
(2) Special rule for allocations of
nonqualified bonds. For purposes of
§1.142–2(e)(2), in addition to the alloca-
tion methods permitted in §1.142–2(e)(2),
an issuer may treat bonds with the longest
maturities (determined on a bond-by-bond
basis) as the nonqualified bonds, but only
with respect to failures to properly use
proceeds that occur on or after May 14,
2004, with respect to bonds sold before
August 13, 2004.

Par. 4. Section 1.142–0 is amended by
revising the entry to the table for §1.142–2
paragraph (e) to read as follows:

§1.142–0 Table of contents

* * * * *

§1.142–2 Remedial actions.

* * * * *
(e) * * *
(1) Amount of nonqualified bonds.
(2) Allocation of nonqualified bonds.

* * * * *
Par. 5. Section 1.142–2 is amended by

revising paragraph (e) to read as follows:

§1.142–2 Remedial actions

* * * * *
(e) Nonqualified bonds—(1) Amount of

nonqualified bonds. For purposes of this
section, the nonqualified bonds are a por-
tion of the outstanding bonds in an amount
that, if the remaining bonds were issued on
the date on which the failure to properly
use the proceeds occurs, at least 95 per-
cent of the net proceeds of the remaining
bonds would be used to provide an exempt
facility. If no proceeds have been spent to
provide an exempt facility, all of the out-
standing bonds are nonqualified bonds.

(2) Allocation of nonqualified bonds.
Allocations of nonqualified bonds must be
made on a pro rata basis, except that an is-
suer may treat any bonds of an issue as the
nonqualified bonds so long as—

(i) The remaining weighted average
maturity of the issue, determined as of
the date on which the nonqualified bonds
are redeemed or defeased (determination
date), and excluding from the determina-
tion the nonqualified bonds redeemed or

Section 861.—Income
From Sources Within the
United States
(Also § 7805(b), Rev. Rul. 2004–75.)

Section 7805(b); Rev. Rul. 2004–75.
This ruling grants insurance companies
section 7805(b) relief from the retroac-
tive application of Rev. Rul. 2004–75.
Rev. Rul. 2004–75 will not be applied to
payments made to nonresident alien indi-
viduals or bona fide residents of Puerto
Rico under life insurance or annuity con-
tracts issued by foreign or Puerto Rican
branches of U.S. life insurance companies
before January 1, 2005, provided such
payments are made pursuant to binding
life insurance or annuity contracts issued
by such branches on or before July 12,
2004. Rev. Rul. 2004–75 amplified.

Rev. Rul. 2004–97

Rev. Rul. 2004–75, 2004–31 I.R.B.
109, issued on July 12, 2004, addresses
the U.S. tax treatment of certain payments
made to nonresident alien individuals or
bona fide residents of Puerto Rico under
life insurance or annuity contracts issued
by foreign or Puerto Rican branches of
U.S. life insurance companies. Revenue

Ruling 2004–75 holds that income as de-
termined under section 72 of the Inter-
nal Revenue Code received by nonresi-
dent alien individuals under life insurance
or annuity contracts issued by a foreign
branch of a U.S. life insurance company
is U.S.-source fixed or determinable an-
nual or periodical income that is subject to
30-percent tax and withholding under sec-
tions 871(a) and 1441. The revenue ruling
also holds that income as determined un-
der section 72 received by bona fide resi-
dents of Puerto Rico under life insurance
or annuity contracts issued by a Puerto Ri-
can branch of a U.S. life insurance com-
pany is U.S.-source income that is subject
to the tax imposed by section 1.

Pursuant to the authority contained in
section 7805(b) of the Internal Revenue
Code, Rev. Rul. 2004–75 will not be ap-
plied to payments that are made to nonres-
ident alien individuals or bona fide resi-
dents of Puerto Rico under life insurance
or annuity contracts issued by foreign or
Puerto Rican branches of U.S. life insur-
ance companies, as described in Rev. Rul.
2004–75, before January 1, 2005, provided
that such payments are made pursuant to
binding life insurance or annuity contracts
issued by such branches on or before July
12, 2004. The Internal Revenue Service
will carefully review the treatment of pay-
ments to which Rev. Rul. 2004–75, as am-
plified by this ruling, does not apply, in-
cluding, in particular, payments on life in-
surance or annuity contracts that are issued
by a U.S. life insurance company without
the substantial involvement of a foreign or
Puerto Rican branch (which involvement
is contemplated by Rev. Rul. 2004–75).

EFFECT ON OTHER REVENUE
RULING(S)

Rev. Rul. 2004–75 is amplified.
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