Section 475.—Mark to Market respond to, a collection of informationdealer in securitiesand held for invest-

Accounting Method for Dealers in unless the collection of information dis-ment Various comments were received

Securities plays a valid control number. regarding those regulations, and a hear-

26 CFR 1.475(c)-1: Definitions—dealers in secu- The estimated annual burden pe'rng was held on Apr_il 12, 1994.

rities. recordkeeper regarding § 1.475(b)-2 Additional regulations were proposed
varies from .25 to 3 hours, dependingon January 4, 1995 (60 FR 397) (herein-

T.D. 8700 on individual circumstances, with anafter sometimes referred to as the 1995

estimated average of 1 hour. Sectiomroposed regulations), and on June 20,

DEPARTMENT OF THE TREASURY 1 475(b)-4 (formerly § 1.475(b)-2T),1996 (61 FR 31474) (hereinafter some-
Internal Revenue Service which permitted a taxpayer to add ortimes referred to as the 1996 proposed
26 CFR Parts 1 and 602 remove certain identifications on or be-regulations). The 1995 and 1996 pro-
fore January 31, 1994, does not imposposed regulations supplemented, and in
a recordkeeping burden into the futurea few cases revised, the 1993 proposed
The estimated burden per respondent iregulations. Hearings on the 1995 and
AGENCY: Internal Revenue Servicemaking the intragroup-customer electiorl996 proposed regulations were held on
(IRS), Treasury. in 88 1.475(c)-1(a)(3)(iii) varies from May 3, 1995, and October 15, 1996,
.25 to 1 hours, depending on individualrespectively.
circumstances, with an estimated aver- The final regulations in this document
age of .5 hours. generally adopt the 1993 proposed regu-
SUMMARY: This document contains fi-  Comments concerning the accuracy ofations, as revised by the 1995 and 1996
nal regulations providing guidance tothis burden estimate and suggestions fdroposed regulations, with certain
enable taxpayers to comply with thereducing this burden should be sent tghanges reflecting comments that were
mark-to-market requirements applicablehe Internal Revenue Service, Attn: received. These final regulations also
to dealers in securities. The RevenuéRS Reports Clearance Officer, T:FPadopt additional portions of the 1995
Reconciliation Act of 1993 amended thewashington, DC 20224, and to thef- Pproposed regulations. The sections that
applicable tax law. These regulationgice of Management and BudgetAttn: are not adopted at this time remain
provide guidance to dealers in securitiesDesk Officer for the Department of theproposed. o .
Treasury, Office of Information and The provisions governing mark to
Regulatory Affairs, Washington, DC market of debt instruments, which were
20503. proposed in January 1995, attracted sub-

Books or records relating to this col-Stantial comment. The IRS and Treasury

ection of information must be retainedintend to finalize those regulations in a

as long as their contents may becoméubstantially revised form in response to

For dates of applicability seeMaterial in the administration of anythose taxpayer comments.

§ 1.475(e)-1. internal revenue law. Generally, tax re- : -
©) turns and tax return information areEprananon of Provisions

FOR_FURTHER ~ INFORMATION " confidential, as required by 26 U.S.Cacquisition by a dealer of a security
CONTACT: Robert B. Williams at 6103. with a substituted basis
(202) 622-3960 or Jo Lynn Ricks at

Mark to Market for Dealers in
Securities

ACTION: Final and temporary regula-
tions.

DATES: These final regulations are ef-
fective December 24, 1996, except par
graph (a) of § 1.475(c)-1T is remove
effective December 24, 1996, and th
remainder of 8 1.475(c)-1T is remove
effective January 23, 1997.

(202) 622—3920 (not toll-free numbers)Background The final regulations adopt without
. o change the provisions in the 1995 pro-
SUPPLEMENTARY INFORMATION: This document contains final regula-posed regulations that provide rules for

Paperwork Reduction Act tions under section 475 (relating tosjtuations where a dealer in securities
mark-to-market accounting for dealers irreceives a security with a basis in its
The collection of information con- securities). Section 475 was added byands that is determined, in whole or in
tained in these final regulations has beeféection 13223 of the Revenue Reconcilipart, either by reference to the basis of
reviewed and approved by the Office ofation Act of 1993, Public Law 103-66,the security in the hands of the
Management and Budget in accordanc&07 Stat. 481, and is effective for alltransferor or by reference to other prop-
with the Paperwork Reduction Act (44taxable years ending on or after Decemerty held at any time by the dealer. In
U.S.C. 3507) under control numberber 31, 1993. these cases, section 475(a) applies only
1545-1496. Responses to this collection On December 29, 1993, temporanto post-acquisition gain and loss with
of information are required for a tax-regulations (T.D. 8505, [1994-1 C.B.respect to the security. That is, section
payer to obtain the benefit of an exemp152] 58 FR 68747) (hereinafter some-475(a) applies only to changes in value
tion from marking to market undertimes referred to as the temporary reguef the security occurring after its acqui-
section 475 for those securities (sedations) and cross-referenced proposesition. See section 475(b)(3). The char-
§ 1.475(b)-2) and for a consolidatedegulations (FI-72-93, 58 FR 68798)acter of the mark-to-market gain or loss
group of taxpayers to obtain the benefi{hereinafter sometimes referred to as this determined as provided under section
of treating inter-member transactions a4993 proposed regulations) were pub475(d)(3). The character of pre-
customer transactions for purposes dished to furnish guidance on severahcquisition gain or loss (that is, the
the definition of dealer in securities (theissues, including the scope of exempbuilt-in gain or loss at the date the
intragroup-customer election, § 1.475tions from the mark-to-market require-dealer acquires the security) and the
(c)-1(a)(3)(iii)). ments, certain transitional issues relatingime for taking that gain or loss into
An agency may not conduct or sponio the scope of exemptions, and theccount are determined without regard
sor, and a person is not required taneaning of the statutory termgecurity to section 475. The fact that a security

5



has a substituted basis in the dealer’'squity interests in most related personthe taxpayer’s capacity as a dealer in
hands does not affect the security’s datand not just to persons controlled by thesuch securities. It was anticipated that
of acquisition for purposes of determin-taxpayer. Second, after considering varithis exception would apply only in rare
ing the timeliness of an identification ous comments received, the IRS proinstances. Commenters suggested an
under section 475(b). posed that this rule prohibiting markingeasing of the standard for establishing
a security to market should not apply ifthat a security was acquired other than

Scope of Exemptions From Mark-Totwo requirements are met: (1) the secuin the taxpayer’s capacity as a dealer in
Market Requirement rity is actively traded on a national such securities.

. . securities exchange or through an These suggestions are specifically re-
_ Section 475(b) exempts certain SeCUrijergealer quotation system: and (2) thgected in the final regulations set forth
ties from mark-to-market accounting Un-aynaver who marks owns less than &n § 1.475(b)-1(c). Instead, as described
der section 475(a). Among the exempterggicent of all shares or interests of thabove, to avoid uncertainty and ambigu-
securities are those held for investmenty e class. Comments were requestéty, the rule barring exemption from
and debt securities not held for saleaq 14 whether it is appropriate to allowmark-to-market treatment for certain no-
Section 1.475(b)-1(a) of the regulations, o quity interests in related parties taional principal contracts and derivative
like the temporary rule that preceded itye’marked to market, and, if so, whethesecurities applies unless the Commis-
provides that held for investment, asne nronosed limitations are the mossioner explicitly determines otherwise.
used in section 475(b)(1)(A), and noty,, ohriate ones. For securities acquired or entered into
held for sale, as used in section * after considering the comments re-before January 23, 1997, however, the
475(b)(1)(B), have the same meaningeejveq in response, the IRS and thdinal regulations continue the rule found
The regulations provide that both t€rmSpe gy have decided to adopt thén the temporary regulations.
refer to a security that is not held by a&,,\isions in the 1996 proposed regula- Commenters suggested that changes
taxpayer primarily for sale to customerjons with certain modifications. First, are needed to allow taxpayers that are
in the ordinary course of the taxpayer'spe general threshold above which evedealers in notional principal contracts
trade or business. By providing that &,qtively traded stock in a related partyand derivative securities (described in
security is held for investment (Or not,y ot be marked to market has beesection 475(c)(2)(D) or (E)) to identify
held for sale) if it is not held primarily jncreased from 5% to 15%. The 15%as exempt from mark-to-market treat-
for sale to customers in the ordinaryjmit however, includes shares held bottment a notional principal contract or
course of a trade or business, the regulgsy the dealer and by certain relatedierivative that is held as a hedge of a
tions adopt the concept of held forpsties Second, shares that a dealgosition that is not marked to market.
investment in section 1236(a). ThuSgcquires from a related party cannot be No change was made to the tempo-
under these regulations, a dealer ifnarked to market unless, after the timeary regulations to reflect these com-
securities may identify as held for in-yhey \vere acquired, both one full busi-ments because none was necessary. Sec-
vestment a security that it holds primayeqs gay has passed and there has ben 1.475(b)-1(c) limits exemptions
rily for sale to non-customers (for ex-gjgnificant trading in the security involv- only under section 475(b)(1)(A) (con-
ample, a trading security). The IRS angng nersons who are not related to theeming securities held for investment).
the Treasury believe that providing ag,payer. Section 1.475(b)-1(c) does not limit
single standard for purposes of Sections geciion 475(b)(3) applies when a seexemptions under section 475(b)(1)(C)
475 and 1236 is consistent with they rjr has been exempt from marking tolconcerning securities that are hedges of
purpose of section 475. These rulegn,rket and the exemption then ceases twon-mark-to-market positions). Although
apply to taxable years ending on or aftefyh, - Thys, changes in a security'she flush language at the end of section
December 31, 1993. . value that occur while section 475(a)475(b)(1) authorizes analogous regula-

The final regulations require a tax-does not apply are suspended. This rulery limitations on exemption under sec-
payer that identifies a security as exhas additional significance for certaintion 475(b)(1)(C), as of this time, no
empt from being marked to market tomembers of consolidated groups becausaich regulation has been issued or pro-
state (on its books and records) whetheg 1.1502-13(f)(6) disallows certainposed. Accordingly, if a dealer in no-
the security is, on the one hand, exempbsses recognized by members of cortional principal contracts or derivatives
as held for investment or not held forsolidated groups on common parenenters into a notional principal contract
sale or, on the other hand, exempstock if the loss is not taken intoor derivative as a hedge of a position
because it is a hedge of an item nojccount pursuant to section 475(a).  that is not marked to market, the dealer
subject to mark to market. This regula- The final regulations provide that,may properly identify it under section
tion applies to identifications made onexcept as determined by the Commis475(b)(1)(C) as exempt from mark-to-
or after July 1, 1997. sioner, notional principal contracts andmarket treatment.

The temporary and 1993 proposedierivative securities described in section In response to comments, the final
regulations provide that stock in a 50-475(c)(2)(D) or (E) that are held by aregulations expand the securities that a
percent-controlled subsidiary, and interdealer in those securities are not eligibléaxpayer may identify under section
ests in 50-percent-controlled partnerto be exempted from mark-to-market475(b)(1)(C) as exempt from mark-to-
ships and trusts, are deemed properlireatment as held for investment. market accounting. Under the final regu-
identified as held for investment and Under the temporary and 1993 prodations, a taxpayer can identify as ex-
thus are excluded from mark-to-markeposed regulations, however, an analoempt from mark-to-market treatment
accounting. The 1996 proposed regulagous barrier to exemption from mark-to-under section 475(b)(1)(C) a security
tions reproposed this rule with twomarket treatment did not apply if thethat hedges a position of another mem-
changes. First, the IRS believed that théaxpayer established unambiguously thdier of the taxpayer’s consolidated group
rationale for the rule applies equally tothe security was acquired other than irand meets the following three require-
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ments: the security is a hedging transadions that transactions with related perof intragroup transactions as customer or
tion within the meaning of § 1.1221-sons may be transactions with customensoncustomer transactions, provided the
2(b); the security is timely identified asfor purposes of section 475. In responseaxpayer had a reasonable basis for its
a hedging transaction under § 1.1221+0 comments, however, in § 1.475(c)treatment of the transactions and consis-
2(e) (including satisfaction of the re-1(a)(3) the final regulations provide bothtently applied that basis from year to
quirement that the hedged item be idena special rule for members of a consoliyear. In this regard, a taxpayer does not
tified); and the security hedges adated group and an election for the ruldail this consistency requirement solely
position that is not marked to marketnot to apply. If the special rule applies,because it changed its treatment of its
under section 475(a). Although identifi-then, solely for purposes of determiningntragroup transactions in order: (1) to
cation of the hedged item is not requiredvhether the taxpayer meets the definiavail itself of the separate-entity election
under § 1.1221-2 until some time aftetion of a dealer in securities, a taxpayunder the consolidated group hedging
the day the hedging transaction is ener’s transactions with other members ofegulations, or (2) to coincide with the
tered into, the identification of the hedgeits consolidated group are not transacexpected effective date of either Notice
under section 475(b)(2) must still betions with customers. Thus, a membep6-12 (1996-10 I.R.B. 29) or the re-
made no later than the close of the dawhose only customers are other memiated party rules in the 1996 proposed
on which the hedge is acquired, origi-bers of its consolidated group generallyegulations. (If a taxpayer wishes to
nated, or entered into. is not a dealer in securities. Treatingchange its treatment of prior open years
Permitting taxpayers to identify theseintragroup transactions as noncustomet be consistent with its status during
securities as exempt from mark-to-transactions is consistent with thethe first year that § 1.475(c)-1(a)(3)
market accounting is consistent with thesingle-entity approach of 8§ 1.1221-applies, see § 301.9100-1T(a).)
single-entity approach of the consoli-2(d)(1) and 1.1502-13. (The IRS ex-
dated group hedging regulations undepects to provide additional guidance orDealer in Securities—Sellers of Nonfi-
§ 1.1221-2(d)(1). As a result of thewhether there are any circumstances inancial Goods and Services
identification, the timing of the gain or which the special rule applies for other _ _
loss on the hedge is matched with theurposes, such as whether a security IN general, the final regulations ex-
timing of the gain or loss on the hedgednay be exempted from mark-to-marketlude from dealer status any taxpayer
item without forcing taxpayers to usetreatment because it is not held for salghat would not be a dealer in securities
back-to-back hedges and the separaté® customers.) but for its purchases and sales of debt
entity election under § 1.1221-2(d)(2). A consolidated group may elect not toinstruments that, at the time of purchase
This rule is effective for hedges enterecapply the special rule. If a group hasor sale, are customer debt with respect

into on or after January 23, 1997. made this intragroup customer electionto the taxpa){er or anpther member of
a member of a group may be a dealer ithe taxpayer’s consolidated group. A
Exemptions—Transitional Issues securities even if its only customerdebt instrument is customer debt at a

transactions are with other members oparticular time with respect to a person

The final regulations adopt without, = oo dated group. Once made, thé three conditions are met: (1) the

substantive change a number of transi-;_ " . ) . T ;
. ; : election continues for all subsequenpPerson’s principal activity is selling
tional rules relating to various exemp- q

: el Shadie taxable years and may be revoked onljionfinancial goods or providing
;'r(;r:]Sﬁrodnallde?alrécftlogoﬁsu%sum;rheiiewith the consent of the Commissionernonfinancial services; (2) the debt in-
§ 1.475(b)-4 were contained in . These final regulations significantly Strument was issued by a purchaser of
: 1.475(b)—2T, of e temporery regula—alter the proposed default rule forthe goods or services at the time of
fions. A more complete description ofMfAQTOUP transactions. Under the propurchase of those items in order to
thesé provisions may be found in the'ooSed regulat|o_ns, a taxpayer’sf!nance their purchase,' and (3) at all
preamble of T.D. 8505 at 58 FR 68747/1/agroup transactions would have beefimes after the debt instrument was
(1994-1 C.B. 152) customer transactions for purposes ofsued, it has been owned by the person
= ' section 475. Because the final regulawho sold the goods or services or by a
tions reverse this rule (makingmember of its consolidated group. If,
noncustomer status the default and réiowever, a taxpayer is a dealer in
quiring an affirmative election to con- Securities despite this provision, cus-
The final regulations retain the rulessider intragroup transactions in applyingomer debt remains a security in the
in the 1995 proposed regulations conthe dealer definition), the rules fortaxpayer's hands and must be marked to
cerning the dealer-customer relationshigntragroup transactions are effective fofnarket unless exempted by another rule.
Thus, the final regulations provide thattaxable years beginning on or after The temporary regulations contain a
determination of whether a transaction iecember 24, 1996. (The general rulmarrower provision—that a seller of
with a customer is based on all of thefor related party transactions other thamonfinancial goods or services is not a
facts and circumstances. Further, undéntragroup transactions is effective fordealer in securities for purposes of sec-
section 475(c)(1)(B), the terrdealer in taxable years beginning on or after Junéon 475 solely by virtue of extending
securitiesincludes a taxpayer that, in the20, 1996.) The IRS will soon publishcredit to its nonfinancial customers
ordinary course of its trade or businessguidance to assist taxpayers who mayeven if it sells the debt instruments so
regularly holds itself out as being will- have to change their methods of acacquired). In response to comments, the
ing and able to enter into either side ofcounting because their status as a dealénal regulations extend this principle to
a transaction enumerated in sectioghanges as a result of the application aiccommodate consolidated groups that
475(c)(1)(B). § 1.475(c)-1(a)(3). include both a seller of nonfinancial
The final regulations retain the gen- For prior years, the Service generallygoods or services and a captive finance
eral rule in the 1996 proposed regulawill not challenge a taxpayer’s treatmentsubsidiary.
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The rule in the final regulations ex- In response to comments, the finainstrument does not count as one of the
empting from dealer status most captiveegulations clarify the test for determin-60 instruments sold, and that debt in-
finance subsidiaries of retailers andng negligible sales of debt instrumentsstrument is not included in either the
other sellers of nonfinancial goods andacquired from customers. Under thisnumerator or the denominator under the
services applies to all taxable yearsule, a taxpayer has engaged in no morg% test. The regulations contain an
ending on or after December 31, 1993than negligible sales of the debt instruexample that illustrates this principle.
unless the taxpayer elects for the exments (or portions of the debt instru- The rules regarding the negligible
emption not to apply. If the election isments) that it regularly purchases fromsales exemption are generally effective
made, it continues for all subsequentustomers in the ordinary course of itSor taxable years ending on or after
taxable years and may be revoked onlfpusiness if, and only if, during the year,December 31, 1993. The special rules
with the consent of the Commissionereither (1) it sells all or part of fewer for members of a consolidated group,

Under the final regulations, there ardhan 60 debt instruments (regardlesaowever, are effective for taxable years
two additional circumstances in whichhow acquired), or (2) the total adjustecheginning on or after January 23, 1997.
this exemption from dealer status doe§asis of the debt instruments or portionsurther, a taxpayer may rely on the
not apply. The first is when, for pur- Of debt instruments (regardless how acrules set out in § 1.475(c)-1T(b) (as
poses of the inventory accounting rulegluired) that it sells is less than 5 percentontained in 26 CFR part 1 revised
under section 471, the taxpayer accoun@ the total basis, immediately afterApril 1, 1996) for taxable years begin-
for any security (as defined in sectiondcquisition, of the debt instruments thahing before January 23, 1997, provided
475(c)(2)) as inventory. The second cirlt acquires during the year. the taxpayer applies that paragraph rea-
cumstance is when the taxpayer is not This special test replaces the exsonably and consistently.
itself the seller of nonfinancial goods@mples in the temporary regulations il- _ N .
and services and the customer debt igistrating the negligible sales provisionDealer in Securities—Issuance of Life
accounted for by the taxpayer or by aome comngenters lnoted]c hthalnsurance Products
member of its consolidated group unde_é L.475(C) 1T(I)(2)Exe}mpeb;o ' eb _ The final regulations adopt without
a method that permits either the recognitémporary regulations is ambiguous be h Sion in the 1995 d
tion of unrealized gains or losses oicause it refers to a taxpayer that bot/fNange a provision in the > propose
deductions for additions to a reserve foi'€tains aimost all of the loans that it'egulations to clarify that a life insur-

. cauires” and “sells fewer than 60 a@nce company does not become a dealer
bad debts. This rule does not affect th&cd . . . .
seller of nonfinancial goods and servicedoans.” The final regulations eliminate N securities solely by selling annuity,
itself but is designed to prevent groupéhe ambiguity by making no reference toendowment, or life insurance contracts
from having one captive finance subsidNOW many loans are retained. _ to its customer;. i
iary that is treated as a nondealer and IN response to comments, the final Under the final regulations and the
another member of the group that is degulations contain two special rules foDecember 28, 1993, proposed regula-
dealer or a financial institution thataPPlying the negligible sales test totions, a contract that is treated for
accounts for customer debt under anembers of a consolidated group. Undefederal income tax purposes as an annu-
method that takes into account mark-tothe first rule, if a taxpayer is a memberity, endowment, or life insurance con-
market gains or losses or reserve dedu@ @ consolidated group that has maddact is deemed to have been identified
tions. the intragroup-customer election, deas held for investment, and is therefore
scribed above, it must apply the neglinot marked to market by the policy
Dealer in Securities—the Negligibledible sales test for debt instruments bjrolder. This rule was necessary because
Sales Exemption taking into account all of its sales ofvariable life and annuity products fall
debt instruments to other group memwithin the literal language of section

Under the final regulations, in gen-bers. On the other hand, if the taxpayef75(c)(2)(E). Because many life insur-
eral, if a taxpayer purchases securitie® a member of a consolidated grougnce companies sell these insurance
from customers (including originatingthat has not made the intragroupcontracts to their customers, some com-
loans in the ordinary course of thecustomer election, the negligible salegnenters on the 1993 proposal had asked
taxpayer’s trade or business of originattest is satisfied if either of two criteria is Whether these life insurance companies
ing loans) but engages in no more thamet: first, if the taxpayer satisfies thewere dealers in securities. There is no
negligible sales of the securities smegligible sales test, taking into accountndication that Congress intended for a
acquired, the purchases do not cause tla#l sales of debt instruments includinglife insurance company that was not
taxpayer to be a dealer in securitiessales to other group members; or sed®therwise a dealer in securities to be
This negligible sales rule does not applyond, if the taxpayer’s consolidated grougcharacterized as a dealer merely because
if the taxpayer so elects or accounts fowould satisfy the test if it were a singleit sells life insurance policies to its
any security as inventory for purposesorporation and the members of thecustomers.
of section 471. A taxpayer that would begroup were divisions of that corporation. Several commenters requested that
a dealer in securities but for the negli-This group-wide approach to the neglicertain activities not cause dealer status
gible sales rule elects to be a dealegible sales test is consistent with theunder section 475 because those activi-
simply by filing a federal income tax single-entity approach of 8§ 1.1221-ties, although described by section 475,
return reflecting the application of sec-2(d)(1) and 1.1502-13. traditionally had not been considered
tion 475(a) in computing its taxable Under a new rule in the final regula-dealer activities. Those comments were
income. The final regulations differtions, if a debt instrument is qualita-generally rejected. Congress determined
from the proposed regulations by explictively different from all of the debt that section 475 would bestow dealer
itly making the negligible sales ruleinstruments that the taxpayer purchasestatus on taxpayers who had not been
elective. from customers, a sale of that debthought of as dealers prior to the enact-
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ment of section 475. Thus, the finalexcess inclusion with respect to thament, the dealer recognizes ordinary

regulations do not adopt proposals thatesidual interest for the taxable yeargain or loss with respect to those securi-

making and selling policy loans should The |RS and Treasury believe thatfi€s:

not cause an insurance company 0 be @is comment does not address the tens,, .

dealer in securities and that sales ofi, petween mark-to-market accountin&ﬁecnve Dates

istugent rltci>ains tiornauu; Io%nsn atncli) sa;leks nd section 860C. Apart from the excess These final regulations generally ap-

iﬁ% zfti:ogr?tair? c?etsergwuinin Owhsth:r eE;inclusion rules, the REMIC provisionsply to taxable years ending on or after

taxpaver is a dealer in s%curities o]@:ontemplate income inclusions (and corbecember 31, 1993, except as otherwise
payer. : 6[esponding basis increases) that are nopted.

course, if a lead bank never owns necessarily associated with increases in

particular portion of a loan for tax ! . iscellaneous

purposes (because some other participaHJe value of the residual interest. UndeM

ing lender always had the economidh® commenter's proposal, a dealer some of the 1993 and 1995 proposed

benefits and burdens of that portion)could claim a loss by marking to marketregulations are reordered.

then the lead bank cannot sell thaf residual interest where the increased

portion to that other participating lender.basis in the interest resulted from arSpecial Analyses

Thus, the lead bank is not a dealer irfllocation of REMIC income that was . .

securities by reason of these participadnaccompanied by an increase in values.ulrtyh(?;cg?gnn igerfﬁirglg?;n};]s;rfthlrse;zle:

tions. Thus, the dealer could a_v0|d its al'tory action as defined in EO 12866.
locable share of REMIC income and

- . . . Therefore, a regulatory assessment is not
Definition of Security thereby frustrate the taxing regime CONfequired. It also has been determined

Under the final regulations, Certaintemplated for reS|du§1l mtergsts. that section 553(b) of the Administrative
items are not securities within the mean- Moreover, adopting this commentprocedure Act (5 U.S.C. chapter 5) does
ing of section 475(c)(2). These itemswould require additional, complex rules,not apply to these regulations. The col-
include both debt issued by the taxpaye®nd the burden of administering thoséection of information required by
and any security (determined withoutules would not be justified by the § 1.475(b)-2 was contained in a notice
regard to this provision) if section 1032potential benefit. For example, under thef proposed rulemaking preceding these
bars recognition of gain or loss by theproposal, a taxpayer would have ongegulations that was issued prior to
taxpayer with respect to that securitybasis in a residual interest for purposeMarch 29, 1996. Moreover, it is hereby

The final regulations adopt withoutof section 475 and a different basis incertified that the collection of informa-
change the provisions in the 1995 prothe residual interest for purposes ofion required by § 1.475(c)-1 of these
posed regulations that exclude from thesection 860C(d). Also, adopting the pro/eégulations (regarding the intragroup
definition of security all REMIC re- posal would require rules to coordinatecUStomer election) does not have a sig-
sidual interests acquired on or aftelosses that are limited under section 47§ificant economic impact on a substan-
January 4, 1995. This rule was adoptediith losses that are limited under sect@l number of small entities. This certi-
because applying section 475 to residualon 860C(e)(2). fication is based upon the fact that the

i i N election is generally attractive only to an
et 9 e e CoS S commners sugpested e ey S
; ¥ 'tain types of assets should not beqngplidated return (generally large

including the igtended o;ier_ation of S€Carked to market because they may bBusinesses), that has elected separate
tions 860C and 860E (relating to excesgjifficylt to value. Under section 475, entity treatment under § 1.1221-2, and

inclusions). however, ease of valuation is not rel
; ; o o ~"that has an in-house hedge center or
Unlike the 1995 proposed regulationseyant in determining whether a securit d

; X Ysecurities dealer which deals solely with
the temporary regulations excluded onl X
some rtfsidugl in?erests from the defini)-{S required to be marked to market. %tgﬁi tgr?nugrkgerggﬁfun?&dg V‘]ﬁg'rChbggﬁs
tion of security. Specifically, the tempo- i e U9 H
rary regulatior):s eﬁl(cluded yonly negaﬁiveCharamer of Gain or Loss purposes. Thus, the election is likely to
value residual interests (NVRIs) in a The regulations adopt without changé’e made only by’ and the collection of
REMIC and other arrangements that aréhe proposed provision to clarify that!nformation applies only to, a very small
determined to have substantially themarking to market a security that is not'umber of large taxpayers. Therefore, a
same economic effect as NVRIs. Undeheld in connection with a taxpayersRégulatory Flexibility Analysis under
the final regulations, this exclusion con-activities as a dealer in securities doed!® Regulatory Flexibility Act (5 U.S.C.

tinues to apply to NVRIs acquired be-not affect the character of gain or los<h@pter 6) is not required. Pursuant to
fore Januarsp4),/ 1995, a from that security. section 7805(f) of the Internal Revenue

I ... Code, the notice of proposed rulemaking

One commenter acknowledged the In addition, under a new provision in receding these regulations was submit-
tension between mark-to-market acthe final regulations that responds t ed to the Small Business Administration
counting and the excess inclusion rules;omments from taxpayers, if a dealer ir}or comment on its impact on small
but proposed to address that problem igertain notional principal contracts Oy usiness
another way. Under the commenter'derivative securities (described in sec- '
proposal, a dealer would be permitted tdion 475(c)(2)(D) or (E)) marks those Drafting Information
mark to market a residual interest, busecurities to market because it is pre-
any loss resulting from the mark wouldcluded from identifying them as exempt The principal authors of these regula-
be taken into account only to the extenfrom mark-to-market treatment on thetions are Robert B. Wiliams and Jo
that the loss exceeded the amount dafrounds that they are held for investiynn Ricks, Office of Assistant Chief
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Counsel (Financial Institutions andl1.475(b)-2, 1.475(b)-4, 1.475(c)-1, (3) Securities held after legging out.
Products), IRS. However, other personi.475(c)-2, 1.475(d)-1, and 1.475(e)-1.

nel from the IRS and Treasury Depart—§ L4751 (R . § 1.475(b)-3 [Reserved]
ici ' i 475(a)-1 [Reserve
ment parE|C|pfilted*|n tlwelr*development. (@-1[ ] § 1.475(b)_4 Exemptions—transitional
§ 1.475(a)-2 [Reserved)] issues.

26 CFR Part 602 § 1.475(a)-3 Acquisition by a dealer of (&) Transitional identification.

Reporting and recordkeeping requirea security with a substituted basis. (1) Certain securities previously iden-
ments. tified under section 1236.

(a) Scope. (2) Consistency requirement for other

Adoption of Amendments to the (b) Rules. securities.
Regulations (b) Corrections on or before January

- § 1.475(b)-1 Scope of exemptions from;" 1994
Accordingly, 26 CFR parts 1 and 602mark-to-market requirement. (’1) Pu}pose.

are amended as follows:
W (a) Securities held for investment or (2) To conform to § 1.475(b)-1(a).
PART 1—INCOME TAXES not held for_sale. . 3 (!) Aqldgd _|dent|f|cat|ons.
, . (b) Securities deemed identified as (i) Limitations.

Paragraph 1. The authority citationpe|q for investment. (3) To conform to § 1.475(b)-1(c).
for part 1 is amended by removing the (1) |n general. (c) Effect of corrections.
1.475(c)-1T, 1.475(c)-2T, 1.475(d)-1T, (i General rule. § 1.475(c)-1 Definitions—dealer in se-
and 1.475(e)-1T and adding entries in (ii) Attribution. curities.
numerical order to read as follows: i) Trusts treated as Dpartnerships. , .

Authority: 26 U.S.C. 7805. * * * 23)) Securities traded on cF:)ertain estgb— () Dealer-customer relationship.

Section 1.475(a)-3 also issued undsjshed financial markets (1) [Reserved]. _ _ _
26 U.S.C. 475(e). (4) Changes in statué (2) Transactions described in section
26 U.S.C. 475(b)(4) and 26 U.S.C.ng. (i) In general.

475(e). _ (ii) Termination of prohibition against (i) Examples.
Section 1.475(b)-2 also issued undegarking. (3) Related parties.
26 U.S.C. 475(b)(2) and 26 U.S.C. (jj) Examples. (i) General rule.
475(e). _ (c) Securities deemed not held for (i) Special rule for members of a

Section 1.475(b)—4 also issued undefyestment; dealers in notional principaconsolidated group.

26 U.S.C. 475(b)(2), 26 U.S.C. 475(e)contracts and derivatives. (iii) The intragroup-customer election.
and 26 U.S.C. 6001. , (d) Special rule for hedges of another (A) Effect of election.

Section 1475(0)—1 also issued Undefnember’s risk. (B) Mak|ng and revoking the elec-
26 U.S.C. 475(e). (e) Transitional rules. tion.

Section 1.475(c)-2 also issued under (1) stock, partnership, and beneficial (iv) Examples.
26 U.S.C. 475(e) and 26 U.S.C.gwnership interests in certain controlled (b) Sellers of nonfinancial goods and

860G(e). _ corporations, partnerships, and trusts beservices.
Section 1.475(d)-1 also issued undefore January 23, 1997. (1) Purchases and sales of customer
26 U.S.C. 475(e). _ () In general. paper.
Section 1.475(e)-1 also issued under (i Control defined. (2) Definition of customer paper.
26 U.S.C. 475(e). * * * (iii) Applicability. (3) Exceptions.
. _ B (2) Dealers in notional principal con-  (4) Election not to be governed by
fi(:?tlso(z)sj_? 715 (4:37)5(13)—_%# 715 (4b7)5(2dT)'_1T tracts and derivatives acquired beforghe exception for sellers of nonfinancial
) - e ' January 23, 1997. goods or services.
and 1.475(e)-1T [Removed] : X . :
(i) General rule. N () Method of making the election.
Par. 2. Sections 1.475(b)-1T, (ii) Exception for securities not ac- (A) Taxable years ending after De-
1.475(b)-2T, 1.475(c)-2T, 1.475(d)-1Tquired in dealer capacity. cember 24, 1996.
and 1.475(e)-1T are removed. (iii) Applicability. (B) Taxable years ending on or be-
Par. 2a. Paragraph (a) of § 1.475(c)— : ... fore December 24, 1996.
1T is removed effective December 248 1.475(b)-2 Exemptions—identifica- ="~ ninyed applicability of an
1996, and the remainder of § 1.475(c)llon requirements. election.
1T is removed January 23, 1997. (a) Identification of the basis for ex- (c) Taxpayers that purchase securities
Par. 3. Sections 1.475-0, 1.475(a)-3mption. from customers but engage in no more
1.475(b)-1, 1.475(b)—(2), 1.475(b)-4, (b) Time for identifying a security than negligible sales of the securities.
1.475(c)-1, 1.475(c)-2, 1.475(d)-1, andyith'a substituted basis. (1) Exemption from dealer status.
1.475(e)-1 are added to read as follows: () |ntegrated transactions under (i) General rule.
§ 1.1275-6. (ii) Election to be treated as a dealer.
§ 1.475-0 Table of contents. (1) Definitions. (2) Negligible sales,
This section lists the major captions (2) Synthetic debt held by a taxpayer (3) Special rules for members of a
in 8§ 1.475(a)-3, 1.475(b)-1, as a result of legging in. consolidated group.
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(i) Intragroup-customer election in ef-8 1.475(b)-1 Scope of exemptions fromational securities exchanges and

fect. mark-to-market requirement. interdealer quotation systems);
(i) Intragroup-customer election not " . (ii) Less than 15 percent of all of the
in effect. (@) Securities held for Investment Oroutstanding shares or interests in the
(4) Special rules. not .Tjelg {)or tiz_ile.Ex?_ept as f othg_rWltse{ same class are held by the taxpayer and
(5) Example. phrov_lde .f_y IS section an Sl; J€CL 19, persons having a relationship to the
(d) Issuance of life insurance prod-t e identification requirements o .Secuontaxpayer that is specified in paragraph
ucts. 475(b)(2), a security is held for mvest-(b)(z) of this section: and

ment (within the meaning of section (i) If the security was acquired (e.g.,

§ 1.475(c)-2 Definitions—security. 475(b)(1)(A)) or not held for sale ,, original issue) from a person having
(within  the meaning of section

(a) Items that are not securities. 475(b)(1)(B)) if it is not held by the 2 éi:gggnsi;"p etlcr)a t?: htaxga)éer ()tpa:hig’
(b) Synthetic debt that § 1.1275-6(b)}axpayer primarily for sale to customerssgct-On then pafte?thg t'rr(1e)(th)e securit
treats the taxpayer as holding. in the ordinary course of the taxpayer's, 'on, ired ! unty
(c)_ Negative value REMIC residualstrade or business. a(SA)a%[ulegs':)ne full business dav has
acquired before January 4, 1995. (b) Securities deemed identified ag, cced and y

(1) Description. held for investmert (1) In general i

(2) Special rules applicable 1o negaThe following items held by a dealer in ;. (&), T1Te 13 DS SeaNt FACng
tive value REMIC residuals acquiredsecurities are per se held for investmer@hip to the taxpayer that is specified in
before January 4, 1995. within the meaning of section

aragraph (b)(2) of this section.

§ 1.475(d)-1 Character of gain or loss, A75(PI)(A) and are deemed to be” (4) Changes in status(i) Onset of

properly identified as such for PUrPOSe$, ohibition against marking-(A) Once
(a) Securities never held in connecof section 475(b)(2)— paragraph (b)(1) of this section begins
tion with the taxpayer’'s activites as a (i) Except as provided in paragraph, apply to the security and for so long
dealer in securities. (b)(3) of this section, stock in a corpora-,¢ it continues to apply, section 475(a)
(b) Ordinary treatment for notional tion, or a partnership or beneficial own-yyes not apply to the ,security in the

principal contracts and derivatives helcership interest in a widely held orp5n4s of the taxpayer.

by dealers in notional principal contractspublicly traded partnership or trust, to (B) If a security has not been timely
and derivatives. which the taxpayer has a relationshiQyentified under section 475(b)(2) and
- specified in paragraph (b)(2) of thisafrer the last day on which such an

§ 1.475(e)-1 Effective dates. section; or identification would have been timely,

L (i) A contract that is treated for naragraoh (b)(1) of this section begins
§ 1.475(a)-3 Acquisition by a dealer Offggeral income tax purposes as an anmt% agplypto (th)é )security then the de%ler
a security with a substituted basis. ity, endowment, or life insurance Con-mst” recognize gain or loss on the

(a) Scope This section applies if— tract (see sections 72, 817, and 7702%acyrity as if it were sold for its fair

(1) A dealer in securities acquires a_(2) Relationships—(i) General rule market value as of the close of business
security that is subject to section 475(affhe relationships specified in this paragf the last day before paragraph (b)(1)
and the dealer’s basis in the security igraph (b)(2) are— of this section begins to apply to the
determined, in whole or in part, by (A) Those described in sectionsecurity, and gain or loss is taken into
reference to the basis of that security iR67(b)(2), (3), (10), (11), or (12); or account at that time.
the hands of the person from whom the (B) Those described in section (ji Termination of prohibition against
security was acquired; or 707(b)(1)(A) or (B). marking If a taxpayer did not timely

(2) A dealer in securities acquires a (ii) Attribution. The relationships de- identify a security under section
security that is subject to section 475(agcribed in paragraph (b)(2)(i) of this475(b)(2), and paragraph (b)(1) of this
and the dealer’s basis in the security isection are determined taking into acsection applies to the security on the last
determined, in whole or in part, bycount sections 267(c) and 707(b)(3), asay on which such an identification
reference to other property held at anyppropriate. would have been timely but thereafter
time by the dealer. (iif) Trusts treated as partnerships ceases to apply—

(b) Rules If this section applies to a For purposes of this paragraph (b)(2), (A) An identification of the security
security— the phrasegpartnership or trustis substi- under section 475(b)(2) is timely if

(1) Section 475(a) applies only totuted for the wordpartnershipin sec- made on or before the close of the day
changes in value of the security occurtions 707(b)(1) and (3), and a referencearagraph (b)(1) of this section ceases to
ring after the acquisition; and to beneficial ownership interest is addecpply; and

(2) Any built-in gain or loss with to each reference to capital interest or (B) Unless the taxpayer timely identi-
respect to the security (based on therofits interest in those sections. fies the security under section 475(b)(2)
difference between the fair market value (3) Securities traded on certain es-(taking into account the additional time
of the security on the date the dealetablished financial marketsParagraph for identification that is provided by
acquired it and its basis to the dealer oifb)(1)(i) of this section does not applyparagraph (b)(4)(ii)(A) of this section),
that date) is taken into account at thdo a security if— section 475(a) applies to changes in
time, and has the character, provided by (i) The security is actively traded value of the security after the cessation
the sections of the Internal Revenuevithin the meaning of § 1.1092(d)-1(a)in the same manner as under section
Code that would apply to the built-in taking into account only established fi-475(b)(3).
gain or loss if section 475(a) did notnancial markets identified in (iii) Examples These examples illus-
apply to the security. § 1.1092(d)-1(b)(1)(i) or (ii) (describing trate this paragraph (b)(4):
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' Esz\,rAn)pII:e 1t Cc)nset 01;_ prahibition7asgainst nt1arfk-tion Mt tregularly actsdas :;1 meérk(:t rl?al;er withcertain hedges from mark-to-market ac-
ing— acts. CorporationH owns 75 percent of respect to common and preferred stock of corporas ; ; i
the stock of corporatiorD, a dealer in securities tion P. CorporationP has outstanding 2,000,0006(:.0uml?g) a ﬁecumy tgat hfdﬁes a posi
within the meaning of section 475(c)(1). Onshares of seriesX preferred stock, which are tIO’n 0 ano_t er member 0 the taxpay-
December 1, 1995D acquired less than half of traded on a national securities exchange. Durin@l’'s consolidated group if the security
the stock in corporatioiX. D did not identify the the business day on December 29, 1997, corporaneets the following requirements—
stock for purposes of section 475(b)(2). On Julytion P sold 100,000 shares of series preferred 1) The security is a hedging transac-
17, 1996, H acquired from other persons 70 stock to corporatiorM for $100 per share. Subse- ,. ( ) ithin th y - fg§gl 1221
percent of the stock oK. As a result,D and X quently, also on December 29, 1997, persons nc“on _Wl n e meaning o : -
became related within the meaning of paragraphelated to corporationM engaged in significant 2 b),
(b)(2)(i) of this section. The stock oK is not trading of the seriesX preferred stock. At the  (2) The security is timely identified
g o e et v o St s vt 30 s vy 55, 8 hedging _ transaction _ under
established financial markets). At the close of business on December 31, 1997§ ’ . . 9
(B) Holding. Under paragraph (b)(4)(i) of this the fair market value of series stock was $98.50 Of the hedged item); and N
section,D recognizes gain or loss on s stock per share. CorporatioM sold the seriesX stock (3) The security hedges a position
as if the stock were sold for its fair market valueon the exchange on Jgnuary 2, 1998. At althat is not marked to market under
at the close of business on July 16, 1996, and theelevant times, corporatiorM and all persons section 475(a)
gain or loss is taken into account at that time. Agelated toM owned less than 15% of the outstand- 7
with any application of section 475(a), propering seriesX preferred stock. (e) Tra_nS|t|onaI rUle?’—_(l) StOCk,_
adjustment is made in the amount of any gain or (B) Holding. The 100,000 shares of serieé _partnersh[p, and_ beneficial ownership
loss subsequently realized. After July 16, 1996preferred stock held by corporatioM are not interests in certain controlled corpora-
section 475(a) does not apply s X stock while subject to mark-to-market treatment under sectiofjons, partnerships, and trusts before
paragraph (b)(1)(i) of this section (concerning the475(a) on December 29, 1997, because at thafo \uary 23 1997 () In general The
relationship betweeiX and D) continues to apply. time the stock was held for less than one full Iy 23, g .
Example 2. Termination of prohibition against business day and is therefore treated as propeerHOW.Ir_lg items held by a Qealer in
marking; retained securities identified as held foridentified as held for investment. At the close ofSecurities are per se held for investment
S0 o e o ok o prs o s ooy o ) s A (IS meaning of _sectior
I W ! -on marking ceases to apply, and section 475(b)(3 75(b)(1)(A) and are deemed to be
tion Y and all of the stock of corporatioD, a begins to apply. The built-in loss is suspended (b)( )( ) o
dealer in securities within the meaning of sectionand subsequent appreciation and depreciation al operl_y identified as such for purposes
475(c)(1). Thus,D and Y are related within the subject to section 475(a). Accordingly, when cor-Of section 475(b)(2)—
mleanlng 0{ paragraph (b)(2)(|)dof this section.porationM marks the serieX stock to market at  (A) Stock in a corporation that the
Also on July 1, 1996D acquired, as an invest- the close of business on December 31, 199% i ;
' X r controls (within the meaning of
ment, 10 percent of the stock 8t The stock ofY  under section 475(a) it recognizes and takes int axpaye r(})O oS ( f thi € mea g o
is not described in paragraph (b)(3) of this sectiomccount a loss of $.50 per share. Under sectioﬁafagrap (e)(l)(”) or this sgqtlon), or
(concerning some securities traded on certaia75(b)(3), when corporatioM sells the series< (B) A partnership or beneficial own-
estaallshed ff,'(nam'fl _mggetS)-_;/VhE_E?y aﬁquw?d stock on January 2, 1998, it takes into account thership interest in a widely held or
its shares ofY stock, it did not identify them for suspended loss, that is, the difference between t li i
: ' ' icly tr rtnership or tr h
purposes of section 475(b)(2). On December 245100 per share it paid corporatidhfor that stock r'f]Ub cly traded pa tl ers Ff)‘l 0 fFI ust that
1996, D identified its shares of stock as held for and the $99-per-share fair market value whed€ taxpayer controls (W|t In the mean-
investment under section 475(b)(2). On Decembesection 475(b)(1) ceased to be apply to the stockNg of paragraph (e)(1)(ii) of this sec-
30, 199|6,Hd50|d all of its shalr];es 0; stock IWdtO No deduction, however, is allowed for that loss.tion).
an unrelated party. As a resuld, and Y ceased t0 (See § 1.1502-13(f)(6), under which no deduction (ji ;

o , : ii ntrol fin ntrol mean
be related within the meaning of paragraphis allowed to a member of a consolidated grough( ) Co '[Oh_ de d.ed tICO tO_ d.ea tls
(b)(2)(i) of this section. ) for a loss with respect to a share of stock of the' '€ OWNErsnip, —directly ~or indirectly

(B) Holding. Under paragraph (b)(4)(ii)(A) of parent of that consolidated group, if the membethrough persons described in section
this section, identification of th¥ shares is timely does not take the gain or loss into accoun267(b) (taking into account section
if done on or before the close of December 30pursuant to section 475(a).) 267(c)), of—

1996. BecauseD timely identified its Y shares " !
under section 475(b)(2), it continues after Decem: () Secu_ntles depfmed _hot he.ld. for (A)_50 percent or more of the total
ber 30, 1996, to refrain from marking to market itsi"Vestment; dealers in notional principal combined voting power of all classes of

Y stock. contracts and derivatives(1) Except as stock entitled to vote; or
Example 3. Termination of prohibition against otherwise determined by the Commis- (B) 50 percent or more of the capital

marking; retained securities not identified as heldsjoner in a revenue ruling. revenue pros g
for investment- (A) Facts. The facts are the same cedure or letter ru?i’n SeCti%ane'reSt, the prpﬂt_s mteres_t’ or the_ ben-
as in Example 2above, except thaD did not ' 9, eficial ownership interest in the widely

identify its stock in Y for purposes of section 475(0)(1)(A) (e>_<empting_ from m_e_lrk'to' held or publicly traded partnership or
475(b)(2) on or before December 30, 1996. Thustnarket accounting certain securities thattrust.

D did not timely identify these securities undergre held for investment) does not apply (i) Applicability. The rules of this

section 475(b)(2) (taking into account the addi—t0 a security if—
tional time for identification provided in paragraph . yi— ) , paragraph (e)(1) apply only before Janu-
(b)(4)(ii)(A) of this section). _ (i) The security is descrlbe_d_ln seC-ary 23, 1997.

(B) Holding. Under paragraph (b)(4)(ii)(B) of tion 475(C)(2)(D) or (E) (describing cer- (2) Dealers in notional principal con-
this section, section 475(a) applies to changes ifain notional principal contracts and de+yracts and derivatives acquired before

value of D's Y stock after December 30, 1996, in ; : i . g
the same manner as under section 475(b)(3). Thadvative securities); and January 23, 1994(i) General rule

any appreciation or depreciation that occurred (i) The taxpayer is a dealer in suchSection 475(b)(1)(A) (exempting certain
WhiIE (tjhe SECUIl’(itieS‘ were pl’(()jhi(lj)ited fLom bein‘gsecurltles. securities from mark-to-market account-
T;”g(:) ;gpl?gzr ;tﬂ;s Suapene echaﬁggsegccsjﬁff” (2) See § 1.475(d)-1(b) for a ruleing) does not apply to a security if—
after December 30, 1996. %oncermrjg the character of gain or loss (A) The security is described in sec-
Example 4. Acquisition of actively traded stockON Securities described in this paragraption 475(c)(2)(D) or (E) (describing cer-
from related party—(A) Facts CorporationP is  (C). tain notional principal contracts and de-
;hezrp?sregeog;e%%r;sro')'gitfdaggoLé%r‘s’:gfﬁ';a;ab'e (d) Special rule for hedges of anotherrivative securities); and
member of that group, is a dealer in securitiedN€mber’s risk A taxpayer may identify  (B) The taxpayer is a dealer in such

within the meaning of section 475(c)(1). Corpora-under section 475(b)(1)(C) (exemptingsecurities.
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(i) Exception for securities not ac-transaction, then, for purposes of th€b) allows a taxpayer to add or remove
quired in dealer capacity.This para- timeliness of an identification under seccertain identifications covered by
graph (e)(2) does not apply if the tax-tion 475(b)(2), the qualifying debt in- 8 1.475(b)-1.
payer establishes unambiguously that thetrument, or the § 1.1275-6 hedge, that (2) To conform to § 1.475(b)-1(=}
security was not acquired in the taxpayremains in the taxpayer’s hands is gend) Added identificationsTo the extent
er's capacity as a dealer in such securirally treated as having been acquiredd?€rmitted by paragraph (b)(2)(ii) of this

ties. o originated, or entered into, as the casg&ection, a taxpayer may identify as be-
(iii) Applicability. The rules of para- may pe, immediately after the leg-out. Ifing described in section 475(b)(1)(A) or

graph (e)(2) apply only to securitieSany |oss or deduction determined undefB)—

acquired before January 23, 1997. § 1.1275-6(d)(2)(i))(B) is disallowed by . (A) A security that was held ]‘or
§ 1.1275-6(d)(2)(ii)(D) (which disal- immediate sale but was not held prima-

Tows deductions when a taxpayer Iegé”y for sale to customer,s in the ordlnary

out of an integrated transaction withincoursef of the tzlixpayer j trade or busi-

(a) Identification of the basis for ex- 30 days of legging in), then, for pur- ness (for example, a trading security); or

emption.An identification of a security poses of this section and section (B) Atnhelvo;dfenceloftlndebttedness_ trt‘ﬁt
as exempt from mark to market does no475(b)(2), the qualifying debt instrumentw?js- not hed for S? ?ho ;:us omers |tn de
satisfy section 475(b)(2) if it fails to that remains in the taxpayer’s hands i%{ Igj.gln:SC)SUI’;(rE]dO tha‘? tﬁé(ptzg(er: e;air?-
state whether the security is describegeated as having been acquired on th@ndeq to hold for lass thar gng vear
In— same date that the synthetic debt instru- (i) Limitations. An identification de- '

(1) Either of the first two subpara- ment was treated as having been acs..: _ : :
graphs of section 475(b)(1) (identifying g ireq. g %crltped n parfatt?rgph | (b_]2(2)(|) of this
a security as held for investment or not section 1S permitted only 1=
held for Sale); or (A) Prior to December 28, 1993, the

(2) The third subparagraph thereo 1.475(b)-4 Exemptions—transitionaltaxpayer_ did not identify as being de-
(identifying a security as a hedge). Ssues. scribed in section 475(b)(1)(A) or (B)

(b) Time for identifying a security (a) Transitional identificatior—(1) a?g ﬁf(é;](ez)?sc(;“tt;ﬁi Sdeeci%:?ed n para-
with a substituted basigFor purposes of Certain securities previously identified” (g) The taxpaver identifies every se-
determining the timeliness of an identifi-under section 1238f, as of the close of curit describe% |¥1 araaraoh (b)(2))zi) of
cation under section 475(b)(2), the datgnhe last taxable year ending before Deg,ic );ection for whiF():h agtimpel identifi-
that a dealer acquires a secufity IS Notember 31, 1993, a security was identication of the securit undt)a/r section
affected by whether the dealer’s basis ifieq under section 1236 as a securit y

S W . ) Y75(b)(2) cannot be made after the date
the security is determined, in whole ofhe|q for investment, the security isgn (w)rSic)h the taxpayer makes these
in part, either by reference to the basigested as being identified as held fomgded identifications: and

of the securiy In the hands of Neinvestment for purposes of section (c) The identification is made on or

person from whom the security was
acquired or by reference to other prop—475(b)' before January 31, 1994.

erty held at any time by the dealer. See (2) Consistency requirement for other (3) To conform to § 1.475(b)-1(c).
§ 1.475(a)-3 for rules governing howSecurities. In the case of a security On or before January 31, 1994, a tax-
the dealer accounts for such a security ifincluding a security described in secpayer described in 8§ 1.475(b)-
this identification is not made. tion 475(c)(2)(F)) that is not described1(e)(2)()(B) may remove an identifica-
(c) Integrated transactions underin paragraph (a)(1) of this section andion under section 475(b)(1)(A) of a
§ 1.1275-6- (1) Definitions. The fol- that was held by the taxpayer as of thé€curity ~described in § 1.475(b)-
lowing terms are used in this paragrapiglose of the last taxable year ending'(8)(2)D(A). _ S
(c) with the meanings that are given tdbefore December 31, 1993, the security (¢) Effect of correctionsAn identifi-
them by § 1.1275-6: integrated transads treated as having been properly idencation added under paragraph (a)(2) or
tion, legging into, legging out, qualify- tified under section 475(b)(2) or (P)(2) of this section is timely for
ing debt instrument, § 1.1275-6 hedge475(c)(2)(F)(iii) if the information con- pUrposes of section .475(b)(2) or
and synthetic debt instrument. tained in the dealer’s books and record€)(2)(F)(i). An identification removed
(2) Synthetic debt held by a taxpayeras of the close of that year supports thdnder pgragraph (a)é_Z) orh(b)(3) of this
as a result of legging inlf a taxpayer is identification. If there is any ambiguity section does noft su J.eCti;; éaxzpayer to
treated as the holder of a synthetic debn those records, the taxpayer must, n{e provisions of section @)
instrument as the result of legging intolater than January 31, 1994, place in itg
an integrated transaction, then, for purfecords a statement resolving this ambi
poses of the timeliness of an identifica-guity and indicating unambiguously
tion under section 475(b)(2), the synwhich securities are to be treated as (a) Dealer-customer relationship.
thetic debt instrument is treated agroperly identified. Any information that Whether a taxpayer is transacting busi-
having the same acquisition date as theupports treating a security as havingess with customers is determined on
qualifying debt instrument. A pre-leg-in been properly identified under sectionthe basis of all of the facts and circum-
identification of the qualifying debt in- 475(b)(2) or (c)(2)(F)(ii) must be ap- stances.
strument under section 475(b)(2) applieplied consistently from one security to (1) [Reserved].
to the integrated transaction as wellanother. (2) Transactions described in section
(3) Securities held after legging out. (b) Corrections on or before January 475(c)(1)(B}—(i) In general. For pur-
If a taxpayer legs out of an integrated3l, 1994—(1) Purpose.This paragraph poses of section 475(c)(1)(B), the term
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dealer in securitiesncludes, but is not bers of its consolidated group are noto reallocation of income under section 482). No

limited to, a taxpayer that, in the ordi-with customers. Accordingly, notwith- iosthgrgé;ﬁ‘é?“si;agzeciri:gsprf‘;fe”artoosslégsgﬁftz":i‘ttion
nary course of the taxpayer's trade ostanding paragraph (a)(2) of this sectionyzsc))g). purp

business, regularly holds itself out ashe fact that a taxpayer regularly holds gy.mpie 1. General rule for related persors.
being willing and able to enter into itself out to other members of its con-addition to the General Factsstated above, as-
either side of a transaction enumeratedolidated group as being willing andsume thatHC's affiliated group has not elected
in section 475(c)(1)(B). able to enter into either side of aunder section 1501 to file a consolidated return.

.. . } . . . nder paragraph (a)(3)(i) of this sectiohC's
(i) Examples. The following ex- transaction enumerated in sectio | ansactions with its affiliates can be transactions

amples illustrate the rules of this para475(c)(1)(B) does not cause the taxpayefith customers for purposes of section 475(c)(L).
graph (a)(2). In the following examples,to be a dealer in securities within theThus, under paragraph (a)(2)(i) of this sectiétC
B is a bank and is not a member of ameaning of section 475(c)(1)(B). is a dealer in securities within the meaning of

. . . section 475(c)(1)(B), and the members of the
consolidated group: (iii) The intragroup-customer elec- group with which it does business are its custom-

_ Example 1. Bregularly offers to enter into tjon_(A) Effect of electionlf a consoli- ers,
interest rate swaps with other persons in th%

ordinary course of its trade or business. B is ated group _makes the imragr?up' Example 2. Special rule for members of a
willing to enter into interest rate swaps undercUstomer election, paragraph (a)(3)(ii) otonsolidated group.n addition to the General
which it either pays a fixed interest rate andthis section (special rule for members ofacts stated above, assume theiC's affiliated
econe o foatg e o peys foain e consoldate group) does ot apply o 1 oied o e consoliaed e
under section 475(c)(1)(B), and the counterpartieihe members of the group. Thus, &nder paragraph (a)(3)(ii) of this sectiohiC's
are its customers. member of a group that has made thisterest rate swap transactions with the members
Example 2. B in the ordinary course of its election may be a dealer in securitie®f its consolidated group are not transactions with
trade or business, regularly holds itself out aswithin the meaning of section 475(c)(1)customers for purposes of determining whether
i S e S e oy o st 2 e 0 T
{)he interbank marl?et. B's act)ilvities in the foreign@/® with other members of its consoli-arly holds itself out to members of its consoli-
currency make it a dealer in securities undedated group. dated group as being willing and able to enter into
section 475(c)(1)(B), and the other banks in the (B) Making and revoking the elec- either side of a transaction enumerated in section
interbank market are its customers. tion. Unless the Commissioner otherwis 475(c)(1)(B) does not cauddC to be a dealer in

Example 3. Bengages in frequent transactions . . &ecurities ~ within  the meaning of section
in a foreign currency in the interbank market, PresScribes, the intragroup-customer elec7s(c)(1)(8). Because no other circumstances are

Unlike the facts inExample 2 however,B does tion is made by filing a statement thatpresent to suggest thedC is a dealer in securities
not regularly hold itself out as being willing and says, “[Insert name and employer idenfor purposes of section 475(c)(1)(B}C is not a

able to enter into either side of positions in thetification number of common  parent] dealer in securities. _

Griven by its mrnal need 1o adjust s postion nfereby makes the Intragroup-CustomeggiiFiC. & oo e e iiey SENom
the currency. No other circumstances are presefélection (as described in 8 1.475(C)sume thatHC's affiliated group has elected to file
to suggest thatB is a dealer in securities for 1(a)(3)(iii) of the income tax regula- a consolidated return but has also made the
fhe Toreign currency does not dualy 1 s & deateg Do), Tor the taxable year ending [de e s, the analysie-and
in securi%ies for pu¥poses of sqection 475((:)(1)(B),§Crlbe the last day of the year] and fOIﬁesult are the same as Examplé 1. g

and its transactions in the interbank market are no?ubsequent taxable years'” The state-
transactions with customers. ment mUSC} be Sflgnded b)(] the C?mp?ogs (b) Sellers of nonfinancial goods and

o arent and attached to the timely file i

(3) Related parties-(i) General rule. ?ederal income tax return for they con-cﬁggcr?]: F(,;Leﬁ_éfcheaﬁezsagfovsigfds irc])f

Except as provided in paragraphggjigated group for that taxable yearparagraph (b)(3) of this section, if a

(@)(3)(ii) of this section (concerning The election applies for that year andaxpayer would not be a dealer in

transactions between members of & CORsontinues in effect for subsequent yearsecurities within the meaning of section

solidated group, as defined in § 1.1502qngj| reyoked. The election may bea7s(c)(1) but for its purchases and sales
1(), a taxpayer's transactions with rereyoked only with the consent of theof debt instruments that, at the time of

lated persons may be transactions witkommissioner. purchase or sale, are customer paper

Iczléftzr;:%s Ifeorifpgr[t););eas g: Isﬁ Cttr']gn 0?1;5 (iv) Examples. The following ex- with respect to either the taxpayer or a
nar courge,of the tgxya ,er's trade Ol;;\mples illustrate this paragraph (a)(3)corporation that is a member of the
b M larlv h Idp }(/ If out to it General Facts. HCa hedging center, provides Same consolidated group (as defined in
USINEss, regularly holas Iselr out to '%ntg_rest rate hedges to all of the members of it§ 1,1502-1(h)) as the taxpayer, then for
foreign subsidiaries or other related perafiliated group (as defined in section 1504(a)(1)). urposes of section 475 the taxpayer is
sons as being willing and able to enteBecause of the efficiencies created by having Dﬁ ta dealer in i
into either side of transactions enumercentralized risk manager, group policy prohibits ot a dealer In securities.
ated in section 475(c)(1)(B), the tax_members other thaRIC from entering into deriva- (2) Definition of customer paperA

. . " L tive interest rate positions with outside partie!C  dept instrument is customer paper with
payer is a dealer in securities within theregularly holds itself out as being willing and able pap

meaning of section 475(c)(1), even if itto, and in fact does, enter into either side of cSPECt 10 @ person at a point in time
engages in no other transactions witlinterest rate swaps with its fellow membetsC -
customers. periodically computes its aggregate position and (i) The person’s principal activity is

.. . hedges the net risk with an unrelated partiC ; ; ; i
(”) Spemal rule for members of 8 does not otherwise enter into interest rate positionge”mg nonfinancial gOOdS or prowdlng

consolidated groupSolely for purposes with persons that are not members of the affilatedONfinancial services;

of paragraph (c)(1) of section 475 (con-group. HC attempts to operate at cost, and the (ii) The debt instrument was issued
cerning the definition of dealer in secu—;eégjltmb;s tz\gag?ﬁl?;em;rﬁ?ﬂcl’g Z%i;tz'; ofpy a purchaser of the goods or services
rities) and except as prpwded N parase cive somewhat more favorable terms then thedt the time Qf thga purchase_ of those
graph (a)(3)(iii) of this section, a would receive from an unrelated swaps dealer (J00dS Or services in order to finance the

taxpayer’s transactions with other memsact that may subjecHC and its felow members purchase; and
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(iif) At all times since the debt instru- return for any other such year that is sdhat has made the intragroup-customer
ment was issued, it has been held eitheaffected) must be filed not later thanelection (described in paragraph
by the person selling those goods odune 23, 1997. If the first taxable year@a)(3)(iii) of this section), the negligible
services or by a corporation that is asubject to an election under this parasales test in paragraph (c)(2) of this
member of the same consolidated grougraph (b)(4) ends on or before Decemsection takes into account all of the

as that person. ber 24, 1996, but the taxpayer is notaxpayer’'s sales of debt instruments to
(3) Exceptions. Paragraph (b)(1) of described in the preceding sentence, thather group members.
this section does not apply if— statement must be attached to the first (ii) Intragroup-customer election not

(i) For purposes of section 471, thefederal income tax return that is for ain effect.If a taxpayer is a member of a
taxpayer accounts for any security (asaxable year subject to the election andonsolidated group that has not made
defined in section 475(c)(2)) as inventhat is filed on or after February 24,the intragroup-customer election (de-
tory; 1997. scribed in paragraph (a)(3)(iii)) of this

(i) The taxpayer is subject to an (ii) Continued applicability of an section), the taxpayer satisfies the negli-
election under paragraph (b)(4) of thiselection. An election under this para- gible sales test in paragraph (c)(2) of
section; or graph (b)(4) continues in effect forthis section if either—

(i) The taxpayer is not described insubsequent taxable years until revoked. (A) The test is satisfied by the tax-
paragraph (b)(2)(i) of this section andThe election may be revoked only withpayer, taking into account sales of debt
one or more debt instruments that ar¢he consent of the Commissioner. instruments to other group members (as
customer paper with respect to a corpo- (c) Taxpayers that purchase securitiesn paragraph (c)(3)(i) of this section); or
ration that is a member of the samedrom customers but engage in no more (B) The test is satisfied by the group,
consolidated group as the taxpayer arthan negligible sales of the securities treating the members of the group as if
accounted for by the taxpayer, or by g1) Exemption from dealer status(i) they were divisions of a single corpora-
corporation that is a member of theGeneral rule. A taxpayer that regularly tion.
same consolidated group as the taxpurchases securities from customers in (4) Special rules. Whether sales of
payer, in a manner that allows recognithe ordinary course of a trade or busisecurities are negligible is determined
tion of unrealized gains or losses omess (including regularly making loanswithout regard to—
deductions for additions to a reserve foto customers in the ordinary course of a (j) Sales of securities that are necessi-
bad debts. trade or business of making loans) butated by exceptional circumstances and

(4) Election not to be governed byengages in no more than negligible salegyat are not undertaken as recurring
the exception for sellers of nonfinancialof the securities so acquired is not a&ysiness activities:
goods or services{(i) Method of mak- dealer in securities within the meaning (i) Sales of debt instruments that
ing the election.Unless the Commis- of section 475(c)(1) unless the taxpayefeciine in quality while in the taxpay-
sioner otherwise prescribes, an electiorlects to be so treated or, for purposegy’s hands and that are sold pursuant to
under this paragraph (b)(4) must beof section 471, the taxpayer accounts fopn established policy of the taxpayer to
made in the manner, and at the timeany security (as defined in sectiongispose of debt instruments below a
prescribed in this paragraph (b)(4)(i).475(c)(2)) as inventory. certain quality; or
The taxpayer must file with the Internal (ii) Election to be treated as a dealer. (iii) Acquisitions and sales of debt
Revenue Service a statement that sayd, taxpayer described in paragraphnsiruments that are qualitatively differ-
“[Insert name and taxpayer identifica-(c)(1)() of this section elects t0 begnt from all debt instruments that the
tion number of the taxpayer] herebytreated as a dealer in securities by filingaypaver purchases from customers in
elects not to be governed bya federal income tax return reflectingine ordinary course of its business.

§ 1.475(c)-1(b)(1) of the income taxthe application of section 475(a) in (5) Example. The following example
regulations for the taxable year endingomputing its taxable income. illustrates paragraph (c)(4)(iii) of this
[describe the last day of the year] and (2) Negligible sales.Solely for pur- ction:

for subsequent taxable years.” poses of paragraph (c)(1) of this section, gyample I, an insurance company, regularly

(A) Taxable years ending after De-a taxpayer engages in negligible sales ahakes policy loans to its customers but does not
cember 24, 1996.If the first taxable debt instruments that it regularly pur-sell them.l, however, actively trades Treasury
year subject to an election under thichases from customers in the ordinargécurities. No other circumstances are present to

. . . .- suggest that is a dealer in securities for purposes
paragraph (b)(4) ends after Decembetourse of its business if, and only if, :“c ion 475(c)(1). Since the Treasuries are

24, 1996, the statement must be attachecwr.ing the taxable year, either— qualitatively different from the policy loans that
to a timely filed federal income tax (i) The taxpayer sells all or part of originates, under paragraph (c)(4)(iii) of this sec-
return for that taxable year. fewer than 60 debt instruments, regardton. | disregards the purchases and sales of

Treasuries in applying the negligible sales test in

(B) Taxable years ending on or be-less how acquired; or paragraph (c)(2) of this section.

fore December 24, 1996If the first (i) The total adjusted basis of the
taxable year subject to an election undedebt instruments (or parts of debt instru- (d) Issuance of life insurance prod-
this paragraph (b)(4) ends on or beforenents), regardless how acquired, thaicts. A life insurance company that is
December 24, 1996, and the electionhe taxpayer sells is less than 5 percemtot otherwise a dealer in securities
changes the taxpayer’s taxable incomef the total basis, immediately afterwithin the meaning of section 475(c)(1)
for any taxable year the federal incomeacquisition, of the debt instruments thatioes not become a dealer in securities
tax return for which was filed before it acquires in that year. solely because it regularly issues life
February 24, 1997, the statement must (3) Special rules for members of ainsurance products to its customers in
be attached to an amended return for theonsolidated group- (i) Intragroup- the ordinary course of a trade or busi-
earliest such year that is so affected, andustomer election in effeclf a taxpayer ness. For purposes of the preceding
that amended return (and an amended a member of a consolidated groupsentence, the teriife insurance product
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means a contract that is treated for (i) If a transferee taxpayer acquires ahe security solely because of the effec-
federal income tax purposes as an annuesidual interest with a basis determinedive dates in this paragraph (d) (rather
ity, endowment, or life insurance con-by reference to the transferor's basisthan because of a change in facts), then
tract. See sections 72, 817, and 7702hen the transferee is deemed to acquithe rules of § 1.475(b)-1(b)(4)(i)(A)
the interest on the date the transferofconcerning the prohibition against
§ 1.475(c)-2 Definitions—security. acquired it (or is deemed to acquire itmarking) apply, but & 1.475(b)-
" under this paragraph (c)(2)(i)). 1(b)(4)())(B) (imposing a mark to mar-
(a) ltems that are not seCL_Jr_|t|es'|The_ (i) Anticipated tax liabilities, ex- ket on the day before the onset of the
following items are not securities within necfeq fyture distributions, and antici-prohibition) does not apply.
the meaning of section 475(c)(2) W'thlpated tax savings are determined under (ii) Section 1.475(b)-1(b)(2) (con-
respect to a taxpayer and, therefore, aige ryjes in 8§ 1.860E-2(a)(3) and with-cerning relevant relationships for pur-
not subject to section 475— _ out regard to the operation of sectiorposes of determining whether equity
(1) A security (determined without 475 interests in related persons are prohib-
regard to this paragraph (a)) if section (jii) Present values are determinedted from being marked to market) ap-
1032 prevents the taxpayer from recogunder the rules in § 1.860E—2(a)(4)plies beginning June 19, 1996.
nizing gain or loss with respect to that . (iii) Section 1.475(b)"1(b)(3) (con-
security; § 1.475(d)-1 Character of gain or l0ss.cerning certain actively traded securi-
(2) A debt instrument issued by the (a) Securities never held in connec-ties) applies beginning June 19, 1996, to
taxpayer (including a synthetic debt in-; "\ b ihe taxpayer’s activities as aSecurities held on or after that date,
strument, within  the  meaning  of 40,00 in securities. If a security is ©XCe€Pt for securities described in
§ 1.1275-6(b)(4), that § 1.1275-6(DP) c er held in connection with the tax-8 1-475(0)“1(€)(1)(i) (concerning equity
treats the taxpayer as having issued); Oﬁayer’s activities as a dealer in securiinterests issued by controlled entities). If
(3) A REMIC residual interest, or an ties, section 475(d)(3)(A) does not affec security is _ described in
interest or arrangement that is deterhe character of gain or loss from th 1.475(b)"1(e)(1)(1),  § 1.475(b)-
mined by the Commissioner to havesecurity, even if the taxpayer fails to 1(b)(3) applies only on or after Janu-
substantially the same economic Effec'identify the security under section@y 23, 1997, if the security is held on

if the residual interest or the interest 01475(b)(2). or after that date. If § 1.475(b)"1(b)(1)
arrangement is acquired on or after ) Ordinary treatment for notional C€2Ses 0 apply to a security by virtue of
January 4, 1995. principal contracts and derivatives helgthe operation of this paragraph

(b) Synthetic debt that § 1.1275-6(b)y dealers in notional principal con- (d)(1)(i), the rules of § 1.475(b)*1(b)-
treats the taxpayer as holdinglf tracts and derivatives. Section (4)(i) apply to the cessation.
§ 1.1275-6 treats a taxpayer as thg7s(d)(3)(B)(ii) (concerning the charac- (V) Except to the extent provided in
holder of a synthetic debt instrumenter of gain or loss with respect to aparagraphn (d)(1) of this section,
(within the meaning of § 1.1275-security held by a person other than i 1-475(0)"1(b)(4) (concerning changes
6(b)(4)), the synthetic debt instrument isconnection with its activities as a dealef Status) applies beginning June 19,
a security held by the taxpayer withinin securities) does not apply to a secu=~>°" . .
the meaning of section 475(c)(2)(C)rity if § 1.47)5(b)—1(c) an%p%e absence (2) Section 1.475(b)*1(c) (concerning

(c) Negative value REMIC residualsof a determination by the Commissiones€curities deemed not held for invest-
acquired before January 4, 1995A prevent section 475(b)(1)(A) from ap-Ment by dealers in notional principal
REMIC residual interest that is de-plying to the security. contracts and derivatives) applies to se-
scribed in paragraph (c)(1) of this sec- curities acquired on or after January 23,
tion or an interest or arrangement that i§ 1.475(e)-1 Effective dates. 1997. _ _
determined by the Commissioner to (a) and (b) [Reserved] (3) Section 1.475(b)-1(d) (concerning

have substantially the same economic . _the special rule for hedges of another
effect is not a security within the mean- (c) Section 1.475(a)-3 (concerningmember’s risk) is effective for securities

ing of section 475(c)(2). acquisition by a dealer of a securityacquired, originated, or entered into on
L ) . . with a substituted basis) applies to secuor after January 23, 1997.

(1) Description.A residual interest in g acquired, originated, or entered (e) Section 1.475(b)-2 (concerning
a REMIC is described in this paragraphnig o or after January 4, 1995. identification of securities that are ex-
(C).(l) if, on the dat_e the taxpayer ac- (d) Except as provided elsewhere irempt from mark to market treatment)
quires the reS|du§1I' interest, thg present i paragraph (d), § 1.475(b)1 (con-applies as follows:
value_q[f Jhe_tﬁnﬁ'c;g?‘edthtax t“ab'“tt'es cerning the scope of exemptions from (1) Section 1.475(b)-2(a) (concerning
2:232'%89 S\L,Jvlfn ofi Ing the INterest €Xihe mark-to-market requirement) applieshe general rules for identification of

to taxable years ending on or aftetasis for exemption from mark to mar-

(i) The present value of the expectethecemper 31, 1993. ket treatment) applies to identifications
future distributions on the interest; and (1) section 1.475(b)"1(b) applies asmade on or after July 1, 1997.
(i) The present value of the antici-follows: (2) Section 1.475(b)-2(b) (concerning

pated tax savings associated with hold- (j) Section 1.475(b)“1(b)(1)(i) (con- time for identifying a security with a

ing the interest as the REMIC generategerning equity interests issued by aubstituted basis) applies to securities

losses. related person) applies beginning Junacquired, originated, or entered into on
(2) Special rules applicable to nega-19, 1996. If, on June 18, 1996, aor after January 4, 1995.

tive value REMIC residuals acquiredsecurity is subject to mark-to-market (3) Section 1.475(b)-2(c) (concerning

before January 4, 1995Solely for pur- accounting and, on June 19, 1996identification in the context of integrated

poses of this paragraph (¢c)— § 1.475(b)-1(b)(1) begins to apply totransactions under § 1.1275-6) applies
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on and after August 13, 1996 (theJanuary 4, 1995; and the integrate

effective date of § 1.1275-6). transactions that are referred to i
() [Reserved]. 88 1.475(c)-2(a)(2) and 1.475(c)-2(k
(g) Section 1.475(b)-4 (concerningexist only after August 13, 1996 (the

transitional issues relating to exempeffective date of § 1.1275-6).

tions) applies to taxable years ending on () Section 1.475(d)-1 (concernin

or after December 31, 1993. : :
i ! ; the character of gain or loss) applies f
Iovg;)' Section 1.475(c)-1 applies as fOI'taxable years ending on or after Decer
(1) Except as otherwise provided inber 31, 1993.
this paragraph (h)(1), 8§ 1.475(c)-1(a
(concerning the dealer-customer rela: ART 602—OMB CONTROL

tionship) applies to taxable years beginNUMBERS UNDER THE

ning on or after January 1, 1995. PAPERWORK REDUCTION ACT

(i) [Reserved]. Par. 4. The authority citati
X - T . 4. y citation for par
(i) Section 1.475(c)-1(a)(2)(i) (illus 602 continues to read as follows:

trating rules concerning the dealer- i
customer relationship) applies to taxable Authority: 26 U.S.C. 7805.
years beginning on or after June 20, Par. 5. In § 602.101 paragraph (c) |
1996. amended by:

(iii) (A) Section 1.475(c)-1(a)(3) ap- 1. Removing the following entry
plies to taxable years beginning on Okom the table:
after June 20, 1996, except for transac-
tions between members of the samg gp2.101 OMB Control numbers.
consolidated group.

(B) For transactions between mem-
bers of the same consolidated group, %
paragraph 8 1.475(c)-1(a)(3) applies to ()

* * * * *

taxable years beginning on or aftelCFR part or section where Current OMB

December 24, 1996. identified and described control No.
(2) Section 1.475(c)-1(b) (concerning x x x  *

sellers of nonfinancial goods and ser4.475@)-2T ............... 1545-1422

vices) applies to taxable years ending on ook oxox

or after December 31, 1993.

(3) Except as otherwise provided in . . .
this paragraph (h)(3), § 1.475(c)-1(c) 2. Adding an entry in numerllcal orde
(concerning taxpayers that purchase s&@ the table to read as follows:
curities but engage in no more tha
negligible sales of the securities) applie
to taxable years ending on or after

602.101 OMB Control numbers.

December 31, 1993. % x % %
(i) Section 1.475(c)-1(c)(3) (special (c) ***
rules for members of a consolidatedcpr part or section where Current OMB

group) is effective for taxable years
beginning on or after December 24, —
1996.

(i) A taxpayer may rely on the rules 1.475(0) 4'*' ey 1496
set out in § 1.475(c)-1T(b) (as con-
tained in 26 CFR part 1 revised April 1,
1996) for taxable years beginning before Margaret Milner Richardson,

January 23, 1997, provided the taxpayer  Commissioner of Internal Revenu
applies that paragraph reasonably and

consistently. A 4D Cor 6. 1566
(4) Section 1.475(c)-1(d) (concerning pproved December b, .

the issuance of life insurance products)

identified and described control No.

applies to taxable years beginning on or . ~ Donald C. Lubick,
after January 1, 1995. Acting Assistant Secretary of th
(i) Section 1.475(c)-2 (concerning the Treasury.

definition of security) applies to taxable(FiIed by the Office of the Federal Register o

years ending on or after December 3lpecember 23, 1996, 8:45 a.m., and published
1993. By its terms, however, the issue of the Federal Register for December :

§ 1.475(c)-2(a)(3) applies only to re-1996, 61 F.R. 67715)
sidual interests or to interests or ar-
rangements that are acquired on or after
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