s ad-
justed basis in such stock immediately be-
fore the distribution exceeded the corpo-
rate partner’s adjusted basis in such stock
immediately after the distribution, then an
amount equal to such excess shall reduce
the basis of the property held by the dis-
tributed corporation at such time. 

On December 21, 2000, Congress en-
acted section 311(c) of the Community
Renewal Tax Relief Act of 2000 (Public
Law 106–554, 114 Stat. 2763) (the 2000
Act), a technical correction to section 538
of the 1999 Act.  Section 311(c) of the
2000 Act states “[t]he reference to section
332(b)(1) of the Internal Revenue Code of
1986 in Treasury Regulation section
1.1502–34 shall be deemed to include a
reference to section 732(f) of such Code.”
The Conference Report states that the rule
in the consolidated return regulations
(§1.1502–34) aggregating stock owner-
ship for purposes of section 332 (relating
to a complete liquidation of a subsidiary
that is a controlled corporation) also ap-
plies for purposes of section 732(f) (relat-
ing to basis adjustments to assets of a con-
trolled corporation received in a
partnership distribution).  H.R. Conf.
Rep.  No. 1033, 106th Cong., 2d Sess.
1022 (2000).  
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REV. RUL. 2001–34 TABLE 4

Appropriate Percentages Under Section 42(b)(2) for July 2001

Appropriate percentage for the 70% present value low-income housing credit 8.28% 

Appropriate percentage for the 30% present value low-income housing credit 3.55%   

REV. RUL. 2001–34  TABLE 6

Blended Annual Rate for 2001

Section 7872(e)(2) blended annual rate for 2001 4.98%

REV. RUL. 2001–34 TABLE 5

Rate Under Section 7520 for July 2001

Applicable federal rate for determining the present value of an annuity, an interest for life or a term             
of years, or a remainder or reversionary interest 6.2%


