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Regulatory Impact 

Does This AD Impact Various Entities? 

The regulations adopted herein will 
not have a substantial direct effect on 
the States, on the relationship between 
the national government and the States, 
or on the distribution of power and 
responsibilities among the various 
levels of government. Therefore, it is 
determined that this final rule does not 
have federalism implications under 
Executive Order 13132.

Does This AD Involve a Significant Rule 
or Regulatory Action? 

For the reasons discussed above, I 
certify that this action (1) is not a 
‘‘significant regulatory action’’ under 
Executive Order 12866; (2) is not a 
‘‘significant rule’’ under DOT 
Regulatory Policies and Procedures (44 
FR 11034, February 26, 1979); and (3) 
will not have a significant economic 
impact, positive or negative, on a 

substantial number of small entities 
under the criteria of the Regulatory 
Flexibility Act. A copy of the final 
evaluation prepared for this action is 
contained in the Rules Docket. A copy 
of it may be obtained by contacting the 
Rules Docket at the location provided 
under the caption ADDRESSES.

List of Subjects in 14 CFR Part 39 
Air transportation, Aircraft, Aviation 

safety, Incorporation by reference, 
Safety.

Adoption of the Amendment 

Accordingly, under the authority 
delegated to me by the Administrator, 
the Federal Aviation Administration 
amends part 39 of the Federal Aviation 
Regulations (14 CFR part 39) as follows:

PART 39—AIRWORTHINESS 
DIRECTIVES 

1. The authority citation for part 39 
continues to read as follows:

Authority: 49 U.S.C. 106(g), 40113, 44701.

§ 39.13 [Amended] 

2. FAA amends § 39.13 by adding a 
new AD to read as follows:
2002–15–06 Air Tractor, Inc.: Amendment 

39–12834; Docket No. 2000–CE–76–AD.
(a) What airplanes are affected by this AD? 

This AD affects Models AT–802 and AT–
802A airplanes, serial numbers 802–0001 
through 802–0081, that are certificated in any 
category. 

(b) Who must comply with this AD? 
Anyone who wishes to operate any of the 
airplanes identified in paragraph (a) of this 
AD must comply with this AD. 

(c) What problem does this AD address? 
The actions specified by this AD are intended 
to prevent the rudder control cable from 
breaking because of the rudder control cables 
wearing in the fairlead area. Broken rudder 
control cables could result in loss of rudder 
control. 

(d) What actions must I accomplish to 
address this problem? To address this 
problem, you must accomplish the following:

Actions Compliance Procedures 

(1) Replace the rudder control cables and 
fairlead with part numbers 70524–10–500 or 
70524–6–500, and 70122–1, as specified in 
the service letter.

Within the next 500 hours time-in-service (TIS) 
after September 13, 2002 (the effective date 
of this AD), unless already accomplished.

Accomplish the replacements in accordance 
with Snow Engineering Company Service 
Letter #199, dated May 30, 2000, and the 
applicable drawing number 70523 of the re-
placement kit, as specified in the service let-
ter. 

(2) Do not install any rudder control cable that 
does not have a stainless steel sleeve 
crimped to the cable in the fairlead area.

As of September 13, 2002 (the effective date 
of this AD).

Not Applicable. 

(e) Can I comply with this AD in any other 
way? You may use an alternative method of 
compliance or adjust the compliance time if: 

(1) Your alternative method of compliance 
provides an equivalent level of safety; and 

(2) The Manager, Fort Worth Airplane 
Certification Office (ACO), approves your 
alternative. Submit your request through an 
FAA Principal Maintenance Inspector, who 
may add comments and then send it to the 
Manager, Fort Worth ACO.

Note: This AD applies to each airplane 
identified in paragraph (a) of this AD, 
regardless of whether it has been modified, 
altered, or repaired in the area subject to the 
requirements of this AD. For airplanes that 
have been modified, altered, or repaired so 
that the performance of the requirements of 
this AD is affected, the owner/operator must 
request approval for an alternative method of 
compliance in accordance with paragraph (e) 
of this AD. The request should include an 
assessment of the effect of the modification, 
alteration, or repair on the unsafe condition 
addressed by this AD; and, if you have not 
eliminated the unsafe condition, specific 
actions you propose to address it.

(f) Where can I get information about any 
already-approved alternative methods of 
compliance? Contact Garry D. Sills, 
Aerospace Engineer, FAA, Fort Worth 
Airplane Certification Office, 2601 Meacham 

Boulevard, Fort Worth, Texas 76193–0150; 
telephone: (817) 222–5154; facsimile: (817) 
222–5960. 

(g) What if I need to fly the airplane to 
another location to comply with this AD? The 
FAA can issue a special flight permit under 
sections 21.197 and 21.199 of the Federal 
Aviation Regulations (14 CFR 21.197 and 
21.199) to operate your airplane to a location 
where you can accomplish the requirements 
of this AD. 

(h) Are any service bulletins incorporated 
into this AD by reference? Actions required 
by this AD must be done in accordance with 
Snow Engineering Company Service Letter # 
199, dated May 30, 2000. The Director of the 
Federal Register approved this incorporation 
by reference under 5 U.S.C. 552(a) and 1 CFR 
part 51. You may get copies from Air Tractor, 
Inc., PO Box 485, Olney, Texas 76374. You 
may view copies at the FAA, Central Region, 
Office of the Regional Counsel, 901 Locust, 
Room 506, Kansas City, Missouri, or at the 
Office of the Federal Register, 800 North 
Capitol Street, NW., Suite 700, Washington, 
DC. 

(i) When does this amendment become 
effective? This amendment becomes effective 
on September 13, 2002.

Issued in Kansas City, Missouri, on July 24, 
2002. 
Michael Gallagher, 
Manager, Small Airplane Directorate, Aircraft 
Certification Service.
[FR Doc. 02–19257 Filed 7–31–02; 8:45 am] 
BILLING CODE 4910–13–P

DEPARTMENT OF THE TREASURY

Internal Revenue Service 

26 CFR Parts 1 and 301 

[TD 9012] 

RIN 1545–AX75 

Clarification of Entity Classification 
Rules

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

SUMMARY: This document contains final 
regulations under section 7701 that 
address the Federal tax classification of 
a business entity wholly owned by a
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foreign government and that also 
provide that a nonbank entity wholly 
owned by a foreign bank cannot be 
disregarded as an entity separate from 
its owner (disregarded entity) for 
purposes of applying the special rules 
applicable to banks under the Internal 
Revenue Code. This document also 
contains final regulations providing that 
a partnership can be a controlled 
commercial entity for purposes of 
section 892(a)(2)(B) and reissues certain 
section 892 temporary regulations with 
references to the final regulations.
DATES: Effective Date: These regulations 
are effective August 1, 2002. 

Applicability Dates: The regulations 
that address the Federal tax 
classification of business entities wholly 
owned by a foreign government under 
§ 301.7701–2 apply on or after January 
14, 2002, to such business entities 
regardless of any prior entity 
classification, and the regulations that 
address the definition of the term entity 
for purposes of section 892(a)(2)(B) 
apply on or after January 14, 2002. The 
regulations relating to a nonbank entity 
that is wholly owned by a foreign bank 
apply to taxable years beginning after 
January 12, 2001.
FOR FURTHER INFORMATION CONTACT: 
Camille B. Evans at (202) 622–3870 (not 
a toll-free number).
SUPPLEMENTARY INFORMATION: 

Background 

This document contains amendments 
to 26 CFR parts 1 and 301. On January 
12, 2001, the IRS and the Treasury 
Department issued a notice of proposed 
rulemaking (REG–101739–00), 
published in the Federal Register (66 
FR 2854), to amend the existing elective 
business entity classification regime 
under section 7701 known as the check-
the-box regulations, and to amend the 
existing temporary rules providing for 
the income of entities owned by foreign 
governments as described under section 
892. No public hearing was requested or 
held. Written comments responding to 
the notice of proposed rulemaking were 
received. After consideration of all the 
comments, the proposed regulations are 
adopted as revised by this Treasury 
decision. The revisions are discussed 
below. 

Explanation and Summary of 
Comments 

On December 18, 1996, the IRS and 
Treasury published the elective Federal 
tax classification regime under section 
7701 known as the check-the-box 
regulations, 61 FR 66584. On January 
12, 2001, the IRS and Treasury issued a 
notice of proposed rulemaking (REG–

101739–00) that proposed to amend the 
Procedure and Administration 
Regulations (26 CFR Part 301) to address 
the Federal tax classification of an entity 
wholly owned by a foreign government 
(as defined in § 1.892–2T) and to 
address the Federal tax treatment to a 
foreign bank of income and assets and 
liabilities of an otherwise disregarded 
nonbank entity that it owns. As noted in 
the preamble to the notice of proposed 
rulemaking, the purpose of the proposed 
regulations was to ensure parity 
between the treatment of entities wholly 
owned by State governments and 
entities wholly owned by foreign 
governments, as well as to ensure parity 
between the treatment of nonbank 
subsidiaries owned by U.S. banks and 
the treatment of nonbank subsidiaries 
owned by foreign banks engaged in a 
U.S. banking business. The January 12, 
2001, notice of proposed rulemaking 
also proposed to provide that a 
partnership can be a controlled 
commercial entity under section 892.

A. § 301.7701–2(b)(6) 
A commentator suggested that the 

rule in the proposed regulations that a 
business entity wholly owned by a 
foreign government (as defined in 
§ 1.892–2T) is a per se corporation 
should be limited to those entities 
directly owned by the foreign 
government. As indicated above, the 
proposed regulations were issued 
because the IRS and Treasury believe 
that it is appropriate to treat controlled 
entities owned by foreign governments 
similarly to controlled entities owned 
by State governments. The per se rule 
relating to controlled entities owned by 
State governments is not limited to 
those entities directly owned by a State 
government. Thus, except for minor 
changes to language, the final 
regulations retain the proposed rule that 
a business entity wholly owned by a 
foreign government, like a business 
entity wholly owned by a State 
government, will be treated as a per se 
corporation. 

B. § 301.7701–2(c)(2)(ii) 
Two comments were received on the 

proposed regulation that provides that 
foreign banks, like domestic banks, 
would be precluded from treating their 
wholly owned nonbank subsidiaries as 
disregarded entities for purposes of the 
special rules of the Internal Revenue 
Code (Code) applicable to banks. Both 
comments asked for guidance on the 
phrase ‘‘special rules of the Internal 
Revenue Code applicable to banks’’ and 
the circumstances under which the 
regulation would apply to entities 
owned by foreign banks. 

As noted above, the regulations are 
intended to ensure parity of treatment 
between domestic banks and foreign 
banks engaged in a U.S. trade or 
business by providing that neither 
domestic banks as defined in section 
581 nor foreign banks as defined in 
section 585(a)(2)(B) (without regard to 
the second sentence thereof) may apply 
the special rules applicable to banks to 
their nonbank subsidiaries. A foreign 
bank is described in section 585(a)(2)(B) 
only when it is engaged in a U.S. trade 
or business that meets the requirements 
of section 581 but for the fact the bank 
is a foreign corporation. Accordingly, a 
foreign bank will be subject to the 
provisions of these final regulations 
only if the foreign bank is engaged in a 
U.S. trade or business that meets the 
requirements of section 581 but for the 
fact that the bank is a foreign 
corporation. The reference to ‘‘special 
rules applicable to banks’’ includes not 
only provisions of the Code but also 
regulations and other published 
guidance under the Code. 

One of these comments specifically 
requested clarification on how 
§ 301.7701–2(c)(2)(ii) would affect a 
foreign bank’s treatment of its 
disregarded entity for purposes of 
applying the fixed ratio election in the 
interest allocation rules under § 1.882–
5(c)(4). Because under § 1.882–5 a 
foreign bank that meets the definition of 
section 585(a)(2)(B) does not distinguish 
between its banking and nonbanking 
activities for purposes of taking assets, 
liabilities and interest expense into 
account in the interest allocation 
formula, the IRS and Treasury do not 
believe the regulations under § 1.882–5 
are appropriately considered ‘‘special 
rules applicable to banks’’ for purposes 
of the § 301.7701–2(c)(2)(ii) regulations. 
Accordingly, the final regulations clarify 
that a foreign bank that is defined in 
section 585(a)(2)(B) is entitled to use the 
93 percent fixed ratio under § 1.882–5 
for the assets, liabilities and interest 
expense of a nonbank subsidiary that 
otherwise is treated as a disregarded 
entity for federal income tax purposes. 
Similarly, in calculating the amount of 
excess interest that may be treated as 
interest expense paid or accrued on 
deposits under § 1.884–4(a)(2)(iii), a 
foreign bank defined in section 
585(a)(2)(B) is entitled to take into 
account its combined banking and 
nonbanking U.S. assets (as defined in 
§ 1.884–1(d)), including the assets of a 
nonbank subsidiary that is otherwise 
treated as a disregarded entity for 
federal income tax purposes. 

A similar analysis applies to the rules 
under §§ 1.864–4(c)(5), 1.864–5, and 
1.864–6, which relate to the
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determination of the effectively 
connected income of a banking, 
financing or similar business. Because 
those rules apply to both section 
585(a)(2)(B) banks and to foreign 
corporations that are not regulated as 
banks but otherwise engage in financial 
services activities (See Inverworld v. 
Commissioner, T.C. Memo. 1996–301, 
supplemented by T.C. Memo 1997–226), 
the final regulations clarify that these 
rules are not considered ‘‘special rules 
applicable to banks.’’ 

Effective Dates 

The regulations that address the 
Federal tax classification of business 
entities wholly owned by a foreign 
government under § 301.7701–2 apply 
on or after January 14, 2002, to such 
business entities regardless of any prior 
entity classification, and the regulations 
that address the definition of the term 
entity for purposes of section 
892(a)(2)(B) apply on or after January 
14, 2002. The regulations relating to a 
nonbank entity that is wholly owned by 
a foreign bank apply to taxable years 
beginning after January 12, 2001. 

Special Analyses 

It has been determined that this 
Treasury decision is not a significant 
regulatory action as defined in 
Executive Order 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) and the 
Regulatory Flexibility Act (5 U.S.C. 
chapter 6) do not apply to these 
regulations. Therefore, a Regulatory 
Flexibility Analysis is not required. 
Pursuant to section 7805(f) of the Code, 
the notice of proposed rulemaking 
preceding these regulations was 
submitted to the Chief Counsel for 
Advocacy of the Small Business 
Administration for comment on their 
impact on small businesses. 

Drafting Information 

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

List of Subjects 

26 CFR Part 1 

Income taxes, Reporting and 
recordkeeping requirements. 

26 CFR Part 301 

Employment taxes, Estate taxes, 
Excise taxes, Gift Taxes, Income taxes, 

Penalties, Reporting and recordkeeping 
requirements.

Adoption of Amendments to the 
Regulations 

Accordingly, 26 CFR parts 1 and 301 
are amended as follows:

PART 1—INCOME TAXES 

1. The authority citation for part 1 is 
amended by removing the entry for 
‘‘Sections 1.892–1T through 1.892–7T’’ 
and adding the following entries in 
numerical order:

Authority: 26 U.S.C. 7805 * * *
Section 1.892–1T also issued under 26 

U.S.C. 892(c). 
Section 1.892–2T also issued under 26 

U.S.C. 892(c). 
Section 1.892–3T also issued under 26 

U.S.C. 892(c). 
Section 1.892–4T also issued under 26 

U.S.C. 892(c).
Section 1.892–5 also issued under 26 

U.S.C. 892(c). 
Section 1.892–5T also issued under 26 

U.S.C. 892(c). 
Section 1.892–6T also issued under 26 

U.S.C. 892(c). 
Section 1.892–7T also issued under 26 

U.S.C. 892(c). * * *
2. Section 1.892–5 is added to read as 

follows:

§ 1.892–5 Controlled commercial entity. 
(a) through (a)(2) [Reserved]. For 

further information, see § 1.892–5T(a) 
through (a)(2). 

(3) For purposes of section 
892(a)(2)(B), the term entity means and 
includes a corporation, a partnership, a 
trust (including a pension trust 
described in § 1.892–2T(c)) and an 
estate. 

(4) Effective date. This section applies 
on or after January 14, 2002. See 
§ 1.892–5T(a) for the rules that apply 
before January 14, 2002. 

(b) through (d) [Reserved]. For further 
information, see §§ 1.892–5T(b) through 
(d).

3. Section 1.892–5T is amended by: 
1. Removing the concluding text 

immediately following paragraph (a)(2). 
2. Adding paragraph (a)(3). 
The addition reads as follows:

§ 1.892–5T Controlled commercial entity 
(temporary regulations). 

(a) * * * 
(3) [Reserved]. For further 

information, see § 1.892–5(a)(3).
* * * * *

PART 301—PROCEDURE AND 
ADMINISTRATION 

4. The authority citation for part 301 
continues to read in part as follows:

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

5. Section 301.7701–2 is amended by: 
1. Revising paragraphs (b)(6) and 

(c)(2)(ii). 
2. Revising the first sentence of 

paragraph (e). 
The revisions read as follows:

§ 301.7701–2 Business entities; 
definitions.

* * * * *
(b) * * * 
(6) A business entity wholly owned 

by a State or any political subdivision 
thereof, or a business entity wholly 
owned by a foreign government or any 
other entity described in § 1.892–2T;
* * * * *

(c) * * * 
(2) * * * 
(ii) Special rule for certain business 

entities. If the single owner of a business 
entity is a bank (as defined in section 
581, or, in the case of a foreign bank, as 
defined in section 585(a)(2)(B) without 
regard to the second sentence thereof), 
then the special rules applicable to 
banks under the Internal Revenue Code 
will continue to apply to the single 
owner as if the wholly owned entity 
were a separate entity. For this purpose, 
the special rules applicable to banks 
under the Internal Revenue Code do not 
include the rules under sections 864(c), 
882(c), and 884.
* * * * *

(e) Effective date. Except as otherwise 
provided in this paragraph (e), the rules 
of this section apply as of January 1, 
1997, except that paragraph (b)(6) 
applies on or after January 14, 2002, to 
a business entity wholly owned by a 
foreign government regardless of any 
prior entity classification, and 
paragraph (c)(2)(ii) of this section 
applies to taxable years beginning after 
January 12, 2001. * * *

Robert E. Wenzel, 
Deputy Commissioner of Internal Revenue. 

Approved: July 25, 2002. 
Pamela F. Olson, 
Acting Assistant Secretary of the Treasury.
[FR Doc. 02–19349 Filed 7–31–02; 8:45 am] 
BILLING CODE 4830–01–P

ENVIRONMENTAL PROTECTION 
AGENCY 

40 CFR Part 272 

[FRL–7232–3] 

New York: Incorporation by Reference 
of State Hazardous Waste Management 
Program

AGENCY: Environmental Protection 
Agency (EPA).
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