Notice of Proposed Rulemaking SUPPLEMENTARY INFORMATION: to a foreign trust or estate is treated as

i i i taxable disposition of the property, except
and Notice of Public Hearing Background to the extgnt provided |F|)q r?egu%ationsp.
Recognition of Gain on Certain Section 684 of the Internal RevenueUch a transfer is treated as a sale or e:
Transfers to Certain Foreign Code (Code) was added by Sectiofhange of the property for its fair market
Trusts and Estates 1131(b) of the Taxpayer Relief Act c)fvalue. The U.S. transferor must immedi-

1997 (the Act), Public Law 105-34 1118tely recognize gain equal to the excess ¢
REG-108522-00 Stat. 7(88) (Au)gust 5,1997). The adcgitior’ihe_ property’s fair market vajue over its
AGENCY: Internal Revenue Serviceaffects the transfer of property by Unitedidjusted basis in the hands of the U.S

States persons to certain foreign trusts atgnsferor.
(IRS), Treasury. foreignFt)astates. g Pursuant to section 684(b), a U.S. per:

ACTION: Notice of proposed rulemak- son will not be required to recognize gain
ing and notice of public hearing. 1. Prior Law on the transfer of property to a foreign

: . . . _ trust if the U.S. transferor (or other per-
SUMMARY: This document contains Prior to the enactment of section 68450n) is considered to be the owner of the

proposed regulations under section 684 gkction 1491, with certain exceptions, iMg, st under section 671

the Internal Revenue Code relating t@osed a 35-percent excise tax on transfersp,,rsant to section 684(c) if 2 domes.
recognition of gain on certain transfers t@f property by a United States person to fic trust becomes a foreign tr’ust all trust
certain foreign trusts and estates. Threign trust or estate. Section 1491 aPsssets are considered to be transferred tc
proposed regulations affect United Stateglied to all transfers of appreciated PrOPforeign trust. Thus, appreciated property
persons who transfer property to foreigrrty whether or not at fair market valuey,naq by the trust will be deemed sold on
trusts and estates. This document alstd whether or not the transfer was madge qate that the trust status changes fror
provides notice of a public hearing orwith donative intent. The excise tax Wasjomestic to foreign, and gain must be rec
these proposed regulations. intended to curtail transfers of appreciateglgpized on that date.

DATES: Written or electronic commentsPTOPErty to foreign trusts, because a for-
must be received by November 6 2ood’-}ign trust could dispose of the propertfxplanation of Provisions

Requests to speak (with outlines of or nd invest the proceeds of the sale outside

comments to be discussed) at the publf e United States _WithOUt inc_urring anys1 684—1 Recognition of gain on transfers
hearing scheduled for November 8, 200¢7-S- . If the excise tax applied, the f0rg, certain foreign trusts and estates

must be submitted by October 18, 2000 eign trust could not increase the basis of
’ "the property contributed to the trust. Subject to certain exceptions discusse

ADDRESSES: Send submissions tounder section 1492(3), the U.S. transferdselow, the proposed regulations provide ¢
CC:MSP:RU (REG-108522-00), roomcould make an election under section 1053eneral rule of immediate recognition of
5226, Internal Revenue Service, PO Boxo treat a transfer of appreciated propertgain when a U.S. person transfers appre
7604, Ben Franklin Station, Washingtonto a foreign trust as a sale or exchange ofated property to a foreign trust or estate
DC 20044. Submissions may be hand deuch property and pay an income tax infhis immediate gain recognition applies

livered Monday through Friday betweenstead of an excise tax on the gain. even if the U.S. transferor might other-
the hours of 8 a.m. and 5 p.m. to: ) wise have been eligible to defer gain
CC:MSP:RU (REG-108522-00), Cou-2- Overview of Changes recognition under another provision of the

rier's Desk, Internal Revenue SeViB@1l g0 qion 1131 of the Act repealed secc0de: Losses are not permitted to be rec
Constitution Avenue, NW., Washington,; <1 491 through 1494 and section 10599nized under the provision. Moreover,
DC. Alternatively, taxpayers may Submltof the Code and enacted section 684. fhMultiple assets are transferred, the U.S
comments electronically via the Internet b o doing, Congress eliminated the ex'cistéansferor may not offset losses in some
selecting the "Tax Regs” option on the IR, 1, yransfers of appreciated property t8/OPETtY against gains in other property
Home Page, or by submitting comments di, o0 trsts and foreign estates in favaNder the provision.

rectly to the IRS Internet site at: A U.S. person who transfers property to

htto:// . it / list ht I'of an income tax on transfers of appreci- : _
P/TWWW.IrS.gov/tax_regs/regsiist-ntml. ..o nronerty to foreign trusts and foreig/t foreign trust must comply with the re-

The public hearing will be held in Roomlgstates. Unlike previous law, howevergortmg requirements set forth in section
; - 048 of the Code. See Notice 97-34

. i ongress provided explicit regulatory au> ) : ]

Constitution Ave., NW., Washington, Dc'thority to make exceptions to the manda1997-1 CB 422), whlgh provides gw_d-

FOR FURTHER INFORMATION CON- tory tax on such transfers. These regul&ce regarding the foreign trust reporting

TACT: Concerning the regulations, Karertions explain the application of sectiord€guirements under section 6048.

A. Renpie Quarrie gt (.202) 622-3889,684 anq provide certain exceptions fr°”§1.684—2 Transfers

concerning the submissions and hearings application.

Sonya M. Cruse at (202) 622-7180 (not Pursuant to section 684(a) of the Code, The proposed regulations define the

toll-free numbers). any transfer of property by a U.S. persotermtransferbroadly to mean any direct,



indirect or constructive transfer. The de- The proposed regulations also provid€1.684—4 Outbound migration of
termination of whether an indirect or conan exception for transfers by a U.S. perdomestic trust
structive transfer has occurred is madson to a foreign trust at death if the prop- ) )
under the rules set forth in proposed regerty transferred is included in the U.S, 1he Proposed regulations provide tha
lation §1.679-3(c) and §1.679-3(d), reperson’s gross estate for U.S. estate tak@ U-S- person transfers property to a do
spectively, published in REG-209038-8®urposes and the basis of the property fRESUC trust and, for any reason, the do
on page 191. the hands of the foreign trust is deterMeStic trust becomes a foreign trust, th
The proposed regulations provide thatnined under section 1014(a) of thélomestic trust will be deemed to have
if a U.S. person is considered the owneEode. For example, if a U.S. person prdfansferred all of its assets to a foreigr
of any portion of a trust, a transfer ofviously transferred property to a foreigifUSt: The domestic trust must immedi-
property from that portion of the trust willtrust and was treated as the owner of tHE€!Y récognize gain unless an exceptiol
be considered a transfer by the U.S. petrust under section 679, for purposes df 81.684-3 applies at that time (e.g., the
son that owns that portion of the trustsection 684 the cessation of ownershig's' person is living at the time of the
Thus, for example, a U.S. person cannatatus upon the U.S. person’s death fSUSt'S change in status and is treated &
avoid the application of section 684 byreated as a deemed transfer to the fof?®€ Owner of the trust under section 679)
first transferring property to a trust whicheign trust by the decedent immediately "'e domestic trust must also fulfill the re-
he is treated as owning under the grantarefore her death. If the person retaineRrting requirements set forth in section
trust rules, then having that trust transfesufficient powers over the trust to caus@048 of the Code and Notice 97-34.
the property to a foreign trust that he ishe trust property to be included in her "€ Proposed regulations incorporate

not treated as owning. gross estate for estate tax purposes aHif relief for inadvertent migrations set

§1.684—-3 Exceptions to the general rule the basis of the property in the hands d‘prth " §’301.7701_7(d)(2). o examplg,
' b 9 the foreign trust is determined under sedf & trusts status changes from domesti

of gain recognition tion 1014(a) of the Code, the general rull® foreign because of an inadverten

Under the proposed regulations, ceref gain recognition does not apply.change in the trustee, the trust will avoic
tain types of transfers are excepted fromlowever, to the extent the trust propert§€ @pplication of the general gain recog
the general rule of gain recognition seis not included in her estate and the fo2ition rule if, within 12 months, it makes
forth in §1.684—1. A U.S. person whoeign trust does not receive a step-up ifecessary changes to the trustee in ord
transfers property to a foreign trust willbasis in the property under sectiori© 'émain a domestic trust.
not be required to recognize gain on th&014(a), the exception does not apply. §1.684—5 Effective dates
transfer to the extent such trust is consid- The proposed regulations also provide _ | ,
ered owned by any person. For examplan exception to the general rule of gain 1 1S Section of the proposed regula
if a U.S. person transfers property to aecognition under §1.684—1 if property idioNS provides effective dates with respec
foreign trust that is treated as having &ransferred for fair market value to arf® 881.684-1 through 1.684—4. The rule
U.S. beneficiary under section 679 andnrelated foreign trust. The determina@PPly With respect to transfers of property
the U.S. person is treated as the owner ibn of whether a foreign trust is a related® foreign trusts or foreign estates mad
the trust under that section, the generébreign trust is made under the principle&ft€r August 7, 2000. The primary reasor
rule of gain recognition will not apply atset forth in §1.679-1(c)(5). Thus, for ex[0r this effective date is to immediately
that time. If, however, the trust subseample, if a U.S. person sells property fofddress taxpayer concems with respect |
quently ceases to be treated as owned Bgir market value to an unrelated foreigii® Provision of regulatory exceptions to
the U.S. person, §1.684—2(e) providesust, the general rule of section 684 wilf€ general rule of gain recognition undes
that the U.S. person will be treated amot apply. However, if the sale is to a reS€Ction 684(a). It should be noted, how
having transferred the assets of the trukated foreign trust, immediate gain€Ve that the Intemal Revenue Service i
to a foreign trust immediately before theecognition is required (unless anothef©t restricted from applying general in-
U.S. person ceases to be considered teeception applies), even if another provic®Me t@x principles to transactions prior
owner of the original trust. As a resultsion of the Code would permit deferraf© the effective dates of the proposed reg
the U.S. person will be subject to thef recognition. ulations to determine, for example, that ¢
general rule of gain recognition at that Finally, the proposed regulations proY-S: Person has made a transfer to a fo
time (unless another exception, such asde that the general rule does not appl§'dn trust.
the except_ion for certain transfers oro a distribution to a trust Wi_th respect t%pecial Analysis
death, applies). an interest held by the trust in a non-trust

A transfer by a U.S. person to a trusentity (e.g., a corporation or partnership), It has been determined that this notice
which has received a ruling or determior an interest in certain commercial trustof proposed rulemaking is not a signifi-
nation letter from the IRS recognizingFor example, if a foreign trust owns stoclkcant regulatory action as defined in Ex-
the trust’s exempt status under sectioof a U.S. corporation and the U.S. corpoecutive Order 12866. Therefore, regula
501(c)(3) will be exempt from the gen-ration makes a distribution to the trust thatory assessment is not required. It ha
eral rule of gain recognition if the trust'sis properly characterized as a dividendlso been determined that section 553(k
ruling or determination letter has beemvith respect to the trust’s stock ownerof the Administrative Procedure Act (5
neither revoked nor modified. ship, section 684 does not apply. U.S.C. chapter 5) does not apply to



these regulations, and because the reghroposed Amendments to the (2) U.S. transferor. The term U.S.

lation does not impose a collection of inRegulations transferor means any U.S. person whc
formation on small entities, the Regula- . ) makes a transfer (as defined in §1.684-2
tory Flexibility Act (5 U.S.C. chapter 6) Accordingly, 26 CFR part 1 is pro-of hronerty to a foreign trust or foreign es-
does not apply. Pursuant to sectioR©Sed to be amended as follows: tate.

7805(f) of the Internal Revenue CodepaRT 1 INCOME TAXES (3) Foreign trust. Section 7701(a)
this notice of proposed rulemaking will (31)(B) defines foreign trust.

be submitted to the Chief Counsel for Paragraph 1. The authority citation for (4) Foreign estate. Section 7701(a)
Advocacy of the Small Business Admin-part 1 is amended by adding entries in n31)(A) defines foreign estate.
istration for comment on its impact onmerical order to read in part as follows: (c) Reporting requirementsA U.S.
small businesses. Authority: 26 U.S.C. 7805 % % % person who transfers property to a foreigr
. . Section 1.684-1 also issued under 2Bust or foreign estate must comply with
Comments and Public Hearing U.S.C. 643(a)(7) and 684(a). the reporting requirements under sectior
Before these proposed regulations are Section 1.684-2 also issued under 26048. _
adopted as final regulations, considerau's'c'_643(a)(7) and 684_(a). (d)_ Examples. The foIIovx_nng exam-
tion will be given to any written com- Section 1.684-3 also issued under 2gles illustrate th_e rules of this section. I_n
ments (a signed original and eight (85J.S.C._643(a)(7) and 684_(a). all exa_lmples, Ais a U.S. person and FT is
copies) that are submitted timely to the Section 1.684-4 also issued under 28 foreign trust. The examples are as fol
IRS." The IRS and Treasury SpeCifica”yU.gleiiigﬁsg_a%(g?i al‘-'?dagiéli(ss)hed under ZI((;)VI\E/iz:;\mple 1. Transfer to foreign trust. transfers
:ﬁg;g;ta dcﬁgngéisognghﬁoihﬂteyy Zgghgé S.C. 643(a)(7) and 684(a). * kK property that has a fair market value of 1000% 10

: 's adjusted basis in the property is 400KRT has
made easier to understand. All comments Par- 2. Sections 1.684-1, 1.684-2, ;5 \eneficiary within the meaning of §1.679-2,

will be available for public inspection andl-684-3, 1.684—4 and 1.684-5 are addegld no person is treated as owning any portion o
copying. under the undesignated centerheadirfy. Under paragraph (a)(1) of this sectiérecog-

. . “Miscellaneous” to read as follows: nizes gain at the time of the transfer equal to 600X.
A pUb“C hearmg has been SChedUIeoM Example 2. Transfer of multiple properties. A

for November 8, 2000, at 10 a.m. I r00Ngs 6841 Recognition of gain on transferstransfers property Q, with a fair market value of
3313,. Int_ernal Revenue BUIldlng, 111%) certain foreign trusts and estates. 1000X, and property R, with a fair market vz’alue of
Constitution Avenue, NW., Washmgtony ?OOOX, tOFT: At the tlme'of the transfer, As.ad-
DC. Because of access restrictions, visi- (a) Immediate recognition of gair(1) {;J;;idi:T)srfpzrt?/r%pzrgz(gc;;?ror?;(s' 22duAsS, i‘gr‘::ted
tors will not be anltted beyond the Interin general Any U.S. person who trar}s-ficiary within the meaning of §178—2, and no per-
na}l Revenue Building lobby more than 15ers property to a fore|gn trust or flore|gr}Son is treated as owning any portionFdf. Under
minutes before the start of the hearing. estate shall be required to recognize gajaragraph (a)(1) of this sectioA,recognizes the
The rules of 26 CFR 601.601(a)(3)at the time of the transfer equal to the eX300X of gain attributable to property Q. Under
apply to the hearing. cess of the fair market value of the propRaragraph (a)(2) of this sectioh,does not recog-
. . nize the 200X of loss attributable to property R, and
Persons that wish to present oral correrty transferred over the adjusted bas*gay not offset that loss against the gain attributable
ments at the hearing must submit writteiffor purposes of determining gain) of suclky property Q.
comments by November 6, 2000, ang@roperty in the hands of the U.S. trans- Example 3. Transfer for less than fair market
submit an outline of the topics to be disferor unless an exception applies undeslue. Atransfers property that has a fair market
cussed and the time to be devoted to eatie provisions of §1.684-3. The amoun}f’s'“:d?ljsltggoti; ;?;Tir:”tszcg‘rig%‘;;oirs“gggx‘;f ﬁ:;h
top!c (signed original and eight (8)of gain recognlzeq is determined on ap, ;g beneficiary within the meaning of §1.679-2,
coples).by October 18, 2_000- _ asset-by-asset pa:5|3- ~and no person is treated as owning any portion o
A period of ten (10) minutes will be al- (2) No recognition of loss.Under this FT. Under paragraph (a)(1) of this sectiérecog-
located to each person for making comsection a U.S. person may not recognizezes gain at the time of the transfer equal to 800X.
ments. loss on the transfer of an asset to a foreign Example 4. Exchange of property for private an-
An agenda showing the scheduling torust or foreign estate. AU.S. person may. . Atransfers property that has a fair market
9 . g 9 g o - P a‘yalue of 1000X td=T in exchange foFT's obliga-
the sp.eakers will bfe .prepareq after theot offset gain realized on the Fransfer Offon to payA 50X per year for the rest s life.
deadline for receiving outlines hasan appreciated asset to a foreign trust @he obligation has an issue price of 1000Xs ad-
passed. Copies of the agenda will bforeign estate by a loss realized on thigsted basis in the property is 100KT has no U.S.
available free of charge at the hearing. transfer of a depreciated asset to the fopgneficiary within the meaning of §1.679-2, and no
. trust or foreian estate person is treated as owning any portio-@f A is
eign o g T . . required to recognize gain equal to 900X immedi-
. (b) Definitions. The f0”0W|.ng def.m" ately upon transfer of the property to the trust. This
The principal author of these regu|a_t|ons apply for purposes of this section: result applies even though might otherwise have
tions is Karen A. Rennie Quarrie of the (1) U.S. person.The term U.S. person been allowed to defer recognition of gain under an-

. ; . means a United States person as defin8{jer provision of the Internal Revenue Code.
Office of Associate Chief Counsel (Inter- P Example 5. Transfer of property to related for-
national). However, other personnel fro

Drafting Information

" section 7701(a)(30), and includes %ign trust in exchange for qualified obligation. A

the IRS and Treasury Department particir_‘onresment alien individual who electsransers property that has a fair market value of
pated in their development. under section 6013(g) to be treated as1@00X toFT in exchange foFT's obligation to

X % Kk x % resident of the United States. make payments to A during the next four yedrs.



is related toA as defined in §1.679-1(c)(5). TheU.S. person to the foreign trust or foreigrq,lnder §1.684-3(a), §1.684—1 does not cause At
obligation, which has an issue price of 1000X, isgtgte. recognize gain at the time of the transfer.

treated as a qualified obligation within the meaning . (ii) On July 1, 2003FT ceases to have a U.S.
of 8§1.679-4(d), and no person is treated as owning (d) Transfers bY certain trus%_s(l) In beneficiary within the meaning of §1.679-2, and as
any portion of T. A's adjusted basis in the propertydeneral If any portion of a trust is treated that date neithe nor any other person is treated
is 100X. A is required to recognize gain equal todS owned by a U.S. person, a transfer @ owning any portion dfT. On that date, the fair
900X immediately upon transfer of the property tproperty from that portion of the trust to amarket value of the property is 1200X, and its ad-

the trust. This result applies even thougimight foreign trust is treated as a transfer frorysted basis equals 350X. Under paragraph (e)(1) ¢
otherW|se have been aIIO\_N_ed to defer recognition Q{tne owner of that portion to the f0r8ignthls section A is treated as having transferred Fhe
gain under another provision of the Internal Rev- property toFT on July 1, 2003, and must recognize
enue Code. Section 1.684-3(d) provides rules reldiUSt. ) 850X of gain at that time under 81.684-1.
ing to transfers for fair market value to unrelated (2) Examples The following exam- Example 2 Death of grantor (i) The initial facts
foreign trusts. ples illustrate the rules of this paragraphre the same as in paragraph (iFaémple 1

d). In all examplesA is a U.S. person, (i) On July 1, 2003A dies, and as of that date no
§1.684-2 Transfers. @ P P

. . . . other person is treated as the owneF®f On that
DTis a domestic trust, arill is a forelgn date, the fair market value of the property is 1200X

(@) In general A transfer means a di- trust. The examples are as follows: and its adjusted basis equals 350X. Under pars
rect, indirect, or constructive transfer, ~_Example 1 Transfer by a domestic ruston - graph ()(1) of this sectior is treated as having

. January 1, 2001A transfers property which has ayansferred the property T immediately befor
b) Indirect transfers—(1) In general : .  “transferred the property T immediately before
(b) 1) 9 fair market value of 1000X and an adjusted basis gfis death, and generally is required to recogniz:

S?C“Qn 1.679-3(c) shall _apply to deterspox to DT. A retains the power to revoRd. ON 850X of gain at that time under §1.684—1. However
mine if a transfer to a foreign trust or for«Jgnuary 1, 200DT transfers property which has aan exception may apply under §1.684-3(c).

eign estate, by any person, is treated as @ market value of 500X and an adjusted basis of Example 3 Release of a power(i) On January
indirect transfer by a U.S. person to thg®?X ©OFT. Atthe time of the transfeFT has no 1, 2001, transfers property that has a fair market
foreign trust or foreign estate. S. beneficiary as defined in §1.679-2 and no pefye of 500X and an adjusted basis of 200¥To

2 E les The followi son is treated as owning any portionff. Ais At the time of the transfeET does not have a U.S.
(2) Examples € 10llowing eXam- treated as having transferred the propertiFTand beneficiary within the meaning of §1.679-2. How-

ples illustrate the rules of this paragrapis required to recognize gain of 400X, undekyer, A retains the power to revoke the trugk.is
(b). In all examples, A is a U.S. citizen 81.684-1, at the time of the transferby to FT. treated as the owner of the trust under section 67
FTis a foreign trust, and | i&’s uncle, Example 2 Transfer by a foreign trustOn Janu- and, therefore, under §1.684—3(A)is not required

: : ; ary 1, 2001A transfers property which has a fairtg recognize gain under §1.684—1 at the time of thy
who is a nonresident alien. The eX"impler‘r?farket value of 1000X and an adjusted basis gfgnsfer.

are as follows: 200X toFTL At the time of the transfeET1 has a (i) On January 1, 2007 releases the power to
Example 1 Principal purpose of tax avoidance U.S. beneficiary as defined in §1.679-2 i revoke the trust and, as of that date, neitheror
A creates and fundsT for the benefit ofA's cousin, treated as the owner 6T1 under section 679. On any other person Is treated as owning any portion ¢
who is a nonresident aliert-T has no U.S. benefi- January 1, 200%T1 transfers property which has agT. on that date, the fair market value of the prop:
ciary within the meaning of §1.679- 2, and no perfair market value of 500X and an adjusted basis Qfrty is 900X, and its adjusted basis is 200X. Unde
son is treated as owning any portiorFdt In 2004, 100X toFT2. At the time of the transfeET2has no paragraph (€)(1) of this sectiohjis treated as hav-
A decides to transfer additional property with a failu.S. beneficiary as defined in §1.679-2 and no Pefng transferred the property T on January 1,
market value of 1000X anld an ?]djusted balsis @on is treated as owning any portionF2. Ais 5007, and must recognize 700X of gain at that time.
600X toFT. Pursuant to a plan with a principal pur-treated as having transferred the properfyTaand -
pose of avoiding the application of section 684, is required to g:ecognize gainpofp40'gx, under . (f) Transfers tp entities owned by a for-
transfers the property to I. | subsequently transfes1.684—1, at the time of the transferfyito FT2.  ©/gN trust Section 1.679-3(f) provides

the property t&=T. Under paragraph (b) of this sec- () Transfers when foreign trust nofules that apply with respect to transfers
tion and 81.679-3(c)\ is treated as having trans- longer treated as owned by a U.SPf property by a U.S. person to an entity

ferred the property tBT. ) : . . i
Example 2 U.S. person unable to demonstrateP€rSOR—(1) In general If any portion of g‘hi\,;ri];li(ra]rgsftorelgn trust holds an owner

that intermediary acted independently creates a foreign trust is treated as owned by
and fundsFT for the benefit ofA's cousin, who is a U.S. person under subpart E of part |

?honreside_nt aIifegf‘l(;;lgszno Uds. beneficia_rytwithtindSutmhapter J, chapter 1 of the Intern ain recognition
© meaning of 5..5/5-2, and no person 1S Wealed gray anye Code, and such portion ceasesto
owning any portion oFT. On July 1, 2004A trans-

fers property with a fair market value of 1000 and?€ treated as owned by that person under(a) Transfers to grantor trusts The
an adjusted basis of 300X to I, a foreign person. oguch subpart, the U.S. person shall bgeneral rule of gain recognition under
January 1, 2007, at a time when the fair marketeated as having transferred, immediatel§1.684—1 shall not apply to any transfel
value of the property is 1100X, | transfers the proppefore the trust is no longer treated asf property by a U.S. person to a foreigr
oy oFT A1 ”ggﬁ:iqﬁgi?g?stﬁ;? ;hf'g?gs_bwned by that U.S. person, the assets ofust to the extent that any person i
3(c)(2)(ii), that | acted independently afn making SUCh portion to a foreign trust. treated as the owner of the trust under se
the transfer t&"T. Under this paragraph (b) and (2) Examples The following exam- tion 671. Section 1.684—2(e) provides
§1.679-3(c)A is treated as having transferred theples illustrate the rules of this paragraphules regarding a subsequent change i
property toFT. Under this paragraph (b) and(g)  |n all examplesA is a U.S. citizen the status of the trust.
ﬁ;:;gr_?s(cgfgm'e'j tt;eﬁ:/‘l ii:;‘ ;%Z?ﬁnfa?fawaﬂd FT is a foreign trust. The examples (b) Transfers to charitable trustsThe
2007. Under §1.684—1(a) recognizes gain equal are as follows: general rule of gain recognition under
to 800X on that date. Example 1 Loss of U.S. beneficiaryi) On Janu-  §1.684—1 shall not apply to any transfe
(c) Constructive transfers Section 27 1. 2001Atransfers property, which has a ‘fa”(?f property to a foreign trust that has re-
. .. _Mmarket value of 1000X and an adjusted basis of . . . .
1.679-3(d) shall apply to determine if 80x (oFT. At the time of the transfeET has a C€IVed @ ruling or determination letter,
transfer to a foreign trust or foreign estatg.s. peneficiary within the meaning of §1.679-2Which has been neither revoked nor modi

is treated as a constructive transfer by andA is treated as owningT under section 679. fied, from the Internal Revenue Service

1.684-3 Exceptions to general rule of



recognizing the trust’s exempt status (ii) Adies on July 1, 2004. The fair market value Example 2 Migration of domestic trust with no
under section 501(C)(3). at A's death of all property transferredd@ by Ais  U.S. beneficiaries A transfers property which has a
. 1500X. The basis in the property is 400& re- fair market value of 1000X and an adjusted basis
(C) Certain tran_SferS at d_efathThe tained no power ovefT and the value of the prop- equal to 400X tdl, a domestic trust for the benefit
general rule of gain recognition undegrty transferred t&T is not required to be included of A's mother who is not a citizen or resident of the
§1.684—1 shall not apply to any transfein A's gross estate. Under §1.684-2(e)(A)is United States.B is the trustee of. On January 1,
of property by reason of death of the U_g_rea(:gd a}s rt\)a\;ing tans(fjerreg the gropertﬂdm- . igOl, while Aiis still aliveB resigng as tr:ustee aﬁblf r
; e i mediately before his death, and must recognizieecomes successor trustee under the terms of t
transferor if such property is included Ir]rflOOX of gain at that time under §1.684—1. trust. Pursuant to §301.7701-7(d) of this chafiter,
the gross estate of the U.S. transferor for, Example 4 Transfer of property for fair market becomes a foreign trustT. FT has no U.S. benefi-
Federal estate tax purposes and the bagife to an unrelated foreign trust sells a house ciaries within the meaning of §1.679-2 and no per-
of the property in the hands of the foreigniith a fair market value of 1000X T in exchange son is treated as owning any portionFdt. T is re-
trust is determined under section 1014(ajor a 30-year note issued BJ. Ais notrelated t&T  quired to recognize gain of 600X on January 1,
(d) Transfers for fair market value to as defined in §1.679—1(c)(5). The note has an |ssa§)01. Paragraph_(c) of this se_ctlon_ provides rules
. price of 1000X. FT is not treated as owned by anywith respect to an inadvertent migration of a domes-
unrelated trusts The general rule of gain person. Pursuant to paragraph (d) of this sectiam, tic trust.
recognition under §1.684—1 shall notot required to recognize gain under §1.684-1.

apply to any transfer of property for fair o 81.684-5 Effective date.

market value to a foreign trust that is not §1.684—4 Outbound migrations of _

related foreign trust as defined indomestic trusts. (a) Sections 1.684-1 through 1.684-4
§1.679-1(c)(5). Section §1.671-2(e) apply to transfers of property to foreign

(@) In general If a U.S. person trans-trusts and foreign estates after August 7
fers property to a domestic trust, and suchoo0.
trust becomes a foreign trust, the trust

(2)(ii) defines fair market value.
(e) Certain distributions to trustsFor

purposes of this section, a transfer doeg, | e treated for purposes of this sec- David A. Mader,
hot include a d'smbu?]ontg a tru;;t W'th.tion as having transferred all of its assets Acting Deputy Commissioner
respect to an interest held by such trust o a foreign trust and the trust is required of Internal Revenue.

an entity other than a trust or an interest iﬂ) recognize gain on the transfer under

: 10€ 1.684—1(a). The trust must also compl iled by the Office of the Federal Register on Au-
8301.7701-4(c) of this chapter, I|qu|dat[§ (@) PYust 2, 2000, 1:04 p.m., and published in the issue c

ing trusts described in §301.7701-4(d) 0\%\Iith the rules of section 6048. the Federal Register for August 7, 2000, 65 F.R.
: . ' . (b) Date of transfer The transfer de- 48198)
this chapter, or environmental remedia-

tion trusts described in §301.7701-4(e) oﬁcrlbed_ in thls_sectlon shall be deemed to
. occur immediately before, but on the
this chapter.

. same date that, the trust meets the defini-
(f) Examples The following examples

. ) ) tion of a foreign trust set forth in section
illustrate the rules of this section. In all7701(a)(31)(5)

examplesA is a U.S. citizen anéT is a

foreian trust. Th | ol (c) Inadvertent migrations In the
oreign trust. € examples are as 10igant of an inadvertent migration, as de-

lows: fined in §301.7701(d)(2) of this chapter, a

Example 1 Transfer to owner trust In 2001,A ¢ id th licati f thi
transfers property which has a fair market value otfruS may avol € application o 1S

1000X and an adjusted basis equal to 400%To S€ction by complying with the procedures
At the time of the transfeET has a U.S. beneficiary set forth in 8301.7701-7(d)(2) of this
within the meaning of §1.679-2, aAds treated as chapter.

owning FT under section 679. Under paragraph (a) (d) Examples The foIIowing examples

of this section, §1.684—-1 does not caAde recog- . h | f thi . I
nize gain at the time of the transfer. See §1.684—2(g5usnate the rules of this section. In a

for rules that may requiré to recognize gain if the €xamplesAis a U.S. citizenB is a U.S.
trust is no longer owned by, citizen, C is a nonresident alier, is a

Example 2 Property included in U.S. trans- trust. The examples are as follows:
feror's estate at death(i) The initial facts are the Example 1 Migration of domestic trust with U.S.
same a&xample 1. beneficiaries A transfers property which has a fair

(i) Adies on July 1, 2004. The fair market valuemarket value of 1000X and an adjusted basis equal
atA's death of all property transferredRd by Ais  to 400X toT, a domestic trust, for the benefit &g
1500X. The basis in the property is 400X. A rechildren who are also United States citizeBss the
tained the power to revoKeT, thus, the value of all trustee ofT. On January 1, 2001, whike is still
property owned by T at A's death is includible in alive, B resigns as trustee aftlbecomes successor
A's gross estate for U.S. estate tax purposes. Pufustee under the terms of the trust. Pursuant to
suant to paragraph (c) of this sectiénis not re- §301.7701-7(d) of this chapta@rpbecomes a foreign
quired to recognize gain under 81.684-1 to the exrust. T has U.S. beneficiaries within the meaning of
tent the property is included s gross estate and §1.679-2 andh is, therefore, treated as ownifg
the basis of the property in the hands of the foreignnder section 679. Pursuant to §1.684-3(a), neither
trust is determined under section 1014(a). Anor T is required to recognize gain at the time of

Example 3 Property not included in U.S. trans- the migration. Section 1.684—-2(e) provides rules
feror’s estate at death(i) The initial facts are the that may requiré\ to recognize gain upon a subse-
same ag&xample 1 guent change in the status of the trust.




