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26 CFR Part 20 Generation-Skipping Transfer) Tax Reto identify the returns that should be ex-
turn.” amined, with a minimum expenditure of

Adequate Disclosure of Gifts Comments concerning the accuracy ofesources. Further, the more complete
this burden estimate and suggestions f@énd comprehensive the information filed

AGENCY: Internal Revenue Servicereducing this burden should be sent to th&ith the return is, the more readily the

(IRS), Treasury. Internal Revenue ServiceAttn: IRS Re- IRS will be able to identify the returns
. . ports Clearance Officer, OP:FS:FP, WasHhat should not be examined, thus saving
ACTION: Final regulations. ington, DC 20224, and to th@ffice of taxpayers needless expenditures of time

SUMMARY: This document contains Management and Budget Attn: Desk and money.
final regulations relating to changeOfficer for the Department of the Trea- Several commentators suggested tha
made to Internal Revenue Code sectiori@!ry, Office of Information and Regula-the language in §301.6501-1(f)(2) of the
2001, 2504, and 6501 by the TaxpayePry Affairs, Washington, DC 20503.  proposed regulations imposed two re-
Relief Act of 1997 and the Internal Rev- Books or records relating to this collecquirements for adequate disclosure. That
enue Service Restructuring and Reforrtion of information must be retained ags, the taxpayer had to provide informa-
Act of 1998 regarding the valuation oflong as their contents may be material ition adequate to apprise the IRS of the na-
prior gifts in determining estate and gifthe administration of any internal revenué¢ure of the gift, etc. and in addition, the
tax liability, and the period of limita- law. Generally, tax returns and tax returtaxpayer had to provide the information
tions for assessing and collecting gifinformation are confidential, as requiredisted in the regulation. In response to
tax. These regulations are necessary by 26 U.S.C. 6103. these comments, the final regulations
cause section 6501(c)(9) now requires Background clarify that the adequate disclosure re-
that a gift must be adequately disclosed On December 22, 1998, the IRS pubquirement is satisfied if the information
on a gift tax return in order to com-lished in theFederal Register(63 FR listed in the regulation is provided.
mence the running of the period of limi-70701) a notice of proposed rulemaking Some commentators argued that Con-
tations on assessment with respect to tfREG-106177-98, 1998-2 C.B. 344Jyress intended that the new adequate dis
gift. Once the period of limitations ex-under sections 2001 and 2504 relating tlosure requirements be the same as thi
pires, the amount of that gift as reporte¢he value of prior gifts for purposes ofexisting disclosure requirements under
on the return may not be adjusted foeomputing the estate and gift tax, angrior section 6501(c)(9) for pre-August 5,
purposes of determining future gift andunder section 6501 relating to the period997 gifts of property subject to the spe-
estate tax liability. The regulations profor assessment and collection of gift taxcial valuation rules of sections 2701 and
vide guidance on what constitutes adearitten comments responding to the no2702. Therefore, the commentators sug-
quate disclosure for purposes of théice of proposed rulemaking were regested that the IRS adopt the disclosure
statute. ceived and a hearing was held on Apritequirements under §301.6501(c)-1(e)(2)
DATES: These regulations are effective28’ 1999, at which time oral testimonyfor t(ansfers of those interests. This sug-
December3 1999 was presented. This document adopgestion was not _adopted. The IRS and
' ’ final regulations with respect to this no-Treasury believe it is necessary to expanc
FOR FURTHER INFORMATION tice of proposed rulemaking. A summaryn those disclosure requirements to ad-
CONTACT: William L. Blodgett, (202) of the principal comments received andress the broader range of transfers cov
622-3090 (not a toll-free number). the revisions made in response to thosged by the new legislation, as well as
comments is provided below. transactions and entities that may not
1. Requirements for Adequate Disclohave been prevalent when the prior regu-
Paperwork Reduction Act sure lations were promulgated.
Under section 6501(c)(9), the period of Under the proposed regulations, if
The collection of information con- limitations on the assessment of gift tayproperty is transferred in trust, taxpayers
tained in these final regulations has beewith respect to a gift will commence toare required to provide a brief description
reviewed and approved by the Office ofun only if the gift is adequately disclosedf the terms of the trust. In response to
Management and Budget in accordanaen the gift tax return. The proposed regusomments, the final regulations provide
with the Paperwork Reduction Act (44lations provide a list of information re-that taxpayers may submit a complete
U.S.C. 3507) under control numbemuired to satisfy the adequate disclosureopy of the trust document in lieu of a de-
1545-1637. Responses to this collectiostandard. scription of the trust terms.

of information are mandatory. In general, the comments objected to The proposed regulations require the

An agency may not conduct or sponsothe quantity, detail, and nature of the insubmission of a detailed description of the
and a person is not required to respond tformation required under the proposednethod used in determining the fair mar-
a collection of information unless the coltegulations. In some cases, informatioket value of the property, including “any
lection of information displays a valid required in the proposed regulations is naelevant financial data.” Commentators
OMB control number. required in the final regulations. How-contended that “any relevant financial

The reporting burden contained inever, Treasury and the IRS continue to belata” is a subjective concept that lacks
8301.6501(c)-1(f) is reflected in thelieve that the adequate disclosure rule wapecificity. Rather, the regulations should
burden for Form 709, “U.S. Gift (andintended to afford the IRS a viable meanspecify exactly what financial data must

SUPPLEMENTARY INFORMATION:



be submitted, such as balance sheets, meirmally be required to maintain the fi-as including both regulations and revenue
earnings statements, etc. In response m@ancial records with respect to lowertulings that are published after the gift tax
these comments, the final regulations raiered entities. The comments suggesteeturn is filed that interpret earlier IRS po-
quire that any financial data that was usetthat information on the lower-tiered enti-sitions. In response to these comments
in valuing the interest must be submittedies should be required only to the exterthe final regulations limit the required
This ensures that the information resuch information is essential to a reasorstatement to positions taken that are con
guested is available and was deemed relable appraisal of the interest transferrettary to any proposed, temporary or final
vant by the person valuing the interest. and is in the personal control of the taxregulation, and any revenue ruling pub-
Several commentators expressed copayer. Many commentators suggestelished at the time the transfer occurred.
cern over the requirement in the proposetthat the regulations require the submis- Commentators also noted that, unde
regulations that, if a less-than-100-persion of only that information that a quali-the proposed regulations, if a taxpayel
cent interest in a non-actively traded erfied and competent appraiser would use ifailed to provide, for example, one item of
tity is transferred, the taxpayer must subraluing the interest. In response to thesaformation, the adequate disclosure re-
mit a statement regarding the fair marketomments, the final regulations providequirement would not be satisfied, regard-
value of 100 percent of the entity deterthat the information on the lower-tieredess of the significance of the item. The
mined without regard to any discounts. lentities must be submitted if the informacomments suggested that “substantia
was contended that a less-than-100-petion is relevant and material in determineompliance” with the requirements of the
cent interest in an operating companing the value of the interest in the entity. regulations or a good-faith effort to com-
may not be valued based on a pro rata Finally, comments suggested that ply should be deemed actual compliance
portion of the value of 100 percent of theproperly completed appraisal would conThis suggestion was not adopted in view
entity; rather the appraiser often will detain all the information that is materialof the difficulty in defining and illustrat-
termine the value based on indicia otheand relevant to the valuation of the transng what would constitute substantial
than the value of the entire entity, such agrred property and, therefore, should beompliance. However, it is not intended
the price/earnings ratio of stock in compasufficient to satisfy any disclosure rethat the absence of any particular item o
rable publicly-traded entities. Becauseuirement. Accordingly, under the finalitems would necessarily preclude satisfac
the entire entity is not valued in these situregulations, an appraisal satisfying speion of the regulatory requirements, de-
ations, valuing 100 percent of the entitific requirements may be submitted irpending on the nature of the item omittec
would not be relevant. One commentieu of a detailed description of theand the overall adequacy of the informa-
stated that this requirement would be reanethod used to determine the fair marketon provided.
sonable in valuing an interest in nonacvalue and in lieu of information regarding In response to comments, a rule was
tively-traded entities, such as entitiesiered entities. added regarding the application of the ad
holding securities or real estate, since in The proposed regulations require &quate disclosure rules in the case o
those cases the value of an interest in tlstatement of relevant facts that would ap'split gifts” under section 2513. Under
entity would be determined based on grise the IRS of the nature of any potenthis rule, gifts attributed to the non-donor
pro rata portion of the value of 100 pertial gift tax controversy concerning thespouse are deemed to be adequately di
cent of the entity. In response to thestansfer, or instead of that statement, elosed if the gifts are adequately disclosec
comments, the final regulations do not reeoncise description of the legal issue presn the return filed by the donor spouse.
quire a statement of the fair market valusented by the facts. This requirement is 2. Finality with Respect to Adequately
of 100 percent of the entity (without re-similar to the disclosure required to avoidisclosed Gifts
gard to any discounts), if the value of thehe accuracy-related penalty under sec- Under the proposed regulations, if a
interest in the entity is properly detertion 6662. It was intended to enable th&ansfer is adequately disclosed on the gif
mined without using the net asset value dRS to easily identify issues presented stax return, and the period for assessmer
the entire entity. If 100 percent of thethat the IRS could evaluate whether anf gift tax has expired, then the IRS is
value of the entity is not disclosed, thexamination is warranted during the iniforeclosed from adjusting the value of the
taxpayer bears the burden of demonstraial review of the gift tax return. Com- gift under section 2504(c) (for purposes
ing that the fair market value of the entitynentators indicated that the requiremerdf determining the current gift tax liabil-
is properly determined by a method othewas too subjective and open-ended, sindty) and under section 2001(f) (for pur-
than a method based on the net value @fwould be difficult for a practitioner to poses of determining the estate tax liabil-
the assets held by the entity. identify or anticipate “any” potential con-ity). However, the IRS is not precluded
The proposed regulations also requirgoversy. In response to these commentpm making adjustments involving legal
valuation information for each entity (andthat requirement has been eliminatesues, even if the gift was adequately dis
its assets) that is owned or controlled bfrom the final regulations. The proposealosed. This position was based on long
the entity subject to the transfer. Comregulations also require that the taxpayestanding regulations applying section
ments indicated that this requiremensubmit a statement describing any posR504(c) and relevant case law.
would be difficult to satisfy, because intion taken that is contrary to any tempo- Comments suggested that this rule is
some cases the information would not beary or final regulations or any revenuecontrary to Congressional intent in enact-
within the control of the taxpayer and theuling. Commentators were concernethg section 2001(f) and amending sectior
entity subject to the transfer would nothat this requirement could be interprete@504(c) to provide a greater degree of fi-



nality with respect to the gift and estate One comment requested clarification ofthe gifts are made in a calendar year prior
tax statutory scheme. In response to thetige effective date of section 6501(c)(9), aw 1997. The example illustrates that the
comments, the final regulations precludamended. The Taxpayer Relief Act ofRS may not revalue the gifts, for pur-
adjustments with respect to all issues res997 provides that the amendments tposes of determining prior taxable gifts
lated to a gift once the gift tax statute ofection 6501(c)(9) (commencing the runfor gift tax purposes, if a gift tax was paid
limitations expires with respect to thamning of the period of limitations only if and assessed with respect to the calende
gift. the gift is adequately disclosed) apply tyear, and the period for assessment ha
3. Non-gift Transactions gifts made in calendar years ending aftegxpired. Since the gifts were made prior
Under the proposed regulations, a comAugust 5, 1997 (that is, all gifts made irfo 1997, the rules of section 2504(c) and
pleted transfer that did not constitute aalendar year 1997 and thereafter). Howsection 6501 prior to amendment apply.
gift would be considered adequately disever, the underlying legislative history in-However, the IRS may adjust the gifts for
closed if the taxpayer submitted the infordicates that the amendment to sectiopurposes of determining adjusted taxable
mation required for adequate disclosur6501(c)(9) applies “to gifts made in cal-gifts for estate tax purposes.
and an explanation describing why thendar years after the date of enactment .
transfer was not subject to the gift tax[August 5, 1997]". H.R. Conf. Rep. No. pecial Analyses
One commentator suggested that the ad220, 108" Cong., B! Sess. 408 (1997). |t has been determined that this Trea-
quate disclosure requirement should bMotwithstanding this statement in the legsyry decision is not a significant regula-
waived if the taxpayer reasonably, inslative history, the statutory language igory action as defined in Executive Order
good faith, believes the transfer is not alear that the section as amended applig®ge6. Therefore, a regulatory assess:
gift (for example, a salary payment madéo all gifts made during the 1997 calendafent is not required. It also has been de-
to a child employed in a family business)year, and thereafter. In the final regulagermined that section 553(b) of the Ad-
Another commentator noted that the startions, the statutory effective date lanmjnjstrative Procedure Act (5 U.S.C.
dard for adequate disclosure is higher foguage is restated in a manner that makesHapter 5) does not apply to these regula:
a “non-gift” than it is for a gift transaction clear that section 6501(c)(9) as amendegbns, and because these regulations d
since, in the non-gift situation, the donompplies to all gifts made after Decembepot impose a collection of information on
must provide all the information required31, 1996. small entities, the Regulatory Flexibility
by the regulation and a statement why the Another comment suggested clarificaact (5 U.S.C. chapter 6) does not apply.
transaction is not a gift. Another com-ion of the application of the adequate distherefore, a Regulatory Flexibility
ment requested more guidance for reportiosure rules and the interaction betweeRnalysis is not required. Pursuant to sec-
ing non-gift business transactions. In resections 2504(c) and 6501(c)(9) with retion 7805(f) of the Internal Revenue
sponse to the comments, the finaspect to gifts made between January Eode, the notice of proposed rulemaking
regulations limit the information required1997, and August 6, 1997, since sectiopreceding these regulations was submit-
in a non-gift situation. In addition, the2504(c) as amended applies only to gifteed to the Small Business Administration
final regulations provide that completednade after August 5, 1997, but sectiofor comment on their impact on small
transfers to members of the transferor'§501(c)(9) as amended applies to all giftsysiness.
family (as defined in sectionmade in 1997. In response to this com-
2032A(e)(2)) in the ordinary course ofment, an example has been added undarafting Information
operating a business are deemed to be &R5.2504-2(c) involving a situation The principal author of these regula-
equately disclosed, even if not reportedhere a gift is made prior to August Gtions is William L. Blodgett. Off f As-

; . . ) . | . gett, Office of As
on a gift tax return,_ if the |.tem is properly1997, that is not adequately disclosed U stant Chief Counsel (Passthroughs anc
reported by all parties for_ income tax purthe _rc_aturn filed for 1997. The exampleSpecial Industries), IRS. However, other
poses. For example, in the case of darifies that the period for assessme ersonnel from the IRS and Treasury De-
salary payment made to a child of thevith respect to the pre-August 6, 199 hartment participated in their develop-
donor employed in the donor’s businesgift does not commence to run becausl%ent.
the transaction will be treated as adehe gift is not adequately disclosed. Ac-
guately disclosed for gift tax purposes itordingly, a gift tax may be assessed with * ok ok ok K
the salary payment is properly reported byespect to the gift at any time, and
the business and the child on their incomeotwithstanding the effective date for SeCAdoption of Amendments to the
tax returns. This exception only appliesion 2504(c), that 1997 gift can be adReguIations
to transactions conducted in the ordinarjusted as a part of prior taxable gifts in de-
course of operating a business. It dodermining subsequent gift tax liability. Accordingly, 26 CFR parts 20, 25, 301
not apply, for example, in the case of &urther, the 1997 gift can be adjusted asnd 602 are amended as follows:
sale of property (including a business) bpart of taxable gifts under section 2001 in PART 20—ESTATE TAX; ESTATES
a parent to a child. determining estate tax liability. OF DECEDENTS DYING AFTER AU-

4. Effective Date Provisions Finally, in response to another comGUST 16, 1954

Several comments were received rement, an example has been added illus- Paragraph 1. The authority citation for
garding clarification of the statutory ef-trating the application of the effectivepart 20 continues to read in part as fol-
fective date rules. date rules in a similar fact pattern, wheréows:



Authority: 26 U.S.C. 7805 * * * (3) The amount as finally determined Par. 5. Section 25.2504-2 is revised tc
Par. 2. Section 20.2001-1 is revised tby a court of competent jurisdiction; or read as follows:
read as follows: (4) The amount as determined pursuant §25.2504—2 Determination of gifts for
§20.2001-1 Valuation of adjusted taxto a settlement agreement entered into bpreceding calendar periods.
able gifts and section 2701(d) taxabldween the taxpayer and the Internal Rev- (a) Gifts made before August 6, 1997.
events. enue Service. If the time has expired within which a tax
(a) Adjusted taxable gifts made prior to (d) Definitions For purposes of para-may be assessed under chapter 12 of tf
August 6, 1997.For purposes of deter-graph (b) of this section, the amount is fiinternal Revenue Code (or under corre-
mining the value of adjusted taxable giftsally determined by a court of competensponding provisions of prior laws) on the
as defined in section 2001(b), if the gifjurisdiction when the court enters a finatransfer of property by gift made during a
was made prior to August 6, 1997, thelecision, judgment, decree or other ordeareceding calendar period, as defined ir
value of the gift may be adjusted at anyvith respect to the amount of the taxabl€25.2502-1(c)(2), the gift was made prior
time, even if the time within which a gift gift that is not subject to appeal. See, faio August 6, 1997, and a tax has been as
tax may be assessed has expired undexample, section 7481 regarding the fisessed or paid for such prior calendar pe
section 6501. This paragraph (a) also apality of a decision by the U.S. Tax Courtriod, the value of the gift, for purposes of
plies to adjustments involving issuesAlso, for purposes of paragraph (b) of thisirriving at the correct amount of the tax-
other than valuation for gifts made priorsection, a settlement agreement meamable gifts for the preceding calendar peri-
to August 6, 1997. any agreement entered into by the Internads (as defined under §25.2504-1(a)), i
(b) Adjusted taxable gifts and sectiorRevenue Service and the taxpayer that ike value used in computing the tax for
2701(d) taxable events occurring aftebinding on both. The term includes ahe last preceding calendar period for
August 5, 1997.For purposes of deter-closing agreement under section 7121, wahich a tax was assessed or paid unde
mining the amount of adjusted taxableompromise under section 7122, and achapter 12 of the Internal Revenue Code
gifts as defined in section 2001(b), if,agreement entered into in settlement afr the corresponding provisions of prior
under section 6501, the time has expiréeltigation involving the amount of the tax-laws. However, this rule does not apply
within which a gift tax may be assessedble gift. where no tax was paid or assessed for th
under chapter 12 of the Internal Revenue (e) Expiration of period of assessmentprior calendar period. Furthermore, this
Code (or under corresponding provision§or purposes of determining if the timerule does not apply to adjustments involv-
of prior laws) with respect to a gift madehas expired within which a tax may be asng issues other than valuation. See
after August 5, 1997, or with respect to asessed under chapter 12 of the Interngp5.2504-1(d).
increase in taxable gifts required undeRevenue Code, see 8301.6501(c)-1(e) (b) Gifts made or section 2701(d) tax-
section 2701(d) and §25.2701-4 of thisnd (f) of this chapter. able events occurring after August 5,
chapter, then the amount of the taxable (f) Effective dates Paragraph (a) of 1997. If the time has expired under sec-
gift will be the amount as finally deter-this section applies to transfers of proption 6501 within which a gift tax may be
mined for gift tax purposes under chapteerty by gift made prior to August 6, 1997 assessed under chapter 12 of the Intern:
12 of the Internal Revenue Code and thi&the estate tax return for the donor/deceRevenue Code (or under corresponding
amount of the taxable gift may not theredent’s estate is filed after December 3provisions of prior laws) on the transfer of
after be adjusted. The rule of this parat999. Paragraphs (b) through (e) of thiproperty by gift made during a preceding
graph (b) applies to adjustments involvingection apply to transfers of property byalendar period, as defined in
all issues relating to the gift, includinggift made after August 5, 1997, if the gift§25.2502-1(c)(2), or with respect to an
valuation issues and legal issues involvtax return for the calendar period in whichincrease in taxable gifts required undel
ing the interpretation of the gift tax law. the gift is made is filed after December 3section 2701(d) and §25.2701-4, and th
(c) Finally determined For purposes 1999 gift was made, or the section 2701(d) tax
of paragraph (b) of this section, the able event occurred, after August 5, 1997
PART 25—GIFT TAX; GIFTS MADE the amount of the taxable gift or the

amount of a taxable gift as finally deter-

mined for gift tax purposes is— AFTER DECEMBER 31, 1954 amount of the increase in taxable gifts, for
(1) The amount of the taxable gift as pgr 3 The authority citation for partPUrPoses of determining the correct

shown on a gift tax return, or on a states <gntinues to read in part as follows: amount of taxable gifts for the preceding

ment attached to the return, if the Internal Authority: 26 U.S.C. 7805, * * * calendar periods (as defined in

Revenue Service does not contest suchp,. 4 | §25.2504—1, a sentence £25.2504-1(a)), is the amount that is fi-

amount before the time has expired undefyyed at the end of paragraph (d) to rediplly determined for gift tax purposes

section 6501 within which gift taxes may,q follows: (within the meaning of §20.2001-1(c) of
be assessed; §25.2504—1 Taxable gifts for precedindnis chapter) and such amount may not b

(2) The amount as specified by the Inzgjandar periods. hereafter adjusted. The rule of this para
ternal Revenue Service before the time I ——— graph (b) applies to adjustments involving

has expired under section 6501 within (d) * * * However, see §25_2504_2(b)all issues relating to the gift including val-
which gift taxes may be assessed on tr}%gardmg certain gifts made after Augusltlation issues and legal issues involving
gift, if such specified amount is not timely5’ 1997. the interpretation of the gift tax law. For
contested by the taxpayer; purposes of determining if the time has



expired within which a gift tax may be asiled a gift tax return for 1997 reporting property to B and timely files a Federal
sessed, see 8301.6501(c)-1(e) and (f) tfe September 10, 1997, transfer to C andift tax return reporting the gift.
this chapter. under 8301.6501(c)-1(f)(2) of this chap- (ii) Application of the rule limiting ad-
(c) Examples The following examples ter, adequately disclosed that transfer arjdstments to prior gifts.Under section
illustrate the rules of paragraphs (a) angaid gift tax with respect to the transfer2504(c), in determining A's 2002 gift tax
(b) of this section: However, A believed that the transfer to Biability, the value of A's 1994 gifts cannot
Example 1 (i) Facts In 1996, Atrans- on August 1, 1997, was for full and adebe adjusted for purposes of computing
ferred closely-held stock in trust for thequate consideration and A did not reporprior taxable gifts because those gifts
benefit of B, As child. A timely filed a the transfer to B on the 1997 Federal giftvere made prior to August 6, 1997, and a
Federal gift tax return reporting the 199@ax return. In 2002, A transfers additionatimely filed Federal gift tax return was
transfer to B. No gift tax was assessed @roperty to B and timely files a Federafiled with respect to which a gift tax was
paid as a result of the gift tax annual exgift tax return reporting the gift. assessed and paid, and the period of limi:
clusion and the application of A's avail- (ii) Application of the rule limiting ad- tations on assessment has expired. Th
able unified credit. In 2001, A transferredustments to prior gifts.Under section provisions of paragraph (a) of this section
additional closely-held stock to the trust2504(c), in determining A's 2002 gift taxapply to the 1994 transfers. However, for
A's Federal gift tax return reporting theliability, the value of A's 1996 gift cannot purposes of determining A's adjusted tax-
2001 transfer was timely filed and thebe adjusted for purposes of computing thable gifts in computing A's estate tax lia-
transfer was adequately disclosed undealue of prior taxable gifts, since that giftbility, the gifts may be adjusted. See
§301.6501(c)-1(f)(2) of this chapter. Inwas made prior to August 6, 1997, and §20.2001-1(a) of this chapter.
computing the amount of taxable gifts, Aimely filed Federal gift tax return was (d) Effective dates Paragraph (a) of
claimed annual exclusions with respect téiled on which a gift tax was assessed anithis section applies to transfers of prop-
the transfers in 1996 and 2001. In 2003aid. However, A's prior taxable gifts canerty by gift made prior to August 6, 1997.
A transfers additional property to B andoe adjusted to reflect the August 1, 199Raragraphs (b) and (c) of this section
timely files a Federal gift tax return re-transfer because, although a gift tax returapply to transfers of property by gift made
porting the gift. for 1997 was timely filed and gift tax wasafter August 5, 1997, if the gift tax return
(ii) Application of the rule limiting ad- paid, under §301.6501(c)—1(f) of thisfor the calendar period in which the trans-
justments to prior gifts.Under section chapter the period for assessing gift tafer is reported is filed after December 3,
2504(c), in determining A's 2003 gift taxwith respect to the August 1, 1997, transt999
liability, the amount of A's 1996 gift can fer did not commence to run since that Par. 6. In §25.2511-2, paragraph (j) is
be adjusted for purposes of computingransfer was not adequately disclosed amvised to read as follows:
prior taxable gifts, since that gift wasthe 1997 gift tax return. Accordingly, a 825.2511-2 Cessation of donor’s do-
made prior to August 6, 1997, and therggift tax may be assessed with respect tminion and control.
fore, the provisions of paragraph (a) ofhe August 1, 1997, transfer and the
this section apply. Adjustments can bamount of the gift would be reflected in
made with respect to the valuation of th@rior taxable gifts for purposes of com- (j) If the donor contends that a power is
gift and legal issues presented (for exanputing As gift tax liability for 2002. A's of such nature as to render the gift incom-
ple, the availability of the annual exclu-September 10, 1997, transfer to C was aglete, and hence not subject to the tax a:
sion with respect to the gift). Howevergequately disclosed on a timely filed giftof the calendar period (as defined in
A's 2001 transfer was adequately distax return and, thus, under paragraph (1825.2502-1(c)(1)) of the initial transfer,
closed on a timely filed gift tax returnof this section, the amount of the Septensee §301.6501(c)-1(f)(5) of this chapter.
and, thus, under paragraph (b) of this seber 10, 1997, taxable gift by Amay not be PART 301—PROCEDURE AND AD-
tion, the amount of the 2001 taxable gifadjusted for purposes of computing prioMINISTRATION
by A may not be adjusted (either with retaxable gifts in determining A's 2002 gift Par. 7. The authority citation for part
spect to the valuation of the gift or anytax liability. 301 continues to read in part as follows:
legal issue) for purposes of computing Example 3 (i) Facts In 1994, Atrans-  Authority: 26 U.S.C. 7805 * * *
prior taxable gifts in determining A's 2003ferred closely-held stock to B and C, As Par. 8. Section 301.6501(c)-1 is
gift tax liability. children. Atimely filed a Federal gift tax amended by:
Example 2 (i) Facts In 1996, Atrans- return reporting the 1994 transfers to B 1. Revising the heading to paragraph
ferred closely-held stock to B, A's child.and C and paid gift tax on the value ofe).
Atimely filed a Federal gift tax return re-the gifts reported on the return. Also in 2. Adding paragraph (f).
porting the 1996 transfer to B and paid 994, A transferred closely-held stock to The revision and addition reads as fol-
gift tax on the value of the gift reported orB in exchange for a bona fide promissorjows:
the return. On August 1, 1997, A transhote signed by B. A believed that the 8§301.6501(c)-1 Exceptions to general
ferred additional closely-held stock to Btransfer to B in exchange for the promisperiod of limitations on assessment and
in exchange for a promissory note signedory note was for full and adequate coreollection.
by B. Also, on September 10, 1997, Asideration and A did not report that trans-
transferred closely-held stock to C, Asfer to B on the 1994 Federal gift tax
other child. On April 15, 1998, A timely return. In 2002, A transfers additional (e)Gifts subject to chapter 14 of the In-
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ternal Revenue Code not adequately disase of a transfer of an interest that is aerty that meets the following require-
closed on the returrt * * tively traded on an established exchangejents—

(f) Gifts made after December 31,such as the New York Stock Exchange, (i) The appraisal is prepared by an ap-
1996, not adequately disclosed on the reahe American Stock Exchange, the NASpraiser who satisfies all of the following
turn— (1) In general If a transfer of DAQ National Market, or a regional ex-requirements:
property, other than a transfer describechange in which quotations are published (A) The appraiser is an individual who
in paragraph (e) of this section, is not adesn a daily basis, including recognized forholds himself or herself out to the public
guately disclosed on a gift tax returreign exchanges, recitation of the exas an appraiser or performs appraisals o
(Form 709, “United States Gift (and Genchange where the interest is listed, tha regular basis.
eration-Skipping Transfer) Tax Return”),CUSIP number of the security, and the (B) Because of the appraiser’s qualifi-
or in a statement attached to the returmean between the highest and loweshtions, as described in the appraisal the
filed for the calendar period in which thequoted selling prices on the applicableletails the appraiser’s background, expe
transfer occurs, then any gift tax imposedaluation date will satisfy all of the re-rience, education, and membership, if
by chapter 12 of subtitle B of the Internabjuirements of this paragraph (f)(2)(iv). Inany, in professional appraisal associa
Revenue Code on the transfer may be athe case of the transfer of an interest in dions, the appraiser is qualified to make
sessed, or a proceeding in court for thentity (for example, a corporation or partappraisals of the type of property being
collection of the appropriate tax may benership) that is not actively traded, a devalued.
begun without assessment, at any time. scription must be provided of any dis- (C) The appraiser is not the donor or

2) Adequate disclosure of transfers otount claimed in valuing the interests irthe donee of the property or a member o
property reported as giftsA transfer will the entity or any assets owned by such ethe family of the donor or donee, as de-
be adequately disclosed on the return ontity. In addition, if the value of the entity fined in section 2032A(e)(2), or any per-
if it is reported in a manner adequate tor of the interests in the entity is properlyson employed by the donor, the donee, o
apprise the Internal Revenue Service afetermined based on the net value of themember of the family of either; and
the nature of the gift and the basis for thassets held by the entity, a statement must(ii) The appraisal contains all of the fol-
value so reported. Transfers reported dme provided regarding the fair marketowing:
the gift tax return as transfers of propertyalue of 100 percent of the entity (deter- (A) The date of the transfer, the date or
by gift will be considered adequately disiined without regard to any discounts irwhich the transferred property was ap-
closed under this paragraph (f)(2) if thevaluing the entity or any assets owned bgraised, and the purpose of the appraisal.
return (or a statement attached to the réhe entity), the pro rata portion of the en- (B) A description of the property.
turn) provides the following informa- tity subject to the transfer, and the fair (C) A description of the appraisal
tion— market value of the transferred interest gsrocess employed.

(i) A description of the transferredreported on the return. If 100 percent of (D) A description of the assumptions,
property and any consideration receivethe value of the entity is not disclosed, thypothetical conditions, and any limiting
by the transferor; taxpayer bears the burden of demonstratonditions and restrictions on the trans-

(i) The identity of, and relationship ing that the fair market value of the entityferred property that affect the analyses
between, the transferor and each transs properly determined by a method otheopinions, and conclusions.
feree; than a method based on the net value of (E) The information considered in de-

(iii) If the property is transferred in the assets held by the entity. If the entitiermining the appraised value, including
trust, the trust’s tax identification numberthat is the subject of the transfer owns aim the case of an ownership interest in &
and a brief description of the terms of thénterest in another non-actively traded erbusiness, all financial data that was use
trust, or in lieu of a brief description oftity (either directly or through ownershipin determining the value of the interest
the trust terms, a copy of the trust instruef an entity), the information required inthat is sufficiently detailed so that another
ment; this paragraph (f)(2)(iv) must be providedperson can replicate the process and a

(iv) Except as provided in for each entity if the information is rele-rive at the appraised value.
8301.6501-1(f)(3), a detailed descriptiorvant and material in determining the value (F) The appraisal procedures followed,
of the method used to determine the fawf the interest; and and the reasoning that supports the analy
market value of property transferred, in- (v) Astatement describing any positiorses, opinions, and conclusions.
cluding any financial data (for exampletaken that is contrary to any proposed, (G) The valuation method utilized, the
balance sheets, etc. with explanations ¢émporary or final Treasury regulations orationale for the valuation method, and
any adjustments) that were utilized in derevenue rulings published at the time ofhe procedure used in determining the fai
termining the value of the interest, any rethe transfer (see 8601.601(d)(2) of thisnarket value of the asset transferred.
strictions on the transferred property thathapter). (H) The specific basis for the valuation,
were considered in determining the fair (3) Submission of appraisals in lieu ofsuch as specific comparable sales o
market value of the property, and a dethe information required under para-transactions, sales of similar interests
scription of any discounts, such as disgraph (f)(2)(iv) of this sectian The re- asset-based approaches, merger-acquis
counts for blockage, minority or frac-quirements of paragraph (f)(2)(iv) of thistion transactions, etc.
tional interests, and lack of marketabilitysection will be satisfied if the donor sub- (4) Adequate disclosure of non-gift
claimed in valuing the property. In themits an appraisal of the transferred propzompleted transfers or transactions



Completed transfers to members of thefter the donor files a return reporting th@ommon stock of X, a closely- held corporation. X
transferor’s family, as defined in sectiortransfer as a completed gift with adequat&®€s not hold an interest in any other entity that is

. - not actively traded. In 2001, A transfers 20 percent
2032A(e)(2), that are made in the ordidisclosure. of the X stock to B and C, A's children, in a transfer

nary course of operating a business are (6) Treatment of split gifts If a hus- 4t is not subject to the special valuation rules of
deemed to be adequately disclosed undeand and wife elect under section 2513 t&ection 2701. The transfer is made outright with no
paragraph (f)(2) of this section, even itreat a gift made to a third party as madestrictions on ownership rights, including voting

the transfer is not reported on a gift tax resne-half by each spouse, the requiremenf{ghts and the right to transfer the stock. Based on

. . . . . o .., generally applicable valuation principles, the value
turn, provided the transfer is properly reof this paragraph (f) will be satisfied W|th0fx would be determined based on the net value of

ported by all parties fgr income tax purfespect _to the gift d_eemed made_ by th@e assets owned by X. The reported value of the
poses. For example, in the case of salacpnsenting spouse if the return filed byransferred stock incorporates the use of minority
paid to a family member employed in @he donor spouse (the spouse that trandgiscounts and lack of marketability discounts. No
family owned business, the transfer wilferred the property) satisfies the requirether discounts were used in arriving at the fair mar-

. . . . et value of the transferred stock or any assets
be treated as adequately disclosed for giftents of this paragraph (f) with respect tgowned by X. On As Federal gift tax return, Form

tax purposes if the item is properly rethat gift. 709, for the 2001 calendar year, A provides the in-
ported by the business and the family (7) Examples The following examples formation required under paragraph (f)(2) of this

member on their income tax returns. Failustrate the rules of this paragraph (f): section including a statement reporting the fair mar-
purposes of this paragraph (f)(4), any Example 1 (i) Facts In 2001, A transfers 100 ket value of‘100 percent of X (before ta_king into ac-
other completed transfer that is reporte&hafes of common stock of XYZ Corporation to Ascount any discounts), the pro rata portion of X sub-

o . A child. The common stock of XYZ Corporation isject to the transfer, and the reported value of the
In Its entirety, as not constituting a transéctivew traded on a major stock exchange. For giffansfer. A also attaches a statement regarding the

fer by gift will be considered adequatelytay purposes, the fair market value of one share €gtermination of value that includes a discussion of

disclosed under paragraph (f)(2) of thiXYz common stock on the date of the transfer, dethe discounts claimed and how the discounts were

section only if the following information termined in accordance with §25.2512-2(b) of thigletermined. _

is provided on, or attached to, the reghapter (based on the mean between the highest and(ii) Application of the adequate disclosure stan-

! ! lowest quoted selling prices), is $150.00. On Aglard. A has provided sufficient information such

turn— Federal gift tax return, Form 709, for the 2001 calthat the transfer will be considered adequately dis-
(i) The information required for ade-endar year, A reports the gift to A's child of 100closed and the period of assessment for the transfe

guate disclosure under paragraphshares of common stock of XYZ Corporation with ainder section 6501 will run from the time the return

®(2)(i), (ii), (iii) and (v) of this section; value for gift tax purposes of $15,000. A specifieds filed (as determined under section 6501(b)).

and the date of the transfer, recites that the stock is pub- Example 4 (i) Facts. A owns a 70 percent lim-

, . licly traded, identifies the stock exchange on whicfited partnership interest in PS. PS owns 40 percen

(“) An explanation as t9 why the franssy, ooy is traded, lists the stock’s CUSIP numbegf the stock in X, a closely-held corporation. The
fer is not a transfer by gift under chaptegng |ists the mean between the highest and loweassets of X include a 50 percent general partnershif
12 of the Internal Revenue Code. quoted selling prices for the date of transfer. interest in PB. PB owns an interest in commercial

(5) Adequate disclosure of incomplete (i) Application of the adequate disclosure stanseal property. None of the entities (PS, X, or PB) is
dard. A has adequately disclosed the transferactively traded and, based on generally applicable

transfers. Adequate disclosure of a trans: ; . e ;
Therefore, the period of assessment for the transfg@luation principles, the value of each entity would

fer th_at is reported _as a completed gift Ollnder section 6501 will run from the time the returrpe determined based on the net value of the asset
the gift tax return will commence the runs filed (as determined under section 6501(b)). ~ owned by each entity. In 2001, A transfers a 25 per-
ning of the period of limitations for as- Example 2(i) Facts On December 30, 2001, A cent limited partnership interest in PS to B, As
sessment of gift tax on the transfer, eveimnsfers closely-held stock to B, A's child. A deterchild. On the Federal gift tax return, Form 709, for
if the transfer is ultimately determined tg"ined that the value of the transferred stock, on Déhe 2001 calendar year, A reports the transfer of the

¢ ¢ ember 30, 2001, was $9,000. A made no othé¥ percent limited partnership interest in PS and that
be an incomplete gift for purposes of s 10 B, or any other donee, during 2001. OWe fair market value of 100 percent of PS is $y and

§25.2511-2 of this chapter. For exampléxs Federal gift tax return, Form 709, for the 2001that the value of 25 percent of PS is $z, reflecting
if an incomplete gift is reported as a comealendar year, A provides the information requirednarketability and minority discounts with respect to
pleted gift on the gift tax return and is adunder paragraph (f)(2) of this section such that thée 25 percent interest. However, A does not dis-
equately disclosed, the period for asses&ansfer is adequately disclosed. A claims an annuglose that PS owns 40 percent of X, and that X owns
. - . exclusion under section 2503(b) for the transfer. 50 percent of PB and that, in arriving at the $y fair
ment of the_9|ft_ tax will begin tO_ run when (ii) Application of the adequate disclosure stanmarket value of 100 percent of PS, discounts were
the return is filed, as determined undegard. Because the transfer is adequately disclosedaimed in valuing PS’s interest in X, X’s interest in
section 6501(b). Further, once the periochder paragraph (f)(2) of this section, the period dPB, and PB's interest in the commercial real prop-
of assessment for gift tax expires, th@ssessment for the transfer will expire as prescribeédty- o )
transfer will not be subject to inclusion inby section 6501(b), notwithstanding that if A's valu- (i) Application of the adequate disclosure stan-

, ation of the closely-held stock was correct, A waglard. The information on the lower tiered entities is
the donor’s gross estate for estate tax PWat required to file a gift tax return reporting therelevant and material in determining the value of the

poses. On the other hand, if the transfer ignsfer under section 6019. After the period of adransferred interest in PS. Accordingly, because A
reported as an incomplete gift whether afessment has expired on the transfer, the Interrfz@s failed to comply with requirements of paragraph
not adequately disclosed, the period forevenue Service is precluded from redeterminin{f)(2)(iv) of this section regarding PS's interest in X,

assessing a glft tax with respect to th@e amount of the gift for purposes of assessing gilf's interest in PB, and PB’s interest in the commer-

i f il not i {)ax or for purposes of determining the estate tax liggial real property, the transfer will not be considered
ranster will not commence 10 run even Iy, - therefore, the amount of the gift as reporteddequately disclosed and the period of assessmer

the transfer is ultimately determined to bgn as 2001 Federal gift tax return may not be redefor the transfer under section 6501 will remain open

a completed gift. In that situation, the giftermined for purposes of determining A's prior tax-ndefinitely.

tax with respect to the transfer may be agble gifts (for gift tax purposes) or A's adjusted tax- Example 5.The facts are the same asxample

sessed at any time, up until three yeafgne gifts (for gstate tax purposes). 4 except _thatAsubmns, with th_e I_:ederal tax re_tur_n,
Example 3(i) Facts A owns 100 percent of the an appraisal of the 25 percent limited partnership in-



terest in PS that satisfies the requirements of pargs applicable to gifts made after December * *x k kK
graph (f)(3) of this section in lieu of the information31 1996. for which the gift tax return for
' ' Robert E. Wenzel,

required in paragraph (f)(2)(iv) of this section. As- -
suming the other requirements of paragraph (f)(2) o§UCh calendar year is filed after December Deputy Commissioner of

this section are satisfied, the transfer is considere:%l! 1999. Internal Revenue.
adequately disclosed and the period for assessmj:r;'tA\RT 602—OMB CONTROL

for the transfer under section 6501 will run from th — Approved November 18, 1999

time the return is filed (as determined under sectoNUMBERS UNDER THE PP ’

6501(b) of this chapter). PAPERWORK REDUCTION ACT Jonathan Talisman,

Example 6 A owns 100 percent of the stock of X
Corporation, a company actively engaged in a man- Par. 9. The authority citation for part

ufacturing business. B, As child, is an employee 0§02 continues to read as follows:
X and receives an annual salary paid in the ordinary L ) ) )
course of operating X Corporation. B reports the an- Authority: 26 U.S.C. 7805. (Filed by the Office of the Federal Register on Decem-

nual salary as income on B's income tax returns. In Par. 10. In §602.101, paragraph (b) iser 2, 1999, 8:45 a.m., and published in the issue
2001, A transfers property to family members and@mended in the table by revising the entripe Federal Register for December 3, 1999, 64 F.R

files a Federal gift tax return reporting the transfersfor 301.6501(c)—1 to read as follows: 67767)
However, A does not disclose the 2001 salary pay-
ments made to B. Because the salary payments w

Acting Assistant Secretary
of the Treasury.

salary payments are deemed to be adequately d (b)) * * *

closed. The transfer of property to family members .
other than the salary payments to B, reported on tICFR part or section where Current OMB

gift tax return must satisfy the adequate disclosure ridentified and described control No.

quirements under paragraph (f)(2) of this section i

order for the period of assessment under section po* * * ¥ *

to commence to run with respect to those transfers. 30L.6500(C)—L . ...t e 1545-1241
(8) Effective date This paragraph (f) 1545-1637

* * %k * %




