Section 338.—Certain Stock
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ACTION: Find and temporay regula-
tions.

SUMMARY: This documen amend the
temporay regulatiors unde sections
1060 and 338(h of the Internd Revenue
Coce (Code relatig to purchas price
allocatiors in taxabk assé acquisitions
and deeme& assé¢ purchases The
amendmerd revise the treatmen of in-
tangibe asset in sud acquisitiors to
take into accoun the enactmen of sec-
tion 197 by the Omnibws Budgdé Recon-
ciliation Act of 1993 This document
also makes conformirg amendmers to
the final regulatiors unde section 338.
The regulatiors provide guidane re-
gardirg taxabk assé acquisitiors and
deeme assé purchass resultig from

electiors unde section 338 The text of
the temporay regulatiors heren also

serves as the text of REG-252665—-96.

EFFECTIVE DATE: Thes regulations
are effective Februay 14, 1997.

For- dates— of- applicability,~ see
88 1.338(b)-2T(c)(¥ and- 1.1066-
1T(a)(2)(ii).

FOR FURTHER INFORMATION CON-
TACT: Brendan P. O’Hara Office of
Assistan  Chigf Counsé (Corporate),
(202 622-753 (nat atoll-free number).

SUPPLEMENARY INFORMATION:

Backgound

Thes regulatiors amerd the current
temporay regulatiors unde sections
1060~ (8§ 1.1060-17- and- 338(b
(88 1.338(b)-2 and 1.338(b)-37 (the
current regulation} with respet to the
treatmen of acquire intangibke assets.
They also amenl relatel exampls in
the final regulatiors unde section 338.
Section 1060 provides for the allocation
of purchag price amoryg the asses of a
trade or busines unde regulations Sec-
tion 338(H provides for a similar alloca-
tion, also under reguktions for a
deemeé purchas of asset undea section
338 The currert regulatiors employ a
residud methal of allocation The legis-
lative history of sectim 106Q adopted
in 1986 noted with approva the use of
the residud methal unde the section
338(b regulatiors ard requiral tha the
sane methal be usal pursuamh to regu-
lations to be prescribéd unde section
106Q S. Rep No. 99-313 99th Cong.,
2d Sess 253 254 (1986) 1986-3 C.B.
Vol. 3, 253-54.

The currert regulatiors place each
acquirel asseé into one of four asset
classes The purchag price is allocated
amory the classe in priority orda. No
asseé in ary clas excep for the last
clas is allocatel more than its fair
marke value If the aggregas purchase
price allocabk to a particula clas is
less than the aggregat fair marke value
of the asses within the class eath asset
is allocatel an amoun in proportin to
its fair marke value and nothing is
allocateal to any junior class.

The four classe unde the current

regulatiors are as follows:
Clas |I—Cas$h and cad equivalents;
Class Il—Certificates of deposit U.S.
governmeh securities readiy market-
able stok or securities and foreign
currency;

Class llI—AIl| asset not in Clas |, I,
or IV; and

Class IV—Intangible asset in the nature
of goodwil armd going concen value.

Sectiom 197 was enacte as pat of
the Omnibws Budgeé Reconciliation Act
of 1993 Public Law 103-66 107 Stat.
312 (1993 (the 198 Act). Prior to the
198 Act, acquiral goodwil and going
concen value were not amortizable but
othe acquirel intangibke asset were
amortizabé if they could be separately
identified and their usefd lives dete-
mined with reasonatd accurag. Section
197 respondd to policy and administra-
tive concers regardirg the treatmen of
acquira intangibles by providing simi-
lar treatmen for goodwill, going con-
cem valug ard certain othe intangible
asset acquira in a taxabk acquisition
ard held in connectim with a trade or
businessThe 199 Act allows taxpayers
to amortiz certan acquirel intangible
asset (amortizabé section 197 intan-
gibleg over 15 years subjet to certain
exceptions.

The repot of the House Committee
on Ways and Mears accompanyig the
1993 Act states that:

It is expecte tha the presem [regula-
tions unde sectiors 338 ard 1064 will

be amendd to refled the fact that
[sectim 197 allows an amortization
deduction with respet to intangibke as-
set in the natue of goodwil ard going
concen value It is anticipatel tha the
residud methal specified in the regula-
tions will be modified to trea all ama-
tizable sectiom 197 intangibles as Class
IV asset ard tha this modification will

apply to ary acquisition of propery to
which [sectian 197 applies.

H.R. Rep 111, 10d Cong, 1g Sess.
760 776 (May 23, 1993) 19933 C.B.
336, 352.

The current regulatiors hawe nat yet
been amendd in accordane with the
legislative history of sectiln 197. These
new temporay regulatiors accomplish
tha change with slight modifications,
as discussd below.

Explanation of Provisions

The temporay ard final regulations
are amendd to confom to the legisla-
tive histoy of the 1993 Act by placing
all amortizabé sectilm 197 intangibles
othe than goodwil and going concern
value in Class IV.

Howeve, the new regulatiors also
include nonamortizatd section 197 in-
tangibles in Class V. Some secti;m 197



intangibles are amortizable by the buyecarries out the expectation set forth ifSpecial Analyses
though they were not amortizable by thehe legislative history of the 1993 Act
seller. Other section 197 intangibles mayy making section 197 intangibles junior
not be amortizable because of the applito all other assets in the allocatio
cation of the anti-churning rules ofscheme. The practical significance o

section 197(f)(9). Although sectionsplacing goodwill and going concern
338(b) and 1060 do not require conforygjue in Class V is

mity between the buyer and seller on.j,cumstances in wh
purchase price allocations, they reflec
strong policies encouraging conformity,

It has been determined that this Trea-
sury decision is not a significant regula-
ory action as defined in EO 12866.

herefore, a regulatory assessment is not
7 required. It also has been determined
generally limited 10 that section 553(b) of the Administrative
_ ich fewer than all ofprgcedure Act (5 U.S.C. chapter 5) does
{he amortizable section 197 |ntang|b|e$]ot app'y to these regulationsy and’
- - - acquired in a single transaction arehecause the regulations do not impose a
:ﬁféug;ngomﬁ]r}ggfrzgra\l/pplggﬁg)lgog%heSubsequ?ntly. disposed of at a gaincollection of information on small enti-
F2d 771 (3d Cir 196.7)pert denied Those situations, in any case, requirges, the Regulatory Flexibility Act (5

) g . wsome method of allocation among thdJ.S.C. chapter 6) does not apply. Pursu-
389 U.S. 858 (1967), in cases where thg

parties have agreed to an allocation an@tangibles. ant to section 7805(f) of the Code, these
. : X regulations will be submitted to the
a reporting system designed to reve ffective Date Chief Counsel for Advocacy of the

situations where the parties’ allocation
are inconsistent. These policies favoring
conformity are best served by requirin
both parties to include the same asse

) ) Small Business Administration for com-
These regulations are effective forment on their impact on small business.
ﬁDpllcable asset acquisitions, as defined

in each class. Moreover, this rule is als section 1060(c), completed on or afteDrafting Information

more consistent with section 1060(b) a ebruary 14, .1997’. and fpr acquisition
amended by the 1993 Act. Sectiondates’ as defined in section 338(h)(z)tions, is Brendan P. O’Hara, Office of

1060(b)(1) requires the parties to reportP ©Or after February 14, 1997. the Assistant Chief Counsel (Corporate),
under regulations, “the amount of con- As described above, the current reguRS. However, other personnel from the
sideration received for the assets whiclations have been in conflict with the|RS and Treasury Department partici-
is allocable to section 197 intangibles.”1993 Act legislative history concerningpated in their development.

The term section 197 intangiblesis the classification of amortizable section e x5 s e s

more inclusive than amortizable sectior197 intangibles other than goodwill and

197 intangibles. The goals of consisgoing concern value since August 10Adoption of Amendments to the Regula-
tency, simplification, and administrabil- 1993, generally (the date of enactmentions

ity will be better achieved with respectof section 197), and, in some cases, ) _
to allocations to section 197 intangiblesince 1991. Accordingly, 26 CFR part 1 is

i o . amended as follows:
if all such assets are removed from The legislative history to the 1993
Class 1l and isolated in a junior class

(or classes). Accordingly, these regula’-ACt clearl_y coptemplates that changes t®ART 1—INCOME TAXES
tions classify all section 197 intangiblesthe classification system would be made Paragraph 1. The authority citation for
(other than goodwill and going concernPy @mended regulations. In the absencg, 1~ continues to read in part as
value) as Class IV assets. of such amendments, the only systerfy|oys:

To reconcile the original intention of available under regulations was the four- - aythority: 26 U.S.C. 7805 * * *
Congress in requiring the residualclass system established before the en-psr 2 |n § 1.338-0, entries for
method of allocation for goodwill and actment of section 197. Further, the IR 1 338(b)-2T(b)(2)(v) and § 1.338(b)—
going concern value with the legislativerevised Form 8594, Asset Acquisition2T(c)(4) are added to read as follows:
history of the 1993 Act, these regula-Statement under Section 1060, in Janu-

tions provide that goodwill and goingary of 1996 in a manner consistent with§ 1.338-0 Outline of topics.

concern value will be assigned to a trughe legislative history, i.e., by placing all « x %% x

residual class, Class V. This method immortizable section 197 intangibles in

consistent with the policies of sectionClass IV. For acquisition dates before§ 1.338(b)-2T Allocation of adjusted
197 (which regards many intangible as+ebruary 14, 1997, if section 197 ap-grossed-up basis among target assets
sets as the functional equivalent oflies to any asset acquired or deemetiemporary).

goodwill and going concern value andacquired, the taxpayer (and all related s x x

thus treats them uniformly) as well asparties) may consistently (in all transac- (p) * * *

the original intention of the Tax Reformijgns in which AGUB, ADSP, MADSP,  (2) * * *

Act of 1986, Public Law 99-514, 100 o consideration must be allocated under (v) CI
. ass V assets.
Stat. 2085 (1986) (that goodwill andgeaction 338 or 1060)— EC; **

?:tg?, ?grn;irrr;hvg:eprrli(();bae”ggth%dn S;lff _(i) apply these new rules in full as (4) Effective dates.

poses). Allocating goodwill and going Wtten; I

concern value to Class V avoids the (i) apply the current temporary regu- Par. 3. Section 1.338-3 is amended
need for determining the value of goodations as written; or by:

will and going concern value through a (iii) apply the current temporary 1. Revising paragraph (b)(4).
non-residual method. Although this ap+egulations as written, but treat all amor- 2. Revising paragraph (d)(8)(iEx-
proach places some section 197 intartizable section 197 intangibles as Clasample 1 paragraph (e);Example 2
gibles in Class V instead of Class IV, itlV assets. paragraphs (a), (b), and (dgxample 3

The principal author of these regula-



paragraph (d); andExample 4 para-  (d)(1) Based on the preliminary allocation, thegpecial rules of paragraph (c) of this

iai DSP is determined as follows: (In the formula, ; ; _ ;
graphs (d) and (f). The revisions read a o amount allocated to the Class | assets iS€ction, adjusted grossed-up basis (as

follows: referred to ad, the amount allocated to the ClaserdUCEd by Class | assets) is allocated
Il assets asll, and the amount allocated to theamong Class Il assets of target held at
§ 1.338-3 Deemed sale and aggregatelass Iil assets all.) the beginning of the day after the acqui-
deemed sale price. ADSP=G + L+ T x [(Il —B,)+ (Il —B,)+ sition date in proportion to their fair
*xxx (ADSP — (I + 1l + Il + B )] market values at such time, then among
(b) *** ADSP = $150,000 + $50,000 + .34 x [($10,080 Class Il assets so held in such propor-
(4) Classes of assetdhe classes of $4.000) + ($250,000- $30,000) + (ADSP—  tjon, then among Class IV assets so held
assets are defined in § 1.338(b)—2T (b)10:000 + $10,000 + $250,000 + $3,000))] in such proportion, and finally to Class
I, ADSP = $200,000 + .34ADSP $15,980 V assets.
(d) *** -66ADSP = $184,020 (i) Class Il assetsClass Il assets are
(8) *** ADSP = $278,818.18 certificates of deposit, U.S. Government
(iiy *** (2) Because the ADSP as determined exceedsecurities, readily marketable stock or
Example 1 * * * the aggregate fair market value of the Class I, ligacyrities (within the meaning of

) The facts are the same as in paragraph (a) of» @and IV assets, the $250,000 amount prelimi- _ -
thi(s I)Example 1 except that T also hae ggod?/vill( (g harily allocated to the Class Ill assets is appropris, 1-351~-1(C)(3)), foreign currency, and
Class V asset) with an appraised value of $10,006:€: Thus, the amount of the ADSP allocated wther items de_S|gnated in_the Internal
The results are the same as in paragraphs (b’) afdass Il assets equals their aggregate fair markdRevenue Bulletin by the Internal Rev-
¢) of this Example 1 Because the ADSP does notValue ($250,000), and the allocated ADSP amoungnue Service.

() p . ajoeate

exceed the fair market value of the Class IlI asselg)ljrtizihbggissélIth?;ze;rles r|1tos (f:?gs;nﬁ;kgtss\gtﬂsuethe (iii) Class Ill assetsClass Il assets
no amount is allocated to the Class V asset J !
(assets in the nature of goodwill and gc,ingallocable ADSP amount for the Class V assef€ all assets of target other than Class
concern value). (goodwill) is $8,818.18 (the excess of the ADSPI, II, IV, and V assets.

Example 2 * * * over the aggregate ADSP amounts for the Class I, (iv) Class IV assetsClass IV assets
a) P purchases all of the T stock for ,000:" : i i i , -
(@) P purch Il of the T stock for $140,000!! g;‘:rr:glgsjfff)* are all section 197 intangibles, as de
On July 1 of Year 1, T has liapilities (not ' . .. fined in section 197, except those in the
including the tax liability for deemed sale gain of (d) Because the portion of the preliminary ature of goodwill and g%ing concern
its assets) of $50,000, cash (a Class | asset) &DSP allocable to Class Ill assets ($243,666.671 I
$10,000, readily marketable securities (a Class Ifl0€S not exceed their fair market valuevalue.
asset) with a basis of $4,000 and a fair marke$250,000), no amount is allocated to Class V (v) Class V assetsClass V assets are
value of $10,000, goodwill (a Class V asset) withassets for T. Further, this amount ($243,666.67) iSection 197 intangibles in the nature of

a basis of $3,000, and the following Class 1) @llocated among T's Class Ill assets in proportion . .
$ 9 to their fair market values. See paragraph (e) ogOOdW'” and going concern value.

assets: _ _ * % %
) . Example 2 Tentatively, $48,733.34 of this amount (©
Asset Basis  FMV  Ratio js allocated to the T1 stock. (1) Basis not to exceed fair market
1. Land ............ $5,000 $35000 .14 ok xx value The amount of adjusted
Inventory......... 10,000 50,000 .20  (f) The facts are the same as in paragraph (a) qjrossed-up basis allocated to an asset
EquipmentA 5,000 90,000 .36 this Example 4 except that the T1 inventory has a(gther than Class V assets) shall not
(recomputed basis $12,500 basis and a $62,500 value, the T1 stocé d the fai ket val f that
$80,000) ......... has a $62,500 value, and T owns 80% of the TE<C€€ € far market value of iha
4. EquipmentB 10,000 75,000 .30 stock. In preliminarily calculating ADSP, the T1 asSet at the beginning of the day after
gzeg%“o”'op)UtEd basis stock can be disregarded but, because T owns onffle acquisition date. For modification of
WWUU) s 80% of the T1 stock, only 80% of T1 asset basighi i imitati i
Totals............ $30,000 $250,000 1.00and value should be taken into account in calculait-hIS fair market value limitation with

. co fespect to certain contingent income
T's ADSP. By tak t t 80% of
(b) The ADSP exceeds $20,000. Thus, $10,000ng T's y taking into accoun 6 0 assets, see § 1.338(b)-3T(q).

of the ADSP is allocated to the cash and $10,00these amounts, the rer_naining calculations an
to the marketable securities. Except as provided ifesults are the same as in paragraphs (b), (c), (d), Fooxoooxx
section 7701(g), the amount allocated to an assend (e) of this Example 4 except that the  (3) * * *
(other than a Class V asset) cannot exceed its fagrossed-up basis in T's recently purchased T1 (jjj) Allocation of adjusted grossed-up
market value. See § 1.338(b)-2T(c)(1) (relating testock is $44,455.00 ($35,564.00/0.8). basis Subject to the limitations in para-
fair market value limitation). i — i . .

) Par. 4. Section 1.338(b)-2T 'Sgraphs ©(1) and (2) of this section,

* * * * * amended by i - i -
(d) Because, under the preliminary calculations 1. Revising paragraphs (b)(2), (C)(l),ﬁgf,]usgjcihgrgﬁggn?%fbgzzs(?f;esrserg?lﬁ

of the ADSP, the amount to be allocated to theand (C)(S)(iii). allocated among Class I L V. and V

Class I, II, lll, and IV assets does not exceed their 2 Addi h 4
aggregate fair market value, no ADSP amount is 4 ing paragraph (c)(4). assets of target held at the beginning of

allocated to goodwill. Accordingly, the deemed 3. Revising paragraph (dgxample 1 the day after the acquisition date in
sale of the goodwill results in a capital loss ofparagraphs (vi) and (x) through (xiii)_ proportion to their fair market values at

$3,000. The portion of the ADSP allocable to the i . . .
Class Il assets is finally determined by taking into 4. Revising paragraph (dixample 2 gych time. For this purpose, the fair

account this loss as follows: paragraphs (vi) through (viii). market value of Class V assets is
ADSP, = (G — (I1+1) +L+Tox[(l —B,)+ Jhe revisions and addition read as folyeemed to be the excess, if any, of the
(ADSPR, — By) + (ADSR, — By)] lows: hypothetical purchase price over the
ADSP,, = ($140,000— ($10,000 + $10,000)) + . . sum of the amount of the Class | assets
$50,000 + 34 x [($10,000- $4,000) + (ADSR, S 1.338(b)-2T Allocation of adjusted, g tne fair market values of the Class
— $30,000) + ($0— $3,000)] grossed-up basis among target assef$ |, and IV assets.
ADSP,, = $160,820 + .34ADSR (temporary). (4) Effective dates This section ap-
-66ADSR, = $160,820 LA S plies for acquisition dates on or after
ADSP,, = $243,666.67 (b) *** February 14, 1997. For acquisition dates
o % % % (2) Other assets-(i) In general before February 14, 1997, if section 197

Example 3 * * * Subject to the limitations and otherdoes not apply to any asset deemed



acquired, the provisions of the regulaand the fair market value of its Class II, Ill, andjusted grossed-up basis was allocated
tions in effect before February 14, 1997!V assets, $2,650). The allocation is as follows:;3mong ~ target's assets pursuant to

apply (see 8§ 1.338(b)-2T as containeffortfolio of marketable securities . .. ... $ 268*8§ 1.338(b)-2T(c)(3), a decrease in ad-
in 26 CFR part 1 revised April 1, 1996). pVeMOY. - .- ooovevvnse o8 justed grossed-up basis (as determined

For acquisition dates before Februangyiging
14, 1997, if section 197 applies to anyLand

714 under paragraph (c)(3) of this section) is
178 accounted for in accordance with the

asset deemed acquired, the taxpaydémestmentinTl ................... 402 rules of paragraph (f) of this section.
(and all related parties) may consistentlyzoodwill and going concern value.... . .. 134 o
(in a” transactions in Wh|Ch AGUB, Total ... $2,500

. . * All numbers rounded for convenience. (f) ***
ADSP, MADSP, or nsideration m g . .
SP, SP, or co Sde. atio ust (viii) If the AGUB of T is increased (or de- (1) Scope This paragraph (f) applies
be allocated under section 338 Okreased) as a result of a subsequent adjustme ; ;
1060)— the hypothetical purchase price gnd the Jdeemew’ adjusted grossed-up basis was allo-
b P P é? ted among new target's Class I, Ill,
i

. . . : al
i) Apply the provisions of this sec- fair market value of the Class V assets shall b - .
() Apply P redetermined and the increase (or decrease) #Y, and V assets in accordance with

tlon_; o ) AGUB shall be allocated among T’s acquisiton§ 1.338(b)-2T(c)(3) and an adjustment
] (”) Apply the provisions of this sec- date assets pursuant to § 1.338(b)-3T(f). Th@yent occurs after the close of the new
tion as in effect before February 14,ncrease (or decrease) in AGUB is aIIocatedtarget,S first taxable year.

. _ i jpursuant to 8§ 1.338(b)-3T(f) even if the hypo- . .
;ggg':(;esa% 1 ?S\ﬁ(stgd i}fillslcolngtgg?%:aetical purchase price, as redetermined, no ionger (2) Allocation of increases (de-

o , exceeds AGUB, as redetermined. creases) in adjusted grossed-up bagis
_ (iii) Apply the provisions of this sec-  par 5 section 1.338(b)-3T isan adjustment event after the close of
tion as in effect before February 14,,mended by: new target’s first taxable year increases
1997 (see § 1.338(b)-2T as contained in"y ~ Revising paragraphs (e)(1), (f)(1),(or decreases) adjusted grossed-up basis,
26 CFR part 1 revised April 1, 1996), ang (1)(2). the following items shall be redeter-
but treat all amortizable section 197 5 ‘| paragraph (j), redesignatirix- mined, taking into account such adjust-
intangibles as Class IV assets. ample (1)through Example (8)as Ex- ment event: the hypothetical purchase

(d) x>~ ample 1throughExample 8. price, the deemed fair market value of

Example 1 * * * 3. Revising the following newly des- Class V assets, and the adjusted
a”g‘g; tg | TgST,S”‘(’:IaCS'g/Sa's\gefss?:;;tg?f amottignated examples in paragraph (Bx-  grossed-up basis allocable to each acqui-
of goodwill and going concern value) is $150, i.e..ample 1 Example 2 Example 3 para- sition date asset under § 1.338(b)-
$2,500— $2,350. graph (i) and paragraphs (v) througheT(c)(3) (the redetermined (c)(3)
(vii); and Example 6throughExample 8 amount). (The redetermination of the
deemed fair market value of Class V

* * * * *

(x) Assume that at the beginning of the day The revisions read as follows: . .
after the acquisition date, T1's cash and the fair assets undgr thIS paragraph (f)(2) JS
market values of its Class Ill and IV assets are ag 1.338(h)-3T Subsequent adjustmenf?ade by taking into account the target's
follows: to adjusted grossed-up basis (tempoCla_SS | assets and the fair market values
Asset Fair Market  rary). of its Class I, lll, and IV assets at the
Class Asset Value R, beginning of the day after the acquisi-
| Cash. ..o, $ 50 (e) * * * tion date.) If the redetermined (c)(3)
i Equi tee 200 ; isiti
" Pg;léwen ............... N (1) In general If adjusted grossed-up amount for an acquisition date asset

el sooo  Dasis was allocated in accordance witfxceeds the amount of adjusted
otal ...l the rules of § 1.338(b)-2T(b)(2), a de-grossed-up basis previously allocated to

* Amount > : ' . . .
(xi) The amount of AGUB allocable to T1's Crease in adjusted gross-up basis ( ch asset (taking into account prior

Class Ill and IV assets is first reduced by the $5aletermined under paragraph (c)(3) ofdiustments under this paragraph (f)), an
of cash. this section) is allocated in the following@mount of adjusted grossed-up basis

(i) Since the remaining amount of AGUB order: first, as a reduction in the base§dual 10 such excess shall be allocated
($570) is an amount which exceeds the fair markef ¢ targets Class V acquisition datet such asset. If the amount of the

value of T1’s only Class Ill asset, the equipment, . diusted arossed-up basis previouslv al-
i e s fapassets, second, as a reduction of thH@&" 9 P ! p Y
the amount allocated to the equipment is its faid ocated to an acquisition date asset (tak—

market value ($200). After that, the remainingbases of target’s Class IV acquisitio - . .
amount of AGUB ($370) exceeds the fair marketdate assets in proportion to their fairl'9 into account prior adjustments under
e o e Aot e e e Tanarket values at the_beginning of thelis Paragiach (0) exceeds fe redeter
market value ($350). P Hay after the acquisition date, third, as &nined ()(3) Iamount hor that assr(]at,” abn
, reduction of the bases of target's Clas@Mount equal to such excess shall be
(xiii) The amount allocated to T1l's Class V A n “>2llocated as a reduction in the basis of
assets (assets in the nature of goodwill and goinjl acquisition date assets in proportion
concern value) is $20, i.e., $570 $550. to their fair market values at the begin—g?i?]izszggtigge (gurlesa(r’; prirar?r?g)r(‘z()d)é]?)
g i ning  of the_ day after the a-CqUISItlonthis section) appl fF())r tr?e tF;eatment of
(vi) The amount of AGUB ($2,700) available to gate and finally, as a reduction of the' PPl :
allocate to T’s assets is reduced by the amount ases of target's Class I acquisitior@mounts allocable under this paragraph

cash to $2,500, i.e., $2,700 $200. This $2,500 s it . . isiti
balance is then allocated among the Class II, ndate assets in proportion to their fairl) 0 an acquisition date asset that has

IV, and V assets in proportion to, and not inmarket values at the beginning of the?©®€n disposed of, depreciated, amor-
excess of, their fair market values (as determinegiay after the acquisition date. The delized, or depleted.

under § 1.338(b)-2T(c)(3)(i). crease in adjusted grossed-up basis allo- o xx w

(vii) Under paragraph (c)(3) of this section, the .
fair market value of the Class V assets is deemegated to an asset shall not exceed the *oxx

to be $150, i.e., the $3,000 hypothetical purchasé‘_deSted grossed-up basis of target pre- example 1 (i)(A) T's assets other than goodwill
price minus $2,850 (the sum of T’s cash, $200viously allocated to that asset. If ad-and going concern value, and their fair market



values at the beginning of the day after theAsset (vi) The amount of AGUB available to allocate
acquisition date, are as follows: Class Asset Basis to T's Class Il, Ill, IV, and V acquisition date

Asset Fair Market Il Machinery $150 assets is $2,700 (i.e., redetermined AGUB reduced

by cash). AGUB allocable to each of T's acquisi-
Class Asset Value {I/I Igmdd. A ERERERAS 250 fion date assets (i.e.. the redetermined (c)(3)
1] Building ............... $100 00QWIT-and going concern amount) is redetermined using the deemed fair
value . ...l 100
] Stock of X (not a target) . . _ 200 — market value of the Class V assets from paragraph
Total « oo $300 o Total o  $500 () of this Example as follows:
e - (i) On September 30, 1998, P filed a claim . B
(B) T has no liabilities other than a contingentagainst the selling shareholders of T in a court of Ortfolio of marketable securities . ... .. $ 266*
obligation and T does not use the elective formulappropriate jurisdiction alleging fraud in the salelMVentory.......................... 266
under section 338(h)(11). of the T stock. Accounts receivable ................. 531
(ii)(A) On September 1, 1997, P purchases all (i) On January 1, 2007, the former sharehold-BUllding ... 708
of the outstanding stock of T for $270 and make€'s refund part of the purchase price to P in &2and ..... e égé
an express election for T. The grossed-up basis gettlement of the lawsuit. This refund results in dgveztml‘l‘:‘”t 'dn L T s
the T stock and T's adjusted grossed-up basid€crease of T's AGUB of $140. ) codwifh and going concern value.. ... o
(AGUB) are both $270. The AGUB is ratably (iv) Under paragraph (e)(1) of this se’ctlon, the Total ........... ... .. e $2,700
allocated among T's Class Ill assets in proportiorf€créase in AGUB is allocated among T's acquisi* All numbers rounded for convenience.
to their fair market values as follows: tion date assets. First, because $100 was originally (vii) As illustrated by this example, the applica-
: allocated to the Class V assets, $100 of theion of paragraph (f) of this section results in a
Asset Basis decrease is allocated to those assets. As there We§sjs increase for some assets and a basis decrease
Building ($270 x 100/300) . .. ... $ 90  No Class IV assets acquired, the remaining deémyr other assets. The amount of increase (or
Stock ($270 x 200/300). . ... .... 180  crease in AGUB ($40) is allocated to the Class llljecrease) in AGUB allocated to each acquisition

assets in proportion to their fair market values ajjaie asset is determined as follows:

Total ..o $270 the beginning of the day after the acquisition date.

(B) No amount is allocated to the Class VThus, $15 is allocated to the machinery ($40 x Increase
assets. New T is a calendar year taxpayer. Assumigs0/$400) and $25 to the land ($40 x 250/$400). Rede- (or De-
that the X stock is a capital asset in the hands of (v) Assume that, as a result of deductions under ___termined crease)
new T. section 168, the adjusted basis of the machinery Original  (c)(3) in

(iiiy On January 1, 1998, new T sells the X immediately before the decrease in AGUB is zero. Asset AGUB  Amount AGUB
stock and uses the proceeds to purchase inventory?® machinery is treated as if it were disposed oPortfolio of market-

. . ... before the decrease is taken into account. In 2007, able securities. . . $ 268 $ 266 $ (2
o a7 e T il el ecogizes neome of $15 e haracer oy | w w0
amount of the liability is $60 ) Swhich is determined under the principles Af-  Accounts receivable 536 531 (5)

i rowsmith v. CommissiongB44 U.S. 6 (1952), and Building ......... 714 708 (6)
(v) T's AGUB increases by $60 from $270 10 the tax benefit rule. No adjustment to the basis ofand ............ 178 177 [N}
$330. This $60 increase in AGUB is f_lrst allocatedT's assets is made for any tax paid on thisinvestment in T1 .. 402 398 (4)
among T's acquisition date assets in accordancgmount. Assume also that, as a result of amortizasoodwill and going
with the provisions of § 1.338(b)-2T. Since thetion deductions, the adjusted basis of the goodwill concern value . . . 134 354 220
redetermined AGUB for T ($330) exceeds the sumynd going concern value immediately before thepy $2500 $2.700  $200

of the fair market values at the beginning of thegecrease in AGUB is $40. A similar adjustment to
day after the acquisition date of the Class Illlincome is made in 2007 with respect to the $60 of

acquisition date assets ($300), AGUB allocated t@yreviously amortized goodwill and going concern L

those assets is limited to those fair market valueggye. Example 6 (i)(A) T has three assets (other than
under § 1.338(0)-2T(c)(1). As there are no Class (i) |n summary, the basis of T's acquisition goodwill and going concern value) whose fair
IV assets, the remaining AGUB of $30 is allocatedyate assets, as of January 1, 2007, is as followsarket values as of the beginning of the day after

to goodwill and going concern value (Class V - .
ass?ats). The amoguntgof increase in A(gUB alloAsset Basis the acquisition date are as follows:

cated to each acquisition date asset is determin@@achinery.................... $ 0 Asset Fair Market
as follows: Land ... 225 Class Asset Value

Rede- Increase Goodwill and going concern value 0 1] Building ............... $100
Original termined in Example 3 (i) Assume that the facts are thelll Equipment.............. 50
Asset AGUB AGUB AGUB same asExample 2of § 1.338(b)-2T(d) except IV Secret process. .......... 50
. that the recently purchased stock is acquired for Total
Building ......... $ 90 $100 $10 $1,600 plus additional payments that are contin-
X Stock....... e 180 200 gent upon T's future earnings. Thus, T's AGUB, . 't Pro '
Goodwill and going determined as of the beginning of the day after thglble. T hag; no liabilities. Assume that_ no election
concernvalue... 0 30 __30 acquisition date (after reduction by T's cash ofdnder section 338(h)(10) or (h)(11) is in effect.
Total ........ $270  $330 $60 $200), is $2,500 and is allocable among T's Class (i) On January 1, 1998, P purchases all of the
(vi) Since the X stock was disposed of beforell, lll, IV, and V acquisition date assets pursuantoutstanding T stock for $225 plus S0 percent of
the contingent liability became fixed and determin-to § 1.338(b)-2T(c)(3)(iii) as follows: teh:c g‘eéfp;ﬁfe'tsngipifh"irt:ed Sgatrie Zifgfﬁnfggggssa;(g
able, no amount of the increase in AGUB attribut-pgrtfolio of marketabl rities .. .. .. 268* ' A
able to such stock may be allocated to any T ass%c\),erﬁoc:y?. ) a .e. ab .e' secu es ...... $ 26688 pa;(;a_:;_)le on ~|]an(ljjary 1 of each following year. P
Rather, such amount, $20, is allowed as a capitélccounts receivable . . .. . ... . ... ... .. 53 2nd T are calendar year taxpayers.
loss to T for the taxable year 1999 under thegyilding .......................... 714 _ (i) As of the beginning of January 2, 1998,
principles of Arrowsmith v. Commissioner344 | and .. ... ... ... .. .. 178 V'S AGUB is $225, allocated as follows:
U.S. 6 (1952). In addition, the $10 increase iNjpyestment in T1 ................... 402 Asset
AGUB allocated to the building and the $30 Googwill and going concern value. . . . . 134 Class Asset Basis
increase in AGUB allocated to the goodwill and Total T $2500 o
going concern value are treated as basis redeterni-, RN i Building .................. $100
nations in 1999. See paragraph (d)(2) of this All numbers rounded for convenience. I Equipment................. 50
section. . . . . . \% Secret process. ............. 50

Example 2 (i) On January 1, 1998, P purchases (v) Under 8§ 1.338(b)-2T(c)(3) the redeterminedV G?/(;?l\j\g” and going concern 25
all of the outstanding stock of T and makes arfair market value of Class V assets is deemed to "7~ "~ rrrrrrrrrmrrrnnne —_—
express election for T. T does not use the electivee $400, i.e., the hypothetical purchase price, as Total ..................... $225
formula under section 338(h)(11). Assume that theedetermined, of $3,250 minus $2,850 (the sum of (iv) On January 1, 1999, $5 is paid by P for the
AGUB of T is $500 and is allocated among T's T's cash, $200, and the fair market values of itsT stock by reason of the net profits from the
acquisition date assets as follows: Class I, Ill, and IV assets, $2,650). secret process. The payments are not attributable

(B) The secret process is a section 197 intan-



in any respect to any of T's other acquisition datenewly designated paragraph (a)(2)(@i), (d) * * *

assets. As a result, T's AGUB on January 1, 199 ; i
is increased by $5. And adding paragraph (a)(2)(ii). (2) Assets other than Class | assets.

(v) Assume that on January 1, 1999, the fair 2'_ In Para_graph (a)(3), revising the (i) In general.
market value of the secret process is redetermine@utline of topics entries for (a)(2), (b)(2) (ii) Class Il assets.
to be $52. (For purposes of this redeterminationand (h)(3). (i) Class Il assets.

only those circumstances that resulted in the 3 Revising the seventh sentence of ;
increase to AGUB are taken into account.) 9 (iv) Class IV assets.

X h (b)(4).
(vi) On January 1, 1999, only $2 of the $5Paragrapn | (v) Class V assets.
increase in AGUB is allocated to the secret 4. Revising paragraphs (d)(2), (e)(1),

process because the increase in AGUB so alland (f)(3)(i). . *: o

e CanbnOt mcreage i IOcéiisfis' % ﬂlle se|Cret 5 Revising the following examples Eg)) Interim procedures for Form

process above its redetermined fair market valu 5

($52). The balance of the increase is allocated tﬁg paralgraph (g)ExamrEJIe :!'Example 2d 8594.

goodwill and going concern value because the fai-Xample 3 paragraphs (i), (viii), an (b) * * *

market value limitation of § 1.338(b)-2T(c)(1) (Xi); and Example 4 v o %

precludes allocating additional AGUB to the Class 5. Revising paragraph (h)(3). (4) The money and other .

Il and IV assets. _ _ The additions and revisions read a®roperty that are treated as transferred in
(vii) The price for which old target is deemed follows: exchange for the like-kind property (and

to have sold the secret process is increased 5) ) which are excluded from the assets to

reflect the $2 increase allocated to its basis to ne i . . . . .
target. See § 1.338-3(d) and paragraph (h)(1) (\% 1.1060-1T Special allocation rules forwhich section 1060 applies) are consid-

this section. certain asset acquisitions (temporary)ered to come from the following assets
(viii) If the fair market value of the secret in the following order: first from Class |

process as of January 1, 1999, is unchanged from (&) * ** _ assets, then from Class Il assets, then
the fair market value as of the beginning of the (2) Effective date-(i) In general * * from Class Ill assets. then from Class

day after the acquisition date, then the $5 increase
IV assets, and then from Class V assets.

in AGUB is allocated to T's goodwill and going . : : :
concern value. (i) Allocation of considerationPara- &

Example 7 (i) The facts are the same as in9raphs (d) and (h)(3) of this section an_d
Example 6except that— conforming amendments to other provi-

(A) The secret process is valued at $75 as ogjons of this section apply to applicable (d) ***
the beginning of the day after the acquisition dategggat acquisitions completed on or after (2) Assets other than Class | assets

and . . . L
February 14, 1997. For applicable assdf) In general Subject to the limitations
(B) P pays $250 for the T stock and the former . ) .
T shareholders agree to refund a portion of th@cquisitions completed before Februarjnd other special rules of paragraph (e)
purchase price to P for each of the three years thdi4, 1997, if section 197 does not applyPf this section, consideration (as reduced
the net income from the secret process is less thagy any of the acquired assets, the provity the amount of Class | assets) is

A8 per ﬁii;’f:;frmi”able and payable on Januagions” of the regulations in effect beforedllocated among Class Il assets trans-
(i) Assume that the secret process in the hand5€bruary 14, 1997 apply (see § 1.10601erred by the seller in proportion to the

of new T is an amortizable section 197 intangiblelT as contained in 26 CFR part 1fair market values of such Class I
and, therefore, on January 1, 1999, new Tgevised April 1, 1996). For applicable@ssets on the purchase date, then among
adjusted basis in the secret process is $70 (i.ejgget acquisitions completed before Feli=lass Il assets transferred by the seller

i) Assume Ihe net ncome o the process |UAIY 14, 1987, if section 197 applies tdf proportion to the fair market values

less than $15 for 1998, and on January 1, 1999, &ny of the acquired assets, the taxpayéf such Class Il assets on that date,
receives a refund that reduces the stock purchagand related parties) may consistently (ifhen among Class IV assets transferred
price by $3. all transactions in which AGUB (as by the seller in proportion to the fair
(iv) Assume that as of January 1, 1999, the fa|r;aeﬁned in § 1.338(b)—1), ADSP (as demarket values of such Class IV assets
1

market value of the secret process is redetermine . ;
to be $65. (For purposes gf this redeterminationiin€d in 8§ 1.338-3), MADSP (as de-ON that date, and finally to Class V

only those circumstances that resulted in thdined in § 1.338(h)(10)-1), or consider-assets.

ecrease to AGUB are taken into account. i i 1l ass |l asse ass |l assets are
d G ken i ) _ation must be allocated under section (i) Class II tsClass I t

(v) As of January 1, 1999, the AGUB of T is 338 o 1060)— certificates of deposit, U.S. government
decreased by $3. This decrease is allocated to the (A) Apply the provisions of this sec- securities, readily marketable stock or

secret process, the basis of which becomes $67 - ithi h . f
(i.e., $70-$3) and is amortizable over the remaintiOn; securities (within the meaning o

ing 14 years. (B) Apply the provisions of this sec- § 1.351-1(c)(3)), foreign currency, and

(vi) The price for which old target is deemed totjon as in effect before February 14,0ther items designated in the Internal

have sold the secret process is decreased to refl&gb97 (see § 1.1060—1T as contained iiRevenue Bulletin by the Internal Rev-
[

the $3 decrease allocated to its basis to new tar . A :
See § 1.338-3(d) and paragraph (h)(1) of trg\l 6 CFR part 1 revised April 1, 1996); orénue Service.

section. (C) Apply the provisions of this sec- (iii) Class Il assetsClass Ill assets
Example 8 The facts are the same as intion as in effect before February 142are all assets other than Class I, II, 1V,

Example 6except that the intangible Class IV 997 (see § 1.1060—1T as contained iand V assets.
t i tent instead of t . T : X .
asset is a patent instead of a secret process %96 CFR part 1 revised April 1, 1996), (v) Class IV assetsClass IV assefs

redetermination of the fair market value of the - ]
patent on January 1, 1999, is made without regarbut treat all amortizable section 197,02\ section 197 intangibles, as de-
fined in section 197, except those in the

to the decrease in the remaining life of the patenintangibles as Class IV assets.
because that is not a circumstance that resulted in (3) *** ; :
the increase in AGUB. nature of goodwill and going concern

Par. 6. Section 1.1060-1T is amended (a

* * * * *

)***

value.
by: (.2) Effective date. (v) Class V assetLlass V assets are
1. Designating the text of paragraph () In general. o section 197 intangibles in the nature of
(a)(2) following the heading as para- (i) Allocation of consideration. goodwill and going concern value.

graph (a)(2)(i), adding a heading to ook ko x (e) ***



(1) Allocation not to exceed fair mar- value. Since, aft.ef the allocation to 'Clas§ III. (v_) Assume t’hat, as a result _of 'deductions'under
ket value The amount of consideration Zeeis. 0 M i T ) an- amount immeditely befors the decrease in consieraton
’ - ! ! u . . . .

allocated to an asset (other than Class hich exceeds the fair market value of the Clasés zero. P, therefore, treats the equipment as if it

assets) shall not exceed the fair markqv{/ asset ($100), the amount allocated to the Claswere disposed of before the decrease is taken into
value of that asset on the purchase date asset is its fair market value. Thus, the total@ccount. In 2007, P recognizes income of $17.39,

% %k % amount allocated to the Class Il assets is $400, tﬁé]r?nc(':gl?arsacg?A?rfo Wshrir(]:'?h is dgtc?rrr\rmnsesqo#ggirzl the
total amount allocated to the Class Il assets i$MMC¢ wsmith v, 1SSl
(f) e .S. 6 (1952), and the tax benefit rule. No

(3) * % K $2,300, and the total amount allocated to the Clas

IV asset is $100 adjustment to the basis of P’s assets is made for
() In general A decrease in consider- ) any tax paid on this amount. Assume also that, as

S : ; . (iv) The amount allocated to the Class V assety result of amortization deductions, the adjusted
a.'tlon is allocated n the _foIIowmg order: (assets in the nature of goodwill and goingbasis of the covenant not to compete aan the
f|rst,_ as a reduction in the amounteoncern value) is $200 (i.e., $3,000 ($400 + goodwill and going concern value immediately
previously allocated to Class V assetss2,300 + $100)). before the decrease in consideration is $120." A
second, as a reduction in the amount gxample 2 (i) Assume the same facts as inSimilar adjustment to income is made in 2007 with
previously allocated to Class IV asset$xample 1 Assume further that P and S each usdeSpect to the $180 of previously amortized cov-
in proportion to their fair market values, the calendar year as the taxable year and that, §fiant not to compete and goodwill and going

. . . 1 P il lai : oncern value.
third, as a reduction in the amountSeptember 30, 1998, P files a claim against $ Example 3 (i) On January 1, 1998, A transfers

previously allocated to Class Ill asset£!®9ing fraud in the sale of all of the assets. .o ' '\ "4 7 worth $1,000 to B in exchange

i i ir fai (i) On January 1, 2007, S refunds $400 of thery: aeqets D, E, and F, worth $100, plus $1,000
in proportion to their fair market values, urchase price to P in a settlement of the lawsuif s , E : P ,

and _ﬁnally, as a reduction in the amounﬁii) Under paragraph (f)(3)(i) of this section, both R,
previously allocated to Class Il assets irs and P take into account the $400 decrease in (viii) A, as transferor of assets X, Y, and Z
proportion tP their .fa”‘ market values. consideration and allocate it among the aSSEt,jéceived $100 that must be allocated under section
Decreases in consideration allocated tb'st: since $200 of consideration previously wa : h .

located to the assets in the nature of goodwil-08C, and paragraph (d) of this section. Since A
an asset shall not exceed the amount Qf 4 going concern value (Class V assets), $200 fansferred no Class I, II, Ill, or IV assets to which
consideration previously allocated tothe decrease in consideration is allocated to tho ?Ct'onv 1060tapplles,t the tﬁloo tls aIIc;catedd t'cl)l
that asset. Except as provided in parasssets. Then, since $100 of consideration previ: "c‘]ss V_assets (assels In the nature ot goodw!
graph (f)(4)(ii) of this section (relating ously was allocated to the only Class IV asset, thg"d going concern value).

P . covenant not to compete, the next $100 of the Foooxoox kX
to patents and similar property), the falrfemaining decrease in consideration ($200) is (Xi) B, as transferee of assets X, Y, and Z, gave

market value is the fair market value Onyjocated to that asset. The remaining decrease f $100 that must be allocated under section 1060

the purchase date. consideration ($100) is then allocated to the Clasgnd paragraph (d) of this section. Since B received
e s % Il assets in proportion to their fair market valuesfrom A no Class I, II, lll, or IV assets to which
on the purchase date as follows: section 1060 applies, the $100 consideration is
(g) *** allocated by B to Class V assets (assets in the
Example 1 (i) On January 1, 1998, S, a sole Decrease  pa1ure of goodwill and going concern value).
proprietor, sells to P, a corporation, a group of ) in consid- Example 4 (i) On January 1, 1998, S, a sole
assets which constitute a trade or business under Fair ) eration proprietor, sells to P, a corporation, a group of
paragraph (b)(2) of this section. P pays S $2,000 market Allocation  ($100 X 55qets which constitutes a trade or business under
in cash and assumes $1,000 in liabilities. Thus, th&sset value  fraction  Col. (2))  paragraph (b)(2) of this section. S, who plans to
total consideration is $3,000. Furniture and retire immediately, also executes a covenant not to
(i) Assume that P acquires no Class | assets fixtures .... $ 800 800/2,300 $ 34.78 compete in P’s favor. P pays S $3,000 in cash and
and that on the purchase date, the fair markeBuilding ... .. 800 800/2,300 34.78 assumes $1,000 in liabilities. Thus, the total
values of the Class Il, Class Ill, and Class IVLand ........ 200 200/2,300 8.70 consideration is $4,000.
assets S sold to P are as follows: Equipment. . . . 400 400/2,300 17.39 (ii) On the purchase date, P and S also execute
Fair Accounts a separate agreement that states that the fair
Asset Market receivable . . 100 100/2,300 4.35 market values of the Class Il, Class Ill, and Class
Class Asset Value Total .... $2,300 $100.00 'V @ssets S sold to P are as follows:
M Portfolio of marketable (iv) In summary, the redetermined consideration Fair
securities . . . .. .. ... ... $ 400 that'S received for the group of assets is $2,608sset Market
Total Class Il 8 200 after taking into account the decrease in considefClass ~Asset Value
Il Furniture and fixtures. . .. $ gop ation: After allocating the decrease, P's and S'y Portfolio of marketable
BUIAING « v 800 redetermined consideration is as follows: Securities . . ............. $ 500
Land ... 200 Redeter- Total Class Il ....... $ 500
Equipment.............. 400 Original Decrease mined 1 Furniture and fixtures. . . . . $ 800
Accounts receivable.. .. ... 100 consid- in con- consider- Building ............... 800
Total Class IIl. ... ... .. $2.300 Asset eration sideration  ation Land ............. ... 200
IV Covenant not to compete. . $ 100 Portfolio of mar- Equipment.............. 400
Total Class IV. ... $ 100 k_etable securi- Accounts receivable . .. ... 200
(i) Under paragraphs (d)(1) and (2) of this t|e_s ......... $ 400.00 $ 0.00 $ 400.00 Total Class Ill. . .. ... $2,400
section, the amount of consideration allocable t§urniture and v Covenant not to compete.. _$ 900
the Class II, Ill, IV, and V assets is the total fixtures ..... 800.00 34.78  765.22 Total Class IV. . ... .. $ 900
consideration reduced by the amount of any ClasBuilding ... .. 800.00 34.78 765.22 (i) P and S each allocate the consideration in
| assets. Since P acquired no Class | assets, tllré‘”q --------- 200.00 8.70 191.30 the transaction among the assets transferred under
total consideration of $3,000 is next allocated firstEQuipment. .. ... 400.00 17.39 382.61paragraph (d) of this section in accordance with
to Class Il, then to Class Ill, and then to Class [VACCOUNS receiv- the agreed upon fair market values of the assets,
assets. Since the fair market value of the Class I @bl ........ 100.00 4.35 95.65 50 that $500 is allocated to Class Il assets, $2,400
assets is $400, $400 of consideration is allocateffOvenant not to is allocated to Class Il assets, $900 is allocated to
to the Class Il assets. Since the remaining amount COMpete. . ... 100.00  100.00 0.00Cjass IV assets, and $200 ($4,000 total consider-
of consideration is $2,600 ($3,008 $400), an Goodwill and ation less $3,800 allocated to asset classes I, I,
amount which exceeds the sum of the fair market 90/Ng concern and 1V) is allocated to the Class V assets (assets
values of the Class Il assets ($2,300), the amount value ....... 200.00 _ 200.00 0.00in the nature of goodwill and going concern

allocated to each Class Ill asset is its fair market  Total .. ... $3,000.00 $400.00 $2,600.00value).



(iv) In connection with the examination of P’s
return, the District Director, in determining the fair
market values of the assets transferred, m:
disregard the parties’ agreement. Assume that t
District Director correctly determines that the fail
market value of the covenant not to compete we
$100. Since the allocation of consideration amor
Class Il, 1ll, and IV assets results in allocation uy
to the fair market value limitation, the $800 of
unallocated consideration resulting from the Dis
trict Director’s redetermination of the value of the
covenant not to compete is allocated to Class
assets (assets in the nature of goodwill and goir
concern value).

(h) * % %

(3) Interim procedures for Form
8594 Until such time, if any, as Form
8594 is revised to require otherwise, th
sum of the amounts allocated to Class
IV and V should be reported on Forn
8594 as Class |V assets.

Margaret Milner Richardson,
Commissioner of Internal Revenue

Approved December 20, 1996.
Donald C. Lubick,

Acting Assistant Secretary
of the Treasury.



