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Installment Obligations Received 1984 (49 F.R. 1742), were withdrawn byspect of a sale or exchange of property by
From Liquidating Corporations the notice of proposed rulemaking pubthe corporation during the 12-month pe-
lished on January 22, 1997 (62 F.Rriod beginning on the date a plan of com-

AGENCY: Internal Revenue Service3244), except for paragraph (e) relating tplete liquidation is adopted, and (b) the
(IRS), Treasury. liquidating distributions received in moreliquidation is completed within that 12-

- . than one taxable year, and paragraph (g)onth period. However, an installment
ACTION: Final regulations. containing the effective date provisionobligation acquired in a sale or exchange
SUMMARY: This document contains The notice of proposed rulemaking pubef inventory, stock in trade, or property
final regulations relating to the use of thdished in theFederal Registerfor Janu- held for sale in the ordinary course of
installment method to report the gain recary 22, 1997, reserved paragraph (d) fdsusiness qualifies for this treatment only
ognized by a shareholder who receiveS, ||||ﬂU|dat|ng distributions received in moreijf the Obliga_tion arises from a Single bulk
exchange for the shareholder’s stock, cefhan one taxable year. Written commentsale of substantially all of such property
tain installment obligations that are distesponding to this notice were receivedattributable to a trade or business of the
tributed upon the complete liquidation ofNO public hearing was held because ngorporation. If an installment obligation
a corporation. Changes to the applicableearing was requested. After considerarises from both a sale or exchange of in-
tax law were made by the Installmention of all comments received, the proventory, etc., that does not comply with
Sales Revision Act of 1980 and the TaRosed regulations are adopted as revisge requirements of the preceding sen-
Reform Act of 1986. These regulationdy this Treasury decision. tence and a sale or exchange of other as-
affect taxpayers who receive installmenlrE sets, the portion of the installment obliga-
obligations in exchange for their stock tion that is attributable to the sale or
upon the complete liquidation of a corpoa. Overview of Provisions exchange of other assets is a qualifying
ration. Prior to the Installment Sales Revisiorinstallment obligation.

Act of 1980, a shareholder recognize

DATES: Thi lation i i - . : i i
ool 199% regulation is effective Jan gain or loss on receipt of an installment" Discussion of Comments

For dates of app|lcabl|lw, see §1453_0b||gat|0n that was distributed by a quui'|nteraction of section 453(h) and

11(e) of these regulations. dating corp’oration in exchange for thgmitations on the installment method
shareholder’s stock. Gain could not be re-

FOR FURTHER INFORMATION CON- ported under the installment sale provi- 'N€ regulations provide that, if the stock
TACT: George F. Wright, (202) 622-4950sions of section 453 as payments were r8f a liquidating corporation is traded on an

xplanation of Provisions

(not a toll-free number). ceived on the obligation distributed by th&Stablished securities market, an install-
corporation in the liquidation. ment obligation received by a shareholder
SUPPLEMENTARY INFORMATION As enacted by the Installment Sales R4tom that corporation as a liquidating dis-

vision Act of 1980 and amended by thdribution is not a qualifying installment
Tax Reform Act of 1986, section 453(h)obligation al_"nd does not qualify for install-
Section 453(h), relating to the tax treatprovides a different treatment for certainent reporting, regardless of whether the
ment of installment obligations receivednstallment obligations that are distributedequirements of section 453(h) are other-
by a shareholder from a liquidating corpo# a complete liquidation to which sectionW!se satisfied. However, if an installment
ration, was added to the Internal Revenud31 applies. Under section 453(h), &bligation is received by a shareholder
Code of 1954 by the Installment Sales Reshareholder that does not elect out of tHEom a liquidating corporation whose stock
vision Act of 1980, Public Law 96-471,installment method treats the payment not publicly traded, and the obligation
94 Stat. 2247, 2250. Proposed regulasnder the obligation, rather than th@rose from a sale by the corporation of
tions under section 453(h) were publishedbligation itself, as consideration re-stock or securities that are traded on an es-
in the Federal Registerfor January 13, ceived in exchange for the stock. Théablished market, then the obligation gen-
1984 (49 F.R. 1742). Subsequently, seshareholder then takes into account the igrally is a qualifying installment obligation
tion 453(h) was amended as part of theome from the payments under the obligh the hands of the transferor. An excep-
Tax Reform Act of 1986, Public Law 99-ation using the installment method. Irfion to the above rule applies if the liqui-
514, 100 Stat. 2085, 2274, pursuant tthis manner, the shareholder generally @ating corporation is formed or availed of
which both C and S corporations becamireated as if the shareholder sold thtor a principal purpose of avoiding limita-
subject to tax upon making liquidatingshareholder’s stock to an unrelated putions on the availability of installment sales
distributions of installment obligations tochaser on the installment method. treatment, such as section 453(k), through
shareholders. The Technical and Miscel- This treatment under section 453(h) apthe use of a related party.
laneous Revenue Act of 1988, Public Lawplies generally to installment obligations One commentator suggested that the
100-647, 102 Stat. 3342, 3403, addekceived by a shareholder (in exchanganti-abuse rule directed at cases in which
section 453B(h), which provides that ndor the shareholder’s stock) in a completéhere is a principal purpose to avoid sec-
gain or loss is recognized by S corpordiquidation to which section 331 applies iftion 453(k) is not necessary. The com-
tions with respect to certain liquidating(a) the installment obligations are qualimentator suggests that the effect of a con-
distributions of installment obligations.fying installment obligations, i.e., the in-tribution of publicly-traded stock to a
The regulations proposed on January 13tallment obligations are acquired in renonpublicly-traded corporation, followed
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by the sale of the publicly-traded stock foamended returns were necessary annsferor. Thus, in accordance with sec-
an installment obligation and the liquidanoted that the alternative method distions 453B and 336, a C corporation gen-
tion of the nonpublicly-traded corpora-cussed in the preamble is simpler and legsally recognizes gain or loss upon the
tion, is the creation of two levels of taxburdensome for taxpayers. The commerlistribution of an installment obligation to
because the liquidating corporation mugttor then suggested an ordering rule as shareholder in exchange for the share-
recognize gain on the distribution of theanother method of achieving the intendeHolder’s stock, including complete liqui-
installment obligation. Accordingly, the purpose. Under the proposed orderindations covered by section 453(h). Sec-
commentator does not believe that thaule, basis first would be allocated to astion 453B(d) provides an exception to this
transaction offers any tax avoidance opsets other than installment obligations disgeneral rule if the installment obligation
portunities that warrant a specific antitributed in the liquidation with the re-is distributed in a liquidation to which
abuse rule. mainder allocated to the installmentection 337(a) applies (regarding certain
The anti-abuse rule is directed at cirobligations. The commentator acknowlcomplete liquidations of 80 percent or
cumvention of the prohibition in sectionedged that it might not be appropriate tenore owned subsidiaries). However, that
453(k) against the use of the installmenimplement this approach by regulatiorexception does not apply to liquidations
method for a sale of publicly-traded secuwithout amending the statute. under section 331.
rities. It is designed to prevent a share- The proposed ordering rule does not In the case of a liquidating distribution
holder from indirectly entering into such asatisfy the basis reallocation requiremerily an S corporation, however, section
sale on the installment method when thef section 453(h)(2) and would require453B(h) provides that if an S corporation
shareholder could not have done soomplex provisions to implement it. Ac-distributes an installment obligation in ex-
through a direct sale. Accordingly, thecordingly, the suggested approach is n@hange for a shareholder’s stock, and pay-
anti-abuse rule has been retained. adopted in the final regulations. ments under the obligation are treated as
The purpose underlying section 453(h)consideration for the stock pursuant to
(2) is to ensure that gain is recognized igection 453(h)(1), then the distribution
the appropriate year when liquidating disgenerally is not treated as a disposition of
Under §1.453-2(¢) proposed on JandfiPutions are received in more than ongne obligation by the S corporation. Thus,
ary 13, 1984, if liquidating distributions, taxable year. The IRS and Treasury Dexcept for purposes of sections 1374 and
including qualifying installment obliga- Partment believe that this purpose can bgs75 (relating to certain built-in gains and
tions, are received in more than one taxcuPstantially fulfilled without imposing passive investment income), the S corpo-
able year, a shareholder must file af1® Purden of filing amended retums. Acration does not recognize gain or loss on
amended return if the reallocation of basi€rdingly, the final regulations incorporatethe distribution of the installment obliga-
required under section 453(h)(2) affect& Current-year recognition rule. Under thgon to a shareholder in a complete liquida-
the computation of gain recognized in a§urrént-year recognition rule, a sharetion covered by section 453(h). One com-
earlier year. If the shareholder has tran&iolder is required to recognize in the curmentator believed that it is inequitable to
ferred the installment obligation to a per/€nt year the additional amount of gaillow a shareholder to recognize gain on
son whose basis in the obligation is detef@t would have been recognized in thghe installment basis while the liquidating
mined by reference to the shareholder2rlier year had the total amount of the lige corporation has immediate recognition
basis, then the transferee generally {&dating distributions been known in theypon distribution of an obligation. As an
required to reallocate basis and, if nece§a'lier year. In allocating basis to calcuajternative, the commentator suggested
sary, file an amended return. The prol@® the gain to be reported in the first yeahat the corporation’s tax liability arising
posed effective date applied to distribul™ Which a liquidating distribution is re- from the distribution of an obligation carry
tions of qualifying installment obligations €€1Ve€d, @ shareholder is required to regyer to the shareholders and be taken into
made after March 31, 1980. sonably estimate the anticipated aggregacount by them as payments are received
In the preamble to the 1997 proposeg|str|but|ons. For this purpose, the shargsp the obligation. The suggested ap-
regulations, the IRS and Treasury Depar{qolder must take into account distributiongroach would be inconsistent with the
ment suggested that an alternative to tif'd Other events occurring up to the timgtatutory provisions of sections 336 and
amended return requirement would be tBt Which the return for the first taxablesszp and, accordingly, is not adopted in
require the shareholder to recognize in thee2r is filed. Section §1.453-2(e) of thgne final regulations.
current year the additional amount of gairf 984 Proposal is adopted as revised by aAnother commentator requested that
that would have been recognized in thidis Treasury decision. The effective datghe regulations provide relief from a
earlier year had the total amount of th@rovision in 81.453-2(g) of the proposal igyynching of income that occurs for share-

Liguidating distributions received in
more than one year

liquidating distributions been known in"0t adopted. holders receiving liquidating distributions
the earlier year. Comments were r€Recognition of gain or loss to the from S corporations. The bunching can
qguested regarding these and any OthﬁTstributing corporation under section ~ °CCUr: for example, by virtue of the inter-
methods of accomplishing the basis reaj;sqg relationship of the S corporation and in-
location. Proposed §1.453-11(d) relating stallment sale provisions if, in the year in

to liquidating distributions received in  Under section 453B, the disposition ofwvhich assets are sold, an S corporation re-
more than one taxable year was reserve@n installment obligation generally resultgeives a payment on an installment oblig-
One commentator questioned whethdén the recognition of gain or loss to theation arising from the sale before the cor-
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poration liquidates. The commentatoPART 1—INCOME TAXES distribution (as determined under
suggested that the regulations allow a o §1.1275-1(b)) and the amount of any
shareholder first to apply the basis in the Paragraph 1. The authority citation o, 5jified stated interest (as defined in
stock against the initial payment received?@'t 1 is amended by adding an entry ig; 1573_1(c)) that has accrued prior to
with any remaining basis allocated to anjjumerical order to read as follows: the distribution but that is not payable
additional payments to be received. Since Authority: 26 U.S.C. 7805 * ** until after the distribution. For purposes
the bunching of income results from the 81.453-11 also issued under 26 U.S.Gy the preceding sentence, if the qualify-

successive application of section 453(c) 453()(1) and (k)_- b ) ing installment obligation is subject to
the corporate and shareholder levels and Par- 2. Section 1.453-11 is added 181 446 7 (e.g., a debt instrument that has
no statutory exception for shareholders dgad as follows: unstated interest under section 483), the
S corporations is provided, this issue Cark) 453-11 Installment obligations adjusted issue price of the obligation is
not be appropriately addressed in thesg .. aq from a liquidating corporation. determined under §1.446-2(c) and (d).

final regulations. (B) Variable rate debt instrumentlf
Incorporation of guidance on section @ Iq gengral—(}) Overview. Except the.qualifying instajlment obligation i§ a
338(h)(10) elections as provided in section 453(h)(1)(C) (relatvariable rate debt instrument (as defined
ing to installment sales of depreciablén 81.1275-5), the shareholder uses the
Three commentators suggested that throperty to certain closely related perequivalent fixed rate debt instrument
regulations be expanded to address tl®ns), a qualifying shareholder (as defwithin the meaning of §1.1275-5(e)-
use of the installment method to the salfined in paragraph (b) of this section) whd3)(ii)) constructed for the qualifying in-
of stock of a corporation with respect taeceives a qualifying installment obliga-stallment obligation as of the date the
which an election under sectiontion (as defined in paragraph (c) of thi®bligation was issued to the liquidating
338(h)(10) has been made. This issusection) in a liquidation that satisfies seceorporation to determine the accruals of
does not arise under section 453(h) and fion 453(h)(1)(A) treats the receipt oforiginal issue discount, if any, and interest
beyond the scope of these regulations. payments in respect of the obligationpn the obligation.
rather than the receipt of the obligation it- (3) Liquidating distributions treated as
self, as a receipt of payment for the sharaelling price. All amounts distributed or
It has been determined that this Trediolder’s stock. The shareholder reportgeated as distributed to a qualifying
sury decision is not a significant regulathe payments received on the installmerghareholder incident to the liquidation, in-
tory action as defined in EO 12866 method unless the shareholder elects otbluding cash, the issue price of qualifying
Therefore, a regulatory assessment is netwise in accordance with §15a.453-1(dhstallment obligations as determined
required. It also has been determined thaf this chapter. under paragraph (a)(2)(ii)(A) of this sec-
section 553(b) of the Administrative Pro- (2) Coordination with other tion, and the fair market value of other
cedure Act (5 U.S.C. chapter 5) does ngirovisions—(i) Deemed sale of stock forproperty (including obligations that are
apply to these regulations, and becausestallment obligation.Except as specifi- not qualifying installment obligations) are
the regulations do not impose a collectiogally provided in section 453(h)(1)(C), aconsidered as having been received by the
of information on small entities, the Reg-qualifying shareholder treats a qualifyingshareholder as the selling price (as de-
ulatory Flexibility Act (5 U.S.C. chapter installment obligation, for all purposes offined in §15a.453—1(b)(2)(ii) of this chap-
6) does not apply. Pursuant to sectiothe Internal Revenue Code, as if the obliger) for the shareholder’s stock in the lig-
7805(f) of the Internal Revenue Code, thation is received by the shareholder fromidating corporation. For the proper
notice of proposed rulemaking precedinghe person issuing the obligation in exmethod of reporting liquidating distribu-
these regulations was submitted to thehange for the shareholder’s stock in théons received in more than one taxable
Chief Counsel for Advocacy of the Smalliquidating corporation. For example, ifyear of a shareholder, see paragraph (d) of
Business Administration for comment onthe stock of a corporation that is liquidatthis section. An election not to report on
its impact on small business. ing is traded on an established securitighe installment method an instaliment
market, an installment obligation distrib-obligation received in the liquidation ap-
uted to a shareholder of the corporation iplies to all distributions received in the
The principal author of these regulaexchange for the shareholder’s stock dodisjuidation.
tions is George F. Wright of the Office ofnot qualify for installment reporting pur- (4) Assumption of corporate liability by
Assistant Chief Counsel (Income Tax angduant to section 453(k)(2). shareholders. For purposes of this sec-
Accounting). However, other personnel (ii) Special rules to account for thetion, if in the course of a liquidation a
from the IRS and Treasury Departmengualifying installment obligatior-(A) shareholder assumes secured or unsecured
participated in their development. Issue price. A qualifying installment liabilities of the liquidating corporation, or
x  x % % % obligation is treated by a qualifying sharereceives property from the corporation
holder as newly issued on the date of theubject to such liabilities (including any
distribution. The issue price of the qualitax liabilities incurred by the corporation
fying installment obligation on that date ison the distribution), the amount of the lia-
Accordingly, 26 CFR part 1 is amendecequal to the sum of the adjusted issulilities is added to the shareholder’s basis
as follows: price of the obligation on the date of then the stock of the liquidating corporation.
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These additions to basis do not affect therincipal. As gain recognized in 1999 is $49,414jon, qualifying installment obligation
shareholder’s holding period for the(96 percentof $51,473). means an installment obligation (other

stock. These liabilities do not reduce the =X3MP!e 2. () T owns Blackacre, unimproved than an evidence of indebtedness de-
real property, with an adjusted tax basis of $700,000.

amounts received in computing the sell|;ciacre is subject to a mortgage (underlying morSCribed in §15a.453-1(e) of this chapter,

ing price. gage) of $1,100,000. A is not personally liable offelating to obligations that are payable on
(5) Examples. The provisions of this the underlying mortgage and the T shares held by §emand or are readily tradable) acquired

paragraph (a) are illustrated by the followare not encumbered by the underlying mortgaggn g sale or exchange of corporate assets

ing examples. Except as otherwise pro'l:he other assets of T consist (_)f $400,0QO of casBy a liquidating corporation during the

. . and $600,000 of accounts receivable attributable t0 . L

Y'd?‘?‘v assume_m each example that A, Wes of inventory in the ordinary course of busines;-.z'month period beginning on the date

individual who is a calendar-year taxpayefrhe unsecured liabilities of T total $900,000. the plan of liquidation is adopted. See

owns all of the stock of T corporation. A's (i) On February 1, 1998, T adopts a plan of comparagraph (c)(4) of this section for an ex-

adjusted tax basis in that stock is $100,000!ete liquidation complying with section ception for installment obligations ac-

On February 1, 1998, T, an accrual mendf2 ()00, S0Py 18 8 e ired n respect of ertan sales of nver-
taxpayer, adopts a plan of complete IIqu't_erest and otherwise meeting all of the requiremenkory' Also see paragraph (c)(5) of this

datiqn that. satisfies SeCtiO.n 453(h)(1)(A))f section 453) in the face amount of $4 million.section for an exception for installment
and immediately sells all of its assets to Unsnder the agreement between T and B, T (o its suobligations attributable to sales of certain
related B corporation in a single transacsessor) is to continue to make principal and interegroperty that do not generally qualify for

tion. The examples are as follows: payments on the underlying mortgage. Immediately, i) ment method treatment.
thereafter, T completes its liquidation by distributing e E
Example 1.(i) The stated purchase price for T'sto A its remaining cash of $400,000 (after payment _ ( ) _orporgte assets.Except Ei_lS pro-
assets is $3,500,000. In consideration for the sale,d T’s tax liabilities), accounts receivable ofvided in section 453(h)(1)(C), in para-
makes a down payment of $500,000 and issues a 14500,000, and the $4 million B note. Aassumes T'graph (c)(4) of this section (relating to
year installment obligation with. a gtated principa&QOQ,OOO of unsecured Iigbilities and rgceiyes theertain sales of inventory), and in para-
gmount of $3,000,000. The obligation provides fodistributed property subject to the obllggtlon to raph (C)(5) of this section (relating to
interest payments of $150,000 on January 31 of eaoftake payments on the $1,100,000 underlying mort . . . h
year, with the total principal amount due at maturitygage. A receives no payments from B on the B nol%ertam tax avoidance transactlons), the
(i) Assume that for purposes of section 1274, theluring 1998. nature of the assets sold by, and the tax
test rate on February 1, 1998, is 8 percent, com- (jii) Unless A elects otherwise, the transaction iconsequences to, the selling corporation
poundled semil-anqugl!y. Alzo SssdumglﬂgtYZ szert’rh"rigorted byg\ on t”he irzstallr?we:;method. The selldjo not affect whether an installment
annual accrual period Is used. Unaer sl. —2, gy price is $5 million (cash of $400,000, accountsy 1y ; ; e ;
. . - . igation is a qualifying installment
issue price of the obligation on February 1, 1998, ifeceivable of $600,000, and the B note of $4 mil- bl'g o q . ying o the 1
$2,368,450. Accordingly, the obligation hasiion). The total contract price also is $5 million. A's© 'gatlon'. us, for example, the ac.t
$631,550 of original issue discount ($3,000,000 adjusted tax basis in the T shares, initially $100,00dhat the fair market value of an asset is
$2,368,450). Between February 1 and July 3Js increased by the $900,000 of unsecured T liabilless than the adjusted basis of that asset
$19,738 of original issue discount and $75,000 ofies assumed by A and by the obligation (subject tih the hands of the corporation; or that
qualified stated interest accrue with respect to thghich A takes the distributed property) to make pay.

. ) the sale of an asset will subject the corpo-
obligation and are taken into account by T. ments on the $1,100,000 underlying mortgage on ) P

(ii) On July 31, 1998, T distributes the install- Blackacre, for an aggregate adjusted tax basis bLION 1O depreciation recapture (e.g.,
ment obligation to A in exchange for A's stock. Nog2 100,000. Accordingly, the gross profit isunder section 1245 or section 1250); or
other property is ever distributed to A. On Januarg> 900,000 (selling price of $5 million less aggrethat the assets of a trade or business sold
31, 1999, A receives the first annual payment Oéate adjusted tax basis of $2,100,000). The grogsy the corporation for an installment

$150,000 from B. it ratio i ; L . -

e o profit ratio is 58 percent (gross profit of $2,900,00(bb|I ation include depreciable propert
(iv) When the obligation is distributed to A on givided by the total contract price of $5 million). ge preciable property,

July 31, 1998, it is treated as if the obligation is reTpe 1998 payments to A are $1 million ($400 Oodiertaln marketable securities, accounts

ceived by Ain an installment sale of shares directly,qh p1ys $600,000 receivables) and A recognizé@ceivable, installment obligations, or
to B on that date. Under 81.1275-1(b), the adjusteghin in 1998 of $580,000 (58 percent of $1 million).cash; or that the distribution of assets to
Issue price of the obligation on that date is ) |y 1999, Areceives payment from B on the Bthe shareholder is or is not taxable to the

$2,388,188 (original issue price of $2,368,450 plu i : ; ) ; . A
Hote of $1 million (exclusive of interest). As ga'”corporanon under sections 336 and 453B,

accrued original issue discount of $19,738). ACzocqgnized in 1999 is $580,000 (58 percent of $1 . )
cordingly, the issue price of the obligation undermillion) does not affect whether installment oblig-

paragraph (a)(2)(ii)(A) of this section is $2,463,188, ations received in exchange for those as-
the sum of the adjusted issue price of the obligation (1) -y alifying shareholder.For pur- sets are treated as qualifying installment
on that date ($2,388,188) and the amount of accrued f thi ti lifvi h bligati by the sh hold H
but unpaid qualified stated interest ($75,000). poses of this sectiomualifying share- obligations by the shareholder. However,

(v) The selling price and contract price of Asholder means a shareholder to whichan obligation received by the corporation
stock in T is $2,463,188, and the gross profit iwith respect to the liquidating distribu-in exchange for cash, in a transaction un-
$2,363,188 ($2,463,188 selling price less A adtion, section 331 applies. For example, eelated to a sale or exchange of noncash
usted tax basis of $100,000). As gross profit ralique gitor that receives a distribution from assets by the corporation, is not treated as
is thus 96 percent (gross profit of $2,363,188 di-, . . . . e . . .
vided by total contract price of $2,463,188). I|qU|dat|qg corpor.atlo'n, in exchange.fora qualifying mstallmgnt thgatpn._

(vi) Under §81.446-2(e)(1) and 1.1275-2(a)the creditor’s claim, is not a qualifying (3) Installment obligations distributed
$98,527 of the $150,000 payment is treated as a paghareholder as a result of that distributiom liquidations described in section
ment of the interest and original issue discount thggardless of whether the liquidation sat453(h)(1)(E}—(i) In general. In the case

accrued on the obligation from July 31, 1998, to Jan-_.: . Lo . . .
uary 31, 1999 ($75.000 of qualified stated interegtsfles section 453(h)(1)(A). of a liquidation to which section

and $23,527 of original issue discount). The balance (c) Qualifying installment obligatior- 453(h)(1)(E) (relating to certain liquidat-
of the payment ($51,473) is treated as a payment 61) In general. For purposes of this sec-ing subsidiary corporations) applies, a
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qualifying installment obligation acquiredthereafter, P liquidates, distributing to A cash, the Byurchaser together with other corporate
in respect of a sale or exchange by the li¢istallment obligation, and a C installment obligazssets for consideration consisting of an
uidating subsidiary corporation will beto" thatPreceivedin the liquidation of Q. - hota1iment obligation and either cash,
PR . (i) In the hands of A, the B installment obliga- .
treated as a qualifying installment obligas;,, is a qualifying installment obligation. In the pther property, the assumption of (Qr tfa_k—
tion if distributed by a controlling corpo- hands of P, the C installment obligation was a qualind property subject to) corporate liabili-
rate shareholder (within the meaning ofying installment obligation. However, in the handgies by the purchaser, or some combina-
section 368(c)) to a qualifying shareofA, the C installment obligation is not treated as ajon thereof, the installment obligation is
holder. The preceding sentence is applied@!ifying installment obligation because P ownedraated as having been acquired in respect
successively to each controlling corporat@™? 30 pereent of the stock of Q. Because P did ngfe o 1 1en |ot of inventory only to the
. j own the requisite 80 percent stock interest in Q, .
shareholder, if any, above the first cong,s not a controlling corporate shareholder of ¢Xtent that the fair market value of the
trolling corporate shareholder. (within the meaning of section 368(c)) immediatelydroken lot of inventory exceeds the sum
(il) Examples. The provisions of this before the liquidation. Therefore, section 453(h)of unsecured liabilities assumed by the
paragraph (c)(3) are illustrated by the fol(1)(E) does notapply. Thus, in the hands of A, the §urchaser, secured liabilities which en-
lowing examples: obligation is considered to be a third-party note ("ot mper the broken lot of inventory and
a purchaser’s evidence of indebtedness) and Is

Example 1.()) A, an individual, owns all of the treated as a payment to Ain the year of distributior © assumed by the purchaser or to which

stock of T corporation, a C corporation. T has aficcordingly, for 1998, A reports as payment tnethe broken lot of inventory IS subject, and
operating division and three wholly-owned sub<cash and the fair market value of the C obligatiothe sum of the cash and fair market value
sidiaries, X, Y, and Z. On February 1, 1998, T, Ydistributed to Ain the liquidation of P. of other property received. This rule ap-
and Z all adopt plans of complete liquidation. (iii) Because P held 30 percent of the stock of Qplies solely for the purpose of determin-
(i) On March 1, 1998, the following sales aresection 453B(d) is inapplicable to P. Under sectionﬁ.Ig the portion of the installment oinga—
made to unrelated purchasers: T sells the assets453B(a) and 336, accordingly, Q recognizes gain 3ri0n (if any) that is attributable to the

its operating division to B for cash and an installloss on the distribution of the C obligation. P als .
ment obligation. T sells the stock of X to C for anfécognizes gain or loss on the distribution of the gproken lot of inventory.

installment obligation. Y sells all of its assets to Dand C instaliment obligations to A in exchange for (i) Application of paymentslf, by

for an installment obligation. Z sells all of its asseté\s stock. See sections 453B and 336. reason of the application of paragraph
to E for cash. The B, C, and D installment obliga- . . (c)(4)(ii) of this section, a portion of an
tions bear adequate stated interest and meet the re-(4) Installment obligations attributable

_  section 453 N rtain sal £ inventorv( In gen installment obligation is not a qualifying
quirements of section 4-3. 0 certain sales o entory(i) In gen- installment obligation, then for purposes

i) In June 1998, Y and Z completely liquidate, i i i i . .
(iii) pletely lig eral. An installment obligation acquired of determining the amount of gain to be

distributing their respective assets (the D installme i [P ; . ’
obligation and cash) to T. In July 1998, T completelggsaggggg;az'gé('E)?f;?:;d;t'?gstg:étsi?sreported by the shareholder under section

liquidates, distributing to A cash and the installmen ) , L Ol 53, payments on the obligation (other
obligations respectively issued by B, C, and D. Th.@"oken lot of Inventory is not a qualifying - payments of qualified stated interest)
liquidation of T is a liquidation to which section installment obligation. If an mstallmentsha” be applied first to the portion of the

453(h) applies and the liquidations of Y and Z into Tobligati i i i - . e .
(h) appli iquidati into Tobligation is acquired in respect of a broobllgatlon that is not a qualifying install-

are liquidations to which section 332 applies. ken lot of inventory and other assets, onl A
(iv) Because T is in control of Y (within the - . 1S, ONhent obligation.
meaning of section 368(c)), the D obligation aci'e POrtion of the instaliment obligation ;) Eyample. The following example

quired by Y is treated as acquired by T pursuant t§¢duired in respect of the broken lot of ing;,irates the provisions of this paragraph
section 453(h)(1)(E). A is a qualifying shareholdeientory is not a qualifying |nstallment(c)(4)‘ In this example, assume that all

and the installment obligations issued by B, C, andbligation. The portion of the installmentObligatiorls bear adequate stated interest

D are qualifying installment obligations. Unless Agpligation attributable to other assets is a.. . .
elects otherwise, A reports the transaction on the i g flithin the meaning of section 1274(c)(2)

stallment method as if the cash and installmer?gua“fymg mSt.a”mer.]t obligation. For and that the fair market value of each non-
obligations had been received in an installment salfU'POS€S of this 390“9”' the termoken qualifying installment obligation equals
of the stock of T corporation. Under sectionlot Of inventorymeans inventory property jis face amount.

453B(d), no gain or loss is recognized by Y on th¢hat is sold or exchanged other than in ¢ example is as follows:

distribution of the D installment obligation to T. hylk to one person in one transaction in-

Under sections 453B(a) and 336, T recognizes ga{powmg substantially all of the inventory Example. (i) P corporation has three operating

or loss on the distribution of the B, C, and D install- . . jvisions, X, Y, and Z, each engaged in a separate
ment obligations to Ain exchange for A's stock. property attributable to a trade or busmeétj‘r%ade or business, and a minor amount of investment

Example 2.(i) A, a cash-method individual tax- Of the corporation. See paragraph (¢)(4)ssets. on July 1, 1998, P adopts a plan of complete
payer, owns all of the stock of P corporation, a ii) of this section for rules for determin-jiquidation that meets the criteria of section
corporat?on. P owns 30 percent of the.stock of Qng what portion of an installment oinga—453(h)(1)(A). The following sales are promptly
Eﬁ:z?;?gzni.n'(Ij':w\/?dbuaéli?:ceg;tr;it?rj;c;(;kis civ;r;%d l;ﬁon is not a qualifying installment made tofp;rch;s;r_s _unre!atTddt.o P: IIP ?elrlls a_lll of the
adopts a plan of complete lquidation and sells all P1Igation and paragraph (e)(@)(i) of thisi =% B0 SHERE SO B T
its property, other than its Q stock, to B, an unrelate8€Ction for rules determining the applicagpjigations totalling $200,000. P sells substantially
purchaser for cash and an installment obligatioion of payments on an installment obligaall of the inventory property of the Y division to C
bearing adequate stated interest. On March 1, 199%on only a portion of which is a qualify- for a $100,000 installment obligation, and sells all of
indopts a ;t)latr(l) (;fncl(;;r:gll:ttgdliqﬂir(i?]i(;r;rarg ?(?:Iiaaslbg installment obligation. .thelo:jher a_ssetts“of th? Y divi_siolr)'\I (excludi_ng c?sh but
andsir?stgﬁlir:gnt obligations. Qpimmediat’ely’ distrib-, (i) RL_JIGS for de_termlnlng non_qua_“fy' anucirl;dlirrlwgthlzsofldir:naer;/1 ccraitr:;v:f the:bzrsei::eosiso)f/tﬁgY
utes the cash and installment obligations to its shard)d Portion of an installment obligation. giision) to D for a $170,000 installment obligation.
holders in completion of its liquidation. Promptly If @ broken lot of inventory is sold to ap sells 1/3 of the inventory property of the Z division

April 6, 1998 20 1998-14 |.R.B.



to E for $100,000 cash, 1/3 of the inventory propertprice of $1 million). Accordingly, in 1998, Areports come (Within the meaning of section
oLIt_he _Z diviséon”tothfor ert]$100,000 ifnshtallgng_mgain Or: $2;0,(:100 (90 perc)en;\ of 3300,(()100 p:;ymerz;53(i)(2)), but only if the amount of the
obligation, and all of the other assets of the ivitn cash and other property). As adjusted tax basis i . .
sion (including the remaining 1/3 of the inventoryeach of the qualifSing ingtallment Jobligations is anr“ecapture income is equal to,or greater
property worth $100,000) to G for $60,000 cash, amount equal to 10 percent of the obligation’s rethan 50 percent of the property’s fair mar-
$240,000 installment obligation, and the assumptiospective face amount. As adjusted tax basis in thelket value on the date of the sale by the
by G of the liabilities of the Z division. The liabili- note, a nonqualifying installment obligation, iscorporation;
ties assumed by G, which are unsecured liabilitie$100,000, i.e., the fair market value of the note when (C) The property is stock or securities
and liabilities encumbering the inventory propertyreceived by A. A's adjusted tax basis in the G note,ﬁ]at are traded on an established securities
acquired by G, aggregate $30,000. Thus, the totalixed obligation, is $33,000 (10 percent of the
purchase price G pays is $330,000. $230,000 qualifying installment obligation portion market; or

(i) P immediately completes its liquidation, dis- of the note, plus the $10,000 nonqualifying portion (D) The sale of the property by the
tributing the cash and installment obligations, whiclof the note). shareholder would have been under a re-
otherwise meet the requirements of section 453, to (vii) With respect to the $100,000 payment re'volving credit pIan.
A, an individual cash-method taxpayer who is itseived from G in 1999, $10,000 is treated as the re- ... .
sole shareholder. In 1999, G makes a payment todvvery of the adjusted tax basis of the nonqualifying (”'_) Safg harpor' Paragraph (c)(§)(|)
of $100,000 (exclusive of interest) on the $240,00ortion of the G installment obligation and $9,0000f this section will not apply to the liqui-
installment obligation. (10 percent of $90,000) is treated as the recovery éfation of a corporation if, on the date the

(iii) In the hands of A, the installment obligationsthe adjusted tax basis of the portion of the note thgflan of complete liquidation is adopted
issued by B, C, and D are qualifying installmenis a qualifying installment obligation. The remain-5q thereafter. less than 15 percent of the
obligations because they were timely acquired by fig $81,000 (90 percent of $90,000) is reported as . X o
in a sale or exchange of its assets. In addition, thain from the sale of A's stock. See paragra;ﬁalr market_value of the corporation’s as-
installment obligation issued by C is a qualifying in-(c)(4)(iii) of this section. sets is attributable to property described
stallment obligation because it arose from a sale to in paragraph (c)(5)(ii) of this section.
one person in one transaction of substantially all of (5) Installment ob|igations attributable (iV) Example. The provisions of this

the inventory property of the trade or business ey sales of certain property(i) In gen- paragraph (C)(5) are illustrated by the fol-

gaged in by the Y division. . . . . .
(iv) The installment obligation issued by F is noteral- An installment obligation acquired lowing example:

a qualifying instaliment obligation because it is indY @ liquidating corporation, to the extent Example. Ten percent of the fair market value of
respect of a broken lot of inventory. A portion of theattributable to the sale of property defhe assefs 6f T ispattributable to stock and securities
msﬁallment (lellggtlon issued by G is aquallfyllr_lg_ln-scribed in paragraph (c)(5)(ii) of this SeCyaded on an established securities market. T owns
stallment obligation and a portion is not a qualifying; .\, 'js ot 4 qualifying obligation if the no other assets described in paragraph (c)(5)(ii) of
installment obligation, determined as follows: G i i f d iled of for athis section. T, after adopting a plan of complete lig-
purchased part of the inventory property (with a faifOrporation Is formea or availed or tor b

market value of $100,000) and all of the other assersrincipal purpose of avoiding Sectionwdaﬂon, sells all of its stock and securities holdings

L . S . . ... to C corporation in exchange for an installment
of the Z division by paying cash (360,000), |ssumg453(b)(2) (relatmg to dealer d'Spos’moﬂ%bligationp bearing adequate gtated interest, sells all

an installment obligation ($240,000), and assuming 4 certain other dispositions of personak its other assets to B corporation for cash, and dis-
liabilities of the Z division (330,000). The assumed t tion 453(i lating t |legributes the cash and installment obligation to its sole
liabilities ($30,000) and cash ($60,000) are amibp;Oper y), sec Lon () (relating to sa ecshareholder A, in a complete quuidgtion that satis

i i roperty subject to recapture), or sec* P }
uted first to the inventory property. Therefore, onlyOT property J pture) fies section 453(h)(1)(A). Because the C installment

$10,000 of the $240,000 installment obligation is attion 453(k) (relating to dispositions underobligation arose from a sale of publicly traded stock
tributed to inventory property. Accordingly, in the g revolving credit plan and sales of stockng securities, T cannot report the gain on the sale

.han.ds Of A, the G '.nSt"."“mem obligation is aqua“fy'or securities traded on an established sender the installment method pursuant to section
ing installment obligation to the extent of $230,000,

but is not a qualifying installment obligation to theCUrities market) through the use of a part953(tk)(t2)?; I? the h?nd? %fA’ thW(_ever, the C intstalll—
. : . : . . . ent obligation is treated as having arisen out of a

e;(ctJer;trtof the $10,000 attributable to the |nventor)_bei?.l’lng a reIat|_onsh|_p, elth_er directly Olinale of the stock of T corporation. In addition, the
" (F\)/) Ir):.the 1998 liquidation of P, A receives a li -mdlreCtly, described in section -267(b) tQ;eneraI rule of paragraph (c)(5)(7) of this section
idating distibuti d rollows: 9-any shareholder of the corporation. does not apply, even if a principal purpose of the lig-
uldating distribution as follows: (i) Covered property.Property is de- uidation was the avoidance of section 453(k)(2), be-

ualifving Install- Cash and . . . -y ¢ cause the fair market value of the publicly traded
Qualifying scribed in this paragraph (C)(S)(”) If’stock and securities is less than 15 percent of the total

Item ment Obligations - Other Property within 12 months before or after the adopfair market value of T’s assets. Accordingly, section
cash $190,000  tion of the plan of liquidation, the prop-453(k)(2) does not apply to A, and A may use the in-
B note $200,000 erty was owned by any shareholder and-stallment method to report the gain recognized on the
C note $100,000 ayments it receives in respect of the obligation.

5 note $170,000 (A) The shareholder regularly sold or

F note $100000  Otherwise disposed of personal property (q) |jquidating distributions received
G noté $230,000 $ 10,000 of the same type on the installment plafh more than one taxable yedf a quali-
Total $700,000 $300,000  or the property is real property that theying shareholder receives liquidating dis-

(vi) Assume that A's adjusted tax basis in thes;harehOIder held for sale to customers ifiibutions to which this section applies in

stock of P is $100,000. Under the instalimenthe o_rdinary course of a trade or b_usme_s"ﬁore than one taxable year, the share-
method, A's selling price and the contract price ar§provided the property is not described imolder must reasonably estimate the gain
both $1 milion, the gross profit is $900,000 (sellingsection 453(1)(2) (relating to certain ex-attributable to distributions received in

price of $1 million less adjusted tax basis ofce tions to the definition of dealer dispo : :
$100,000), and the gross profit ratio is 90 percent P poeach taxable year. In allocatlng basis to

(gross profit of $900,000 divided by the contractSitionS)); calculate the gain for a taxable year, the
(B) The sale of the property by theshareholder must reasonably estimate the
1Face amount $240,000. shareholder would result in recapture inanticipated aggregate distributions. For
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this purpose, the shareholder must takgection 468.—Special Rules for

into account distributions and other relepining and Solid Waste

vant events or information that the sharggeclamation and Closing Costs

holder knows or reasonably could know

up to the date on which the federal incomte The a(?J'IUSte‘: app“ctab'e fedeﬁ' Stfr‘lof“'t‘;:mv mic
. - - [erm, and long-term rates are set 10r or the mon

tax return for that year is filed. If th_e 9aN ¢ April 1098. See Rev. Rul. 9818, page 22.

for a taxable year is properly taken into ac-

count on the basis of a reasonable estimate

and the exact amount is subsequently de- ..

: . . q Y “ection 482.
termined the difference, if any, must b
taken into account for the taxable year i
which the subsequent determination i
made. However, the shareholder may file rederal short-term, mid-term, and long-tern
an amended return for the earlier year irates are set forth for the month of April 1998. Se
lieu of taking the difference into accounitRev: Rul. 98-18, page 22.

for the subsequent taxable year.

—Allocation of
come and Deductions Among
laxpayers

(e) Effective date. This section is ap- Section 483.—Interest on

plicable to digtribgtions of qualifying in- certain Deferred Payments
stallment obligations made on or after
January 28, 1998. The adjusted applicable federal short-term, mic
term, and long-term rates are set forth for the mon
Michael P. Dolan, of April 1998. See Rev. Rul. 98-18, page 22.

Deputy Commissioner of

Internal Revenue. ) .
Section 642.—Special Rules for

Approved December 18, 1997. Credits and Deductions

Donald C. Lubick Federal short-term, mid-term, and long-tern

. . rates are set forth for the month of April 1998. Se
Acting Assistant Secretary ofg.,, rul 98-18, page 22.

the Treasury.

(Filed by the Office of the Federal Register on ) .
January 27, 1998, 8:45 a.m., and published in tf8ection 807.—Rules for Certain
issue of the Federal Register for January 28, 199

63 F.R. 4168) ﬁeserves

The adjusted applicable federal short-term, mic
term, and long-term rates are set forth for the mon

Section 467.—Certain Payments of April 1998. See Rev. Rul. 98-18, page 22.
for the Use of Property or
Services

Section 846.—Discounted

The adjusted applicable federal short-term, midUnpaid Losses Defined
term, and long-term rates are set forth for the month
of April 1998. See Rev. Rul. 98-18, page 22. The adjusted applicable federal short-term, mic
term, and long-term rates are set forth for the mon




