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~This is in reply to a letter of Septenber 15, 1998, and
previous correspondence submtted on behalf of pi, P3, P4, B5,
81, 82, 83, F1, and a1, by their authorized representative,
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requesting certain rulings regarding the transfer of certain
assets to pa.

BPl, P3, P4, and P5 are each a series of Al. Al is a trust
formed under the laws of State X pursuant to an Agreenent and
Declaration of Trust ("Declaration"). Al is registered with the
Securities and Exchange Conmmission (the wggew) under the 1940 Act
as an open-end diversified managenment investment conpany.

Fi is a voluntary association fornmed as a business trust
under the laws of State 2z, F1 is registered with the SEC as an
open-end diversified nmanagenment investnent conpany under the 1940
Act. 81, 82, and 83, are each a series of Fl1. 81, 82, and 83
each qualify for treatnent as a regulated investment conpany
(RIC) under § 851 et seq. of the Internal Revenue Code and I ntend
to continue to so qualify for all subsequent tax years.

_ Prior to Date 1, g1 held an interest in P3, 82 held an
Interest In P4, and 83 held an interest in 5. On Date 1, p3,

P4, and P5 (the "Transferors") contributed certain investnent

assets to p1 in exchange for beneficial interests in p1.
Imedi ately thereafter the Transferors distributed their
respective interest in p1 to their respective partners in

| i qui dati on.

The Trustees for Pp1 have adopted Capital Account
Establ i shnent and Maintenance Procedures ("Procedures").

Hol ders of interests in p1 will be limted to certain
institutional investors ("Holders"), and will not include
individuals, S corporations, partnershi Fs, or grantor trusts that
are beneficially owned by any individual, S corporation or
part ner ship.

P1 will invest its aggregate assets in a manner that
complies With the requirenents specified in § 851(b) of the Code
as though p1 were a RIC subject to § 851(b).

The Declaration for pi, which governs the rights,
obligations and liabilities of the Holders, provides that the
Hol ders' interests in Pi are not transferable. Increases and
decreases in the size of a Holder!s investment in pr will be
acconplished by adjustments to that Holder's capital account
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bal ance, not by a transfer of interests in Bl or capital accounts
between the various Hol ders.

P1 represents that, except as required by 704 (c) of the
Code and § 1. 704-I(b?] (4) of the Income Tax Regulations, each
Hol der's allocable share of pi's income will be conprised of a
proportionate share of each item of incone includable in P1's
gross Incone. P1 further represents that the organization of p1
in a manner to enable it to be classified as a partnership under
§ 301.7701-2 of the Procedure and Admi nistration Regul ations was
not done to enable a Holder that is a regulated investment com-
pany to make distributions that would be prohibited under Rev.
Rul. 89-81, 1989-1 C B. 266, had the regulated investnent conpany
invested directly in the assets of p1,

P1 represents that each entity that has been identified as a
prospective Holder is either a RC or an entity neeting the di-
versification requirenents of § 368(a) (2) (F) (i1) of the Code
i mmredi ately before -- and, taking into account the entity's pro-
portionate share of Pl's assets, wll neet those requirements
imedi ately after -- its investment in P1. Additionally, pPp1
regresents that P1 will meet the diversification criteria of
§ 851(b) (4) immediately after the contributions of the Hol ders.

Furthermore, P1 represents that (1) interests in P1 wll not
be traded on an established securities market nor wll any inter-
ests be issued in transactions registered under the Securities
Act of 1933, and (2) P1 will not have nore than 100 Hol ders at
any one time.

P1 also represents that it is and will continue to be regis-
tered with the SEC under the 1940 Act as a manasenment conpany;
and that it will make all of its book allocations in proportion
to the Holders' relative book capital accounts.

Furthernore, Pl represents that each Transferor transferred
assets to P1 that satisfied the diversification test of
§ 368(a)(2) (F) (ii) of the Code. Solely for purposes of the pre-
ceding sentence, the principles of § 368(a) (2) (F} apply, except
that Governnent securities are not excluded for purposes of de-
termning total assets under § 368(a) (2) (F) ilv), unl ess the Cov-
ernnent securities are acquired to meet § 368(a) (2) (r)(ii).

P1 and each Holder that is a RIC represents that for pur-
poses of determining the required distribution under § 4982(a) (1)
of the Code it wll account for its share of partnership itens of
income, gain, loss, and deduction as they are taken into account
by P1, as required by Rev. Rul. 94-40, 1994-1 C B 274.

Section 7704(a) of the Code provides that a publicly traded
partnership shall be treated as a corporation.
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Section 7704(b) of the Code provides that, for purposes of
§ 7704, the term "publicly traded partnership" means any partner-
ship if (1) interests in such partnership are traded on an estab-
lished securities market, or (2) interests in such partnership
are readily tradable on a secondary market (or the substantial
equi val ent  thereof).

Section 1.7704-1(h) (1) of the regulations, concerning pri-
vate placenments, provides that except as otherwi se provided in
§ 1.7704-1(h) (2), interests in a partnership are not readily
tradable on a secondary market or the substantial equivalent
thereof if (i) all interests in the partnership were issued in a
transaction (or transactions) that was not required to be regis-
tered under the Securities Act of 1933 (15 U S.C 77a et seq.);
and (ii) the partnership does not have moe than 100 partners at
any tme during the taxable year of the partnership.

The Transferors will each have an interest in Pi1. Pl repre-
sents that Pl.mayin the future have additional Holders, but it
will have no nore than 100 partners (Holders), and that no inter-
ests in p1 have been, or wll be traded on an established securi-
ties market or issued in a transaction registered under the Secu-
rities Act of 1933. Based on the information provided and the
representations nade, we conclude that P1 will not be a publicly
traded: partnership for purposes of § 7704 of the Code.

Section 851(b) of the Code provides that certain require-
ments nust be satisfied for a donestic corporation to be taxed as
aRl C

Section 851(b) (2) of the Code provides that, to qualify as a
RIC, 90 percent of a corporation's gross income nust be derived
from dividends, interest, paynents with respect to securities
| oans (as defined in § 512(a) (5)), gains from the sale or other
di sposition of stocks, securities, foreign currencies, or other
incone derived with respect to the business of investing in such
stocks, securities, or currencies.

Prior to its repeal by § 1271 of the Taxpayer Relief Act of
1997, Pub. L. 105-34, 111 Stat. 788, 1036, ("TRA tg7w),
§ 851(b) (3) of the Code required that, to qualify as a RIC less
than 30 percent of the corporation's gross income may be derived
from the sale or disposition of certain assets held for less than
3 nonths. The repeal applies to taxable years of a R C beginning
after August 5, 1997.

Section 851(b) (4) (A) of the Code (§ 851(b) (3) (A) for the
taxable year of a RIC which begins after August 5, 1997) requires
that, to qualify as a RIC, at the close of each quarter of the
taxable year, at least 50 percent of the value of a corporation's
total assets nust be represented by cash and cash items{(includ-
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ing receivables), CGovernment securities, securities of other
RICs, and other securities generally limted in respect of one
issuer to an amount not greater in value than 5 percent of the
value of the total assets of the corporation and to not nore than
10 percent of the outstanding securities of such issuer.

Section 851(b) (4) (B) of the Code (§ 851(b) (3) (B) for the.
taxable year of a ' RIC which begins after AugusSt 5, 1997) provides
that, to qualify as a RIC, not nore than 25 percent of the
corporation's total assets may be invested in the securities
(other than Governnent securities and securities of other RICs)
of any one issuer, or two or nore issuers which the corporation
controls and which are determned, under regulations, to be en-
gaged in the same or simlar trades or businesses or related
trades or businesses.

Section 702(b) of the Code provides that the character of
itens stated in § 702(a) that are included in a partner's dis-
tributive share shall be determined as if such items were real-
ized directly from the source from which realized by the
partnership, or incurred in the sane manner as incurred by the
part nershi p. Section 702(c) provides that where it is necessary
to determine the amount or character of the gross incone of a
partner, such anount shall include that partner's distributive
share of the gross income of the partnership.

Section 1006(n) (1) of the Technical and M scellaneous Reve-
nue Act of 1988 added a sentence to the flush |anguage of
§ 851(b) of the Code that states that incone derived from a part-
nership or trust shall be treated as satisfying the 90 percent
test of § 851(b) (2) only to the extent that such income is at-
tributable to items of income of the partnership or trust which
woul d be described in § 851(b) (2) if earned directly by the RIC
The legislative history of that sentence indicates that it was
intended to clarify the general rule used to characterize itens
of inconme, gain, loss, deduction, or credit includable in a part-
ner's distributive share, as applied to RICs that are partners.
It therefore explains the relationship of § 702 to the 90 percent
test under § 851(b) (2). See S. Rep. No. 445, 100th Cong., 2d
Sess. 93 (1988).

Under subchapter K of the Code, a partnership is considered
to be either an aggregate of its nenbers or a separate entity.
Under the aggregate approach, each partner is treated as an owner
of an undivided interest in partnership assets and operations.
Under the entity approach, the partnership is treated as a sepa-
rate entity in which partners have no direct interest in
partnership assets and operations. See S. Rep. No. 1622, 83d
Cong , 2d Sess. 89 (1954) and HR Rep. No. 2543, 83d Cong., 2d
Sess. 59 (1954) .
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In order for Holders to qualify as RICs under the diversifi-
cation tests of § 851 of the Code, the aggregate approach will
have to be applied to each Holder's partnership interest in p1.
As an aggregate, each Holder will be entitled to take into ac-
count its share of the individual items of incone and assets of
P1.

Rev. Rul. 75-62, 1975-1 C. B. 188, concerns a life insurance
conpany that contributed cash to a partnership in exchange for a
50 percent interest in the partnership. The partnership held
real estate as its principal asset. For the taxable year in
question, § 805(b) of the Code required life insurance conpanies
to value their assets each taxable year. For this purpose,

§ 805(b) (4) required that shares of stock and real estate be
valued at their fair market values, and that other assets be
valued at their adjusted basis. The issue presented in the rul-
ing is whether, for purposes of § 805(b) (4}, the life insurance
conpany's interest in the partnership is considered to be an
investment in the real estate held by the partnership (an aggre-
gate approach) or an investment in other property (an entity
approach).

Rev. Rul. 75-62 holds that the partnership interest held by
the life insurance conpany nust be accounted for as other proper-
ty for'purposes of § 805(b) (4) of the Code. The ruling cites
§§ 705 and 741, both of which generally treat an interest in a
partnership as an interest in an entity, as evidence of an intent
In subchapter K to take the entity approach in questions concern-
ing the nature of an interest in a partnership. The ruling
states that the legislative history of § 805(b) (4) does not indi-
cate that application of the entity approach to the facts of the
ruling is inappropriate, and that there is no conpelling reason
to take the aggregate approach.

_ The flush |anguage of § 851(b) of the Code and its Iegisla-
tive history indicate that here, unlike the situation described
in Rev. Rul. 75-62, Congress intended that an aggregate approach
be taken in determning the nature of the partnership interests
held by the Holders. The flush language of § 851(b) mandates an
a?gregate approach in applying the 90 percent gross incone test
of § 851(b)(2) to RICs that hold partnership interests. It woul d
be anomal ous to suggest that Congress intended that a RIC's in-
terest in a partnership be viewed as a direct investnent in the
Bartnershi p's assets for purposes of the § 851(b) ¥2) test but not
e viewed as a direct investnment in those assets for purposes of
the test set out in § 851(b) (3) and (b) (4).

The tax treatment accorded real estate investnent trusts
(REITs) lends further support to applying the aggregate approach
to the present case. REITs were created to provide an investnent
vehicle simlar to the RIC for small investors to invest in real
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estate and real estate nortgages. See H.R Rep. 2020, 86th
Cong., 2d Sess. 3 (1960). Like RICs, REITs are subject to re-
strictions on the type of assets they can hold if they want to
retain the benefits accorded them under subchapter M and are
subject to certain gross incone source tests. REITs and RICs
also have simlar distribution and holding period requirenents.

Section 1.856-3{(g) of the regulations provides that:

In the case of a real estate investment trust which is a
partner in a partnership, as defined in section 7701(a)-
(2) and the regulations thereunder, the trust wll be
deemed to own its proportionate share of each of the
assets of the partnership and will be deened to be en-
titled to the income of the partnership attributable to
such share. For ﬁurposes of section 856, the interest
of a partner in the partnership's assets shall be deter-
mned in accordance with his capital interest in the
ﬂartnershi p. The character of the various assets in the
ands of the partnership and itemsof gross income of
the partnership shall retain the same character in the
hands of the partners for all purposes of section 856.
Thus, for exanple, if a trust owns a 30-percent capital
interest in a partnership which ows a piece of rental
property the trust will be treated as owning 30 percent
of such property and as being entitled to 30 percent of
the rent derived from the ﬁroperty by the partnership.
Simlarly, if the partnership holds any property prinmar-
ily for sale to custonmers in the ordinary course of its
trade or business, the trust will be treated as holding
its proportionate share of such property primrily for
such purpose. Also, for exanple, where a partnership
sells real property or a trust sells its interest in a
partnership which owns real property, any gross incone
realized from such sale, to the extent that it is at-
tributable to the real property, shall be deemed gross
incone from the sale or disposition of real property
held for either the period that the partnership has
held the real property or the period that the trust

V\/ﬁs a nenber of the partnership, whichever is the
shorter.

Thus, the regulation adopts the aggregate "look-through"
approach in determning how a REIT should account for its
partnership interests for purposes of all of the income and asset
qualification tests under § 856 of the Code.

The legislative purpose underlying the creation of both RICs
and rats was to provide small investors a means of pooling their
resources to invest in a particular type of asset wthout the
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inposition of corporate incone tax. The qualification tests are
simlar for each. Therefore, although the RIC regulations do not
specifically address the issue herein, it is appropriate to adopt
an approach for RICs that parallels that set forth for REITs.

Accordingly, each Holder that elects RIC status, as a part-
ner in P1, will be deened to own a proportionate share of the
assets of P1 and will be deenmed to be entitled to the income of
P1 attributable to that share for purposes of determning whether
that Hol der satisfies the requirements of §§ 851(b) (2},

851 (b) (3}, and 851(b) (4) of the Code and the regulations
thereunder, prior to their anendnent by the TRA of 197 (or

§§ 851(b) (2) and 851(b) (3) for taxable years of the RICs
beginning after August 5, 1997). Gin properly allocated to a
Hol der under § 704(c) will not be considered gain derived by the
other partners for purposes of § 851(b) (3). For purposes of
these sections, the interest of the Holder in p1 shall be deter-
mned in accordance with the Holder's capital interest in p1.
The Holder will be deemed to hold its proportionate share of the
assets of p1i for the period that B1 has held the individual as-
sets or for the period that the Holder has held the interest in
P1, whichever is shorter. For these purposes, the holding period
rules of § 1223 apply to determne a Holder's holding period in
P1.

Section 704(a) of the Code provides that a partner's dis-
tributive share of income, gain, |oss, deduction, or credit
shall, except as otherwise provided in Chapter 1 of the Code, be
determned by the partnership agreement.

Section 704 (b} of the Code provides that a partner's dis-
tributive share of income, gain, loss, deduction, or credit (or
iten thereof) shall be determned in accordance with the
partner's interest in the partnership (determned by taking into
account all facts and circurrstances%, If (1) the partnership
agreenent does not provide as to the partner's distributive share
of incone, gain, loss, deduction, or credit (or item thereof), or
(2) the allocation to a partner under the agreement of incomne,
gain, loss, deduction, or credit (or item thereof) does not have
substantial economc effect.

Section 1.704-1(b) (2) (ii) of:the regulations provides that
in order for an allocation to have economc effect, it nust be
consistent with the underlying economc arrangement of the
artners. This neans that in the event there is an economc
enefit or economc burden that corresponds to an allocation, the
artner to whom the allocation is made nust receive the economc
enefit or bear the economic burden. Generally, an allocation
has economc effect if (1) the partnership capital accounts are
mai ntained in accordance with § 1.704-1(b) (2) (iv), (2) upon
l'iquidation of the partnership (or any partner's interest in the
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partnership) liquidating distributions wil 1 be nade to the
partners in accordance with their positive capital account
bal ances, and (3) partners are unconditionally required to
restore the negative balance of their capital accounts to the
partnership upon the liquidation of their interests in the
part ner ship.

Section 1.704-1(b) (2) (iv) () of the regulations provides
that the partners' capital accounts wll be considered to be
determned and maintained in accordance with the rules of
paragraph {b) (2) (iv) if, and only if, each partner's capital
account is increased by (1) the anmount of noney contributed by
him to the partnership, (2) the fair market value of property
contributed by the partner to the partnership (net of liabilities
secured by such contributed property that the partnership is
considered to assunme or take subject to under § 752 of the Code),
and (3) allocations to the partner of partnership income and galn
(or itens thereof), including income and gain exenpt from tax and
income and gain described in paragraph (b} (2) (iv) (g), but
excluding incone and gain described 1n paragraph (b)(4) {(i); and
decreased by (4) the anount of noney distributed to the partner
by the partnership, (5) the fair narket value of property
distributed to the partner by the partnership (net of liabilities
secured by such distributed property that such partner is
considered to assume or take subject to under § 752), (6)
allocations to the partner of expenditures of the artnershlﬁ
described in § 705(a) (2) (B}, and (7) allocations of partnership
| oss and deduction (or item thereof), including |loss and
deduction described in paragraph {(b) (2) (|v)ég),_ but excl udi ng
itens described in (6) above and |oss or deduction described in
par agraphs (b) (4) (i) or (b) (4) (iii).

Section 1.704-1(b)} (2) (ii) (h) of the regulations provides
that the partnership agreement includes all agreenents anong the
partners, or between one or nore partners and the partnership
concerning affairs of the partnership and responsibilities of the
partners.

Section 3.4 of Article 11l of the Procedures provides that
the provisions contained in the Procedures, relating to the
mai nt enance of book capital accounts and tax capital accounts,
are intended to conply with § 1.704-1(b) of the regulations, and
shall be interpreted and applied in a manner consistent with such
regul ati ons.

Section 3.4 of the Procedures further provides that the
Trustees shall nake any appropriate nodifications in the event
unanticipated events nmight otherw se cause the Procedures not to
conply with § 1.704-1(b}, including the requirements described in
§§ 1.704-1(b) (2) (ii) (b) (1) and 1.704-1(b) (2) (iv) of the
regul ations.
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Section 4.3 of Article IV of the Procedures provides that
upon liquidation of P1. the oroceeds will be distributed to the
Hol ders as provided in Article VII of the Procedures.

Section 5.6 of Article V of the Procedures provides that if
a reden'ﬁtion occurs prior to the end of a fiscal year, p1 wll
treat the fiscal year as ended for the purposes of conputing the
redeem ng Holder's distributive share of p1 itens and allocations
of all itemsto such Holder will be nade as though each Hol der
were receiving its allocable share of piitems at such time.

Section 7.1 of Article VIl of the Procedures provides that
subject to § 7.4 of the Procedures, upon the dissolution of P1,
the Trustees shall liquidate the assets of Pp1, apply and
distribute the proceeds as follows:

(a) first to the payment of all debts and obligation of p1
to third parties, including without limtation the retirenment of
outstanding debt, including any debt owed to Holders or their
affiliates, and the expenses of liquidation, and to the setting
up of any reserves for contingencies which nay be necessary; and

ﬁb then in accordance with the Holders' positive book
capital account balances after adjusting book capital accounts
for allocations provided in Article V of the Procedures and in
accordance with the requirenents described in § 1.704-

I(b) (2) (ii) (b) (2) of the regulations.

Section 7.4 of Article VII of the Procedures provides that
if a Holder has a negative balance in its book capital account
following the liquidation of its interest, as determned after
taking into account all capital account adjustnents for the
fiscal year during which the liquidation occurs, then such Hol der
shall restore the anount of such negative balance to p1 by the
|ater of the end of the fiscal year or 90 days after the date of
such liquidation so as to comply with the requirenents of
§ 1.704-I(bc? (2) (ii) () (3)of the regulations. Such anount shall,
upon liquidation of P1 be paid to creditors of P1i or distributed
to other Holders in accordance with their positive book capital
account bal ances.

Based on the foregoing, the allocations provided for in the
Procedures meet the requirements for economic effect set forth in
§ 1.704-1(b) (2) (ii) of the regulations. Accordingly, the
allocations contained in the Procedures have economc effect
within the meaning of § 704(b) of the Code. No opinion is
expressed or inplied regarding whether the allocations of profits
and |l osses contained in the Procedures satisfy the requirenments
for substantiality as set forth in § 1.704-1(b) (2) (iii).
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Section 1.704-1(b) {2){iv) (£) of the regulations provides
that a partnership agreenent nay, upon the occurrence of certain
events, increase or decrease the partners' capital accounts to
reflect a revaluation of partnership property on the
partnership's books. Capital accounts so adjusted wll not be
considered to be determned and maintained in accordance with the
rules of § 1.704-1(b) (2) (iv) unless--

(1) the adjustnments are based on the fair market value of
partnership property on the date of adjustment;

(2) the adjustnents reflect the manner in which the
unreal i zed income, gain, loss, or deduction inherent in the
property (that has not been reflected in the capital accounts
previ ousIJ/) would be allocated anmong the partners if there were a
taxabl e disposition of the property for its fair market value on
t hat date;

(3) the partnership agreement requires that the partners'
capital accounts be adjusted in accordance with § 1.704-
1(b) (2) (iv) (g) for allocations to them of depreciation,
depletion, anortization, and gain or loss, as conmputed for book
purposes, W th respect to the property;

(4) the partnership agreement requires that the partners'
distributive shares of depreciation, depletion, anortization, and
gain or loss, as conputed for tax purposes, with respect to the
Eroperty be determned so as to take account of the variation
etween the adjusted tax basis and book value of such property in
the same nmanner as under § 704(c); and

(5) the adjustments are nade principally for a substantial
non-tax business purpose--

(i) in connection with contribution of noney or other

property to the partnership by a new or existing partner as
consideration for an interest in the partnership; or

(it) in connection with the liquidation of the
partnership or a distribution of noney or other property by the
partnership to a retiring or continuing partner as consideration
for an interest in the partnership; or

(i11) wunder generall ?/ accepted industry accounting
practices, provided substantially all of the partnership's
property (excluding noney) consists of stock, securities,

commodi ties, options, warrants, futures, or simlar instrunments
that are readily tradable on an established securities market.

Section 704 (c¢) (1) (A) of the Code provides that under
regul ations prescribed by the Secretary income, gain, |oss, and

Y
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deduction with respect to property contributed to the partnership
by a partner shall be shared anong the partners so as to take
account of the variation between the basis of the property to the
partnership and its fair market value at the tine of

contribution.

Section 1.704-3(a) (1) of the regulations provides that the
purpose of § 704(c) is to prevent the shifting of tax
consequences anong partners with respect to precontribution gain
or loss. Under § 704(c), a partnership nust allocate incone,
gain, loss, and deduction with respect to property contributed by
a partner to the partnership so as to take into account any
variation between the adjusted tax basis of the property and its
fair market value at the tinme of contribution. Notwithstanding
any other provision of § 1.704-3, the allocations nust be nade
usi ng a)reasonable method that is consistent with the purpose of
§ 704(c).

Section 1.704-3(a) (6} of the regulations provides that the
principles of § 1.704-3 apply to allocations wth respect to
property for which differences between book value and adjusted
tax basis are created when a partnership revalues partnership
property pursuant to § 1.704-1(b) (2) (iv) (£) (reverse § 704(c)
all ocations).

Section 1.704-3(e) {3) (i) of the regulations provides that
for purposes of making reverse § 704(c) allocations, a securities
partnership may aggregate gains and losses from qualified
financial assets using any reasonable approach that is consistent
with the purpose of § 704(c).

Section 1.704-3(e) (3) (iii) (a) of the regulations provides
that a partnership is a securities partnership if the partnership
is either a managenment conpany or an investnent partnership, and
the partnership nmakes all of i1ts book allocations in proportion
to the partners' relative book capital accounts (except for
reasonable special allocations to a partner that provides
managenent services or investnment advisory services to the
part nership).

Section 1.704-3(e} (3) (iii) (B) (1) of the regulations provides
that a partnership is a managenent conpany if it is registered
with the Securities and Exchange Comm ssion as a managenent
conpany under the Investnent Conpany Act of 1940.

Under Article Il of the Procedures, "Net Unrealized Gain" is
defined to mean the excess, if any, of the aggregate fair narket
value of all investnents over the aggregate adjusted bases, for
federal income tax purposes, of all 1nvestnents.
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Under Article Il of the Procedures, "Net Unrealized Loss" iS
defined to nean the excess, if any, of the aggregate adjusted
bases for federal incone tax purposes, of all investnents over
the aggregate fair market value of all investments.

Under Article Il of the Procedures, the "Book Capital
Account" means, for any Holder at any tdmein any fiscal year,
the book capital account balance of the Holder on the first day
of the fiscal year, as adjusted each day pursuant to the
provisions of § 3.2 of the Procedures.

Section 3.2 of Article IlIl of the Procedures, provides that
the Book Capital Account balance of each Holder shall be adjusted
each day by the follow ng anounts: (a) increased by any increase
in Net Unrealized Gains or decrease in Net Unrealized Losses
allocated to such Holder pursuant to § 5.1(a) of the Procedures;
(b) decreased by any decrease in Net Unrealized Gain or increase
in Net Unrealized Losses allocated to such Hol der pursuant to
§ 5.1(b) of the Procedures; (c¢) decreased by the amount of any
Recognized Gain, and increased by the amount of any Recoghni zed
LOSS, allocated to such Holder's tax capital account on the
di sposition of any investnent; {d) increased by any Capital
Contribution made by such Holder; and, (e} decreased by an
distribution, including any distribution to effect a wthdrawal
or Redenption, made to such Holder by the Trust. Any adjustnent
pursuant to § 3.2(a), (b) or (c) above shall be prorated for
Increases in each Holder's Book Capital Account balance resulting
from Capital Contributions, or dis?ributions or withdrawals from
the Trust or Redenptions by the Trust occurring, during such
Fiscal Year as of the day that the Capital Contribution,
distribution, wthdrawal or Redenption is accepted, made or
effected by the Trust.

Accordingly, based on the information submtted and the
representati ons made we conclude that Pl is a securities
partnership for purposes of § 1.704-3(e) (3) of the regulations
and that pursuant to § 1.704-3(e) (3), BL will be allowed to nake
reverse § 704(c) allocations on an aggregate basis. Furthernore,
we conclude that the approach used by Pl to aggregate gains and
| osses from qualified financial assets is a reasonable approach
that is consistent with the purpose of § 704(c).

Section 721(a) of the Code provides that no gain or |oss
shall be recognized by either a partnership or its partners on
the contribution of property to the partnership in exchange for
an interest in the partnership. Section 721(b§J, however ,

Brow des that gain (but not loss) realized on such a transfer may
e recognized if the partnership would be treated as an

i nvestment conpany within the nmeaning of § 351 of the Code, if
the partnership were incorporated.
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Based solely on the representations set forth and the facts
resent edabove, the transfer of the diversified assets by each
ransferor to PL Wl not be atransfer to an investment company

wi thin the meaning of § 351(e)(l) of the Code.

_ Section 722 of the Code provides that the basis of an
Interest in apartnership acquired by a contribution of property,

i ncl udi ngnoney, to the partnership shall be the anount of such
money and t he adj usted basis of such property to the contributing
partner at the time of the contribution.

Section 723 of the Code provides that the basis of property
contributed to a partnership by a partner shall be the adjusted
basi s of such property to the contributing partner at the time of
t hecontri bution.

_ Accordingly, the basis of a Transferor inits interest inp1
wi || be the amount of noney and the aggre_lgate of the adjusted
bases of the property contributed by the Transferor. urther, pP1
wi || have a basis in any property contributed toit equal to the
adj usted_basi s of such property to the Transferor at the time oOf
thecontribution. Finally, under § 1223(2)the hol ding period of
pLin property received in the contribution froma Transferor
whi ch was a Caﬁl tal asset will include the Transferor's hol di ng
period for such property.

_ Section 731(a) of the Code provides that in the case of a
distribution by a partnership to a partner {1y gain will not be
recogni zed to such partner, except tothe extent that any noney
di stributed exceeds t he adj ust ed basi s of such partner's interest
inthe partnershipinmediately beforethe distribution, and (2)
| oss will not be recogni zed to such partner, except that upon a
distributioninliquidation of a partner'sinterest ina
partnershi p where no property other than that describedin

731(a) (2) éA) or (B)is distributed to such partner, |oss will

e recogni zed to the extent of the excess of the adjusted basis
of such partner's interest inthe partnership over the sumof (A)
any noney di stributed, and (B)the basis to the distributee, as
determ ned under § 732, of any unrealized receivables (as defined
ing§751(c)) and inventory (as defined in§ 751(d)(2)).

Section 731(c) (1) of the Code provide that, for purposes of
§§ 731(a) (1) and 737, the term"money" i ncl udes marketabl e
securities, and such securities will be taken into account at
their fair market val ue as of the date of.the distribution.

Section 731(c) (2) (A) of the Code provides, ingeneral, that
theterm"market abl e securities” neans financial instrunents and
foreigncurrencies whichare, as of the date of the distribution,
actively traded (w thin the meani ng of §1092(d) (1)).
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Section 731(c) (2) (B){v) of the Code provides that, except as
otherwise provided in regulations, the term "marketable
securities" includes interests in an entity if substantially all
of the assets of such entity consist (directly or indirectly) of
marketabl e securities, noney, or both. Section 731(c) (2) (B} (vi)
provides that, to the extent provided in regulations, such term
includes any interest in an entity not described in
§ 731(c) (2) (B) (v) but only to the extent of the value of such
li)ntﬁrest which is attributable to marketable securities, noney or
otn.

Section 1.731-2(c) (3) (i) of the regulations provides that,
for purposes of § 731(c) (2) (B) (v), of the Code substantially all
of the assets of an entity consist (directly or indirectly) of
mar ket abl e securities, noney, or both only if 90 percent or more
of the assets of the entity (by value) at the tine of
distribution of an interest in the entity consist (directly or
indirectly) of marketable securities, noney, or both, Section
1. 731-2(c¥ (3) (ii) provides that, for purposes of
§ 731(c) (2) (B) (vi), an interest in an entity is a narketable
security to the extent that the value of the interest is
attributable (directly or indirectly) to narketable securities,
money, or both, if less than 90 percent but 20 percent or nore of
the assets of the entity (by value) at the time of distribution
of an"interest in the entity consist (directly or indirectly) of
mar ket abl e securities, noney, or both.

Section 731ﬂc) (3) (A (iii) of the Code provides that
§ 731(c) (1) will not apply to the distribution from a partnership
of a marketable security to a partner if such partnership is an
iﬂvest][rent partnership and such partner is an eligible partner
t hereof .

Section 731(c) (3) (C) (1) of the Code provides that, for
purposes of § 731(c) (3) (A) (iii), the term"investment
partnership" means any partnership which has never been enga%ed
In a trade or business and substanhallkl all of the assets (by
value) of which have always consisted of (1) money, (Il) stock in
a corporation, (Ill1) notes, bonds, debentures, or other evidences
of indebtedness, (I interest rate, currency, or equity notional
principal contracts, (v) foreign currencies, W) interest in or
derivative financial instrunents (including options, forward or
futures contracts, short positions, and simlar financial
instrunents) in any asset described in § 731(c) (3)(Q(i) or in
any conmodity traded on or subject to the rules of a board of
trade or commodity exchange, JV_II) other assets specified in
regul ations, or (V1) any conbination of the foregoing.

Section 731(c) (3) {C) (iii) (I) of the Code provides that the
term "eligible partnern neans any partner who, before the date of
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the distribution, did not contribute to the partnershig any
property other than property described in § 731(c) (3) (O (i).

Accordingly, based solely on the infornmation provided and
representations nade, we conclude that each Transferor is an
I nvestment partnership within the neaning of § 731(c) (3) (O (i) of
the Code, and that all of the partners of the Transferor are
eligible nenbers of the Transferor within the neaning of
§ 731(c) (3) () (iii) (1) Further, under § 731(a), no menber of a
Transferor w Il recognize gain or loss on the distribution of an
interest in p1 to that partner.

In addition, each partner of a Transferor who receives an
interest in Pl in exchange for its interest in a Transferor wll
have a basis in its interest in Pl, as determned under § 732(c)
of the Code, equal to the appropriate portion of its adjusted
basis immediately prior to the distribution in its interest in
the Transferor, and provided any such interest in pP1 is a capital
asset, a holding period in each interest which includes the
Transferor's holding period, as determned under § 1223.

~ Except as specifically ruled upon above, we express no
opinion on the federal tax consequences of the transactions
descri bed above under any other provisions of the Code.

This ruling is directed only to the taxpayers who requested
it. Section 6110(j) (3) of the Code provides that it may not be
used or cited as precedent.

Pursuant to the power of attorney on file with this office,
a copy of this letter is being sent to your authorized
representative.

Sincerely yours,

j- P s fof pra
J. THOVAS H NES
Seni or Technician Revi ewer
Branch 2
Ofice of the Assistant
Chi ef Counsel

(Passthroughs and
Speci al Industries)

Encl osures: 2
Copy of this letter
Copy for section 6110 purposes




