Rabbi Trusts range of interest rates used to calculate The average yield on the 30-year
current liability for the purpose of the full Treasury Constant Maturities for Oc-

Notice 2000-56 funding limitation of § 412(c)(7) of the tober 2000 is 5.83 percent.
Internal Revenue Code as amended by The following rates were deter-
| PURPOSE the Omnibus Budget Reconciliation Actmined for the plan years beginning in

of 1987 and as further amended by thghe month shown below.
This notice provides guidance oMJruguay Round Agreements Act, Pub. L.
which entity is treated as the grantor antD3—-465 (GATT).

owner of a grantor trust when a parent 90% to 105% 90% to 110%
corporation contributes its stock to a rabbi Weighted Permissible Permissible
trust for the benefit of the employees of a Average Range Range
subsidiary.

5.95 5.351t0 6.24 5.351t0 6.54
II. BACKGROUND

itors under federal and state law in theurchased the issuing corporation’s stock
Rev. Proc. 92—64, 1992-2 C.B. 42évent of Ips?Ivency, as defined in Sectiofrom the issuing corporat{on for fair mar-
. 3(a) herein.” In the case of a trust thaket value with cash contributed to the ac-

contains a model grantor trust for use in* 7. ! - ) S .
rovides benefits to employees of a sulguiring entity by the issuing corporation

nonqualified executive compensatiof. .. L . » . . .
q b sidiary, it is the Service’s position that(or, if necessary, through intermediate cor-
arrangements that are popularly referrei
I

(i) Rabbi Trust Model

to as “rabbi trust’ arrangements. Unde ection 1(d) will not be satisfied unlesgorations or partnerships). This series o

that revenue procedure, the Service Wg‘: assets held by the trust are subject tansactions is commonly referred to as the

not rule on unfunded deferred compensa-
tion arrangements that use a trust oth
than the model trust, except in rare a8

e claims of the subsidiary’s creditors'cash purchase model.”
hether or not those assets are also sub-Rabbi trust arrangements typically do
ct to the claims of the parent’s credinot involve an immediate transfer of stock
unusual circumstances. Section 1(d) (t)?rs). In this case, it has been the Sete employees. In the case of a rabbi trus
the model trust document states that “Ar jce’s position that the subsidiary isarrangement in which Parent Stock is
assets held by the Trust will be subject Eéeat_ed as the grantor and owner of thieeated fo-r federal tax purposes as owne
the claims of the Company’s general cre(ﬁabb' trust. by a subsidiary for a period of time before
o ) ) the Parent Stock is transferred to the em
(i) Final Regulations under Section  ,hveas of the subsidiary, the immediacy
1032 of the Internal Revenue Code requirement of Reg. §1.1032-3(c)(2) will

Section 1032 states that no gain or log¥t be satisfied when thg Parent Stock i
is recognized to a corporation on the rdransferred from _th_e rabbi trust to employ-
ceipt of money or other property in ex-6€S Of the subsidiary. Because the cas
change for stock of the corporation. Rengurchase model of those Regulanonsl WI||
lations were recently issued under sectio® @ result not apply, the nonrecognitior
1032 of the Internal Revenue Coded6s  treatment of section 1032 will be inapplic-
F.R. 31073 (May 16, 2000)). SectiorfPI€ in such a case, and, thus, the sul
1.1032-3(b)(1) of these regulations pro§|d|ary typically will recognize gain on the |
vides that no gain or loss is recognized ofiansfer of the Parent Stock from the rabb
the disposition of the issuing corporation'dTust to employees of the subsidiary.

stock by an acquiring entity if the requireq;, TREATMENT OF PARENT

ments set forth in Reg. § 1.1032-3(c) al@ oRPORATION AS GRANTOR OF A
met. Section 1.1032-3(c)(2) requiresgagg| TRUST

among other things, that the acquiring en-

tity transfer the stock of the issuing corpo- The Service and Treasury have deter
ration to another person immediately aftemined that when a parent corporation
acquiring the stock from the issuing corpoeontributes Parent Stock to a rabbi trust tc
ration (the “immediacy requirement”).assist a subsidiary in meeting the sub.
Under the regulations, if the requirementsidiary’s deferred compensation obliga-
of Reg. § 1.1032-3(c), including the imtions to its employees or service
mediacy requirement, are met, the transaproviders, and the Parent Stock is bott
tion is treated as if, immediately before theubject to the claims of the creditors of
acquiring entity transfers the stock of théhe parent corporation and subject to the
issuing corporation, the acquiring entityrequirement that any Parent Stock nof



transferred to the subsidiary’s employeeson, the requirements of § 1.1032—3(ctorporation to the rabbi trust are subjec
will revert to the parent on termination ofare satisfied, and no gain or loss is recoge claims of the parent corporation’s cred-
the trust, then the parent corporation wilhized by X or Y on the deemed disposiitors (in addition to being subject to the
be considered the grantor and the owndion of the X stock by Y. claims of the subsidiary’s creditors) and
of the Parent Stock held in the trust, even Similarly, the parent corporation will those assets not transferred to the sul
though the Parent Stock is also subject foe treated as the grantor and owner of asidiary’s employees or service providers
the claims of the creditors of the subsets other than Parent Stock that are cowill revert to the parent corporation upon
sidiary. If these conditions are satisfiediributed by the parent corporation to dermination of the rabbi trust, the Service
the Parent Stock (or other assets) will natbbi trust if the assets are both subject twill not treat such amendment as a con
be considered transferred to the sulihe claims of the creditors of the parenstructive dividend to the parent corpora-
sidiary until such time as they are used toorporation and subject to the requiretion, provided the amendment is adopte
satisfy the subsidiary’s deferred compemment that any such assets not transferrég May 16, 2001.
sation obligation to its employees or serto the subsidiary’s employees or service
vice providers, or when a claim is maderoviders will revert to the parent on terVI- EFFECT ON OTHER GUIDANCE
against the trust by a creditor of the submination of the trust, even though such ra\ proc. 92—64 will not fail to be sat-
sidiary in the case of the subsidiary’s inassets are also subject to the claims of th&iaq if Parent Stock (or other assets
solvency. Thus, the immediacy requireereditors of the subsidiary. The cash putsqntributed by a parent corporation to E
ment of Reg. § 1.1032-3(c)(2) would behase model applies only to transfers qf i trust for the benefit of employees of
satisfied with respect to the Parent Stockstock by the parent corporation to thggpice providers of a subsidiary is sub-
This concept is illustrated in Exampletrust. Therefore, when assets other th%'ct to the claims of the creditors of the
10 of Reg. § 1.1032-3(e). In the exampldlarent Stock are transferred from the trugarent corporation and the subsidiary, an
in Year 1, the issuing corporation, Xto the employees of the subsidiary, thg,, remaining Parent Stock (or other as
forms a trust which _|t will use _to satisfy subsidiary is treated as receiving Fhe Oth%rets) contributed by the parent corpora
deferred compensation obligations owedssets from the parent corporation Wit reverts to the parent corporation upor
by Y, X’s wholly owned subsidiary, to Y’'s the parent’s carryover basis and the su
employees. X funds the trust with Xsidiary will recognize gain or loss (if any)
stock which would revert to X upon ter-on the transfer of the assets to the sUBRAFTING INFORMATION
mination of the trust, subject to the emsidiary’s employees or service providers.

l?érmination of the trust.

ployees’ rights to be paid the deferred The principal author pf this notice iS.
compensation. The creditors of X canV- MODIFICATION TO MODEL Susan 'Lennon of the Office of the Associ-
reach all trust assets upon the insolvend UST UNDER REV. PROC. 92-64 ate Chleif ECotl.Jtpse;I (THax Exempt ?hnd Gov-

. . ernment Entities). However, other per-
of X. Similarly, the creditors of Y can  1he service will rule on a request sub P

; . sonnel from the Service and the Treasur
reach all trust assets upon the insolvengyiitted under Rev. Proc. 92—64 where thBepartment participated in its develop-'

of Y. In Year 5, the trust transfers X stoc i . L ! !
to the employees of Y in satisfagtioq oifi\r,?ggilr::?%u;geithg?obcie?orrngﬂ:f;d;ssgrt%?nt. For further information regarding
The example states that X is considered {@pi trust for);hae EZLZ?itt g?gﬁﬁg;getsoc%is-ﬁow (not a toll-free telephone num-
be the grantor of the trust, and, under seggyice providers of a subsidiary is sub-

tion 677 of the Code, X is also the ownefact to the claims of the creditors of both

of the trust. Y'is not considered a grantOfe parent corporation and the subsidiary,

or owner of the trust corpus at the time X the remaining Parent Stock (or other

transfers X stock to the trust. Any iNCOM&ssets) contributed by the parent corpora-

earned by the trust would be reflected ofsp, reverts to the parent corporation upon
X’s income tax return. In Year 5, whenermination of the trust.

employees of Y receive X stock in satis-

faction of the deferred compensatior’. TRANSITION PROVISIONS FOR
obligation, no gain or loss is recognizedEXISTING TRUSTS

by X or Y on the deemed disposition of . .
the X stock by Y. Immediately before Y’s The, Ser\{lge will not chlallenge a tax-
deemed disposition of the X stock, Y ipayer’s position that no gain or loss is rec-

treated as purchasing the X stock from )anized by a subsidiary upon the rabbi

for fair market value using cash conlfust's disposition of Parent Stock con-

tributed to Y by X. Under section 358’tributed to the rabbi trust by the parent

X’s basis in its Y stock increases by thé:orporation on or before May 16, 2001,

amount of cash deemed contributed Aﬁith respect to trusts in existence on or

cordingly, when employees or servic efore June 15, 2000.

providers of Y receive X stock in satisfac- If the terms of the rabbi trust are

tion of the deferred compensation obliga@m'anOIed to provide that assets (including

Parent Stock) contributed by the parent



