Guidane for Expatriate Under
Sectior 877 250121 and
6039F

Notie 97-19

PURPOSE

The Healh Insurane Portabiliy and
Accountability Act of 199% (the “Act”’)
recenty amendd sectiors 877, 2107
ard 2501 of the Internd Revene Code
(*Codé€’), ard addel new information
reportirg requiremerg unde section
603%F* This notice provides guidance
regarding certan federd tax conse-
quences unde thes sectiors and section
7701(b)(10 for certan individuals who
lose U.S. citizenship ceag to be taxed
as U.S. lawful permanenh residents or
are otherwie subje¢ to tax in the
manne provided by sectiom 877.

This notice has eleven sections Sec-
tion | provides backgroun regardiny the
generd application of sectiors 877,
2107 ard 2501 Sectio Il explairs how
to compue tax unde sectim 877. Sec-
tion Il explairs how an individud must
determire his or her tax liability and net
worth for purpose of sectiors 877,
2107 and 2501 Sectin 1V explairs the
procedurs tha an individud mug use
to reques a private letter ruling that the
individual's loss of U.S. citizenshp did
not hawe for one of its principd pur-
poses the avoidane of U.S. taxes Sec-
tion 1V also provides tha certan former
long-tem U.S. residens may use this
ruling procedue to reques a ruling that
cessatio of long-tem U.S. residency
did not haw for one of its principal
1 There are currenty two provisiors of the Internal
Revene Coce designatd as sectiommn 6039 Trea-
suly intends to se& a technicé correction to the
Act to redesignat sectim 603%F, as addel by the
Act, as sectim 6039G All subsequenreferences

to sectiom 603%F in this notice relae to section
603%F as containg in the Act.

purposs the avoidane of U.S. taxes.
Section V provides tha certah transac-
tions are treatel as exchange of prop-
erty unde sectian 877 and explairs how

to entg into a gain recognition agree-
mert to avoid the immediag recognition
of gain on exchange of propery. Sec-
tion VI provides anti-abug rules that
apply to contributiors mace to certain
foreign corporations Sectimm VIl sets
forth annué filin g requiremert for cer-

tain individuals subje¢ to secti;m 877.

Sectim VIl explairs how new section
877 interact with certan U.S. income
tax treaties Sectian IX explairs how to

file information statemerg in acca-

dane with section 603% and describes
the information tha mug be included on

sud statementsSectiin X explairs how
the transition provision of the Act af-

fects certan individuals who performed
an expatriatig ad prior to Februay 6,

1995 Sectim XI explairs the applica-
tion of sectin 7701(b)(19 and how that
sectin interacs with section 877, as
amendd by the Act.

Treasuy and the Servie exped to
isste regulatiors unde sectiors 877 and
6039, and amem regulatiors under
sectiors 2107 and 2501 to incorporate
the guidane s forth in this notice.
Until regulatiors are issued taxpayers
mug comply with the guidane se forth
in this notice.

SECTION I. GENERAL APPLICATION
OF SECTIONS 877 210 and 2501

Section 877 generaly provides tha a
citizen who loses U.S. citizenshp or a
long-tem residen who cease to be
taxed as a U.S. residen (collectively,
individuals who “‘expatriaté’) within the
10-yea period immediatey preceding
the close of the taxabke yea will be
taxed on all of his or her U.S. source
income (as modified by sectiom 877(d))
for sud taxabk yea, unles sud loss
or cessatia did not hawe for one of its
principd purposs the avoidane of U.S.
taxes.

Sectim 877(a)(3 provides tha a
former citizen is considerd to hawe lost
U.S. citizenshp with a principd purpose
to avoid U.S. taxes if the former citi-
zens tax liability or net worth exceeded
certan amouns$ on the dake of expatria-
tion. Howeve, a former citizen will not
be considerd to hawe expatriatel with a
principd purpo® to avoid U.S. taxes as
a resut of the individual's tax liability
or net worth if he or she qualifies for an
exceptim unde sectim 877(c) To
qualify for an exception a former citi-

zen mug be describe in certan statu-
tory categorie and submt a ruling
reques for a determinatio by the Sec-
retay as to whethe the individuals
expatriation had for one of its principal
purposs the avoidane of U.S. taxes.
Sectia 877(c).

Section 2107(a)() generaly provides
tha U.S. estae tax will be imposeal on
the transfe of the taxabk estae of
evely nonresidehdecedenif, within the
10-yea periad endirg with the dae of
death the decedenlost U.S. citizenship,
unles sud loss did not hawe for one of
its principd purposs the avoidane of
U.S. taxes Unles a forme citizen
qualifies for an exceptim as provided
by sectim 877(c) suc individud will
be considerd to hawe expatriate with a
principd purpo to avoid U.S. taxes for
purposs of sectian 2107 if the individu-
al's tax liability or net worth exceeded
certan amouns on the dak of expatria-
tion.- Sectiorsm 2107(a)(2)(A- and
@)(2)(B).

Section 2501(a)() generaly provides
that a tax will be imposa for each
calenda yea on the transfe of property
by gift during such calenda yea by any
individual, residen or nonresident Sec-
tion 2501(a)(2 provides tha section
2501(a)(2 will not apply to the transfer
of intangibke propery made by a non-
residen not a citizen of the United
States Section 2501(a)(3)(A provides
that this exception does nat apply in the
ca® of a dona who, within the 10-year
periad endirg with the dake of a trans-
fer, lost U.S. citizenship unles such
loss did not hawe for one of its principal
purpose the avoidane of U.S. taxes.
Unles a former citizen qualifies for an
exceptia as provided by section 877(c),
sud individud shal be treata as hav-
ing a principd purpo® to avoid U.S.
taxes for purposs of sectim 2501 if the
individual's tax liability or ne worth
exceedd certan amouns on the dae of
expatriation Sectiors 2501(a)(3)(B and
@)(3)(C).

Section 877(9 provides comparable
treatmemn for long-tem residents A
long-tem residen of the United States
will be treatel as if sud residem lost
U.S. citizenshp for purposs of sections
877, 2107, 2501 ard 6039 if the
residen (i) ceass to be alawful perma-
nert residen of the United Statesor (ii)
commencs to be treatel as a foreign
residen unde the provisiors of an in-
come tax treay betwea the United
States and a foreign county and does



not waive the benefits of such treatyfor those same items of income. The Determination of tax liability. For
applicable to residents of the foreignfollowing example illustrates how to purposes of the tax liability test, an
country. compute tax under section 877. individual's net U.S. income tax is de-
Section 877(e)(1) defines a long-term aﬁximﬁr'ﬁ éﬁélapft?rfpfgig Ltlbsé \C/gluzjef& gxrigxﬁéégegntgrmined under section 38(c)(1). An in-
resident as a non-U.S. citizen who was doce e "% o6 1 1007 A earns $100,000 cgividual who flll(es a joint mcomﬁ tax
lawful permanent resident of the Unitedy s source dividend income and $50,000 of U.S[EUMN Must take into account the net
States in at least 8 taxable years duringpurce interest income that qualifies as portfolidncome tax that is reflected on the joint
the period of 15 taxable years, endingdnterest under section 871(h). After taking intoincome tax return for purposes of the
with the taxable year in which suchiCeot e SeGueions 210 Cecls aiower o liably test
|nd|V|dua[ ceases to be a lawiul PErMation 1 on the dividend and portfolio interest Determination of net WorthFc.)r pur-
nent resident of the United States Ofncome is $40,000. poses of the net worth test, an individual
commences to be treated as a resident ofThe tax imposed under section 871 on Asis considered to own any interest in
another country under an income ta il\/(i)%eggo)ingonl? isgg?%ﬁf;&)(?ﬁ Ptefcejnt, ofproperty that would be taxable as a gift
H . , . ection a, . O tax Is Im- H
treaty and does not waive the benefits ofo "0 0 bortfolio interest under section 871gn<3jer _f(?k;‘apye(rj 1(21 01; Subtitle B of the
such treaty applicable to residents of th@ecause section 871(h)(1) exempts portfolio inter©0d€ If the Individual were a citizen or
foreign country. For purposes of sectiorest received by a nonresident alien from U.S. taxtesident of the United States who trans-
877, an individual is considered a lawfulThus, As tax liability under section 871 is ferred the interest immediately prior to
permanent resident in a taxable year ﬁsgﬁgg As total tax liability computed under expatriation. For this purpose, the deter-
he ,Or she is a |_anU| permanent reSIder@ection 1 exceeds As total tax liability computedmmatlon of whether a transfer by gift
during any portion of that year. under section 871, A must pay the higher tax_vvoul_d be taxable under Chapter 12 of
Section 877(e)(3)(B) provides thatThus, A must report $40,000 of U.S. tax on hisSubtitle B of the Code must be deter-

property held by a long-term resident ont997 U.S. income tax return (Form 1040NR) as amined without regard to sections

the date that such individual first be- Ut Of section 877. 2503(b) through (g), 2513, 2522, 2523,
came a resident of the United StategecTioN 111 TAX LIABILITY AND and 2524. _ _

(whether or not a lawful permanentyeT \WwORTH TESTS An interest in property includes
resident) shall be treated for purposes of money or other property, regardless of

section 877 as having a basis of not less Background. Section 877(a)(2) pro- whether it produces any income or gain.
than the fair market value of the prop_vides that a former citizen is consideredn addition, an interest in the right to
erty on such date. A long-term resident0 have expatriated with a principaluse property will be treated as an inter-
may elect not to have this treatmenfurpose to avoid U.S. taxes if (i) theest in such property. Thus, a
apply. Such an election, once made, individual's average annual net U.S.nonexclusive license to use property is
irrevocable. income tax (as defined in sectiontreated as an interest in the underlying
Sections 877, 2107 and 2501, as$8(c)(1)) for the five taxable years priorproperty attributable to the value of the
amended by the Act, apply to individu-t0 expatriation is greater than $100,00@se of such property.
als who expatriate after February s(the “tax liability test”), or (i) the Valuation of interests in propertyin
1995, and to individuals subject to secindividual’s net worth on the date ofdetermining the values of interests in
tion 511(g)(3)(A) of the Act (see section€Xpatriation is $500,000 or more (theproperty for purposes of the net worth

X of this notice). “net worth test”). The $100,000 and test, individuals must use the valuation

$500,000 amounts are subject to cost-ofgrinciples of section 2512 and the regu-
SECTION II. COMPUTING TAX Iiving adjustments determined undeﬂatior)s. Fhereunder yvit_hout regard to any
UNDER SEéTION 877 section 1(f)(3) for calendar years aftemprohibitions or restrictions on such inter-

1996. An individual who does not sat-est. Although individuals must use good

Individuals who expatriate with aisfy the tax liability or net worth test, faith estimates of values, formal apprais-
principal purpose to avoid U.S. taxesbut expatriates with a principal purposeals are not required.
will be subject to tax on U.S. sourceto avoid U.S. taxes, is also subject to Special rules for determining benefi-
income (as modified by section 877(d))section 877. cial interests in trustsAn individual’s
under sections 1, 55 or 402(d)¢1f the Section 2107(a)(2)(A) provides thatbeneficial interest in a trust must be
Code (the “alternative tax”), or under an individual shall be treated as havingncluded in the calculation of that indi-
section 871 of the Code, depending om principal purpose to avoid U.S. taxewidual’s net worth. For this purpose, the
which method results in the highest totafor purposes of section 2107 if suchvalue of an individual's beneficial inter-
tax. Sections 877(a)(1) and (b). individual satisfies either the tax liability est in a trust will be determined using a

An expatriate is subject to the alternatest or the net worth test under sectiotwo-step process. First, all interests in
tive tax under section 877 only if the877(a)(2). Likewise, section property held by the trust must be
total tax imposed thereunder on all2501(a)(3)(B) provides that an indi-allocated to beneficiaries (or potential
items of income for the taxable yearvidual shall be treated as having &eneficiaries) of the trust based on all
exceeds the total tax under section 87principal purpose to avoid U.S. taxes forelevant facts and circumstances, includ-
P __purposes of section 2501 if such indiing the terms of the trust instrument,
for Syear P §$é?§gﬁ‘édii?heﬁiéﬂgcfi‘;vg’:,’f’voidua| satisfies either the tax liability letter of wishes (and any similar docu-
tain lump-sum distributions from qualified retire- t€St or the net worth test under sectioment), historical patterns of trust distri-
ment plans. Section 1401(b)(1) of the Small377(a)(2). The tax liability and net butions, and any functions performed by
Business Job Protection Act of 1996 amendedyorth tests also apply for purposes of trust protector or similar advisor. Inter-
Soohon 4%727(23)(1)@’ansér'i'r‘1'ggrtinzefgggtiolﬁ 2o ad determining whether a former long-termests in property held by the trust that
This amendment applies to taxable years begif€Sident is subject to sections 877, 210%annot be allocated based on the factors
ning after December 31, 1999. and 2501. Section 877(e)(1). described in the previous sentence shall



be allocated to the beneficiaries of thdoss of U.S. citizenship) a citizen of thesuch treaty applicable to residents of the
trust under the principles of intestatecountry in which the individual, the foreign country, before the individual
succession (determined by reference tmdividual's spouse or one of the indi-reaches age 18 1/2.
the settlor’s intestacy) as contained irvidual’s parents was born, (3) the indi- |, addition, former long-term resi-
the Uniform Probate Code, as amendedidual was present in the United State§ants and former citizens who narrowly
Second, interests in property held by dor no more than 30 days during eacr}a” to satisfy the criteria of an enumer-
trust that are allocated to the expatriatgear of the 10-year period ending on th ted cate | bmi ;
Ll 7= A gory may also submit ruling
must be valued under the principles oflate of expatriation, (4) the individual requests. The Secretary. in his or her
section 2512 and the regulations therdost U.S. citizenship before reaching age ? di o d y’I' |
under without regard to any prohibitions18 1/2, or (5) the individual is described>9'€ |scret|o_n, may decline to rule on
or restrictions on such interest. Then a category prescribed by regulation.any request .'f. the Secretary determines
following example illustrates this specialFor purposes of sections 2107 and 250ihat the individual does not narrowly
rule. a former citizen who meets the requirefail to satisfy the criteria of one of those
Example 2.B, a former Iong-terrr! resident,. ments of section 877(0)(1) will not becategorles._ If _the Secret_ary declines to
expatriated on December 31, 1996. B is a pOtentlaéonSiderEd to have expatriated with dUIG on an individual’s ruling request for

beneficiary of two trusts during his lifetime. Trust ~". ™. . ; PR :
1's sole a);set is an apartmengtJ building. Under thQ”nmpaI purpose to avoid U.S. taxesthis reason, the individual will not be

terms of Trust 1, B is entitled to receive 100Sections 2107(a)(2)(B) andconsidered to have “submitted” a ruling
percent of the income generated by the apartmei2501(a)(3)(C). request within the meaning of section

building during B's life. B's brother, C, is the — gaction 877(e)(3)(A) provides that the877(c)(1)(B). Accordingly, if that indi-
remainderman. For purposes of computing B's net

worth, Trust 1's interest in the apartment building@_(cel:)tion set forth in_ _SeCtion 877(C)V|dua| satisfies elther.the. FaX “abl.“ty or
is allocated between B and C. B is treated avith respect to U.S. citizens shall nothet Worth test, the 'ndW'dEJal W'"_be
owning a life interest in the apartment building. apply to former long-term residents.considered to have expatriated with a
The value of the life interest must be determinedqowever, section 877(e)(4) gives thePrincipal purpose to avoid U.S. taxes

fgdj;ﬁghni t?]rei?:Lpr:?jzr of section 2512 and thegacretary the authority to exempt catunder section 877(a)(2).
gTrust 2 was established by B's father for the€gories of former long-term residents Examples. The following examples

benefit of B and C. Under the terms of Trust 2,from section 877. In addition, sectionillustrate circumstances in which an in-
the trust income and corpus may be distributed 8877(e)(5) authorizes the Secretary talividual narrowly fails to satisfy the
the trustee’s discretion to either B or C. Fornragerine appropriate regulations tacriteria of an enumerated category, and

purposes of determining B’s net worth, all of the - . .
interests in property owned by Trust 2 must firstCarTy out the purposes of section 877(exhus eligible to request a ruling.

be allocated to either B or C based on all relevant Additional categories of individuals Example 3.D, a former citizen of the United
facts and circumstances. If the facts and circume|igib|e to submit ruling requestslrea- States by birth, expatriated on February 15, 1997.
stances do not indicate how the interest in th(§ury and the Service expect to issu Satlsfli_ed the tax Ilablllt_y test on the date of her
trust’s property should be allocated between B an . . . xpatriation and thus, will be considered to have
C, the trust property will be allocated under thef€gulations that will permit a former expatriated with a principal purpose to avoid U.S.
rules of intestate succession (determined by refefong-term resident who is within certaintaxes unless she qualifies for an exception under
ence to B's father’s intestacy) as contained in the:ategories to request a ruling unde[sgction 87_7(c). D has_ resided_ _in the _United
Uniform Probate Code. If B's father had died gactions 877, 2107 and 2501 as t(g(lngzﬁom smc«ta 1985:1. 3 is not?CIItlzer: b)tl)bwth of
intestate, the Uniform Probate Code would hav NI , .. another country and does not plan to become a
allocated his property equally between B and CF“Nh('}th(':‘r the mdwm!ua_ls expatriation hadcitizen of a country in which one of her parents or
Thus, for purposes of determining B’s net worth,for one of its principal purposes theher spouse was born. D did not spend any time in
B will be treated as owning half of the interests inavoidance of U.S. taxes. Until suchthe United States during the 10-year period prior
property owned by Trust 2. The value of theseregulations are issued, a former longl® her expatriation, except for one year when she

e ey W e Tt Tesden ey Tt & ing, e e G2
(1) on the date of expatriation, thepecause she spent only 35 days in the United

SECTION IV. RULING REQUESTS individual is a citizen of: States during one year of the 10-year period

) . a) the country in which the indi- er_ld_ing on the d_ate of_her expatriation. Thus, D is
Background. Section 877(c) provides vid(ugl was born y eligible to submit a ruling request.

that a former U.S. citizen who satisfies S .. Example 4.E is a citizen of France and a
either the tax liability test or the net (b) the country where the individual’s jong-term resident of the United States. E's par-

worth test will not be considered tospouse was born, or ents emigrated from Africa to France in 1950 and
have a principal purpose of tax avoid- (C) the country where either of theacquired French citizenship in 1960. E's parents

e ) were employed by the French government and
ance as a result of one of those tests |pd|V|duaIs parents was born, and often travelled outside of France. In 1965, E was

that former citizen submits a request fothe individual becomes (not later thambom while E's parents were stationed outside of
a ruling within one year of the date ofthe close of a reasonable period after therance on a short-term assignment. By virtue of

L . i ) inti ; his parents’ French citizenship, E became a citizen
loss of U.S. citizenship for the SecreJndividual's expatriation) fully liable to of France at hirth. E resided in France from age 1

tary's determination as to whether sucf@X in such country by reason of theni age 21. E became a lawful permanent
loss had for one of its principal pur- individual's residence; resident of the United States at age 21. E is now
poses the avoidance of U.S. taxes. To be (2) the individual was present in the31 years old and wishes to relinquish his green

e . T - ard and return to France. E will satisfy the net
eligible to request a ruling, an individualUnited States for no more than 30 day§ orth test on the date of his expatriation.

must b_e within On,e _Of_ the foIIowmg dqrmg each y.ea.r Olf the 10-year permdv Although E is not a citizen of France by virtue
categories: (1) the individual became aprior to expatriation; or of being born in France, E narrowly fails to satisfy
birth a citizen of the United States and a (3) the individual ceases to be taxedhe criteria of an enumerated category because he
citizen of another country and continuesas a lawful permanent resident, or comwarsen?sof\;e r‘(’é“:z'giogriI;’iggim"’f‘r'gmbgfgﬁcsg er]JII’S
to be a.c.ltlzen of such other country, (2)mences to be treated as a resident g an overseas assignment for the French govern-
the individual becomes (not later tharmanother country under an income taXnent. E is a citizen of France by birth, became a

the close of a reasonable period aftetreaty and does not waive the benefits ofesident of France at age 1, and plans to become a



resident of France after terminating his U.S.Proc. 97-1, 1997-1 |.R.B. 11, 46, fordiately prior to expatriation. The balance
residency. Thus, E is eligible to submit a rulingjnformation on user fees. sheet must also set forth the following:
request. . . . . . .
Information that must be included in (i) the source of income and gain,
Effect of rulings and pending ruling ruling requests.The burden of proof is without applying the source provisions
requestsAn expatriate who satisfies theon the individual requesting the rulingof section 877, that such property would
tax liability or net worth test will be to establish to the satisfaction of thehave generated during the 5-year period
subject to new sections 877, 2107 ofSecretary that the individual's expatriaprior to expatriation and immediately
2501, unless such individual obtains dion did not (or will not) have for one of after expatriation,
favorable ruling, rather than merely subiits principal purposes the avoidance of (ii) the source of income and gain,
mits a request, that the individual didU.S. taxes under Subtitle A or Subtitle Bassuming that the source provisions of
not expatriate with a principal purposeof the Code. Therefore, individualssection 877 applied (as modified by
to avoid U.S. taxes. If an individual's should submit any relevant informationsection V of this notice), that such
ruling request is pending before thethat will help the Secretary make aproperty would have generated during
Service at the time prescribed for filingdetermination as to whether the indithe 5-year period prior to expatriation
the individual's income tax return for avidual's expatriation (or planned expa-and immediately after expatriation, and
particular year, the individual must re-triation) had (or will have) for one of its (i) the gain or loss that would be
port income on his or her U.S. incomeprincipal purposes the avoidance of U.Stealized if the assets were sold for their
tax return for that year as if section 877taxes. The ruling request must includdair market values on the date of expa-

applied to him or her. If the individual the following information: triation.

obtains a favorable ruling at a later date, (1) the date (or expected date) of The individual must separately list

the individual may then amend thatexpatriation; (not by category) each partnership in

previous year’s U.S. income tax return (2) a full explanation of the individu- which the individual holds an interest,

accordingly. al’'s reasons for expatriating; each trust that the individual is consid-
Challenging an adverse rulingAn (3) the individual's date of birth; ered to own under sections 671 through

individual who obtains an adverse ruling (4) all foreign countries where the679, each trust that the individual is
may challenge the ruling by initiating aindividual is a resident for tax purposesconsidered to own under Chapter 12 of
refund suit to recover any taxes paid byand/or intends to obtain residence foSubtitle B of the Code, and each trust in

reason of section 877. See H.R. Conftax purposes; which the individual holds a beneficial
Rep. No. 736, 104th Cong., 2d Sess. (5) all foreign countries of which the interest (as determined under the proce-
325 (1996). individual is a citizen and/or intends todures described in section Il of this

Time for submitting ruling requests.acquire citizenship after expatriation;notice). The individual must also de-
Ruling requests must be submitted no (6) the countries where the individu-scribe the types of assets held by each
later than one year following the date ofal's spouse (if any) and parents wergartnership or trust, and indicate the
expatriation. If an individual does notborn; methodology (as described in section Ill
submit a ruling request within this pre- (7) a description of the individual's of this notice) used to determine the
scribed period and satisfies either thdies to the United States and the indiindividual's beneficial interest in each
tax liability test or the net worth test, vidual's ties to the foreign country trust. In addition, the individual should
such individual will be treated as havingwhere the individual resides (or intendsndicate whether there have been (or are
a principal purpose to avoid U.S. taxesto reside) for the period that begins fiveexpected to be) significant changes in
However, an individual subject to newyears prior to expatriation and ends orthe individual's assets and liabilities for
section 877 who expatriated after Februthe date that the ruling request is subthe period that began five years prior to
ary 5, 1994, but on or before July 8 mitted, including the location of the expatriation and ends ten years follow-
1996, and who wishes to submit a rulingndividual’s permanent home, tax homeng the date of expatriation. If so, the
request as to whether such expatriatiofwithin the meaning of section individual should attach a statement ex-
had for one of its principal purposes the911(d)(3)), family and social relations,plaining the changes in the individual's
avoidance of U.S. taxes must do so byccupation(s), political, cultural, or otherassets and liabilities during such period;
July 8, 1997. activities, business activities, personal (9) a description of all exchanges

Ruling requests may be submittecbelongings, the place from which thedescribed in section 877(d)(2)(B) and all
prior to the expected date of expatriaindividual administers property, the ju-removals of appreciated tangible per-
tion, provided that the individual sub-risdiction in which the individual holds sonal property from the United States
mitting the request has formed a definitea driver’s license, the location where thgas described in section V of this no-
intention to expatriate. The Service willindividual conducts routine personaltice), that:
not rule on requests involving alterna-banking activities, the location of the (i) occurred at any time beginning 5
tive plans of proposed transactions oindividual's cemetery plot (if any), and years prior to expatriation (but not in-

hypothetical situations. See section 7.02ny other similar information; cluding exchanges that took place prior
of Rev. Proc. 97-1, 1997-1 I.LR.B. 11, (8) a balance sheet, at fair marketo February 6, 1995) and ending on the
24. value, that sets forth by category (e.g.date that the ruling request is submitted,

Procedures for submitting ruling re- cash, marketable securities, closely-heldr
guests.Individuals should refer to sec-stock, business assets, qualified and (ii) occurred, or are expected to oc-
tion 8 of Rev. Proc. 97-1, 1997-1 I.R.B.nonqualified deferred compensation areur, during the 10-year period following
11, 25, for general instructions on therangements, individual retirement ac-expatriation.
proper procedures to follow when sub-counts, installment obligations, U.S. real If the individual is subject to new
mitting ruling requests. Individuals property, foreign real property, etc.) thesection 877 because of section
should also consult section 15 of Revindividual's assets and liabilities imme-511(g)(3)(A) of the Act (see section X



of this notice), the individual must alsoliability as a result of a change inliability test or the net worth test, the
include a description of all exchangesncome for the remainder of the 10-yeaindividual will be considered to have
described under section 877(d)(2)(B)period following expatriation; expatriated with a principal purpose to
that occurred on or after the date of the (16) in the case of an individual with avoid U.S. taxes under section
individual's expatriating act (see sectiongross assets that have an aggregate f&v7(a)(2).
X of this notice) and before February 6,market value in excess of $10,000,000, Finally, an individual must attach his
1995; an actuarial estimate of U.S. and foreigror her ruling to the individual's U.S.
(10) a description of all occurrencesestate and other death taxes that woulghcome tax return for the year in which
under section 877(d)(2)(E)(ii) that arebe owed on the individual's property,the individual expatriates. See section
treated as exchanges under sectiotalculated based on the assumption th® 05 of Rev. Proc. 97-1, 1997-1 |.R.B.
877(d)(2) (as described in section V ofthe individual owns the same propertyl1, 33. If the individual has already
this notice) that: on the date of death that the individuafiled a U.S. income tax return for such
(i) occurred at any time beginning 5owned (or expects to own) on the datgear, the individual must attach the
years prior to expatriation (but not in-of expatriation, under each of the fol-ruling to the individual's U.S. income
cluding occurrences that took place priotowing circumstances: tax return for the year in which he or
to February 24, 1997) and ending on the (i) if it is determined that the indi- she obtains the ruling.
date that the ruling request is submittedyidual expatriated with a principal pur-

or pose to avoid U.S. taxes under sectioBECTION V. EXCHANGES AND GAIN
(ii) occurred, or are expected to 0c-2107, RECOGNITION AGREEMENTS
cur, during the 10-year period following (i) if it is determined that the indi-

expatriation; vidual did not expatriate with a principal Background. Section 877(d)(1)(A)
(11) a statement describing the natureurpose to avoid U.S. taxes under segrovides that gains on the sale or ex-
and status of any ongoing audits, distion 2107, and change of property (other than stock or
putes or other matters pending before (iii) if the individual had remained a debt obligations) located in the United
the Internal Revenue Service; U.S. citizen or U.S. lawful permanentStates shall be treated as from sources
(12) a statement as to whether theesident domiciled in the United Stateswithin the United States. Section
individual satisfied his or her U.S. taxand 877(d)(1)(B) provides that gains on the
liability during the period that he or she (17) in the case of an individual with sale or exchange of stock issued by a
was a U.S. citizen or lawful permanentgross assets that have an aggregate falemestic corporation or debt obligations
resident of the United States; market value in excess of $10,000,0009f United States persons, or of the
(13) copies of the individual's U.S. a statement as to whether the individualnited States, a State, a political subdi-
tax returns for each of the three yeargxpects to make a gift during any yeawision thereof, or the District of Colum-
prior to expatriation; of the 10-year period following expatria-bia, shall be treated as from sources
(14) a copy of the information state-tion that would be subject to tax undemwithin the United States. Section
ment filed in accordance with sectionsection 2501 if the individual is deter-877(d)(1)(C) provides that income or
6039F, as described in section IX of thismined to have expatriated with a princi-gain derived from a foreign corporation
notice (if such statement has not yepal purpose to avoid U.S. taxes. If sowill be from sources within the United
been filed, provide a draft copy of suchthe individual should describe the gift,States if an expatriate owned or is
statement); provide an estimate of its fair marketconsidered to own (under the principles
(15) in the case of an individual with value, and indicate when and to whondf sections 958(a) and (b)), at any time
gross assets that have an aggregate faire individual expects to make the gift.during the 2-year period ending on the
market value in excess of $10,000,000, The foregoing list of information date of expatriation, more than 50 per-
a calculation of the individual's pro- must be provided with ruling requestscent of (i) the total combined voting
jected U.S. and foreign income taxsubmitted after March 10, 1997. Al-power of all classes of stock entitled to
liability for the taxable year of expatria- though individuals must provide goodvote of such corporation, or (i) the total
tion (or expected expatriation) and thefaith estimates of fair market values\value of the stock of such corporation.
two taxable years following expatriationformal appraisals are not required. InThe amount of income or gain that is
under each of the following circum- processing ruling requests, the Servicgonsidered U.S. source is limited, how-
stances: may ask individuals with gross assetgver, to the amount that does not exceed
(i) if it is determined that the indi- that have an aggregate fair market valuthe earnings and profits attributable to
vidual expatriated with a principal pur-of $10,000,000 or less to supply thesuch stock earned before the date of the
pose to avoid U.S. taxes under sectiomformation described in (15), (16) andindividual's expatriation and during peri-
877, (17) above. If an individual fails to ods that the ownership requirements are
(i) if it is determined that the indi- provide the aforementioned informationmet.
vidual did not expatriate with a principal or any other information that may be Section 877(d)(2) generally provides
purpose to avoid U.S. taxes under seaeasonably required, the individual’s rul-that certain property transferred in non-
tion 877, and ing request may be closed pursuant toecognition exchanges by an individual
(iii) if the individual had remained a section 10.06(3) of Rev. Proc. 97-1subject to section 877 during the 10-
U.S. citizen or U.S. lawful permanent1997-1 I.R.B. 11, 39. If an individual’s year period referred to in section 877(a)
resident. ruling request is closed, that individualwill be treated as sold for its fair market
The individual must also indicate will not be considered to have “submit- value on the date of the exchange. Thus,
whether the individual expects a subied” a ruling request within the meaningany gain must be recognized by the
stantial change in the individual's pro-of section 877(c)(1)(B). Accordingly, if individual in the taxable year of the
jected U.S. and foreign income taxthat individual satisfies either the taxexchange. Section 877(d)(2) applies to



exchanges that, without regard to sectioB877(d)(2) applies. Accordingly, any gainduring the 15-year period will be deter-
877, are nontaxable under subtitle A ofderived from removal of property with mined as if the partner directly disposed
the Code and involve the exchange ofn aggregate fair market value ofof his or her share of the partnership’s
property that would produce U.S. sourceéb250,000 or less during this 15-yeamssets. In determining the partner’s share
income or gain for property that wouldperiod will not be taxable under sectionof gain recognized from each partner-
produce foreign source income or gain877. If an individual removes propertyship asset, the gain on the sale or
Under section 877(d)(2)(C), howeverwith an aggregate fair market value inexchange of the partnership interest
an individual is not required to immedi- excess of $250,000 during this 15-yeashall be allocated among the assets of
ately recognize gain if the individual period, the individual must recognize athe partnership in proportion to the gain
enters into an agreement with the Secrgro rata portion of the gain attributablethat the partner would have recognized
tary specifying that any income or gainto the value in excess of $250,000had the partnership sold each asset for
derived from the property acquired inunless he or she enters into a gaifts fair market value. In all other cases,
the exchange (or any other property thatecognition agreement. A pro rata porthe source of an expatriate’s income or
has a basis determined in whole or irtion of the gain must be calculated bygain with respect to any other transac-
part by reference to such property) durmultiplying the total gain on the re-tion will be determined under the gen-
ing the 10-year period referred to inmoved property by a fraction, the nu-eral source provisions of the Code (e.g.,
section 877(a) shall be treated as U.Snerator of which is the excess of thesections 861 through 865).
source income. In addition, if the trans-aggregate fair market values of all re- Recognition of gainExcept as other-
ferred property is disposed of by themoved property over $250,000 and thevise indicated below, an individual must
acquiror, the gain recognition agreementlenominator of which is the aggregatgecognize any realized or unrealized
will terminate and any gain not recog-fair market values of all removed prop-gains, but not losses, as a result of any
nized by reason of the agreement musirty. Removal of appreciated tangible‘exchange” described in section
be recognized by the individual as ofpersonal property during the 5-year pe877(d)(2)(B), (d)(2)(E)(i), or (d)(2)(E)-
the date of such disposition. riod prior to expatriation (whether or not(ii), in the year of the exchange unless
Section 877(d)(2)(D) provides thethe fair market values exceed $250,000hat individual enters into a gain recog-
Secretary with regulatory authority towill not be treated as an exchange if thenition agreement. If an exchange occurs
substitute the 15-year period beginningemoval occurred prior to February 6,during the 5-year period prior to expa-
five years prior to expatriation for the 1995. triation, the individual must recognize
10-year period referred to in section Any other occurrence (within theany gain from the exchange in the
877(a), and to apply section 877(d)(2) taneaning of section 877(d)(2)(E)(ii)) taxable year of the individual's expatria-
all exchanges that occur during suctwithin the 15-year period that results intion unless the individual enters into a
15-year period. Section 877(d)(2)(E)a change of the source of income opgain recognition agreement.
also authorizes the Secretary to issugain from U.S. source to foreign source Examples. The following examples
regulations to treat as a taxable exmust also be treated as an exchange ttustrate transactions that are treated as
change the removal of appreciated tanwhich section 877(d)(2) applies. How-exchanges under section 877(d)(2) and
gible personal property from the Unitedever, an occurrence during the 5-yeawhen gain from such transactions must
States, and any other occurrence thateriod prior to expatriation will not be be recognized.
results in a change in the source ofreated as an exchange if the occurrenceExample 5F, a U.S. citizen by birth, enters into
income or gain from property from U.S.took place prior to February 24, 1997 2 notional principal contract in March 1997. Under
. . . . . _the terms of that contract, F is obligated to make
source to foreign source without recog- Determination of source of certain gyqcified annual payments to an unrelated party in
nition of gain. gains. The principles of section exchange for specified annual payments from the
Fifteen-year period and expanded877(d)(1) generally apply for purposesunrelated party for a period of five years. F is a
definition of “exchanges”.Treasury and of determining whether any exchange ofalendar year taxpayer who uses the cash method
the Service expect to issue regulationproperty changes the source of incom gfﬁtcr;”?r?”?v'laz Ry hgr ﬁzﬁohuon”;zstohirforj'g”
under sections 877(d)(2)(D) and (E) thabr gain from U.S. source to foreign citzenship in 1998 with a principal purpose to
extend the 10-year period referred tcsource during the 15-year period beginavoid U.S. taxes.
section 877(a) and provide an expandeding five years prior to expatriation. The source of income from a notional principal
definition of exchanges. The regulationsThus, solely for purposes of determiningfor'at is generally determined by reference to
- A . ! . e residence of the taxpayer. For this purpose, the
will apply to individuals who expatriate the_ source of the expatriate’s iNCOMEe Ofggigence of an individual is the country in which
after February 5, 1995, and to individu-gain with respect to any exchangeahe individual's tax home is located. See Treas.
als subject to section 511(g)(3)(A) of thewithin this 15-year period, (i) the sourceReg. § 1.863-7(a)(1). i
Act (see section X of this notice). Until of any gain on the sale or exchange of SB?;‘;;?“Z ggﬁ]”egde‘tnhdegrtaxe hc%rnteralcnt \')"v:;’ tlrnge' §
regulatlon_s are issued, taxpayers musangible per_sonal property will be basecgs U.S. source income. After F changed her tax
comply with the rules set forth below.on the physical location of the property,home, the source of this income became foreign
Section 877(d)(2) must be applied by(ii) the source of gain from the sale orsource. Because F's change in tax home changed
substituting the 15-year period beginexchange of stock will be based on thdhe source of her income from U.S. source to
ning five years prior to expatriation for corporation’s place of incorporation (ex-réign souree, itis 2 hoccur.re”CBeY;hgt » ”e"’}Fed
the 10-year period referred to in sectiorcept as otherwise provided in sectiong-S an F#C ange to which section 877( _)( ) applies.
a . ince this occurrence occurred in the 5-year period
877(&) In addltlon, removal of appreC|-877(d)(1)(C)), and (III) the source of prior to her expatriation, F must recognize any
ated tangible personal property from theain from the sale or exchange of debgain from the contract in 1998 (the taxable year of
United States with an aggregate faiobligations will be based on the resi-:‘:goeﬁ;ﬁ‘;'i'ﬁggm‘éﬂfss she enters into a gain
m_arket v_alue in excess of $250,00@ence of the |ssuer_of such obligations. ngever’ EF also owned stock in & foreign
within this 15-year period must beThe source of gain on the sale Olkorporation, her change in tax home coupled with
treated as an exchange to which sectioaxchange of an interest in a partnershiper expatriation would not be an occurrence that is



treated as an exchange to which section 877(d)(ZJhus, H must recognize $2,850,000 in 1997 (the A]l gain recognition agreements must
applies with respect to such stock. Pursuant to th&axable year of the removal) unless she enters intBe Signed under penalties of perjury and
special source rules described in this notice, tha gain recognition agreement. . . L

source of gain on the sale or exchange of stock is Example 8.J, a U.S. citizen by birth, expatriates set forth the fgllgwmg information:

based on the corporation’s place of incorporationon January 1, 1999, with a principal purpose to (1) a description of all property sub-

Thus, the gain on the sale or exchange of foreigavoid U.S. taxes. On the date of J's expatriation, ject to the agreement, (i.e., a description
stock would be foreign source for the entireowns appreciated stock in a domestic corporatioryf property both transferred and ac-

15-year period beginning five years prior to expa-On January 1, 2000, J creates a foreign trust, FT, . . .
triation. Accordingly, there would not be an occur-and contributes the stock to FT. Under the term&lUiréd in an exchange, a description of

rence during this period that would change theof the trust instrument, the income and corpudNy appreciated tangible personal prop-
source of such gain from U.S. source to foreigrfrom FT may be distributed at the discretion of theerty that was removed from the United
source. trustee to J, J's spouse, or J's children. States, and/or a description of all prop-

Example 6.G is a U.S. citizen by birth. G owns |t 3 had directly disposed of the domestic stockerty affected by an occurrence that

a home in the United States that he uses as higistead of contributing it to FT, the gain realized : '
principal residence. In April 1997, G sells hishereon would be treated as U.S. source incom&H@Ng€d the source of income or gain

principal residence in the United States at a gaisection 877(d)(1)(B). However, if FT disposed ofifom the property from U.S. source to
of $1,000,000. In June 1997, G purchases a neyhe stock, the gain realized would be foreignforeign source);
principal residence located abroad. G's purchase @foyrce because FT is not a resident of the United (2) a good faith estimate of the rel-

the new residence satisfies the requirements dfiates. See sections 865(a)(2) and (g)(1)(B). If FT ;
section 1034, and thus G does not recognize then distributed the proceeds to J, his gain woulV@Nt fair market values of the property

$1,000,000 gain on the sale of his old residenceyisp pe foreign source. transferred and acquired in the exchange
G expatriates in 1999 with a principal purpose 10 g;nce 35 contribution of the domestic stock to(formal appraisals are not required),

avoid U.S. taxes. . . . . .
Under section 861(a)(5), gain from the disposi_FT is nontaxable under subtitie A of the Code andheir adjusted basis for U.S. tax pur-

changed the source of gain on the stock from U'SE)OSGS and a calculation of the gain not

treated as U.S. source income. A United Statestgoxéﬂfr:g';‘ t'(t) 'ivr?i';hocs‘:ir{igﬂcg;;‘(""(;)('g)tfsgﬁgsaﬁ:ﬁ ecognized by reason of the gain recog-

real property interest includes real property that igiq o nose, J's beneficial interest in FT is treated)ition agreement (the “deferred gain”)

located in the United States. Section 897(c). Gai%s property acquired in the exchange, and then a property-by-property basis;

from the sale or exchange of real property locate tock contributed to FT is treated as property (3) a statement that the individual

outside the United States is considered forEig[Eransferred in the exchange. Therefore, J must
source income. Section 862(a)(S). recognize the pre-contribution.gain on the’ appreci-agrees to recognize, under section 877,

Since G is not required to recognize the gain Onyeq™ stock in 2000 (the taxable year of theANy income or gain during the 15-year

the sale of his old residence by reason of sectio : f " . - . -
1034, and the source of this gain would chang Bxchange), unless he enters into a gain recognitigperiod that begins five years prior to

from U.S. to foreign if G sold his new residence, greement. _eXpatriation as U.S. source income if it
it is an occurrence that is treated as an exchange Gyidance on gain recognition agree_IS derived from property that was ac-

to which section 877(d)(2) applies. Accordingly, G A : uired in an exchange (as described in
must recognize the gain from the sale of his oidnents. An individual who wishes to ?his notice); oe (

residence in 1999 (the taxable year of his expatria€Nter into a gain recognition agreemen o
tion), unless he enters into a gain recognitionwith the Secretary with respect to any (4) @ statement that the individual
agreement. exchange described in section 877(d)(2§9rees to recognize, under section 877, a

e ample TH 15 a former long-tern resident of must submit the agreement with theProportionate amount of the deferred
e United States. H owns a valuable paintin >t ; : ;
she purchased in 1965 for $500,OOO.FI)—I becgme individual’s U.S. income tax return (nor-9ain as U.S. source income as of the

resident of the United States and brought thénally Form 1040NR) for the taxable date of disposition if the acquiror of the
painting to the United States in 1975. The fairyear of the exchange. If an exchangéransferred property disposes of all or a

market value of the painting in 1975 wasqaccyrred during the S-year period primportion of the property in any manner

ffz ;ﬂgoﬁrﬂ?éd”sﬁgf;”}ﬁ i;ggf“éﬁe;;?iger;tlreiggegb expatriation, the individual must sub-during the 15-year period beginning five

H expatriates with a principal purpose to avoidm_it a gain reCanition agreement withy€ars prior to expatriation; o
U.S. taxes. On January 1, 1997, H removes thhis or her U.S. income tax return for the (5) a statement that the individual
painting from the United States. On that date, thegxable year of the individual's expatria-agrees to file a U.S. income tax return
fair market value of the painting is $5,000,000.4n5 "It g exchange occurred before thénormally Form 1040NR) for each year
Under section 877(d)(1)(A), H's unrealized gain. dividual’s 1996 bl he indi-of the 10 iod followi tri
in the painting is U.S. source so long as thandividual's taxable year, the indi-of the 10-year period following expatria-
painting is located in the United States. Since th¢/idual must submit a gain recognitiontion (whether or not such individual is
removal of H's appreciated painting from theagreement with his or her 1996 Formotherwise required to file a return) that
United States changed the source of the unrealizefig4ONR to avoid the recognition ofincludes an annual certification each

gain thereon from U.S. source to foreign source, Irb : . . .
is considered an exchange to which sectio ain. year describing any income or gain that

877(d)(2) applies. For purposes of section 877, H's The gain recognition agreement Willi.S taxable pursuant to.th? .gain re.COQni'
basis in the painting is the painting's fair marketbe triggered if the individual disposes oftion agreement. If the individual did not
value on the date that H first became a U.Siha property to which the gain recogni-defive any income or gain that is tax-

resident (i.e., $2,000,000). Section 877(e)(3)(B),: . . : s
Thus, H’s unrealized gain on the painting on thetlon agreement applies. In addition, anyable pursuant to the gain recognition

date of removal is $3,000,000 ($5000,000-disposition of the transferred propertyagreement, the certification must provide
$2,000,000). by the acquiror of such property will & statement to that effect;

Because the value of H's painting on the date of|so trigger gain, even if the disposition (6) if an exchange to which the gain
removal exceeds $250,000, H must recognize f5 otherwise part of a nonrecognitionrecognition agreement applies occurred
pro rata portion of the gain attributable to the . = f th irdluri he 5 iod .
value in excess of $250,000, unless she enters inf§@NSaction. For purposes of the gaimuring the S-year period prior to expa-
a gain recognition agreement. The pro rata portiof€COgnition agreement, property redriation, a certification describing any
of such gain is $2,850,000, determined by mult-moved from the United States and propincome or gain during this 5-year period
{f’#;'”r?urt]:‘:r;gf"ogi:ﬁ‘“éﬁ3i§2?]£0£()cgg’s a f"ﬁg";gi'rerty the source of income or gain fromthat is taxable pursuant to the gain
market value of the painting over $250,000Wh'Ch changed from U.S. to fo.relgn_ will recognition agreement. If the |nd!V|duaI
($4,750,000) and the denominator of which is thd?€ treated as property acquired in awlid not derive any income or gain that

fair market value of the painting ($5,000,000).exchange. is taxable pursuant to the gain recogni-



tion agreement during this period, theperiod ending 3 years from the date(s) on which fegulations will provide that if an indi-

certification must provide a statement tdi'es @ U-S. income tax return for the year(s) inyiqya| acts with a principal purpose to
which he recognizes any income or gain from his

that effect; beneficial interest in ET. avoid section 877(d)(4), then the Com-
(7) a representation that all records missioner may redetermine the U.S. tax
relating to the property to which the secTiON VI. CONTRIBUTIONS TO consequences of that action as appropri-
gain recognition agreement applies, iNcoNTROLLED FOREIGN ate to achieve the purposes of section
cluding those of the acquiror (if any), corRPORATIONS 877(d)(4). The regulations will apply to
will be made available for inspection by individuals who expatriate after Febru-

the Service during the period that ends 3 Background.Section 877(d)(4) gener-ary 5, 1995, and to individuals subject
years from the date on which a U.Sally provides that when an expatriateto section 511(g)(3)(A) of the Act (see
income tax return is filed for the year(s)contributes U.S. source property (“con-section X of this notice).
in which any income or gain that istributed property”) to a corporation that Until regulations are issued, individu-
taxable pursuant to the gain recognitiorwould be a controlled foreign corpora-als must comply with the rules set forth
agreement is recognized; tion (as defined in section 957) and theébelow. Individuals must apply section
(8) a statement that the individualindividual would be a United States877(d)(4) by substituting the 15-year
agrees to furnish a bond or other secushareholder (as defined in sectiorperiod beginning five years prior to
rity that satisfies the requirements 0f951(b)) but for the individual's expatria- expatriation for the 10-year period re-
Treas. Reg. § 301.7701-1 if the Distriction, then any income or gain on suchferred to in section 877(d)(4). However,
Director determines that such security igproperty (or any other property that hasection 877(d)(4) will not apply to any
necessary to ensure the payment of tax basis determined in whole or in paricontribution during the 5-year period
upon the deferred gain and any otheby reference to such property) receivegbrior to expatriation if the contribution
income or gain that is taxable pursuanor accrued by the corporation during theoccurred prior to February 24, 1997.
to the gain recognition agreement; and0O-year period following expatriation Moreover, an individual who makes a
(9) if applicable, the name, addressshall be treated as received or accruegontribution described in section
and U.S. taxpayer identification numbedirectly by the individual and not by the 877(d)(4)(A)(i) must attach the follow-
(if any) of the acquiror of any property corporation. If the individual disposes ofing information to the individual's U.S.
subject to the agreement. any stock in the corporation (or othertax return for the year in which such
If, during the period that the agree-stock that has a basis determined imontribution occurs (whether or not the
ment is in force, the individual disposeswhole or part by reference to suchindividual is otherwise required to file a
of the property acquired in the exchangestock) during the 10-year period referredJ.S. tax return):
in a transaction in which gain or loss isto in section 877(a) and while the (1) the date of the contribution;
not recognized under U.S. income taxcontributed property is held by the cor- (2) a description of the property con-
principles, then the individual shall notporation, the individual is taxable on thetributed, including a good faith estimate
be required to recognize gain, providedjain that would have been recognizegsf its fair market value (formal apprais-
that the individual notifies the Secretaryby the corporation had it sold a pro rataals are not required) and a statement of
of the transfer with his or her nextshare of the property (determined byts adjusted basis for U.S. tax purposes
annual certification and modifies thecomparing the value of the stock dis-on the date of the contribution:
gain recognition agreement accordinglyposed of to the value of the stock held (3) a description of the foreign corpo-
Example. The following example il- by the individual immediately prior to ration to which the property is contrib-
lustrates how to enter into a gain recogthe disposition) immediately before theyted, including its name, address, place
nition agreement. disposition. Section 877(d)(4)(D) pro-of incorporation, and its U.S. employer
Example 9.Assume the same facts as invides that the Secretary may prescrib@entification number, if any; and

e_xample 8 above. To avo_ld t_he immediate recognigych regulations as may be necessary to (4) a description of the percentage
tion of gain on the contribution of stock to FT, revent the avoidance of the purposes ﬁ

must attach a gain recognition agreement to hirev . . purp Qhterest, by vote and by \_/a|l{e_, owned or
U.S. tax return for the year 2000 (the taxable yeap€Ction 877(d)(4), including where theyeated as owned by the individual under
of the exchange). As part of such agreement, property is sold 1o the corporation andsection 958 (determined as if such indi-
must agree to recognize any income or gain that Where the contributed property is SOICk/idual were a U.S. person).

derives from his beneficial interest in FT as U.S. i i o .
source income during the remainder of the 10-ye by the corporation. Section 877(d)(4)(E) it 5 contribution occurs prior to expa-

r) o ,
period following expatriation. J must also agree ta)mv'd_es that _the Secre_tary Sha” reQuIrgriation, this statement must be attached
recognize the pre-contribution gain on the transSUCh information reporting as is necesty the individuals U.S. income tax
ferred stock as U.S. source income if FT directlysary to carry out the purposes of sectiofatyrn for the taxable year of the indi-

or indirectly disposes of the stock. In addition, J877(d)(4). . , L . .
must agree to file an annual certification for each ( )( ) vidual's expatriation. If a contribution

year of the remaining 10-year period following Antl_abuse rules and reporting re- geeyrred prior to 1996, the individual
expatriation that indicates whether J derived an)quwemer_“--rreasury a_nd the Service IN-must attach this statement to the indi-
income or gain from his beneficial interest in FTtend to issue regulations under sectiongidual's 1996 U.S. tax return (whether
and whether FT disposed of the stock. J musg77(d)(4)(D) and (E) that extend theor not the individual is otherwise re-
represent that all records relating to the transferreg_o_year period referred to in SeCtionquired to file a U.S. tax retum).

stock, including the trust’s records, will be made . .
available for inspection by the Service for theS’ /(d)(4), set forth reporting require-

period ending 3 years from the date on which Jnents, and provide anti-abuse rules iNgecTi0N VI ANNUAL
files a U.S. income tax return for the year intended to prevent individuals from “ti'INFORMATldN REPORTING
which he recognizes the deferred gain as a 'eSUIinng controlled foreign corporations to

of a direct or indirect disposition of the stock by : .
FT. J must also represent that all records relatin old or dispose of property that would Background. Section 6001 generally

to his beneficial interest in FT will be made Otherwise produce income or gain fromprovides that the Secretary may require
available for inspection by the Service for thesources within the United States. Theany person, by notice upon such person



or by regulations, to make such returnseffect before the Act, as well as thosdiled a true and accurate return. There-
render such statements, or keep sucbubject to section 877 as revised by théore, such an individual will not be
records as the Secretary deems sufficier¥ct. entitled to the benefit of any deductions
to show whether or not the person is Beginning with the 1996 taxable year,or credits if the individual’s tax liability
liable for tax under the Code. Sectionan individual who expatriated with afor that year is later adjusted. See
6011(a) generally provides that any perprincipal purpose to avoid U.S. taxeSsection 874(a).
son who is liable for tax imposed by theunder section 877 as in effect before the
Code, or with respect to the collectionAct must annually file a U.S. income
thereof, shall make a return or statemertax return (Form 1040NR), with thetﬂgtaggviissﬁteg%gt I/(\?izl tgz tg;(r?;léze?/ee(jar
according to forms and regulations preinformation described below, for eacht h gt' v filed hi h tat i
scribed by the Secretary. Sectioryear of the remaining 10-year period0 ave imely fred fis or her statemen
6012(a)(1) generally provides that everyollowing expatriation if such individual for that year if the individual f||(_as suqh
individual whose gross income for theis liable for U.S. tax under any provi- statemgnt by the”due datg .(|r.10Iud,|ng
taxable year equals or exceeds the ewion of the Code (e.g., section 871(a)fXtensions) for filing the individual's
emption amount must file a U.S. incomefor such year. An individual who expa- Y-S- income tax return for the taxable
tax return for such year. Sectiontriated with a principal purpose to avoidyear that begins in 1996.
6012(a)(1) further provides, in part, thatU.S. taxes under section 877 as
nonresident individuals subject to taxamended by the Act must also annualNGECTION VIIl. INTERACTION WITH
imposed by section 871 may be exfile a U.S. income tax return (Form TAX TREATIES
empted from making returns under seci040NR), with the information de-
tion 6012 subject to conditions, limita-scribed below, for each year of the BackgroundThe legislative history of
tions, and exceptions and under suchO-year period following expatriation if the Act indicates that Congress believed
regulations as may be prescribed by theuch individual is liable for U.S. tax that section 877, as amended, is gener-
Secretary. Treas. Reg. § 1.6012-wnder any provision of the Code (e.g.ally consistent with the underlying prin-
1(b)(2)(i) generally provides, in part, section 871(a)) for such year. ciples of U.S. income tax treaties to the
that a nonresident alien individual who The return must bear the statemengxtent that section 877 provides for a
was not engaged in a trade or businesExpatriation Return” across the top of foreign tax credit for items taxed by
in the United States during a taxablepage 1 of Form 1040NR. In addition, aanother country. To the extent that there
year is not required to file a return forstatement must be attached to the retuig a conflict with U.S. income tax
such year if the nonresidents tax liabil-that sets forth by category (e.g., divi-reaties in force on August 21, 1996 (the
ity for the year is fully satisfied by the dends, interest, etc.) all items of U.Syste of enactment of section 877), Con-
withholding of tax at the source underand foreign source gross mcc_)megress intended that “the purpose of
Chapter 3 of the Code. (whether or not taxable in the Unitedcootion 877 as amended [is] not to be
Section 874(a) generally provides thaStates). The statement must identify th@efeated b ' anv treat r'(;vision " HR
a nonresident alien individual will re- source of such income (determined ung N )4/196 y104thy gon Zd S.es.s
ceive the benefit of deductions andder section 877 as modified by sectiory €p. NO. See also. H Rg.,C ¢ Roo
credits allowed to him by Subtitle A of V of this notice) and those items of 55 (1996). See also, H.R. Conf. Rep.
the Code only if such individual files aincome subject to tax under section g77No. 736, 104th Cong.,, 2d Sess. 329
true and accurate return, including alln addition, any expatriate who has nof1996). However, any conflicting treaty
the information that the Secretary maypreviously filed an information state- Provisions that remain in force 10 years
deem necessary for the calculation ofent under section 6039F should als@fter August 21, 1996, will take prece-
such deductions and credits. attach to his or her first nonresidentdence over section 877, as revised. Id.
Annual reporting of incomeBecause return a statement containing the infor- Coordination with tax treatiesin ac-
an individual who is liable for U.S. mation described in section IX of thiscordance with Congressional intent,
taxes is generally required to file anotice. Treasury and the Service will interpret
return and other such statements as the Treasury and the Service intend tcsection 877 as consistent with U.S.
Secretary may prescribe, Treasury anfimend Treas. Reg. § 1.6012—1(b)(2)(ilncome tax treaties. To the extent that
the Service intend to issue regulationgn accordance with the rules of thisthere is a conflict, however, all provi-
under section 877 that will require expanotice. Until the regulation is modified, Sions of section 877, as amended, pre-
triates who are liable for tax to annuallyan expatriate who is otherwise requiredyail over treaty provisions in effect on
report certain information for the 10-to report information in accordance withAugust 21, 1996. This coordination rule
year period following expatriation. Until this section of the notice must attach as effective until August 21, 2006, and
the issuance of such regulations, taxpaystatement to Form 1040NR, even if theapplies to those provisions of section
ers must report information in compli-individual has fully satisfied his or her 877 that were amended by the Act as
ance with the rules set forth below andax liability through withholding of tax Well as those that were not amended by
any other information that the Secretangt source. the Act. In addition, Treasury and the
may require at a later date. At such time aAp expatriate who fails to furnish a Service will interpret all treaties,
that Form 1040NR is modified to reflectcomplete statement in any year forvhether or not in force on August 21,
the rules described below, taxpayergyhich he or she is liable for any U.S.1996, that preserve U.S. taxing jurisdic-
must report information in accordanceaxes will not be considered to havelion with respect to former U.S. citizens
with the instructions to Form 104ONRWhould refer to Treas. Red. § 160122 former U.S. long-term residents who
instead of the procedures described b B)@)(i) for guidance on how to %ie a Us. €xpatriate with a principal purpose to
low. The rules below apply to expatri-income tax return for the taxable year of thedV0id U.S. taxes as consistent with the
ates who are subject to section 877 as individual's expatriation. provisions of section 877, as amended.

An individual who is required to file



SECTION IX. INITIAL INFORMATION Information StatementsUntil such return for the year of expatriation.
REPORTING time that a form is issued for providing Former long-term residents who have
) the statement required by section 6039Rlready furnished the information enu-
Background. Section 6039F(a) re- individuals must file an information merated in section 6039F(b) to the Inter-
quires each individual who loses U.Sstatement that includes the informatiomal Revenue Service prior to February
citizenship to provide an information set forth below. 24, 1997, are not required to provide an
statement to the U.S. Department of (1) A former U.S. citizen whose re- additional statement.
State or a federal court, as applicableporting date is on or before March 10, Former citizens and former long-term
The information reporting requirements1997, must provide the informationresidents must include the following
of section 6039F apply to individualsstatement to the Internal Revenue Seinformation in their information state-
who expatriate after February 5, 1995Vice, 950 L'Enfant Plaza SW, Washing-ments:
and to individuals subject to sectionton, D.C. 20224, ATTN: Compliance (1) name;
511(g)(3)(A) of the Act (see section X Support & Services, by June 8, 1997. (2) date of birth;
of this notice). _F?‘rmer tUS citizens wthc:j fu.rnlshedt.the 83 taxFl)_ayerd:jdentlflc&}tlo? numtigr;
. . .jnformation enumerated in section mailing address prior to expatria-
oo SO0 e 0l AASOR0E(D) o te pproprate ey prorion .

) . to February 24, 1997, are not required (5) address where the individual re-
than the earliest date on which sucl, . ide an additional statement. sided prior to expatriation, if different
individual (1) renounces the individual's 5y A former U.S. citizen whose re- from (4) above;

U.S. nationality before a diplomatic or o ting date is after March 10, 1997, (6) mailing address of principal for-
consular officer of the United States, (Z%and on or before June 8, 1997, museign residence, if any;
furnishes to the U.S. Department Ofyrgyide the information statement to (i) (7) address where the individual ex-
State a statement of voluntary relinhe  american Citizens Services Unitpects to reside after expatriation, if
qwshment of US. .”?‘t'ona"ty. qonflrm- Consular Section, of the nearest Ameridifferent from (6) above;
ing an act of expatriation, (3) is issued &4, Empassy or consulate, (i) Office of (8) all foreign countries of which the
certificate of loss of U.S. nationality by pyjicy Review and Interagency Liaisonindividual is a citizen and the dates and
the U.S. Department of State, or (4ca/OCS/PRI), Room 4817, Departmentmethods by which such citizenship was
Io_ses ,U'S' n_a_1t|onal|ty becaus_e the 'n_d'bf State, Washington D.C., 20520-acquired,;
vidual's certificate of naturalization is 4918 or (jiy a federal court (if the (9) the number of days (including
cancelled by a U.S. court (collectively,qynatriate’s certificate of nationality wasvacation and nonwork days) that the
the “reporting date”). _ cancelled by such court), on or beforéndividual was physically present in the
~Section 6039F(b) requires a formerjune 8, 1997. United States during the year of expa-
citizen to report his taxpayer identifica- (3) A former U.S. citizen whose re- triation (up to and including the date on
tion number, mailing address of prinCi-porting date is after June 8, 1997 musivhich the information statement is filed)
pal foreign residence, foreign country inprovide the information statement to theand each of the two preceding taxable
which the individual is residing, foreign (j) American Citizens Services Unit, years;
country of citizenship, information on Consular Section, of the nearest Ameri- (10) in the case of an individual
the individual's assets and liabilities if can Embassy or consul, or (i) a federaivhose average annual net U.S. income
such individual’s net worth exceedscourt (if the expatriate’s certificate of tax (as defined in section 38(c)(1)) for
$500,000 (as adjusted by section 1(f)(3hationality was cancelled by such courtthe five taxable years prior to expatria-
for taxable years after 1996), and suclpn or before such reporting date. tion exceeded $100,000, the net U.S.
other information as the Secretary may (4) A former long-term resident who income tax for each of these years
prescribe. Section 6039F(f) requiresexpatriated after February 5, 1995, androunded to the nearest $50,000). If the
long-term residents who expatriate aftepefore January 1, 1996, must attach thimdividual's average annual net U.S.
February 5, 1995, to provide a similarinformation statement to either a 1996ncome tax liability for the preceding
statement with their U.S. tax returns forForm 1040NR (whether or not the indi-five taxable years did not exceed
the taxable year of expatriation. vidual is otherwise required to file a$100,000, the individual must provide a
If a former citizen fails to provide the U.S. tax return) or an amended 1995epresentation to that effect;
required information statement, sectiorl.S. income tax return. To comply with  (11) in the case of an individual with
6039F(d) generally provides that thenew section 877, an individual whosegross assets that have an aggregate fair
individual will be subject to a penalty 1995 tax liability changed as a result ofmarket value in excess of $500,000, a
equal to the greater of (1) five percennew section 877 must amend the indibalance sheet, using good faith estimates
of the tax required to be paid underwidual's 1995 return accordingly andof fair market values (formal appraisals
section 877 for the taxable year endingnclude the information statement withare not required), that sets forth by
during such year, or (2) $1,000. Thethat amended return. A former long-termcategory (e.g., cash, marketable securi-
penalty will be assessed for each yeatesident who expatriated in the 199%ies, closely-held stock, business assets,
during which such failure continues fortaxable year will be deemed to havegualified and nonqualified deferred com-
the 10-year period beginning on the datéimely furnished the information state-pensation arrangements, individual re-
of loss of citizenship. The penalty will ment if a statement is filed by the duetirement accounts, installment obliga-
not be imposed if it is shown that suchdate (including extensions) for filing thetions, U.S. real property, foreign real
failure is due to reasonable cause anihdividual's 1996 return. A former long- property, etc.) the individual's assets and
not willful neglect. Section 6039F(f) term resident who expatriated after 199%abilities immediately prior to expatria-
also applies this penalty to former long-must attach an information statement tdion. The balance sheet must also set
term residents. the former resident's U.S. income taxforth the following:



(i) the source of income and gain,penalties described in section 6039F(dject to section 877 as in effect before
without applying the provisions of sec-All individuals whose reporting datesthe amendments made by the Act.
tion 877, that such property would haveoccur after such time that a form is Example.The following example il-
generated during the 5-year period priorssued for reporting information underlustrates the application of section
to expatriation and immediately aftersection 6039F must complete and sub511(g)(3)(A) of the Act.
expatriation, mit that form to comply with their Example 10.K joined a foreign army on
(i) the source of income and gain,reporting requirements under sectiorPciober 1. 1994, with the intent to relinquish his

. . . U.S. citizenship, but did not furnish a statement of
assuming that the provisions of sectior6039F. voluntary relinquishment of citizenship to the U.S.

877 applied (as modified by section V Department of State until October 1, 1995. K is
of this notice), that such property wouldSECTION X. TRANSITION subject to new section 877 beginning on Oc_tok_ler
have generated during the 5-year periOF*ROVISION 1, 1994, the date that K perform‘ed the expatriating
prior to expatriation and immediately act. However, the 10-year period referred to in

RN : section 877(a) will not expire before the end of
after expatriation, and Background.Sections 877 and 6039F 10-year period beginning on the date that K

(iii) the gain or loss that would be gf—‘nera"y apply to individuals who expa-furnished a statement of voluntary relinquishment
realized if the assets were sold for theifriate after February 5, 1995. Howeverpf citizenship to the U.S. Department of State. K

fair market values on the date of expaseCtion 511(g)(3)(A) of the Act providesfurnished this statement on October 1, 1995. Thus,

.. ; i o ; is subject to new section 877 for the period that
tration. a special transition provision in the cas egan on October 1, 1994, and ends on September

The individual must separately listof a former citizen who performed ans;~5q0s.

(not by category) each partnership iréXpatriating act specified in paragraph . o .
which the individual holds an interest,(1). (2), (3), or (4) of section 349(a) of Special rule for individuals who claim
each trust that the individual is considthe Immigration and Nationality Act (8 0 be within the exception under section
ered to own under sections 671 through/-S.C. 1481(a)(1)(4)) before Februarp11(9)(3)(B) of the ActAn individual
679, each trust that the individual is6. 1995, but who did not on or beforewho (i) furnished a signed statement of
considered to own under Chapter 12 ofuch date fumish to the U.S. Departyo_luntary relinquishment of U.S. nation-
Subtitle B of the Code, and each trust ifment of State a signed statement oflity to the U.S. Department of State
which the individual holds a beneficial voluntary relinquishment of U.S. nation-after February 5, 1995, and (ii) claims
interest (as determined under the procedlity confirming the performance of that new section 877 does not apply
dures described in section Il of thissuch act. Such an individual would notoecause of the exception to the transi-
notice). The individual must also de-come within the general effective datelion provision in section 511(g)(3)(B) of
scribe the types of assets held by eac®f the amendments to sections 877 anth€ Act, must (whether or not the indi-
partnership or trust, and indicate theb039F because, under the provisions fdfldual is otherwise reqUIred to file a
methodology (as described in section lidetermining the date of loss of citizen-U-S. tax return) attach a statement to
of this notice) used to determine theship (which were not modified by the Form 1040NR for the year in which the
individual's beneficial interest in eachAct), the date of loss of citizenship isSigned statement of voluntary relinquish-
trust. In addition, the individual should retroactive to the date of the expatriatingnent is fumished to the U.S. Depart-
indicate whether there have been signifiact (i.e., prior to February 6, 1995). Sednent of State (or to the individual's
cant changes in the individual's assetdreas. Reg. § 1.1-1(c). 1996 Form 1040NR if the statement of
and liabilities for the period that began The transition provision states thatvoluntary relinquishment was furnished
five years prior to expatriation and endssection 6039F and the amendmentduring 199§)' The return must ”bear the
on the date that the information statemade to section 877 by the Act shalStatement *Expatriation Return” across
ment is filed. If so, the individual apply to such an individual, except thathe top of page 1 of such return. The
should attach a statement explaining ththe 10-year period referred to in sectiorptatément attached to the return must
changes in the individual's assets an@77(a) shall not expire before the end ofnclude the nature and date of the
liabilities during such period; the 10-year period beginning on the dat§XpPatriating act, the date the signed

(12) in the case of a former long-the signed statement of voluntary relinStatement of voluntary relinquishment
term U.S. resident, a representation as @uishment is furnished to the US. DeWas furnished to the U.S. Department of
whether the former resident was treateartment of State. Thus, such an indiStaté, and a copy of the individual's
as a resident of a foreign country undevidual is subject to new section 877 agertificate of loss of nationality. An
a U.S. income tax treaty for any year inof the date of loss of citizenship and thdndividual who does not file a statement
the preceding 15 years. If so, the indi-10-year period referred to in section" the manner prescribed above will not
vidual must list the foreign countries877(a) shall not expire before the end oP® considered to have established to the
and years when this occurred. The indithe 10-year period beginning on the dat§atisfaction of the Secretary of the Trea-
vidual must also list any year(s) that thehe signed statement of voluntary relinSUry that the individual lost U.S. citizen-
former resident waived the benefits ofquishment is furnished to the U.S. De-Ship before February 6, 1994.
that treaty; and partment of State.

(13) a representation, signed under Section 511(g)(3)(B) of the Act statesgggggm ?;Olll\l(LI)E(EAO():TION WITH
penalties of perjury by the individual, that the transition provision of section
that the facts contained in the informa511(g)(3)(A) will not apply if the indi- Background.Section 7701(b)(10) ap-
tion statement are true, correct and comvidual establishes to the satisfaction oplies to an alien individual who was
plete to the best of the individual'sthe Secretary of the Treasury that théreated as a resident of the United States
knowledge and belief. individual's loss of U.S. citizenship oc- during any period that includes at least

An individual who timely files a curred before February 6, 1994. Accordthree consecutive calendar years (the
statement in accordance with the abovigly, section 6039F will not apply to “initial residency period”) and ceased to
guidelines will not be subject to thesuch an individual and he will be sub-be treated as a U.S. resident, but subse-



qguently becomes a U.S. resident beforenust amend those returns accordingly téor filing the individual's U.S. income
the close of the third calendar yearcomply with section 7701(b)(10). tax return for the year during which the
beginning after the initial residency pe- An individual described in section individual subsequently becomes a U.S.
riod. Under section 7701(b)(10), such arf 701(b)(10) who is liable for U.S. taxesresident. If a tax return for the year of
individual will be taxed in the manner under any provision of the Code duringthe exchange has already been filed, the
provided by section 877(b) for the pe-the intervening period (e.g., sectionindividual must amend that return and
riod after the close of the initial resi- 871(a)) must attach a statement to his aattach a gain recognition agreement to
dency period and before the date oft€r U.S. tax return that sets forth, bythe amended return to comply with
which the individual subsequently pe-category (e.g., dividends, interest, etc.)section 77_01(b)(10). _ N
comes a U.S. resident. This provisiorfil téms of U.S. and foreign source —The period of such a gain recognition
applies only if the tax imposed pursuan?ross income (whether or not taxable iragreement will be for the intervening
to section 877(b) exceeds the tax im{he United States) derived during eaclperiod, and not the 15-year period be-
posed under section 871. year of the intervening period. Suchginning five years prior to expatriation.
Application of section 7701(b)(10) statement must identify the source oMoreover, annual certification is not
An individual described in sectior{SUCh income .(determmed. under SeCt-IoFequ'r.ed'. Rather, .the mdw_ujual must
7701(b)(10) will be subject to tax on 877— as mOd-mEd by section v O-f this submit W'th.t.he gain recognition agree-
US. source income in the manner prono'ﬂC_e)a the items of income subject toment a certification that the acquiror (if
vided by section 877(b) (as modified by o 1S Manner provided by sectionany) has not disposed of the transferred
section 877(d)) for the period after th 877(b), and any other information thatproperty, and that the individual did not

&th t ibe at a lated ired i
close of the initial residency period and e Secretary may prescribe at a latefispose of the property acquired in the

; o date. exchange (or any other property that has
before the date on which the individual : : . . : :
. The statement must be filed even if
subsequently becomes a U.S. re&der&g u I ven Iia basis determined in whole or in part

w . . e individual has fuIIy satisfied his or by reference to such property). In addi-
(the “intervening period”). Because theper |y 5. tax liability for a taxable yeartign, the certification meFJ)S'[ yazlso state
tax imposed by reason of Sectiofprough withholding at source. As dis-whether the individual derived any in-
7701(b)(10) . app“es regardle_ss. Olcussed in section VII of this notice, come or gain from the property acquired
whether the individual had a principalTreasyry and the Service expect tan the exchange during the intervening
purpose to avoid U.S. taxes, sectiong,qiin Treas. Reg. § 1.6012-1(b)(2)(()period.
accordance with rules of this notice. |t any property to which the gain

n . . .
7701(b)(10). for the years of the intervening periodne individual must recognize gain for

: will not be considered to have filed aine year of disposition. Any income or
Section 877(¢) also does not generallyrye and accurate return. Therefore, Sucain” derived during the intervening pe-

apply to an individual who is subject 10 an individual will not be entitled to the riod from a contribution described under
tax in the manner provided by sectiorpenefit of any deductions or credits ifsection 877(d)(4) must also be recog-
877(b) solely by reason of sectionthe individual's return is later adjusted.nized for the relevant year. However
7701(b)(10). However, to treat formersee section 874(a). section 7701(b)(10) will not cause an
residents who are_subject to tax by An individual who is required to file jndividual to recognize any income or
reason of section 7701(b)(10) in a simithe above statement for the taxable yeafain with respect to any exchange under
lar manner as former long-term residentghat begins in 1995 will be consideredsection 877(d)(2) or contribution of
who are subject to section 877, alko have timely filed his or her statementyoperty under section 877(d)(4) that
property held by an individual on thefor that year if the individual files such gceyrred prior to the beginning of the
date that such individual first became atatement by the due date (includingngividual's initial residency period or
resident of the United States shall bextensions) for filing the individual's after the date on which the individual
treated solely for purposes of sectiony.s. income tax return for the taxablesybsequently becomes a U.S. resident
7701(b)(10) as having a basis of not lesgear during which the individual subse- - '
than the fair market value of the prop-quently becomes a U.S. resident.
erty on such date, unless the individual' Exchanges under section 877(d)(2
elects not to have this treatment applyand contributions ~ under section ot arises by reason of section
Reporting requirements for individu- 877(d)(4). An individual subject to tax 7701(b)(10) mus); be recognized
als subject to section 7701(b)(10An by reason of section 7701(b)(10) must Example 11.L was a resident a"en' of the
individual who is liable for U.S. tax by recognize any gain realized during th&jnited States in 1994, 1995 and 1996 because she
reason of section 7701(b)(10) duringntervening period on exchanges okatisfied the substantial presence test of section
any year of the intervening period mustproperty described in section 877(d)(2)/701(b)(3) for each of those years. In 1997 and
fle U.S. income tax returns (Formunless the individual enters into a gainoo> LLWf:_er‘sot;g"rsiségerr‘;;g;ﬁ Ur;ge‘gh?aaensi;g
1040NR) reporting such tax liability for recognition agreement in accordanc@es. L is subject to tax in the fnanner provided
each of those years by the due datwith section V of this notice. The gainby section 877(b) by reason of section
(including extensions) for filing the indi- recognition agreement must be submit?701(b)(10). On February 1, 1997, L contributed
vidual's U.S. income tax return for theted with the individual's U.S. income Property to a “controlled foreign corporation”in a
year that the individual subsequentlytax return (Form 1040NR) for the year"ansaction described in section 877(d)(4).
becomes a U.S. resident. If tax returnsf the exchange. The gain recognition Qnyl_'”ggr?:ﬁbﬂtrega'?odfr:g’e?orre?g t'l%rgrg;g‘;gz
for the years of the intervening periodagreement and the return must be ﬁled1

. ¥ PE : ! . uring the intervening period is subject to tax in
have already been filed, the individualby the due date (including extensionsjhe manner provided by section 877(d)(4). Thus, L

Example. The following example il-
ustrates how section 7701(b)(10) inter-
cts with section 877 and when income



mug repot sud income or gain by filing income
tax returrs for 1997 and 1998 by the due date
(including extensiony for filing her 199 U.S.
income tax return If income tax returrs for 1997
and 1998 hawe alread been filed, L mug amend
those returrs to comply with section 7701(b)(10).
Any income or gain derived after the intervening
periad is nat taxabk unde section 877(d)(4).

An ageng may not condud¢ or spon-
sa, and a persam is nat required to
respoml to, a collection of information
unles the collection of information dis-
plays avalid contrd numbe:.

The collection of information related
to the submissia of ruling requess is

Coordination with income tax treaties.required to help the Secretay make a

The rules of sectilm VIII (interaction
with tax treatie3 of this notice do not
appl to an individud who is subjed¢ to
tax in the manne provided by section
877(h soley by reasm of section
7701(b)(10) Accordingly, sud an indi-
vidud may claim benefis unde a U.S.
income tax treay for transactios that
occu during the intervenirg periad if
sud individud is otherwis eligible for
benefis as a foreign residem unde the
terms of sud treay.

Effective date.New secti;m 877 will
apply to an individuad subjet¢ to tax
thereunde~ by- reaso—~ of- sectin
7701(b)(19 if the individuals initial
resideng period enda after Augug 20,
1996.

REQUEST FOR COMMENTS

Treasuy and the Servie invite public
commens on the guidane providel in
this notice Commens shoutl be submit-
ted by Jure 8, 1997, to:

Internd Revene Service

PO. Box 7604

Ben Franklin Station

Attn: CC:CORPT:R, (Notice 97-19)

Roan 5228

Washington D.C. 20044;

or, alternativey, via the internd at:

determinatio as to whethe an indi-

vidud expatriatel with a principd pur-

po< to avoid U.S. taxes The collections
of information related to gain recogni-
tion agreementsinitial information re-
porting arnd reportirg of information
with respet to contributiors to certain
foreign controlled foreign corporations
are prescribe by statute The collection
of annué# reportirg information is neces-
say to monitar compliane with the
provisiors of section 877, as amended.
The collectiors of information for indi-

viduals subjet¢ to sectim 7701(b)(10)
are necessar to administe the provi-
siors of sectiom 7701(b)(10 tha interact
with sectimm 877. This information will

be usa by the Servie for tax adminis-
tration purposes.

The responderst will be individuals
who lose U.S. citizenship ceag to be
taxed as lawful permanen residens of
the United States or ceag to be taxed
as residens of the United States The
estimatel totd annud burden for all
responderst is 6,30 hours The esti-
matel annud burden pe respondent
varies from 05 hou to 25 hours,
dependig on individud circumstances,
with an estimatel averag of 31 min-
utes The estimatel numbe of responses
is 12,300 The estimatd annuad fre-

http://www.irs.ustreas.gov/prod/tax_regsdueény of response is annualy or on

comments.html

The commen$ you submt will be
availabk for public inspection ard copy-
ing.

DRAFTING INFORMATION

The principd authos of this notice
are Trina L. Dang and Michad Kirsch
of the Office of Associaé Chief Counsel
(International) For further information
regardirg this notice conta¢ Ms. Dang
or Mr. Kirsch at (202 622-38® (not a
toll-free call).

PAPERWORK REDUCTION ACT

The collectiors of information con-
tainad in this notice hawe been reviewed
ard approve by the Office of Manage-
mert and Budgé in accordane with the
Paperwok Reductim Act (44 U.S.C.

3507 unde contrd numbe 1545-1531.

occasion.

Books or record relating to collec-
tions of information mug be retainal as
long as their contens may becone ma-
terid in the administration of ary inter-
nd revene law. Generaly, tax returns
and tax retum information are confiden-
tial, as required by sectimm 6103 of the
Code.




