Part 111
Adm ni strative, Procedural, and M scel |l aneous
26 CFR 601. 105: Exami nation of returns and clains for refund,

credit, or abatenment; determ nation of correct tax liability.
(Also Part |, 88 704; 1.704-1, 1.704-3.)

Rev. Proc. 2001- 36

SECTION 1. PURPCSE

This revenue procedure grants automatic perm ssion for
certain securities partnerships to aggregate contri buted property
for purposes of making 8 704(c) allocations. This revenue
procedure al so describes the information that nust be included
with ruling requests for perm ssion to aggregate contri buted
property for purposes of nmaking 8 704(c) allocations submtted by
partnerships that do not qualify for automatic perm ssion
SECTI ON 2. BACKGROUND

.01 To prevent the shifting of tax consequences anong
partners with respect to precontribution gain or |oss, § 704(c)

requi res partnerships to allocate inconme, gain, |oss, and
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deductions with respect to property contributed by a partner so
as to take into account any variation between the adjusted tax
basis of the property and its fair market value at the tine of
the contribution. These allocations nmust be nmade using a
reasonabl e nethod that is consistent with the purpose of

8§ 704(c). Simlar rules apply to differences between book val ue
and tax basis that are created by a revaluation of partnership
assets pursuant to 8 1.704-1(b)(2)(iv)(f)(reverse §8 704(c)

al I ocations).

.02 Section 1.704-3(a)(10) provides that an allocation
net hod (or conbi nation of nmethods) is not reasonable if the
contribution of property (or event that results in reverse
8 704(c) allocations) and the correspondi ng all ocation of tax
itenms with respect to the property are nade with a view to
shifting the tax consequences of built-in gain or |oss anong the
partners in a manner that substantially reduces the present val ue
of the partners’ aggregate tax liability.

.03 Section 1.704-3(a)(2) provides that 8 704(c) allocations
are generally nmade on a property-by-property basis. Therefore,
built-in gains and | osses fromdifferent itens of contributed or
reval ued property generally cannot be aggregated.

.04 Section 1.704-3(e)(3) provides a special rule that
all ows securities partnerships (as defined in § 1.704-
3(e)(3)(iii)) to nmake reverse 8 704(c) allocations on an

aggregate basis. Specifically, 8 1.704-3(e)(3)(i) provides that,
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for purposes of making reverse 8 704(c) allocations, a securities
partnership may aggregate built-in gains and | osses from
qualified financial assets (as defined in 8 1.704-3(e)(3)(il))
usi ng any reasonabl e approach that is consistent with the purpose
of § 704(c). This rule, however, only applies to built-in gains
and | osses fromreval uati ons of partnership property; aggregation
of built-in gains and | osses fromcontributed property is only
permtted pursuant to published guidance or by letter ruling.
Section 1.704-3(e)(4)(iii).

.05 Section 1.704-3(e)(3)(iv) and (v) describe two nethods
of making 8 704(c) allocations on an aggregate basis that are
general ly reasonable, the partial netting and the full netting
approaches, respectively.

.06 Since the regul ations under 8 704(c) were issued, the
Servi ce has received and responded to nunerous ruling requests
fromsecurities partnerships organi zed as part of a “Master-
Feeder Structure” for perm ssion to aggregate contri buted
property for purposes of naking 8 704(c) and reverse 8 704(c)
al | ocati ons.

.07 In a typical Mster-Feeder Structure, two or nore Feeder
Funds or one or nore Feeder Funds and an investnent advisor,
princi pal underwiter, or manager contribute their assets,
consisting primarily of cash or financial investnents, to a
single Master Portfolio in exchange for beneficial interests in

the Master Portfolio. In these cases, each Feeder Fund and the
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Master Portfolio is registered with the Securities and Exchange
Comm ssi on under the |Investnent Conpany Act of 1940 (1940 Act).
The shares of these Feeder Funds are typically publicly offered
and wi dely held by individuals, corporations, and institutional

i nvestors. Cenerally, each Feeder Fund is an open-end nutual
fund, which continuously offers to sell new shares or redeem

exi sting shares for a price equal to the net asset value of their
proportionate interest in the portfolio.

.08 The IRS and Treasury Departnent have determned that it
is in the best interest of sound tax admnistration to reduce the
burden on taxpayers of submtting ruling requests by granting to
certain Master-Feeder Structures autonmatic perm ssion to
aggregate built-in gains and | osses fromcontributed securities.
SECTI ON 3. SCOPE

.01 Automatic Perm ssion. This revenue procedure provides

automatic permssion to Qualified Master-Feeder Structures
(QWSs), as described in section 4 of this revenue procedure, to
aggregate built-in gains and | osses fromcontributed securities
for purposes of making 8 704(c) and reverse 8 704(c) allocations.
The Service will no longer issue letter rulings to QWSs all ow ng
this type of aggregation. But see section 6.02 of this revenue

pr ocedure.

.02 Securities Partnerships That Do Not Qualify for

Aut omatic Perm ssion. The Service recognizes that there nay be

securities partnerships not described in section 4 of this
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revenue procedure that should be allowed to aggregate built-in
gains and | osses fromcontri buted property where the burden of
maki ng 8 704(c) allocations is great and the |ikelihood of
character and timng distortions is mninmal. Therefore, the
Service will continue to consider ruling requests fromthese
partnerships. Section 5 of this revenue procedure describes the
information to be submtted in such a ruling request.

SECTI ON 4. AUTOVATI C PERM SSI ON FOR QUALI FI ED MASTER- FEEDER
STRUCTURES TO AGGREGATE CONTRI BUTED PROPERTI ES

.01 In general. Permssion is hereby granted for any QVFS,

as defined in section 4.02 of this revenue procedure, to
aggregate built-in gains and | osses fromcontributed qualified
financial assets for purposes of making 8 704(c) and reverse

§ 704(c) allocations.

.02 Qualified Master-Feeder Structure. A QWS is created

where two or nore investors contribute cash or qualified
financial assets to a Master Portfolio in exchange for beneficial
interests in the Master Portfolio. To qualify as a QWS, the
foll ow ng requirenents nust be net:

(1) Each partner in the Master Portfolio is a Feeder
Fund, or an investnent advisor, principal underwiter, or manager
of the Master Portfolio;

(2) Each Feeder Fund contributes only cash and/or a

portfolio of diversified stocks and securities that satisfies the
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25 and 50 percent tests of 8 368(a)(2)(F)(ii) in exchange for
beneficial interests in the Master Portfolio;

(3) Each partner in the Master Portfolio that is an
i nvest ment advi sor, principal underwiter, or nmanager,
contributes only cash and/or services in exchange for beneficial
interests in the Master Portfolio;

(4) The Master Portfolio is treated as a partnership
for federal tax purposes and qualifies as a securities
partnership under 8 1.704-3(e)(3)(iii);

(5) Each Feeder Fund is a publicly offered regul ated
i nvest ment conpany, as defined in 8 67(c)(2)(B) and 8 1.67-
2T(9) (3) (iii);

(6) The Master Portfolio is registered as an investnent
conpany under the 1940 Act.

(7) The Master Portfolio nmakes § 704(c) and reverse
8 704(c) allocations under the partial netting approach or the
full netting approach as described in 8 1.704-3(e)(3)(iv) or
8 1.704-3(e)(3)(v), respectively, and,

(8) The contributions to the Master Portfolio and the
corresponding allocations of tax itenms with respect to the
property contributed to the Master Portfolio are not made with a
view to shifting the tax consequences of built-in gain or |oss
anong the partners in a manner that substantially reduces the

present value of the partners’ aggregate tax liability.
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SECTI ON 5. | NFORVATI ON REQUI RED FOR RULI NG REQUESTS BY SECURI TI ES
PARTNERSHI PS THAT DO NOT QUALI FY FOR AUTOVATI C PERM SSI ON

.01 In general. This section describes the information and

representations that a securities partnership not described in
section 4 of this revenue procedure nust submt when requesting a
ruling permtting the aggregation of built-in gains and | osses
fromcontributed property for purposes of making 8 704(c) and
reverse 8 704(c) allocations. Taxpayers should be aware that
additional information may be required. See also section 8 of
Rev. Proc. 2001-1, 2001-1 I.R B. 1 (or its successor), which
outlines the general requirenents concerning the information to
be submtted as part of a ruling request.

.02 Representations. The ruling request nust include the

foll ow ng representations:

(1) The partnership qualifies as a “securities
partnership” as defined in 8 1.704-3(e)(3)(iii);

(2) The partnership will make reval uations at | east
annual ly in accordance with 8 1.704-3(e)(3)(iii)(B)(2)(ii);

(3) The burden of making 8 704(c) allocations
separately fromreverse 8 704(c) allocations is substantial; and

(4) The partnership’ s contributions, revaluations, and
the corresponding allocations of tax itens are not made with a
view to shifting the tax consequences of built-in gain or |oss
anong the partners in a manner that would substantially reduce

the present value of the partners’ aggregate tax liability.
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.03 Information. The follow ng informati on nust be submtted

with the ruling request:

(1) An explanation of the business and tax reasons for
the formation of the partnership;

(2) A detailed description of each partner;

(3) A detailed description of each type of property to
be contributed including its fair market value and adjusted
basi s;

(4) The aggregate fair market value and adjusted basis
of the property to be contri buted;

(5) The aggregate gross built-in gains and aggregate
gross built-in losses in the property to be contri buted,;

(6) Arepresentation that the partner is contributing
all of its assets to the partnership or an explanation as to how
the assets to be contributed to the partnership were chosen;

(7) A description of the aggregation nethod that the
partnership wll use;

(8) Copies of the partnership’ s organi zati onal
docunents, if avail able; and

(9) Copies of any proxy statenents, information
statenents, marketing materials, or prospectuses filed,
distributed, or prepared by the partnership or any of its
partners in connection with the formation of, or contribution of
property to, the partnership.

SECTI ON 6. EFFECTI VE DATE
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.01 In general. Section 4 of this revenue procedure applies

to all contributions of property as part of a QWS on or after

[ NSERT DATE THI S DOCUMENT | S PUBLI SHED | N THE | NTERNAL REVENUE

BULLETIN]. Section 5 of this revenue procedure applies to al

ruling requests pending in the National Ofice on [|I NSERT DATE

THI S DOCUMENT | S PUBLI SHED | N THE | NTERNAL REVENUE BULLETI N] and

to requests received thereafter.

.02 Transition rule for pending ruling requests. If a QWS

has filed a request for aruling allowing it to aggregate
contributed securities for purposes of making 8 704(c) and
reverse 8 704(c) allocations and that ruling request is pending
in the national office on [INSERT DATE THI S DOCUMENT | S PUBLI SHED
I N THE | NTERNAL REVENUE BULLETIN], the QWS nmay w t hdraw t hat
ruling request and receive a refund of its user fee. However,
the national office will process ruling requests pendi ng on
[ | NSERT DATE THI S DOCUMENT IS PUBLI SHED | N THE | NTERNAL REVENUE
BULLETIN], unless, prior to the earlier of [INSERT DATE THAT IS
45 DAYS AFTER THE DATE THI S DOCUMENT IS PUBLI SHED | N THE | NTERNAL
REVENUE BULLETIN] or the issuance of the letter ruling, the QWS
notifies the national office that it will withdrawits ruling
request .
DRAFTI NG | NFORMATI ON

The principal author of this revenue procedure is Horace
Howel I's of the Ofice of Associate Chief Counsel (Passthroughs

and Special Industries). For further information regarding this
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revenue procedure, contact Horace Howells on (202) 622-3050 (not

atoll-free call).



