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Dear

This is inreply to your letter dated March 30, 2000, and
subsequent correspondence, submtted on behalf of A, requesting
certain rulings concerning the proposed term nation of Trust.

A is the settlor and the non-charitable beneficiary of
Trust, a charitable remainder unitrust. Trust was established on
DL, with a twenty year term The unitrust amount is to be paid
to Afor a period of twenty years in equal installnents at the
end of each sem annual period, except that the trustee is
required to prorate the unitrust anount on a daily basis for a
short taxable year, and for the taxable year in which the Trust
termexpires. If Adies within the twenty year termthe paynents
will be made as A may appoint by will, or in default of such
appointnment, to A's estate for the duration of the term

A, the trustee of Trust, and the charitable beneficiary of
Trust have agreed that Trust shall be term nated. Upon the
term nation of Trust, the trustee of Trust shall determne the
actuarial value of A's interest and the charity’ s interest
pursuant to 8 7520 of the Internal Revenue Code and w ||
distribute Trust assets representing such interests to A and to
the charitable beneficiary in term nation of Trust.

Section 664(b) provides that the anobunts distributed by a
charitabl e remainder trust to the beneficiary of the annuity or



uni trust paynent are characterized in the hands of the recipient
first as ordinary inconme, second as capital gain, third as other
i ncone, and fourth as trust corpus. Both current and prior

undi stri buted amounts froma tier nust be exhausted before

di stributions are deened to be made fromthe next tier.

Section 664(b) provides rules to determ ne the character of
the annual unitrust anmounts distributed by a charitable renai nder
unitrust to the unitrust beneficiary. Any regular unitrust
anount distributed to A by Trust prior to the term nation of
Trust will have the characteristics in the hands of A determ ned
under § 664(b).

However, noney and property received by A upon the
term nation of Trust does not represent a distribution of an
annual unitrust anount; therefore, 8 664 is inapplicable to this
anount. Rather, A is disposing of A's interest in Trust in
exchange for noney and property in a transaction that is governed
by § 1001.

Section 1001(a) provides that the gain fromthe sale or
ot her disposition of property shall be the excess of the anount
realized therefromover the adjusted basis provided in 8 1011 for
det erm ni ng gai n.

Section 1001(b) provides that the anmpbunt realized fromthe
sal e or other disposition of property shall be the sum of any
noney received plus the fair market val ue of any property
recei ved.

Section 1001(c) provides that the entire anount of the gain
or loss, determ ned under 8§ 1001, on the sale or exchange of
property shall be recognized.

Section 1001(e)(1) provides that in determning gain or |oss
fromthe sale or other disposition of a terminterest in
property, that portion of the adjusted basis of such interest
which is determ ned pursuant to 8§ 1015, (to the extent that such
adj usted basis is a portion of the entire adjusted basis of the
property) shall be disregarded. Under 8 1001(e)(2), a "term
Interest in property” includes an income interest in a trust.
Section 1001(e)(3) provides that the general rule of § 1001(e) (1)
does not apply to a sale or other disposition which is a part of
a transaction in which the entire interest in property is
transferred to any person or persons.

Section 1015(b) provides that if property was acquired after
Decenber 31, 1920, by a transfer in trust (other than by a
transfer in trust by a gift, bequest, or devise), the basis shal



be the same as it would be in the hands of the grantor increased
in the anobunt of gain or decreased in the amount of | oss
recogni zed to the grantor on such transfer.

Section 1.1001-1(f)(1) of the Incone Tax Regul ati ons
provi des that for purposes of determning the gain or loss from
the sale or other disposition of a terminterest in property, a
taxpayer shall not take into account that portion of the adjusted
basis of such interest, which is determ ned pursuant to § 1015
(relating to the basis of property acquired by gift or by a
transfer in trust) to the extent that such adjusted basis is a
portion of the adjusted uniformbasis of the entire property (as
defined in § 1.1014-5).

Section 1.1014-5(a)(1) defines the term "adjusted uniform
basi s" as the uniformbasis of the entire property adjusted as
required by the 88 1016 and 1017 to the date of sale or other
di sposition of any interest in the property.

Section 1.1015-1(b) provides that property acquired by gift
has a single or uniformbasis although nore than one person may
acquire an interest in such property. The uniformbasis of the
property remains fixed subject to proper adjustnment for itens
under 88 1016 and 1017. However, the value of the proportionate
parts of the uniformbasis represented, for instance, by the
respective interests of the Iife tenant and renmi nderman are
adjustable to reflect the change in the relative values of such
i nterest on account of the lapse of time. The portion of the
basis attributable to an interest at the tinme of its sale or
ot her disposition shall be determ ned under the rule provided in
§ 1.1014-5. In determning gain or loss fromthe sale or other
di sposition after Cctober 9, 1969, of a terminterest in property
(as defined in 8 1.1001-1(f)(2)) the adjusted basis of which is
determ ned pursuant, or by reference, to 8 1015, that part of the
adj usted uni form basi s assignabl e under the rules of 8§ 1.1014-
5(a) to the interest sold or otherw se di sposed of shall be
di sregarded to the extent and in the sanme nmanner provi ded by
§ 1001(e) and § 1.1001-1(f).

Rev. Rul. 72-243, 1972-1 C. B. 233, provides that a sale of
an incone interest in atrust is a sale of a capital asset within
the nmeaning of 88 1221 and 1222. The hol ding period for purposes
of determ ning whether gain or loss fromthe disposition of an
i ncome interest is long termor short term comences on the date
t he taxpayer first held such interest.

Section 4947(a)(2) provides that in the case of a trust
which is not exenpt fromtax under § 501(a), not all of the
unexpired interests in which are devoted to one or nore purposes
described in 8 170(c)(2)(B), and which has anobunts in trust for



whi ch a deduction was all owed under 88 170, 545(b)(2), 556(b)(2),
642(c), 2055, 2106(a)(2), or 2522, § 507 (relating to the

term nation of private foundation status), 8 508(e) (relating to
governing instruments), 8 4941 (relating to taxes on self-
dealing), 8 4943 (relating to taxes on excess busi ness hol di ngs)
except as provided in subsection (b)(3), 8§ 4944 (relating to

i nvest nents which jeopardi ze charitabl e purpose), except as
provided in 8 4947(b)(3), and 8§ 4945 (relating to taxes on

t axabl e expenditures) shall apply as if such trust were a private
f oundat i on.

Section 4941(a)(1) inposes a tax on any act of self-dealing
bet ween a private foundation and a disqualified person as defined
in § 4946.

Section 4946(a)(1)(A) describes a disqualified person to
i nclude a "substantial contributor.™

Section 53.4947-1(c)(2)(i) of the Foundation and Siml ar
Exci se Taxes Regul ati ons provides, in essence, that under
8 4947(a)(2)(A), the self-dealing provision under 8 4941 and
certain other private foundation rules do not apply to anounts
payabl e under the ternms of a split-interest trust to incone
beneficiaries for which a charitable deduction was allowed wth
the creation of the split-interest trust.

A, as settlor of Trust, is a disqualified person within the
meani ng of 8§ 4946(a)(1)(A). The annual distribution of the
Trust’s unitrust anmount to Ais not an act of self-dealing by
virtue of 8 53.4947-1(c)(2)(i). The actuarial amount paid to A
representing A's interest in Trust is derived solely from A's
income right in Trust. Just as the unitrust anpunt paid over
time is excluded fromself-dealing, so too will the paynment of
A s interest in the trust constitute an exception to self-dealing
under 8 53.4947-1(c)(2) (i) because the paynent is derived from
A s legal right to the unitrust anount under the Trust agreenent.

Accordingly, we conclude as follows: A is selling A's
interest in Trust to the remai nderman. Provided that the noney
and ot her property received by A are distributed to Ain
accordance with A's interest in Trust, the anount A wll realize
fromthe sale of A's interest in Trust is the amount of nobney and
the fair market value of the property received by A.

Pursuant to 8 1001(e) (1), the portion of the adjusted
uni form basis assigned to A's interest in Trust is disregarded.
The exception contained in 8 1001(e)(3) is not applicable,
because the entire interest in Trust’s assets is not being sold,
or otherw se disposed of, to a third party. Accordingly, for
pur poses of this transaction, A has no basis in A's interest in



Trust. Therefore, the anmount of gain A nust recognize under

8§ 1001(c) is the anbunt A realized fromthe disposition of A's
interest in Trust. The gain realized by A fromthe disposition
of A's interest will be long termcapital gain

We further conclude that no act of self-dealing, as defined
in 8§ 4941(d)(1) will result fromthe term nation of Trust and the
distribution of the assets of Trust to A and the charity.

The above concl usions are based on the assunptions that the
proposed term nation of Trust is not prohibited by state | aw,
that the proposed termnation will be nade pursuant to a court
order resulting froma proceeding to which the state attorney
general is a party; and that the anmounts distributed to A are
determ ned and distributed pursuant to the valuation rules set
forth in 8§ 7520. This ruling is also contingent on the fact that
any distribution of assets in kind is nade in a pro rata manner.

Except as specifically set forth above, no opinion is
expressed concerning the federal tax consequences of the facts
descri bed above under any other provision of the Code.

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

| n accordance with a power of attorney on file with this
office, a copy of this letter is being sent to A

Si ncerely yours,

J. THOVAS HI NES

Chi ef, Branch 2

O fice of the Associate
Chi ef Counsel

(Passt hroughs and
Speci al I ndustries)

Encl osures: 2
Copy of this letter
Copy for 8 6110 purposes



