Notice of Proposed Rulemaking
and Notice of Public Hearing

Applying Section 197 to
Partnerships

REG-100163-00 SUPPLEMENTARY INFORMATION:
This document proposes to amend sec
AGENCY: Internal Revenue Servicetion 197 of the Income Tax Regulations
(IRS), Treasury. (26 CFR Part 1) to provide additional
] _rules regarding the application of section
ACTION: Notice of proposed rulemaking197(f)(9) to partnership transactions
and notice of public hearing. under sections 732(b) and 734(b).

SUMMARY: This document contains gackground
proposed regulations relating to the amor-
tization of certain intangible property to On January 16, 1997, the IRS publishec
partnership transactions involving secproposed regulations REG-209709-94
tions 732(b) and 734(b). The proposed997-1 C.B. 731, in thEederal Register
regulations interpret the provisions of sect62 F.R. 2336) inviting comments under
tion 197(f)(9), reflecting changes to thesections 167(f) and 197, including the anti-
law made by the Omnibus Budget Recorchurning rules in section 197(f)(9). Com-
ciliation Act of 1993 (OBRA '93) and af- mentators requested that the final regula
fect taxpayers who acquired intangibldions provide additional guidance on how
property after August 10, 1993, or made the special anti-churning rule of section
retroactive election to apply OBRA 93 t0197(f)(9)(E) applies to increases in the
intangibles acquired after July 25, 1991basis of partnership property under section
This document also provides a notice 0f32, 734, and 743. In accordance with
public hearing on these proposed reguldhese comments, these proposed regul
tions. tions provide rules for determining the
_ amount of a basis adjustment under sec
DATES: Written comments must be re+jons 732(b) and 734(b) that will be subject
ceived by April 24, 2000. Outlines of top-g the anti-churning rules. Final regulations
ics to be discussed at the public hearingeing issued in T.D. 8865 at the same tim
scheduled for May 24, 2000, at 10 a.mas these proposed regulations provide rule
must be received by May 3, 2000. for determining the amount of a basis ad-

ADDRESSES: Send submissions tolustment under sections 732(d) and 743(b

CC:DOM:CORP-R (REG—lOOlGS—OO),th?t will be subject to the anti-churning
room 5226, Internal Revenue Service, poB"®*

7604, Ben Franklin Station, WaShingtonExp|anation of Provisions

DC 20044. Submissions may be hand de-

livered Monday through Friday between
the hours of 8 a.m. and 5 p.m. toA' In General
CC:DOM:CORP:R (REG-100163-00), gection 197(f)(9)(E) provides that, in
Courier's desk, Internal Revenue Servicgy,n\ying the anti-churning rules for basis
1111 Constitution Avenue, NW, Washing-,qj,stments under sections 732, 734, an
ton, DC. Alternatively, taxpayers may sub743 determinations are made at the par
mit comments electronically via the Inter{,q, level, and each partner is treated a
net by selecting the “Tax Regs” option of5ying owned and used such partner’s
the IRS Home Page, or by submitting Cc”:;groportionate share of the partnership’s

ments directly to the IRS Internet site ahssets, With respect to basis adjustmen
http://www.irs.ustreas.gov/prod/tax_regs/rg,nder sections 732(b) and 734(b), this
gslist.html. The public hearing will be_ h_eldru|e requires taxpayers and the IRS to an
in Room 2615, Internal Revenue Buildingg)y e transactions that actually involve a
1111 Constitution Avenue, NW., Washing-gistribution of property from the partner-

ton, DC. ship to a partner as deemed transactior

FOR FURTHER INFORMATION CON- involving transfers of property directly
TACT: Concerning the proposed regula‘-"Imong the partners.
tions, Robert G. Honigman, (202) 6225 Two-Step Analysis

3050; concerning submissions of

comments, the hearing, and/or to be The proposed regulations embody &
placed on the building access list to attenvo-step analysis in determining whether
the hearing Guy Traynor, (202) 622-718@he anti-churning rules apply to the

(not toll-free numbers). deemed transfer of intangibles in transac



tions giving rise to basis adjustmentsership interest in exchange for propertiated transactions that include a contribu-
under sections 732(b) and 734(b). First, tontributed to a partnership. tion of the intangible to the partnership by
is necessary to determine whether the por- For purposes of applying the anti-churna continuing partner, the continuing part-
tion of an intangible that a partner igng rules to basis adjustments under sectiarer is treated as related to the distributee
deemed to transfer is treated, immediately32(b), the distributee partner is deemed feartner to the extent that the continuing
prior to the deemed transfer, as being subequire the distributed intangible directlypartner’s partnership interest was re-
ject to the anti-churning rules for pur-from the continuing partners of the distribceived in exchange for the intangible.
poses of applying these provisions. Seatting partnership. The proposed regula- In addition to issues relating to deter-
ond, if the partner’s share of thetions contain a favorable stacking rule thanining the amount of a basis adjustment
intangible is treated, immediately prior tdreats the distributee partner as acquirinipat is subject to the anti-churning rules,
the deemed transfer, as being subject the intangible first from the continuingthe Treasury Department and the IRS alsc
the anti-churning rules for purposes of appartners for whom transfers would not beecognize that certain problems may arise
plying these provisions, it is necessary teubject to the anti-churning rules (either beén maintaining capital accounts where a
determine whether the deemed transfereause the continuing partner’s share of theortion of a section 734(b) adjustment is
and transferee are related so that the anititangible is treated, for purposes of thigllocated to an intangible that is subject to
churning rules will continue to apply torule, as not being subject to the anti-churrthe anti-churning rules with respect to one
the intangible after the deemed transfer. ing rules or the distributee partner is not rear more partners. In some situations, the
For purposes of applying the first prondated to the continuing partner) to the exteriailure to allocate deductions for amortiza-
of the analysis, when a partner acquiresf such partners’ share of appreciation ition to any partner whose allocable share
an interest in a partnership, the proposedtie intangible. of a section 734(b) adjustment is subject to
regulations treat the partner as acquiring The proposed regulations contain @he anti-churning rules will distort the
an undivided interest in all sectionspecial rule to ensure that, in analyzingartners’ economic agreement. For exam-
197(f)(9) intangibles held by a partnersubsequent transfers, a partner cannple, where partners agree to share depreci
ship at the time that the partner acquireseat the entire intangible as no longeation and amortization deductions equally,
an interest in the partnership. If a partnesubject to the anti-churning rules simplyif one partner’s share of a section 734(b)
acquires an interest in a partnership frorbecause the full basis of the intangibladjustment allocable to an intangible asse
an unrelated person after August 10, 1998vhich may be significantly less than thdas subject to the anti-churning rules, the
(or, in certain cases, after July 25, 1991)ntangible’s fair market value) becomesapital accounts of the partners will not re-
the partner’s share of any intangible heldmortizable as a result of the favorabl@ect an equivalent sharing of the eco-
by the partnership as of August 10, 1998tacking rule that applies to sectiomomic amortization from the asset absent
(or, in certain cases, after July 25, 1991) i832(b) basis adjustments. special adjustments to account for the dis-
treated as no longer subject to the anti- For purposes of applying the anti-churnparity between the allocation of tax amor-
churning rules for purposes of analyzingng rules to basis adjustments under sectidization and the intended allocation of eco-
subsequent deemed transfers of intangi34(b), the continuing partners are deemetbmic amortization. Furthermore,
bles in transactions that give rise to th& acquire interests in the intangible that redivergence of book and tax accounts with
basis adjustments under sections 732(Imains in the partnership from the partnerespect to an intangible that may result
and 734(b). With respect to intangiblesvho received a distribution (giving rise tofrom such special adjustments can cause
acquired by the partnership after Augusthe section 734(b) basis adjustment) gfroblems in allocating the correct amount
10, 1993, that are subject to the antiproperty other than the intangible. To thef taxable gain or loss to the appropriate
churning rules in the hands of the partneextent that the distributee partner coulgarties upon disposition of the intangible.
ship, a partner’s share of the intangible isansfer the intangible directly to a continuSimilar problems may arise as a result of
treated as not subject to the anti-churninipg partner (who may be the distributeallowing remedial allocations for intangi-
rules for purposes of analyzing these basgartner) and the transfer would not be sulibles that otherwise are subject to the anti-
adjustments if the partner acquired the irject to the anti-churning rules (either beehurning rules and are addressed in
terest in the partnership from an unrelatecause the distributee partner’s share of ti§1.197-2(h)(12)(vii)(B). These regula-
person after the partnership acquired thiatangible is treated (for purposes of thisions are not intended to create such dis-
tainted intangible. Once a partner’s shaneile) as not being subject to the anti-churrtertions. Nevertheless, a general rule tha
of an intangible is treated as no longeing rules or the continuing partner is not reresolves these distortions in all situations
subject to the anti-churning rules for purfated to the distributee (except in certaifincluding different allocations of gain and
poses of analyzing subsequent deemeaifcumstances)), the basis adjustment wilepreciation or amortization) would be
transfers, that share of the intangible wilbe amortizable with respect to the continuextremely complicated and, perhaps, un-
remain untainted even if the partner transng partner. duly narrow. Therefore, the proposed reg-
fers the interest to the original transferor The proposed regulations contain alations provide that taxpayers may use
or a person who is related to the originadpecial rule which provides that if a distri-any reasonable method to determine
transferor, so long as the transfers are nbution that gives rise to an increase in themortization for book purposes in these
part of the same transaction or series tfasis under section 734(b) of a sectiosituations, provided that the method used
related transactions. Special rules ar&97(f)(9) intangible held by the partner-does not contravene the purposes of the
provided where a partner acquires a parship is undertaken as part of a series of ranti-churning rules under section 197 (i.e.,



the effect of the book adjustments will notion to enter the building. Because of ac- (h) * * *
be such that a partner who is subject to theess restrictions, visitors will not be ad- (12) * * *
anti-churning rules will receive, directly mitted beyond the immediate entrance (ii) Section 732(b) adjustments (A)
or indirectly, deductions for amortization,area more than 15 minutes before thim general The anti-churning rules of
for Federal income tax purposes, attributiearing starts. For information abouthis paragraph (h) apply to any increase ir
able to the section 734(b) adjustmenthaving your name placed on the buildinghe adjusted basis of a section 197(f)(9
The Treasury Department and IRS magccess list to attend the hearing, see tlrangible under section 732(b) to the ex-
consider providing guidance with respectFOR FURTHER INFORMATION tent that the basis increase exceeds th
to this issue in the future and request conGONTACT” section of this preamble. total unrealized appreciation from the in-
ments relating thereto. The rules of 26 CFR 601.601(a)(3)tangible allocable to —

, apply to the hearing. (1) Partners other than the distributee
C. Effective Date Persons that wish to present oral conpartner or persons related to the distribu:

These regulations are proposed tgrents at the hearing must submit W_rittetee partner; o _ o

apply to distributions occurring on Orcomrnents and an outl_lne of the topics tq (2) If the d|sfcr|butegl mtanglb_le is a sec-
after the date final regulations are pubbe qllscu§sed and 'Fhe_z time devot_ed to eatibn 197(f_)(9) intangible acquired by the
lished in theFederal Register topic (signed original and eight (8)partnership on or before August 10, 1993

copies) by April 24, 2000. the distributee partner and persons relate
Special Analyses A period of 10 minutes will be allotted to the distributee partner to the extent that -
to each person for making comments. (i) They acquired an interest or inter-

It has been determined that this noticeé o agenda showing the scheduling oésts in the partnership after August 10
of proposed rulemaking is not a signifiyhe speakers will be prepared after th2993; and
cant regulatory action as defined in EQgadline for receiving outlines has (i) Such interest or interests were held
12866. It also has been determined thaf,ssed. Copies of the agenda will bafter August 10, 1993, by a person or per

section 533(b) of the Administrative Pro-5ijaple free of charge at the hearing. sons other than the distributee partner o

cedures Act (5 U.S.C. chapter 5) does not , persons who were related to the distribu:
apply to these regulations, and becauderafting Information tee partner, and the acquisition of such in

these regulations do not impose a collec- ;
- - - - The principal author of these proposedfeSt or interests by such person or per
tion of information on small entities, the princip prop 'Sons was not part of a transaction or serie

Requlatory Flexibility Act (5 U.S.C. regulations is Robert G. Honigman, Of ) C : !
chagpter 6)ydoes ot gpply. (Pursuant tﬂce of the Assistant Chief CounseIOf related transactions in which the dis-

; . \tributee partner or persons related to the
section 7805(f) of the Internal RevenugPassthroughs & Special IndUStrIes)('Jlistributepe partner spubsequently acquire
Code, this notice of proposed rulemakindOWeVer, other personnel from the Trea-
will be submitted to the Chief Counsel forsUry Department and IRS participated i

such interest or interests; and
Advocacy of the Small Business Adminheir development, (3) If the distributed intangible is a sec-

. ) S X ok Kk ok tion 197(f)(9) intangible that is acquired
istration for comment on its impact on by the partnership after August 10, 1993
small business. Proposed Amendments to the and that is not amortizable with respect tc
Comments and Public Hearing Regulations the partnership, the distributee partne:

and persons related to the distributee par

Accordingly, 26 CFR part 1 is pro- ar to the extent that —

Before these proposed regulations are

adopted as final regulations, considerd205ed to be amended as follows: (i) They acquired an interest or interests
tion will be given to any written COM- pART 1 INCOME TAXES in the partnership after the partnership ac
ments (a signed original and eight (8) quired the distributed intangible; and

copies) that are submitted timely to the Paragraph 1. The authority citation for (ii) Such interest or interests were helc
IRS. All comments will be available for part 1 continues to read in part as followsafter the partnership acquired the distrib-

public inspection and copying. The Trea- Authority: 26 U.S.C. 7805 * * * uted intangible, by a person or person:
sury Department and IRS specifically re- Par. 2. Section 1.197-2 is amendedther than the distributee partner or per:
guest comments on the clarity of the proby: sons who were related to the distributee
posed regulations and how they may be 1. Revising paragraphs (h)(12)(ii),partner, and the acquisition of such inter-
made easier to understand. (h)(22)(iv), and (h)(12)(vi). est or interests by such person or persor
A public hearing has been scheduled 2. AddingExamples 2829, and30to was not part of a transaction or series o
for May 24, 2000, at 10 a.m. in Roonmparagraph (k). related transactions in which the distribu-
2615, Internal Revenue Building, 1111 3. Adding a sentence at the end otee partner or persons related to the dis
Constitution Avenue, NW., Washington,paragraph (I)(1). tributee partner subsequently acquirec
DC. Due to building security procedures, The additions and revisions read as fokuch interest or interests.
visitors must enter at the #CStreet en- lows: (B) Effect of retroactive electionsFor
trance, located between Constitution ang81.197—-2 Amortization of goodwill andpurposes of paragraph (h)(12)(ii)(A) of
Pennsylvania Avenues, NW. In additionpther intangibles. this section, references to August 10,

all visitors must present photo identifica- *** ** 1993, are treated as references to July 2!



1991, if the relevant party made a valido the extent that the continuing partner is (1) The total basis increase allocable to
retroactive election under 81.197-1T.  an eligible partner. the intangible; multiplied by
(C) Intangible still subject to anti- (B) Eligible partner For purposes of (2) Afraction equal to —
churning rules Notwithstanding para- this paragraph (h)(12)(iv), eligible partner (i) The unrealized appreciation from
graph (h)(12)(ii) of this section, in apply-means — the intangible that would have been allo-
ing the provisions of this paragraph (h) (1) A continuing partner that is not thecated to the continuing partner if the part-
with respect to subsequent transfers, thdistributee partner or a person related toership had sold the intangible immedi-
distributed intangible remains subject tdhe distributee partner; ately before the distribution for its fair
the provisions of this paragraph (h) in a (2) With respect to any sectionmarket value in a fully taxable transac-
percentage (determined at the time of th#97(f)(9) intangible acquired by the parttion; over
distribution) equal to — nership on or before August 10, 1993, a (ii) The total unrealized appreciation
(1) The sum of — continuing partner that is the distributedrom the intangible that would have been
(i) The amount of the distributed intangi-partner or a person related to the distribuealized by the partnership if the partner-
ble’s basis that is nonamortizable undetee partner to the extent that — ship had sold the intangible immediately
paragraph (g)(2)(ii)(B) of this section; and (i) The distributee partner’s interest irbefore the distribution for its fair market
(if) The total unrealized appreciatiorthe partnership was acquired after Augustalue in a fully taxable transaction.
inherent in the intangible reduced by thd0, 1993; and (E) Interests acquired by contribu
amount of the increase in the adjusted (ii) Such interest was held after Augustion— (1) Application of paragraphs
basis of the distributed intangible undefl0, 1993 by a person or persons who wefl)(12)(iv)(B)(2) and (3) of this section
section 732(b) to which the anti-churningnot related to the distributee partner, an8olely for purposes of paragraphs

rules do not apply; over — the acquisition of such interest by suclh)(12)(iv)(B)@) and @) of this section, a
(2) The fair market value of such intan-person or persons was not part of a tranpartner who acquires an interest in a part-
gible. action or series of related transactions inership in exchange for a contribution of

(D) Partner’s allocable share of unre-which the distributee partner or personproperty to the partnership is deemed to
alized appreciation from the intangible related to the distributee partner subsecquire a pro rata portion of that interest
The amount of unrealized appreciatiomuently acquired such interest; or in the partnership from each person who
from an intangible that is allocable to a (3) With respect to any sectionis a partner in the partnership at the time
partner is the amount of taxable gain that97(f)(9) intangible acquired by the part-of the contribution based on each such
would have been allocated to that partnerership after August 10, 1993, that is ngbartner’s proportionate interest in the
if the partnership had sold the intangibl@emortizable with respect to the partnerpartnership. However, if the partner con-
immediately before the distribution forship, a continuing partner that is the distributed the distributed section 197(f)(9)
its fair market value in a fully taxabletributee partner or a person related to thatangible to the partnership, the interest
transaction. distributee partner to the extent that — acquired by such partner in exchange for

(E) Acquisition of partnership interest (i) The distributee partner’s interest irthe intangible is treated as not being de-
by contribution Solely for purposes of the partnership was acquired after thscribed in paragraphs (h)(12)(iv)(B)(or
paragraphs (h)(12)(ii))(AR) and @) of partnership acquired the relevant intangi:3) of this section.
this section, a partner who acquires an irle; and (2) Special rule with respect to para-
terest in a partnership in exchange for a (ii) Such interest was held after thegraph (h)(12)(iv)(B)(1) of this section
contribution of property to the partnershigartnership acquired the relevant intangiSolely for purposes of paragraph
is deemed to acquire a pro rata portion dfle by a person or persons who were n¢h)(12)(iv)(B)(1) of this section, if a dis-
that interest in the partnership from eackelated to the distributee partner, and thgibution that gives rise to an increase in
person who is a partner in the partnershigcquisition of such interest by such perthe basis under section 734(b) of a sectior
at the time of the contribution based orson or persons was not part of a transat97(f)(9) intangible held by the partner-
each such partner’s proportionate interesion or series of related transactions iship is undertaken as part of a series of re
in the partnership. However, if the partwhich the distributee partner or personkated transactions that include a contribu-
ner contributed the distributed sectiomelated to the distributee partner subsdion of the intangible to the partnership by
197(f)(9) intangible to the partnership, thejuently acquired such interest. a continuing partner, the continuing part-
interest acquired by such partner in ex- (C) Effect of retroactive electionsFor ner is treated as related to the distributee
change for the intangible is treated as ng@urposes of paragraph (h)(12)(iv)(A) ofpartner to the extent that the continuing
being described in paragraphghis section, references to August 10partner’s partnership interest was re-
(h)(22)(ii)(A)(2) or (3) of this section. 1993, are treated as references to July 2%gived in exchange for the intangible.

*okok ok k 1991, if the distributee partner made a (F) Effect of section 734(b) adjustment
(iv) Section 734(b) adjustments (A) valid retroactive election underon partners’ capital accountdf one or
In general The anti-churning rules of §1.197-1T. more partners are subject to the anti-

this paragraph (h) do not apply to a con- (D) Partner’s share of basis increase churning rules under this paragraph (h)
tinuing partner’s share of an increase ikor purposes of this paragraplwith respect to a section 734(b) adjust-
the basis of a section 197(f)(9) intangibl€h)(12)(iv), a continuing partner’s sharement allocable to an intangible asset, tax-
held by a partnership under section 734(lof a basis increase is equal to — payers may use any reasonable method t



determine amortization of the asset fogible allocable to partners other than A or persons rés $180 (the gain the partnership would have recog
book purposes, provided that the methoted to fA;has‘ vyetll as tcertalntoth(retr [_)artn‘tersf Wh;se punzled .'f it ha(qu fo||d ;h? mt?r:]gldb_let t(t))r t|ts f)amearket
chase of their interests meet certain criteria. Becauselue immediately before the distribution). Because
used dQeS not contravene the purposes and C are not related to A, and As acquisition of itshis amount exceeds the section 732(b) basis in
the anti-churning rules under section 19garnership interest does not satisfy the necessary arease of $150, the entire section 732(b) basis in
and this paragraph (h). A method will beeria, the section 732(b) basis increase is subject to theease is amortizable.
considered to contravene the purposes afiti-churning provisions to the extent that it exceeds B (i) In applying the anti-churning rules to future
the anti-churning rules if the effect of thénd C’s proportlonatg share of the ur}reahzed apprecﬂansfers of thg dlstrlbuted |nt§ng|ble, u_nder para-
book adjustments resulting from thet|0n from the |ntang|ble. B an_d _Cs proportl_onateg]raph _(h)(lZ_)(u)(C) _of this section, _one-5|xth of th_e
. . shares of the unrealized appreciation from the intangintangible will continue to be subject to the anti-
method is such that any portion of the tayje is 120 (2/3 of $180). This is the amount of gaichurning rules, determined as follows: The sum of
deduction for amortization attributable tahat would be allocated to B and C if the partnershithe amount of the distributed intangible’s basis that
the section 734 adjustment is allocatedold the intangible immediately before the distributionis nonamortizable under paragraph (g)(2)(ii)(B) of
directly or indirectly, to a partner who is:ﬁr its f?lr m;a;l;ié)vzlue_ of $180. Ther(etforet.]_$1t2i) c:;hls s_e(r:]tlon (fO_) ?ﬂd t‘hT tothIlJnreﬂlzeddaEpretﬁla-
. . . . e section asis increase is not subject to thien inherent in the intangible reduced by the
SUbJeCt to the an_tl'Chummg rules with re:emti-churning rules. The remaining $30 of the sectioamount of the increase in the adjusted basis of th
spect to such adjustment. 732(b) basis increase is subject to the anti-churnirgjstributed intangible under section 732(b) to which
*oHxE K rules. Accordingly, Ais treated as having two intangithe anti-churning rules do not apply ($180 - $150 =
(vi) Partner is or becomes a user ofles, an amortizable section 197 intangible with an a&30), over the fair market value of the distributed in-
partnership intangible— (A) General stmed ba5|s(;)f $120 and? nEIN gr:]ortlgbe?tlon_t[:]erlod gﬁnlglble (?1%(2)). Sistibut f section 197()() |
. years and a nonamortizable intangible with an ad- Example 30. Distribution of section in-
rUIe_' If, as par_t of a series of relate(_j transjhsted basis of $30. tangible contributed to the partnership by a partner
actions that includes a transaction de- (iii) In applying the anti-churning rules to future (i) The facts are the same asbrample 29except
scribed in paragraph (h)(12)(ii), (iii), (iV), transfers of the distributed intangible, under parathat C purchased the intangible used in the consult
or (V) of this section, an anti-churninggraph (h)(12)(ii)(C) of this section, one-third of theing business in 1988 for $60 and contributed the in-
partner becomes (or remains) a user of diangible will continue to be subject to the anti-tangible to ABC in 1990. At that time, the intangible
intangible that is treated as transferred i urning rules, determined as follows: The sum dfiad a fair market value of $150 and an adjusted ta
. he amount of the distributed intangible’s basis thabasis of $60. When ABC distributes the intangible
the transaction (as a result of the partnefsnonamortizable under paragraph (g)(2)(ii)(B) ofto A in 2000, the intangible has a fair market value
being treated as having owned their pranis section ($0) and the total unrealized apprecia@f $180 and a basis of $60.
portionate share of partnership assets), thien inherent in the intangible reduced by the (ii) As in Examples 2&nd?29, the adjusted basis
anti-churning rules shall app|y to the proamoynt of the inc;rease in the a_djusted basis of thed the intangible in A’s_, hands i_s $150 gnder sectton
portionate share of such intangible that ig:stnbuted intangible under section 732(b) to whict¥32(b). However, the increase in the adjusted basis ¢
. . the anti-churning rules do not apply ($180 - $120 the intangible under section 732(b) is only $90 ($150
treated as transferred by the am"Chum'nQSO), over the fair market value of the distributed inadjusted basis after the distribution compared to $6(

partner, notwithstanding the applicationangible ($180). basis before the distribution). Pursuant to paragrap
of paragraph (h)(12)(ii), (iii), (iV), or (V) Example 29. Distribution of section 197(f)(9) in-(g)(2)(ii)(B) of this section, A steps into the shoes of
of this section. tangible to partner who acquired partnership inter-ABC with respect to the $60 of A's adjusted basis in
ko okx est after the effective dat¢i) The facts are the same the intangible that corresponds to ABC'’s basis in the
as in example 28, except that B and C form ABC intangible and this portion of the basis is nhonamortiz-

(k) e 1990. A does not acquire an interest in ABC untible. B and C are not related to A, A acquired the

9

Example 28. Distribution of section 197(f)(9) in-1995. 1n 1995, A contributes $150 to ABC in ex-ABC interest from an unrelated person after August
tangible to partner who acquired partnership inter-change for a one-third interest in ABC. At the timel0, 1993, and the intangible was acquired by ABC be
est prior to the effective date(i) In 1990, A, B, and  of the distribution, the adjusted basis of As interestore A acquired the ABC interest. Therefore, under
C each contribute $150 cash to form general partng A is $150. paragraph (h)(12)(ii) of this section, the section
ship ABC for the purpose of engaging in a consult- i As in Example 28the anti-churning rules do 732(b) basis increase is amortizable to the extent of A
ing business and a software manufacturing businessst apply to the increase in the basis of the intangB, and C's allocable share of the unrealized apprecia
The partners agree to share partnership profits apgh distributed to A under section 732(b) to the extion from the intangible. The total unrealized appreci-
losses equally. In 2000, the partnership distributggn that it does not exceed the unrealized appreciation from the intangible that is allocable to A, B, and
the consulting business to Ain liquidation of A's en+jon from the intangible allocable to B and C. UndecC is $120. If ABC had sold the intangible immedi-
tire interest in ABC. The only asset of the consultharagraph (h)(12)(ii) of this section, the anti-churnately before the distribution to A for its fair market
ing business is a nonamortizable intangible, whicihg provisions also do not apply to the sectiovalue of $180, it would have recognized gain of $120,
has a fair market value of $180 and a basis of $0. A2 (b) basis increase to the extent of As allocablwhich would have been allocated $10 to A, $10 to B,
the time of the distribution, the adjusted basis of Agnare of the unrealized appreciation from the intarand $100 to C under section 704(c). Because A, B
interest in ABC is $150. Ais notrelated to B or C. giple because A acquired the ABC interest from aand C's allocable share of the unrealized appreciatiol
~ (ii) Under section 732(b), A's adjusted basis in th@,nrelated person after August 10, 1993, and the ifrom the intangible exceeds the section 732(b) basi
intangible distributed by ABC is $150, a $150 increasgyngible was acquired by the partnership before Acrease in the intangible, the entire $90 of basis in.
over the basis of the intangible in ABC's hands. In de;cquired the ABC interest. Under paragraplerease is amortizable by A. Accordingly, after the dis-
termining whether the anti-churning rules apply to anyn)(12)(ii)(E) of this section, A is deemed to acquiretribution, A will be treated as having two intangibles,
portion of the basis increase, A is treated as havinge ABC partnership interest from an unrelated pemn amortizable section 197 intangible with an ad-
owned and used A's proportionate share of partnershigyy pecause A acquired the ABC partnership interefststed basis of $90 and a new amortization period o
property. Thus, A'is treated as holding an interest iy exchange for a contribution to the partnership of5 years and a nonamortizable intangible with an ad
the intangible during the transition period. Becausgroperty other than the distributed intangible and, gtisted basis of $60.
the intangible was not amortizable prior to the enacie time of the contribution, no partner in the part- (i) In applying the anti-churning rules to future
ment of sectiqn 197, the section 732@ increase in tr_ﬂf’ership was related to A. Consequently, the increasmnsfers of the distributed intangible, under paragrapl
basis of the intangible may be subject to the antj, the pasis of the intangible under section 732(b) ig)(12)(ii)(C) of this section, one-half of the intangible
churning provisions. - Paragraph (h)(12)(ii) of this sechot subject to the anti-churning rules to the extent afill continue to be subject to the anti-churning rules,
tion provides that the anti-churning provisions applyne total unrealized appreciation from the intangibleletermined as follows: The sum of the amount of the
to the extent that the section 732(b) adjustment exjiocable to A, B, and C. The total unrealized appredistributed intangible’s basis that is nonamortizable
ceeds the total unrealized appreciation from the intagation from the intangible allocable to A, B, and Cunder paragraph (g)(2)(i)(B) of this section ($60) and



the total unrealized appreciation inherent in the intargre published in theederal Register
gible reduced by the amount of the increase in the ad-

justed basis of the distributed intangible under sectioh* * * *
732(b) to which the anti-churning rules do not apply
($120 - $90 = $30), over the fair market value of the

iy ) . David Mader,
distributed intangible ($180).
* ok ok k% Acting Deputy Commissioner
() %% of Internal Revenue.

(1) In general * * * Paragraphs

oy - - - (Filed by the Office of the Federal Register on Janu
(h)(lZ)(II), (IV), a”‘?' (Vl) o_f th.ls section ary 20, 2000, 1:19 p.m., and published in the issue c
apply to partnership distributions 0CCUrthe Federal Register for January 25, 2000, 65 F.F

ring on or after the date final regulationg903)



