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Recharacterizing Financing volving fast-pay stock. The regulations
Arrangements Involving Fast- are necessary to prevent taxpayers fro
pay Stock using fast-pay stock to achieve inappro
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(IRS), Treasury. holders of fast-pay stock, and other share
ACTION: Final regulations. holders that may claim tax benefits pur
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SUMMARY: This document containsv0|\,ing fast-pay stock.

final regulations that recharacterize, fobATES: Effective Date February 27,
tax purposes, financing arrangements ingg7.



Applicability Dates: For dates of ap- 1999-11 I.R.B. 12 [64 F.R. 805]) provid-mentator questioned whether the grant o
plicability, see sections 1.1441-10(e) anthg rules for the recharacterization of cerregulatory authority under section 7701(l)
1.7701(1)-3(g) of these regulations. tain fast-pay arrangements under sectigmermits recharacterizing transactions sub
FOR FURTHER INEORMATION CON- 7701(l) of the Internal Revenue Codeject to other, comprehensive stgtutory
TACT: Jonathan Zelnik, (202) 622_3920Bec§luse no one reques_ted to speak at thdes sgch as the rules governing the
(not a.toll-free number) ' public hearing, the hearing was canceledransactions of RICs and REITs.

' Four written comments responding to the The IRS and Treasury Department have
SUPPLEMENTARY INFORMATION: notice of proposed rulemaking were reeoncluded that section 7701(l) authorizes
ceived. The comments addressed neithexcharacterization of any multiple-party
(1) the accuracy of the estimate of the cofinancing transaction, including a fast-pay

The collection of information con- €ction of information burden nor (2) thearrangement. The IRS and Treasury De
tained in these final regulations has beeRCcuracy of the IRS’s understanding thgtartment have also concluded (as did the
reviewed and approved by the Office ofhe total_ number of entities engaging irpther two commentators) that recharacter
Management and Budget in accordand&@nsactions affected by these regulationging a fast-pay arrangement as an
with the Paperwork Reduction Act ofiS not substantial and most are not smagirangement directly between the fast-pay
1995 (44 U.S.C. 3507(d)) under controfntities within the meaning of the Regulashareholders and the benefited shareholc
number 1545-1642. Responses to thiory Flexibility Act (5 U.S.C. chapter 6). ers is consistent with the legislative man-
collection of information are mandatory. After considering the comments, the prodate of section 7701(l). Thus, the final

An agency may not conduct or sponsoP,OS_ed regglations are adopted as final regegulations retqin the approach pf the pro.
and a person is not required to respond tH!atlons with some changes. posed regulations while making some
a collection of information unless the col- 1h€ preamble to the proposed reguleehanges to address other comments.

lection of information displays a valid ions (64 FR 805) provides a detailed dis- .
control number. pay cussion of fast-pay arrangements and ttfefinition of Fast-pay Stock

Paperwork Reduction Act

The estimated average annual burddif©Posed regulations. Under the proposed regulations, stock i
hours per respondent/recordkeeper: 4 ;MMARY OF COMMENTS AND fast-pay stock if it is structured so that div-
hour. CHANGES idends (as defined in section 316) paid by

Comments concerning the accuracy of the corporation with respect to the stock
this burden estimate and suggestions for are economically (in whole or in part) a re-
reducing this burden should be sent to tH8 General turn of the holder’s investment (as opposec

Internal Revenue ServiceAttn: IRS Re- 1,6 commentators were generally fat0 only a return on the holder’s invest-
ports Clearance Officer, OP:FS:FP, Wash;q aple to the proposed regulations. ori@ent). To determine if it is fast-pay stock,
ington, DC 20224, and to theffice of .4 sidered them a reasonable attempt glock is examined when issued, and, fol
Management and BudgetAttn: Desk 44ress abusive transactions. The oth&{ock that is not fast-pay stock when is-
Officer for the Department of the Trea- je\ved them as consistent with sectiogt€d. when there is a significant modifica-
sury, Office of Information and Regula—7701(|), but preferred, as a matter of tajion in the terms of the stock or the related
tory Affairs, Washington, DC 20503. policy, a legislative solution. One of thes@dreements or a significant change in the
Books or records relating to a colleCommentators also recommended narroW€levant facts and circumstances.
tion of information must be retained aSng the scope of the proposed regulations Two commentators expressed concerr
long as their contents may become mateé‘sserting they might penalize shareholde out the interaction of section 302 with
ial in the administration of any internalyh do not benefit from the fast-paythe definition of fast-pay stock and the
revenue law. Generally, tax returns angrrangement. Significantly, neither of thesduty to retest stock. In particular, the
tax information are confidential, as re+qmmentators recommended that the fingemmentators asked whether stock that i

quired by 26 U.S.C. 6103. regulations adopt a different approach, sudipt fast-pay stock when issued can be
as the one taken in Notice 97—21. come fast-pay stock solely because a re
A third commentator criticized the pro_demptlon of the stock is treated as a divi-

On February 27, 1997, the IRS issuegosed regulations as inconsistent witfend under section 302. This conversior
Notice 97-21, 1997—1 C.B. 407, whichsection 7701(l). This commentatorS POSsible because section 302 treats ce
relates to financing arrangements involwiewed them as addressing not a conddfin redemptions as distributions of prop-
ing fast-pay stock. Among other thingsfinancing issue, but a tax accountin%:ty to which section 301 applies rather
the notice informed the public that thessue, namely, that the amount of dividenH@n as distributions in exchange for
IRS and Treasury Department expected iacome under tax principles can exceedtock- )
issue regulations recharacterizing thesthe economic income from the stock. Ad- 1h€ commentators gave different rea-
arrangements to prevent tax avoidancelitionally, this commentator believed thaSNS Why stock should not become fast
No comments were received in responsegulations under section 7701(l) canndt@y Stock solely because a redemption i
to Notice 97-21. operate if there is no back-to-back strudréated as a dividend. One reason wa

On January 6, 1999, the IRS publishetlire or if the corporation subject tothat section 302 and the provisions refer
in the Federal Registera notice of pro- recharacterization holds bona fide assefd t0 it (for example, section 1059(e))
posed rulemaking (REG-104072-97such as third-party debt. Finally, the com@/réady recharacterize certain redemp

Background



tions of stock, which indicates Congressax principles and depends on all the facthareholder’s first taxable year that in-
has determined the appropriate tax trea&nd circumstances. cludes the date the regulations are final
ment of these transactions. Another rea- All three commentators were con-zed. Thus, the sole benefit of limiting
son was that applying the fast-pay regulacerned by the failure of the proposed regaxable income under the proposed regt
tions to arrangements involvingulations to classify the financing instru-lations is a timing benefit. The preamble
redemptions may have a chilling effect oments as debt. If the financingto the proposed regulations found this
common, non-abusive transactions. Finstruments are classified as stock, thappropriate on the assumption that ove
nally, it was suggested that any changdsenefited shareholders are subject to suthe life of a fast-pay arrangement &
affecting the application of section 302stantially greater tax liabilities: they mustshareholder has the same amount of ta:
should be accomplished by issuing newnclude in income all dividends paid byable income whether the fast-pay
regulations under that statute. the corporation that issues the fast-pagrrangement is recharacterized unde
The IRS and Treasury Departmenstock, but cannot deduct amounts deemeadbtice 97—21 or under the regulations.
agree it is inappropriate to treat as a faspaid with respect to the financing instru- One commentator criticized this as-
pay arrangement every arrangement iments. According to the commentatorssumption, and, therefore, the limit and
which a redemption of stock produceshis result distorts the benefited shardater adjustment. In particular, the com-
dividend income under section 302. Théolders’ economic income. Thereforementator pointed out that if the financing
IRS and Treasury Department, howevethe regulations should classify the financinstruments are treated as equity unde
conclude that eliminating all suching instruments as debt in all cases. the regulations, a benefited shareholde
arrangements from the scope of the regu- After careful consideration of the com-would have had less taxable income ove
lations would render the regulationgnents, the IRS and Treasury Departmenhe life of the fast-pay arrangement
meaningless. Little difference exists behave decided against characterizing the fisnder the recharacterization of Notice
tween a fast-pay arrangement resultingancing instruments in the final regula97-21 (that is, a shareholder would hav
from redemptions structured to be divitions. Although debt characterizatiora permanent reduction to taxable in-
dends and a fast-pay arrangement resuittay be appropriate in some cases, icome). Thus, the limit is without any
ing from dividends structured to be a reether cases it will be more appropriate tsubstantive effect because any non-tim
turn of the holder’s investment. characterize the financing instruments asg reduction in taxable income due tc
To balance the concerns of the comequity or something else. Thus, the ruléhe limit is included in the year the regu-
mentators and the concerns of the IRS and the proposed regulations is retainedations are finalized. To rectify this
Treasury Department, the final regula{As explained below, however, the finalproblem, the commentator asked that, i
tions add a new rule clarifying the effecregulations permit taxpayers, for a limitedhe final regulations do not classify the
of section 302 on the determination operiod, to determine their taxable incoméinancing instruments as debt in all
whether stock is fast-pay stock. Undeattributable to a recharacterized fast-pagases, they should at least classify the f
this rule, stock is not fast-pay stock solelarrangement by treating the financing innancing instruments as debt for the pe
because a redemption is treated as a digtruments as debt.) riod starting after the effective date of
dend by section 302 unless there is a prin- o the final regulations and ending before
cipal purpose of achieving the same ecd=/€ction to Limit Taxable Income the final regulations are published.
Attributable to a Recharacterized Fast- 14 sddress these concerns, the fin

nomic and tax effect as a fast-pay ,

arrangement. In this way, only thos@@y Arrangement for Periods Before o4, jations adopt a different rule from the
arrangements in which redemptions ar@pril 1, 2000 one in the proposed regulations. As witt
designed to return a shareholder’s eco- gacause the regulations are effectivi’® proposed regulations, a shareholde
nomic investment as dividends are reCha?ebruary 27, 1997 (the date Noticd"®Y limit its taxable income to either the
acterized. Because the problem of stock;_51 was issued to the public), the prd';mount determined under Notice 97-2:
redemptions may be common to many, qeaq regulations permit a shareholdé’ the amount determined under the regt
different fast-pay arrangements, regarGs¢ 5 recharacterized fast-pay arrang ations. For purposes of this limit, a
less of how they are structured, the rulgant to limit, for certain taxable years,shareholder may assume the financing ir
addressing such problem is placed withifts income from the arrangement.Str”ments are debt under the final regule
the regulations under section 7701(|)Specifically, a shareholder may limit itstions. A shareholder may also make thi
rather than under a different section. taxable income attributable to a recha@Ssumption to determine the amount o

acterized fast-pay arrangement to th@"y later adjustment to income because
taxable income that results if the fast-paj/’€ limit. Thus, the later adjustment will
arrangement is recharacterized unddlot include any permanent reduction tc
Under the proposed regulations, thélotice 97-21. This limit is available {&x@ble income a shareholder realizes b
fast-pay shareholders are treated as holdnder the proposed regulations for taximiting its taxable income to the amount
ing financing instruments issued by thable years ending after the effective datdetermined under Notice 97-21.
benefited shareholders rather than asf the regulations and before the regula- '€ final regulations also adopt a
holding the fast-pay stock. The charactdions are finalized. Any amount ex-onger period during which shareholder
of financing instruments (for example,cluded under this limit must be includedn@Y limit their taxable income. Under
stock or debt) is determined under generak an adjustment to taxable income in tH8€ Proposed regulation, a shareholde

Characterization of the Financing
Instruments



may limit its taxable income for taxableconcluded that there is no present need Effective Date
years ending after February 26, 1997, andodify the regulations to address this )
before the date these regulations are puproblem. First, the tax treatment of deriv- | N€S€ regulations apply to taxable
lished as final regulations in the Federatives in general is outside of the scope §€2rs ending after February 26, 1997.
Register. The fin_al_ regulation_s permit ahgse regulations. T_herefore, a rule SP&pecial Analyses
shareholder to limit its taxable income forific to these regulations would only in-
all periods before April 1, 2000. Thus, forcrease the complexity regarding the tax It has been determined that this Trea-
all taxable years ending after February 2@reatment of derivatives. Second, andury decision is not a significant regula-
1997 and before April 1, 2000, and fomore importantly, the IRS and Treasuryory action as defined in Executive Order
that part of a shareholder’s taxable yedbepartment have concluded that undek2866. Therefore, a regulatory assess
before April 1, 2000, a shareholder magxisting law the party entitled to purchasenent is not required. It is hereby certified
limit its taxable income attributable to thethe benefited stock under a prepaid fotthat these regulations will not have a sig-
fast-pay arrangement. ward contract such as the one describetdficant economic impact on a substantial
In permitting shareholders to determin@bove is the owner of the benefited stockumber of small entities. This certifica-
their taxable income under the regulationfor federal income tax purposes. $&v. tion is based on the understanding of the
by assuming that the financing instruRul. 82-150, 1982-2 C.B. 110 (concludiRS and Treasury Department that the
ments are debt for periods before April 1ing that the holder of a deep-in-thetotal number of fast-pay arrangements is
2000, the IRS and Treasury Departmemhoney option is the owner of the referfewer than 100, that the number of enti-
intend no implication regarding theence property). Finally, the regulationgdies engaging in transactions affected by
proper characterization of the financingtate they are to be interpreted in a mathese regulations is not substantial and, o
instruments under general tax principleqier consistent with preventing the avoidthose entities, few or none are small enti-
Rather, the rule regarding the financingnce of tax. Mechanically applying theties within the meaning of the Regulatory
instruments is intended solely for the purregulations in a manner that does not pré-lexibility Act (5 U.S.C. chapter 6).
pose of giving shareholders the benefit ofent tax avoidance is clearly inconsistentherefore, a Regulatory Flexibility
the recharacterization described in Noticaith the purpose of the regulations andnalysis is not required. Pursuant to sec:
97-21 for periods before April 1, 2000. the Congressional mandate of sectiotion 7805(f) of the Internal Revenue
7701()). Code, the notice of proposed rulemaking
preceding these regulations was submit
ted to the Chief Counsel for Advocacy of

Use of Derivatives to Avoid the
Regulations Fast-pay Arrangement Defined

One commentator recommended The proposed regulations define a fast® Small Business Administration for
adding an explicit rule to prevent partiepay arrangement as any arrangement fifmments on its impact on small busi-
from using derivative contracts to create shich a corporation has outstanding fo®SS€s-
fast-pay ar.rangement that escapes eithany part of its taxable year two or MOr§yrafting Information
the regulations or the effect of the recharlasses of stock, at least one of which is
acterization rules. To illustrate this pointfast-pay stock. Some taxpayers assert The principal authors of these regula-
the commentator posited a simplifiedhat the regulations can be avoided by crétons are Jonathan Zelnik and Marshall
transaction in which a corporation issueating a fast-pay arrangement in which &eiring of the Office of the Assistant
fast-pay stock to one tax-exempt entitgorporation issues what is nominally &Chief Counsel (Financial Institutions &
and benefited stock to another tax-exemgingle class of shares, notwithstandin@roducts). However, other personnel
entity. The tax-exempt entity holding thethat some of the shares are subject to a feem the IRS and Treasury Department
benefited stock enters into a prepaid folated agreement. These taxpayers appgrarticipated in their development.
ward contract with a taxable personently rely on the formal meaning of *okok ok %

Under the prepaid forward contract, théclass” under state corporate law and ig- i

taxable person must buy the benefitedore the direction in the proposed regulg®doption of Amendments to the

stock in the future for an amount substartions to determine whether stock is fastkegulations

Fially below its expected value. Accord-p.ay stock based on all the facts and Accordingly, 26 CFR parts 1 and 602

ing to th_e commentator, upless the taxgbtarcumstances. are amended as follows:

person is treated as owning the benefited To remove any doubt that the regula-

stock, the parties have created a fast-papns cover fast-pay arrangements no maBART 1—INCOME TAXES

arrangement in which the recharacterizaer how contrived, the IRS and Treasury o

tion of the regulations fails to prevent taxDepartment have simplified the definition Paragraph 1. The authority citation for

avoidance. Without making a recommenef “fast-pay arrangement” in the final regPart 1 is amended by adding an entry i

dation, the commentator offered a numbarlations. Under this definition, a fast-pay?Umerical order to read in part as follows:

of rules to correct this situation. (Thearrangement is any arrangement in which Authority: 26 U.S.C. 7805 ***

commentator did not discuss whether tha corporation has fast-pay stock outstand- S€ction 1.7701(1)-3 also issued under

benefited holder would be subject to théng for any part of its taxable year. Thet6 U-S.C. 7701_(I)' b )

“debt-financing” rules in section 514).  regulations illustrate this point with an ex- Par- 2. Section 1.1441-10, is added
The IRS and Treasury Department havample. read as follows:



§1.1441-10 Withholding agents with re- Example 1 REIT W issues shares of fast-paystock.
spect to fast-pay arrangements. (sltOCIljrfi?efc(j)r;ig?eisngic;/lifr‘g:ld?\}i g‘ezedsside;‘iz‘)tg?z:;(‘j?rfl A) Sale of benefited stock.

(a) In_general A c_orporatlon that is- of C are subject to a 30 percent Withpholding tax. _%) Tra_nsactlons other_than sales.
sues fast-pay stock in a fast-pay arranggzyes all shares of benefited stock to foreign indidV) Adjustment to basis for amounts ac-
ment described in §1.7701(1)-3(b)(1) is &iduals who are residents of Country D. D's incom&rued or paid in taxable years ending be
withholding agent with respect to pay-tax convention with the United States reduces thfore February 27, 1997.
ments made on the fast-pay stock an‘d”riéi‘rj]tStSt:;e‘r"’gfl‘h7°7'gi1”(g tg(xc)ort‘h‘ii‘gi‘\’/ied”ednsd;o ;i d) Prohibition against affirmative use of
paym_ent_s deemed made under the rech%ﬁ-w to A are deemed 1o be pai’d by W to the bEne_echaracterlzat|on by taxpayers.
acterization rules of §1.7701(1)-3. EXcepfieq shareholders. W has reason to know that A et€) Examples.
as provided in this paragraph (&) or ifered into the fast-pay arrangement with a principdif) Reporting requirement.
paragraph (b) of this section, the withpurpose of using the recharacterization rules ofl) Filing requirements.
holding tax rules under section 1441 an-7701()-3(c) to reduce United States withholdingjy |n general.

ax. W must withhold at the 30 percent rate becau

section 1442 apply with respect to a fas{he amount of withholding that applies to the pays_(?i) Controlled foreign corporation.

pay arrangement described iNnents determined under the form of the arrangemeflil) FOreign personal holding company.

§1.7701(I)-3(c)(1)(i) in accordance withis higher than the amount of withholding that applie§iv) Passive foreign investment company.

the recharacterization rules provided ino the payments determined under §1.7701(1)-3(c).(2) Statement.

§1.7701(1)-3(c). In all cases, notwith- fEXhémp'EZThif";Cts are thehsavvedafmmpl'(e () Effective date.

standing paragraph (b) of this section, i °f i paragraph (d) except that W does not know, y y qanerg.
> X ) or have reason to know, that A entered into th . L. . .

at any time the withholding agent knOV\_/So\rrangement with a principal purpose of using thé2) Election to limit taxable income attrib-

or has reason to know that the Commisecharacterization rules of §1.7701(1)-3(c) to reducdtable to a recharacterized fast-pa

sioner has exercised the discretion undéited States withholding tax. Further, the Comarrangement for periods before April 1,

either §1.7701(1)-3(c)(1)(ii) to apply themissioner has not exercised the discretion undesggQ.

: ; §1.7701(1)-3(d) to depart from the recharacterizaz.y , : .
recharacterization rules Of o rules of 81.7701()-3(c). Accordingy, W must() LMt

§1.7701(1)-3(c), or §1.7701(1)-3(d) to deyithnold tax at a 15 percent rate on the dividendéi) Adjustment and statement.

part from the recharacterization rules ofieemed paid to the benefited shareholders. (iii) Examples.

§1.7701(1)-3(c) for a taxpayer, the with- (e) Effective date This section applies (3) Rule to comply with this section.
holding agent must withhold on paymentso payments made (or deemed made) d#) Reporting requirements.

made (or deemed made) to that taxpayer after January 6, 1999. Par. 4. Section 1.7701(I)-3 is added t«
in accordance with the characterization of Par. 3. Section 1.7701()-0 is added teead as follows:
the fast-pay arrangement imposed by thead as follows: §1.7701()-3 Recharacterizing financing
Commissioner under 81.7701(1)-3. §1.7701(1)-0 Table of contents. arrangements involving fast-pay stock.
(b) Exception. If at any time the with- ~ This section lists captions that appear (a) Purpose and scopeThis section is
holding agent knows or has reason tin 881.7701(1)-1 and 1.7701(1)-3: intended to prevent the avoidance of ta
know that any taxpayer entered into &1.7701(l)-1 Conduit financing arrange-by persons participating in fast-pay
fast-pay arrangement with a principal purments. arrangements (as defined in paragrap

pose of applying the recharacterizatio1.7701(1)-3 Recharacterizing financing(b)(1) of this section) and should be inter-
rules of §1.7701(l)-3(c) to avoid taxarrangements involving fast-pay stock. preted in a manner consistent with thi:

under section 871(a) or section 881, thefa) Purpose and scope. purpose. This section applies to all fast
for each payment made or deemed madp) Definitions. pay arrangements. Paragraph (c) of thi
to such taxpayer under the arrangemer(l) Fast-pay arrangement. section recharacterizes certain fast-pa
the withholding agent must withhold,(2) Fast-pay stock. arrangements to ensure the participant
under section 1441 or section 1442, th@) Defined. are taxed in a manner reflecting the ecc
higher of— (i) Determination. nomic substance of the arrangements

(1) The amount of withholding that (3) Benefited stock. Paragraph (f) of this section imposes re
would apply to such payment determinedc) Recharacterization of certain fast-paporting requirements on certain partici-
under the form of the arrangement; or  arrangements. pants.

(2) The amount of withholding that(1) Scope. (b) Definitions—(1) Fast-pay arrange-
would apply to deemed payments detef2) Recharacterization. ment A fast-pay arrangement is any
mined under the recharacterization rule@) Relationship between benefited sharearrangement in which a corporation ha:
of 81.7701()-3(c). holders and fast-pay shareholders. fast-pay stock outstanding for any part o

(c) Liability. Any person required to (ii) Relationship between benefited shareits taxable year.
deduct and withhold tax under this sectioholders and corporation. (2) Fast-pay stock-(i) Defined Stock
is made liable for that tax by sectioniii) Relationship between fast-pay shareis fast-pay stock if it is structured so tha
1461, and is also liable for applicablenolders and corporation. dividends (as defined in section 316) paic
penalties and interest for failing to com{3) Other rules. by the corporation with respect to the
ply with section 1461. (i) Character of the financing instrumentsstock are economically (in whole or in

(d) Examples The following examples (ii) Multiple types of benefited stock. part) a return of the holder’s investmen

illustrate the rules of this section: (iii) Transactions affecting benefited(as opposed to only a return on the



holder’s investment). Unless clearlydiscretion, and a determination under thistance of the fast-pay arrangement.
demonstrated otherwise, stock is preparagraph (c)(1)(ii) applies to all parties (iii) Transactions affecting benefited
sumed to be fast-pay stock if— to the fast-pay arrangement, includingtock—(A) Sale of benefited stockf one
(A) It is structured to have a dividendtransferees. person sells benefited stock to another—
rate that is reasonably expected to decline (2) Recharacterization A fast-pay (1) In addition to any consideration ac-
(as opposed to a dividend rate that is rearrangement described in paragraph (c)(idally paid and received for the benefited
sonably expected to fluctuate or remainf this section is recharacterized as astock, the buyer is deemed to pay and th
constant); or arrangement directly between the beneseller is deemed to receive the amoun
(B) It is issued for an amount that exfited shareholders and the fast-pay shareecessary to terminate the seller’s posi
ceeds (by more than a de minimisolders. The inception and resulting relaton in the financing instruments at fair
amount, as determined under the princtionships of the recharacterizednarket value; and
ples of §1.1273-1(d)) the amount aarrangement are deemed to be as follows: (2) The buyer is deemed to issue fi-
which the holder can be compelled to dis- (i) Relationship between benefitechancing instruments to the fast-pay share
pose of the stock. shareholders and fast-pay shareholdersholders in exchange for the amount neces
(i) Determination The determination The benefited shareholders issue financigbry to terminate the seller’s position in
of whether stock is fast-pay stock is baseidistruments (the financing instruments}he financing instruments.
on all the facts and circumstances, includiirectly to the fast-pay shareholders in ex- (B) Transactions other than saleg&x-
ing any related agreements such as ophange for cash equal to the fair marketept for transactions subject to paragrapl
tions or forward contracts. A relatedvalue of the fast-pay stock at the time ofc)(3)(iii)(A) of this section, in the case of
agreement includes any direct or indiredssuance (taking into account any relatedny transaction affecting benefited stock,
agreement or understanding, oral or writagreements). The financing instrumentthe parties to the transaction must make
ten, between the holder of the stock anldave the same terms (other than issuer) appropriate adjustments to properly take
the issuing corporation, or between théhe fast-pay stock. Thus, for example, theto account the fast-pay arrangement a
holder of the stock and one or more othdiming and amount of the payments madeharacterized under paragraph (c)(2) of
shareholders in the corporation. To detewith respect to the financing instrumentshis section.
mine if it is fast-pay stock, stock is examalways match the timing and amount of (iv) Adjustment to basis for amounts
ined when issued, and, for stock that ithe distributions made with respect to thaccrued or paid in taxable years ending
not fast-pay stock when issued, whefast-pay stock. before February 27, 1997In the case of
there is a significant modification in the (ii) Relationship between benefited fast-pay arrangement involving amounts
terms of the stock or the related agreeshareholders and corporationThe bene- accrued or paid in taxable years ending
ments or a significant change in the reldited shareholders contribute to the corpdsefore February 27, 1997, and recharac
vant facts and circumstances. Stock is naation the cash they receive for issuing thierized under this paragraph (c), a bene
fast-pay stock solely because a redempinancing instruments. Distributionsfited shareholder must decrease its basi
tion is treated as a dividend as a result eade with respect to the fast-pay stocih any benefited stock (as determined
section 302(d) unless there is a principare distributions made by the corporatiomnder paragraph (c)(2)(ii) of this section)
purpose of achieving the same economigith respect to the benefited shareholdsy the amount (if any) that—
and tax effect as a fast-pay arrangementers’ benefited stock. (A) Its income attributable to the bene-
(3) Benefited stock With respect to  (iii) Relationship between fast-payfited stock (reduced by deductions attrib-
any fast-pay stock, all other stock in theshareholders and corporationFor pur- utable to the financing instruments) for
corporation (including other fast-payposes of determining the relationship betaxable years ending before February 27
stock having any significantly differenttween the fast-pay shareholders and the997, computed by recharacterizing the
characteristics) is benefited stock. corporation, the fast-pay stock is ignoredast-pay arrangement under this para-
(c) Recharacterization of certain fast-The corporation is the paying agent of thgraph (c) and by treating the financing in-
pay arrangements- (1) Scope This benefited shareholders with respect to th&ruments as debt; exceeds
paragraph (c) applies to any fast-pafinancing instruments. (B) Its income attributable to such
arrangement— (3) Other rules—(i) Character of the fi- stock for taxable years ending before Feb
(i) In which the corporation that hasnancing instruments The character of a ruary 27, 1997, computed without apply-
outstanding fast-pay stock is a regulatefinancing instrument (for example, stocking the rules of this paragraph (c).
investment company (RIC) (as defined iror debt) is determined under general tax (d) Prohibition against affirmative use
section 851) or a real estate investmemtrinciples and depends on all the facts amaf recharacterization by taxpayer# tax-
trust (REIT) (as defined in section 856)circumstances. payer may not use the rules of paragrapl
or (ii) Multiple types of benefited stock (c) of this section if a principal purpose
(i) If the Commissioner determinesany benefited stock has any significantljor using such rules is the avoidance of
that a principal purpose for the structuréifferent characteristics from any otherany tax imposed by the Internal Revenue
of the fast-pay arrangement is the avoidbenefited stock, the recharacterizatio@ode. Thus, with respect to such tax-
ance of any tax imposed by the Internalules of this paragraph (c) apply amongayer, the Commissioner may depart from
Revenue Code. Application of this parathe different types of benefited stock aghe rules of this section and recharacterizc
graph (c)(1)(ii) is at the Commissioner’'sappropriate to match the economic subfor all purposes of the Internal Revenue



Code) the fast-pay arrangement in accowith a principal purpose of achieving the same ecaamount actually received, plus $747, the amoun
dance with its form or its economic suphomic and tax effect as a fast-pay arrangememecessary to terminate the seller’s position in the fi
. . hus, N'’s stock is fast-pay stock, M’s stock is benenancing instruments at fair market value). The
stanc_e. For example, if .a forelgn perso ited stock, and the parties have entered into a fagteller’s gain on the sale of the common stock is $4
acquires fast-pay stock in a REIT and gay arrangement. Because L is neither a RIC nor(82,047, the amount realized, minus $2,000, th
principal purpose for acquiring such StoCIREIT, whether this fast-pay arrangement is rechaseller's basis in the common stock). The seller ha
is to reduce United States Withholdingalcterized under paragraph (c) of this section depends income or deduction with respect to terminating
taxes by applying the rules of paragrapH” whether the E:ommigsione_r determines‘, u_ndéus p9sition in the financing instruments.
(c) of this section, the Commissioner ma};)aragraph (c)(1)(ii) of this section, that a principal (iii) Buyer’s treatment on purchas&Jnder para-

! . . _“purpose for the structure of the fast-pay arrangemegtaph (c)(3)(iii)(A) of this section, the buyer’s basis
for purposes of determining the foreigrs the avoidance of any tax imposed by the Internah the share of D Stock is $2,047 ($1,300, the
person’s United States tax consequence&gvenue Code. amount actually paid, plus $747, the amount neede
(including Withholding tax), depart from Example 4. Recharacterization illustratedi) to terminate the seller’s position in the financing in-
the rules of paragraph (C) of this sectioﬁaC‘Sk Ondfolrgnoatic;]n, REI'I'fYDis;ueskl]E)O sgfr(()egoof ?t;?g)ﬁ(gr;t(sé)at ffair:_ markgt vallie).| Under pare;gr;lpl

. . _Stock an shares o tock for $1, peic iii of this section, simultaneous with the
and treat the _forelgn person as h0|d|n§nare. By its terms, a share of D Stock is reasonalsgle, the buyer is treated as issuing financing instrt
fast-pay stock in the REIT. expected to pay a $110 dividend in years 1 througments to the fast-pay shareholders in exchange fc

(e) Examples The following examples 10 and a $30 dividend each year thereafter. In yea$347, the amount necessary to terminate the seller
illustrate the rules of paragraph (c) of thig through 10, persons holding a majority of the Dposition in the financing instruments at fair market
section: Stock must consent before Y may take any actiomalue.

Example 1. Decline in dividend ratei) Facts that would result in Y liquidating or dissolving, Example 6. Fast-pay arrangement involving
Corporation X issues 100 shares of A Stock and 1d@erging or consolidating, losing its REIT status, ommounts accrued or paid in a taxable year ending
shares of B Stock for $1,000 per share. By its term§?"ing substantially‘all of its assets. Thereafter, Yefore February 27, 1997 (i) Facts Yis a_calen—

a share of B Stock is reasonably expected to pay™8Y take these actions WIthOL,it conseni so long aw&r year taxpaygr. In June 1996, Y acquires share
$110 dividend in years 1 through 10 and a $30 divit-he D Stock shareholders receive $400 in exchan@é REIT T benefited stock for $15,000. In Decem-
dend each year thereafter. If X liquidates, the holgdpr their D Stock. ber 1996, Y receives dividends of $100. Under the
of a share of B Stock is entitled to a preference equal (i) Analysis When issued, the D Stock has arecharacterization rules of paragraph (c)(2) of thi:
to the share’s issue price. Otherwise, the B Stoéwvidend rate that is reasonably expected to declirgection, Y’s 1996 income attributable to the bene
drom an annual rate of 11 percent of its issue price fited stock is $1,200, Y’s 1996 deduction attribut-
holder’s option. an annual rate of 3 percent of its issue price. In addible to the financing instruments is $500, and Y’s

(i) Analysis When issued, the B Stock has ation, the $1,000 issue price of a share of D Stock edasis in the benefited stock is $25,000.
dividend rate that is reasonably expected to declirfeeeds the price at which the shareholder can be com-(ii) Analysis Under paragraph (c)(3)(iv) of this
from an annual rate of 11 percent of its issue price felled to dispose of the stock ($400). Thus, the Bection, Y's basis in the benefited stock is reduce
c%tock is fast-pay stock, and the C Stock is benefitday $600. This is the amount by which Y’s 1996 in-
stock. Because Y is a REIT, the fast-pay arrangeome from the fast-pay arrangement as recharacte
ment is recharacterized under paragraph (c) of thised under this section ($1,200 of income attribut:

cannot be redeemed at either X’s or the shar

an annual rate of 3 percent of its issue price. Sin
the B Stock is structured to have a declining divi
dend rate, the B Stock is fast-pay stock, and the

Stock is benefited stock. section. able to the benefited stock less $500 of deduction
Example 2. Issued at a premiur(i) Facts The (iii) Recharacterization The fast-pay arrange- attributable to the financing instruments), exceed:
facts are the same asExample Iof this paragraph MeNt is recharacterized as follows: Y’s 1996 income from the fast-pay arrangement a;

(e) except that a share of B Stock is reasonably ex- (A) Under paragraph (c)(2)(i) of this section, thenot recharacterized under this section ($100 of in
pected to pay an annual $110 dividend as long asG Stock shareholders are treated as issuing financiogme attributable to the benefited stock). Thus, ir
is outstanding, and Corporation X has the right to rdhstruments to the D Stock shareholders in exchand®97 when the fast-pay arrangement is recharacte

deem the B Stock for $400 a share at the end of yelgf $100,000 ($1,000, the fair market value of eacized, Y's basis in the benefited stock is $24,400.
10. share of D Stock, multiplied by 100, the number of (f) Reporting requirement(1) Filing

(i) Analysis The B Stock is structured so thatSh"’E;Sl)J- . b )i of this section, h requirements—(i) In general A corpora-
the issue price of the B Stock ($1,000) exceeds (b nder paragraph (c)(<)(ll) Ot this section, the,, - ing
more thanpa de minimis amourft) the p)rice at Whi(c Stock shareholders are treated as contributintg!iOn that has fast-pay stock outstanding ¢

the holder can be compelled to dispose of the stodi200:000 to Y (the $100,000 received for the financ@Ny time during the taxable year must at

($400). Thus, the B Stock is fast-pay stock, and tH89 instruments, plus the $100,000 actually paid fotach the statement described in paragray
A Stock is benefited stock. the C Stock) in exchange for the C Stock. (f)(2) of this section to its federal income

Example 3. Planned section 302(d) (C) Under paragraph (c)(2)(i) of this section,tay yetyrn for such taxable year. This

redemptions—(i) Facts Corporation L, a subchap- €ach distribution with respect to the D Stock is .
ter C Eorpora(lt)ion issues pzzo shares of Compmotﬁeated as a distribution with respect to the C Stockparagraph (f)(1)(i) does not apply to a

stock for $1,000 per share. No other stock is autho- (P) Under paragraph (c)(2)(iii) of this Se?tion’corpc?.rat.i.c.m de.scribeq in pgragraphs
rized, but L can issue warrants entitling the holder 1€ C Stock shareholders are treated as making pd)(1)(ii), (iii), or (iv) of this section.

acquire L common stock for $3,000 per share unt[€Nts with respect to the financing instruments, and (ji) Controlled foreign corporation In
such time as L adopts a plan of liquidation. L can’ IS treated as the paying agent of the financing inhe case of a controlled foreign corpora
adopt a plan of liquidation if approved by 90 percertruments for the C Stock shareholders. tion (CFC), as defined in section 957, tha

; , ; Example 5. Transfer of benefited stock illus-
of its shareholders. Half of L's stock is purchased b - ) _ . -
Corporation M, and half by Organization N, Which%/rated— (i) Facts The facts are the same a€in  Nas fast-pay stock outstanding at any tim

is tax exempt. At the time of purchase, M and NtMPle 4of this paragraph (e). Near the end of yeadluring its taxable year (during which time
agree that for a period of ten years L will annually> & Person holding one share of C Stock sells it fat was a CFC), each controlling United
redeem (and N will tender) ten shares of stock in ext1»300. The buyer is unrelated to REIT Y or to an\giates shareholder (within the meaning ¢

; . .of the D Stock shareholders. At the time of the sal
change for $12,100 and ten warrants. It is antic? ! %1.964-1(0)(5)) must attach the statemer

ated that, under sections 302 and 301, the annJif @mount needed to terminate the seller’s positi . ; .
P in the financing instruments at fair market value i§lescribed in paragraph (f)(2) of this sec

ayment to N will be a distribution of property that'" .
!Zaydividend_ propery $747 tion to the shareholder’'s Form 5471 for

(iiy Analysis Considering all the facts and cir- (i) Benefited shareholder's treatment on salethe CFC’s taxable year. The provisions o
cumstances, including the agreement between Mnder' paragraph (c)(3)(iii)(A) of this section, thegaction 6038 and the regulations unde
and N, L's redemption of N's stock is undertaker®€/ler’s amount realized is $2,047 ($1,300, the



section 6038 apply to any statement rehis section (relating to reporting require-amortize bond premium.
quired by this paragraph (f)(1)(ii). ments), this section applies to taxable (B) Foryears 1through 5, the fast-pay stock has

. . ) . n annual dividend rate of $17 per share ($17,00(
(iii) Foreign personal holding com-years ending after February 26, 1997%r all fast-pay stock): in later years, the fast-pay

pany. In the case of a foreign personalhus, all amounts accrued or paid duringoc has an annual dividend rate of $1 per shar
holding company (FPHC), as defined irthe first taxable year ending after Februga1,000 for all fast-pay stock). At the end of year 5,
section 552, that has fast-pay stock ougry 26, 1997, are subject to this section. and thereafter, a share of fast-pay stock can be a
standing at any time during its taxable (2) Election to limit taxable income at-9uired by Y in exchange for $50 ($50,000 for all

year (during which time it was a FPHC)tributable to a recharacterized fast-payfasgaéf‘t?ﬁz)aay Y is formed, it acquires a five-

each United States citizen or resident wharrangement for periods before April 1, ear mortgage note (the note) issued by an unrelate
is an officer, director, or 10-percent share2000—(i) Limit. For periods before April third party for $200,000. The note provides for an-
holder (within the meaning of sectionl, 2000, provided the shareholder rechanual interest payments on December 31 of $18,00(
6035(e)(1)) of such FPHC must attach thacterizes the fast-pay arrangement consig-coupon interest rate of 9.00 percent, compounde

statement described in paragraph (f)(2) déntly for all such periods, a shareholde""ua). and one payment of principal at the end o
years. The note can be prepaid, in whole or in

this section to his or her Form 5471 fomay limit its taxable income attributablept, at any time.
the FPHC'’s taxable year. The provision$o a fast-pay arrangement recharacterized (i) Recharacterization under Notice 97—2{A)
of sections 6035 and 6679 and the regulander paragraph (c) of this section to the general One way to recharacterize the fast-pay

tions under sections 6035 and 6679 apphaxable income that results if the fast-pa?”""”?1‘9”“;”"0'“”der r:ogcebw—?l ;5 t;’ treﬁt Itdhe fast
to any statement required by this paraarrangement is recharacterized under gy 2710 FE 2 the benefited shareholders as
ey jointly purchased the note from the issuer with

gra_ph (f)(l)(_“')- o ther— _ the understanding that over the five-year term of the
(iv) Passive foreign investment com- (A) Notice 97-21, 1997-1 C.B. 407,note the benefited shareholders would use thei
pany. In the case of a passive foreign insee §601.601(d)(2) of this chapter; or  share of the interest to buy (on a dollar-for-dollar

vestment company (PFIC), as defined in (B) Paragraph (c) of this section, comP?asis) the fast-pay shareholders’ portion of the note

. : . . . . The benefited shareholders’ and the fast-pay share
section 1297, that has fast-pay stock ouputed by assuming the financing instrug oo yearly taxable income under Notice 9721

standing _at any_ tim_e du_ring its taxablenents ar? deb_t' can then be calculated after determining their initial
year (during which time it was a PFIC), (ii) Adjustment and statemem  portions of the note and whether those initial por-
each shareholder that has elected (undgmareholder that limits its taxable incoméons are purchased at a discount or premium.
section 1295) to treat the PFIC as a qualie the amount determined under para- (B) Determining initial portions of the debt in-

. . . . . . _strument The fast-pay shareholders’ and the bene-
fied electing fund and knows or has reagraph (g)(2)(i)(A) of this section must in fited shareholders’initial portions of the note can be

son to know that the PFIC has outstandingude as an adjustment to taxable inCOM&ermined by comparing the present values of thei
fast-pay stock must attach the statemeiite excess, if any, of the amount detekxpected cash flows. As a group, the fast-pay share
described in paragraph (f)(2) of this secmined under paragraph (g)(2)(i)(B) of thigholders expect to receive cash flows of $135,000

tion to the shareholder’s Form 8621 fosection, over the amount determinedive annual payments of $17,000, plus a final pay-

) . . ‘ment of $50,000). As a group, the benefited share
the PFIC’s taxable year. Each shareunder paragraph (9)(2)(i)(A) of this sec; '\ expect to receive cash flows of $155,00C

holder owning 10 percent or more of théion. This adjustment to taxable iNCOMfve annual payments of $1,000, plus a final pay-
shares of the PFIC (by vote or value) isnust be made in the shareholder’s firshent of $150,000). Using a discount rate equal tc
presumed to know that the PFIC has idaxable year that includes April 1, 2000the yield to maturity (as determined under

sued fast-pay stock. The provisions oA shareholder to which this paragrapt$-1272-1(b)(1)(1) of the mortgage note (9.00 per-

. " . . ent, compounded annually), the present value of
sections 1295(a)(2) and 1298(f) and théy)(2)(ii) applies must include a statement'i1e fast-pa?/ Shareholders,cgih flowz is $98,620, an

regulations under those sections (includn its books and records identifying eachhe present value of the benefited shareholders’ cas
ing 81.1295-1T(f)(2)) apply to any statefast-pay arrangement for which an adjustows is $101,380. Thus, the fast-pay shareholders
ment required by this paragraph (f)(1)(iv)ment must be made and providing thaitially acquire 49 percent of the note at a $1,380

(2) Statement The statement requiredamount of the adjustment for each sucpfémium (thatis, they paid $100,000 for $98,620 of

: wT i _ principal in the note). The benefited shareholders
under this paragraph (f) must say, “Thidast-pay arrangement. initially acquire 51 percent of the note at a $1,380

fas_t-pay stock disclosure stateme_nt is re- (iii)_ Examples The foIIow_ing exam- giscount (that is, they paid $100,000 for $101,380 of
quired by 81.7701(1)-3(f) of the incomeples illustrate the rules of this paragraphbrincipal in the note). Under section 171, the fast-
tax regulations.” The statement must als(@)(2). For purposes of these examplesay shareholders’ premium is amortizable based or
identify the corporation that has outstandassume that a shareholder may limit it§€ir yield in their initial portion of the note (8.574

. : . . . ercent, compounded annually). The benefited
ing fast-pay stock and must contain théaxable income under this paragrapfgha‘reholders,discount accrues based on the yield i

date on which the fast-pay stock was if-g)(2) for periods before January 1 initial portion of the note (9.353 percent, com-
sued, the terms of the fast-pay stock, arD0O0. pounded annually).
(to the extent the filing person knows or Example 1. Fast-pay arrangement recharacter- (C) Taxable income under Notice 97—211)
has reason to know such information) th'gegi u(q)d'e:r Notiz::) ?JE_ﬁ'lYREfIT ho(ljds thJird-partyFast-pay shareholders Under Notice 97-21, the
. . . ebt—(i) Facts is formed on January fast-pay shareholders compute their taxable income
names and taxpayer identification numi’ 1997, at which time it issues 1,000 shares of fa%ttribputgble to the fast-payparrangement for periods
bers of the shareholders of any stock thahy stock and 1,000 shares of benefited stock fasefore January 1, 2000, by subtracting the amortiz-
is not traded on an established securitigg00 per share. Y and all of its shareholders arble premium from the accrued interest on the fast
market (as described in §1.7704—1(b)). U.S. persons and have calendar taxable years. Adhy shareholders’ portion of the note. For purpose:
(g) Effective date-(1) In general Ex- shareholders of Y have ele(_:ted to accrue market disf paragraph (g)(2)(|)(A) of this section, the fast-pay
ount based on a constant interest rate, to include tbeareholders’ taxable income as a group is as fol

cept as provided in paragraph (g)(4) oin

arket discount in income as it accrues, and tlws:



Interest
Taxable Period Income
1/1/97 - 12/31/97 $ 8,876
1/1/98 - 12/31/98 $ 8,145
1/1/99 - 12/31/99 _$7.348

$24,369

Amortizable Taxable

Premium Income
($302) $8,574
($293) $ 7,852
281 $ 7.067

($876) $23,493

(2) Benefited shareholdersUnder Notice arrangement for periods before January 1, 200@pte. For purposes of paragraph (g)(2)(i)(A) of
97-21, the benefited shareholders compute thelity adding the accrued discount to the accrued ithis section, the benefited shareholders’ taxable in
taxable income attributable to the fast-payerest on the benefited shareholders’ portion of theome as a group is as follows:

Interest Accrued Taxable

Taxable Period Income Discount Income

1/1/97 - 12/31/97 $9,124 $229 $9,353

1/1/98 - 12/31/98 $ 9,855 $251 $10,106

1/1/99 - 12/31/99 $10,652 $274 $10,926

$29,631 $754 $30,385
(iii) Taxable income under the recharacteriza- Taxable (B) Benefited shareholdersUnder paragraphs (c)
tion of this section-(A) Fast-pay shareholders Taxable Period Income and (g)(2)(i)(B) of this section, the benefited share:
Under paragraphs (c) and (g)(2)(i)(B) of this sec- holders compute their taxable income attributable t
tion, the fast-pay shareholders’ taxable incomd/1/97 - 12/31/97 $8,574 the fast-pay arrangement for periods before Janua
attributable to the fast-pay arrangement for perii/1/98 - 12/31/98 $7,852 1, 2000, by subtracting the interest deemed paid ¢
ods before January 1, 2000, is the interest the financing instruments from the dividends actu-
deemed paid on the financing instruments. Fo?’/ll99 - 12/31/99 —$7.067 ally and deemed paid on the benefited stock. Fa
purposes of paragraph (g)(2)(i)(B) of this section, $23,493 purposes of paragraph (g)(2)(i)(B) of this section,
the fast-pay shareholders’ taxable income as a the benefited shareholders’ taxable income as
group is as follows: group is as follows:
Dividends Interest Paid
Paid On On Financing Taxable
Taxable Period Benefited Stock Instruments Income
1/1/97 - 12/31/97 $18,000 ($8,574) $9,426
1/1/98 - 12/31/98 $18,000 ($7,852) $10,148
1/1/99 - 12/31/99 $18,000 ($7.067) $10,933
$54,000 ($23,493) $30,507

(iv) Limit on taxable income under paragraphgraph (g)(2)(ii) of this sectian Under paragraph (A) Fast-pay shareholdersConsistent with this
(9)(2)(i) of this sectior-(A) Fast-pay sharehold- (g)(2)(ii) of this section, any benefited shareholderecharacterization, Z is treated as issuing a debt ir
ers For periods before January 1, 2000, the fasthat limited its taxable income to the amount deterstrument to the fast-pay shareholders for $100,00(
pay shareholders have the same taxable incomened under paragraph (g)(2)(i)(A) of this sectionThe debt instrument provides for five annual pay-
under the recharacterization of Notice 97-21 anchust include as an adjustment to taxable incomments of $17,000 and an additional payment o
paragraph (g)(2)(i)(A) of this section ($23,493) aghe excess, if any, of the amount determined und&50,000 in year five. Thus, the debt instrument’s
they have under the recharacterization of pargaragraph (g)(2)(i)(B) of this section, over theyield to maturity is 8.574 percent per annum, com:
graphs (c) and (g)(2)(i)(B) of this sectionamount determined under paragraph (g)(2)(i)(A) opounded annually.

($23,493). Thus, under paragraph (g)(2)(i) of thishis section. If all benefited shareholders limited (B) Benefited shareholders. Z

section, the fast-pay shareholders may limit theitheir taxable income to the amount determineds also treated as issuing a debt instrument to th
taxable income attributable to the fast-pay arrangemder paragraph (g)(2)(i)(A) of this section, then asther benefited shareholders for $20,000 (20¢
ment for periods before January 1, 2000, t@a group their adjustment to income is $12Xhares multiplied by $100, or 20 percent of the
$23,493 (as a group). ($30,507, minus $30,385). Each shareholder mu$t.00,000 paid to Y by the benefited shareholder

(B) Benefited shareholdersFor periods before include its adjustment in income for the taxableas a group). This debt instrument provides for five
January 1, 2000, the benefited shareholders hayear that includes January 1, 2000. annual payments of $200 and an additional pay
taxable income attributable to the fast-pay arrange- Example 2. REIT holds debt issued by a benenent of $30,000 in year five. The debt instru-
ment of $30,385 under the recharacterization dited shareholder(i) Facts The facts are the ment’s yield to maturity is 9.304 percent per
Notice 97-21 and paragraph (g)(2)(i)(A) of thissame as ifExample 1of this paragraph (g)(2) ex- annum, compounded annually.
section, and taxable income of $30,507 under theept that corporation Z holds 800 shares (80 per- (C) Issuer’s interest expense under Notice
recharacterization of paragraphs (c) andaent) of the benefited stock, and Z, instead of 87-21 Under Notice 97-21, Z’s interest expense
(9)(2)(1)(B) of this section. Thus, under paragraphhird party, issues the mortgage note acquired by “éttributable to the fast-pay arrangement for period
(9)(2)(i) of this section, the benefited shareholders (ii) Recharacterization under Notice 97-=21 before January 1, 2000, equals the interest accru
may limit their taxable income attributable to theBecause Y holds a debt instrument issued by Z, tten the debt instrument held by the fast-pay share
fast-pay arrangement for periods before January figst-pay arrangement is recharacterized under Nbolders, plus the interest accrued on the debt ir
2000, to either $30,385 (as a group) or $30,507 (ake 97-21 as an arrangement in which Z issuestrument held by the benefited shareholders othe
a group). one or more instruments directly to the fast-payhan Z. For purposes of paragraph (g)(2)(i)(A) of

(v) Adjustment to taxable income under parashareholders and the other benefited shareholdershis section, Z's interest expense is as follows:



Accrued Accrued

Interest Interest Total
Fast-pay Other Benefited Interest
Taxable Period Shareholders Shareholders Expense
1/1/97 - 12/31/97 ($8,574) ($1,861) ($10,435)
1/1/98 - 12/31/98 ($7,852) ($2,015) ($9,867)
1/1/99 - 12/31/99 ($7.067) ($2,184) ($9.251)
($23,493) ($6,060) ($29,553)

(iii) Recharacterization under this section equals Z's share of the dividends actually anéhterest accrued on the financing instruments
Under paragraphs (c) and (g)(2)(i)(B) of this sectiondeemed paid on the benefited stock (80 percent deemed to have been issued by Z. For purposes ¢
Z's taxable income attributable to the fast-paythe outstanding benefited stock), reduced by the suparagraph (g)(2)(i)(B) of this section, Z's taxable in-
arrangement for periods before January 1, 2000f the interest accrued on the note held by Y and treome is as follows:

Accrued Accrued

Dividends Interest Interest

Benefited On Debt Financing Taxable
Taxable Period Stock Held By Y Instruments Expense
1/1/97 - 12/31/97 $14,400 ($18,000) ($ 6,859) ($10,459)
1/1/98 - 12/31/98 $14,400 ($18,000) ($6,281) ($9,881)
1/1/99 - 12/31/99 $14,400 ($18.000) ($5.654) ($9,254)

$43,200 ($54,000) ($18,794) ($29,594)

(iv) Limit on taxable income under this paragraphsuch taxable years is considered to ha@02.101 OMB Control numbers
(9)(2). For periods before January 1, 2000, Z has @omplied with this section and limited itS« * % % x
taxable loss attributable to the fast-pay arrangementphxable income under paragraph
$29,553 under the recharacterization of Notice 97-20g)(2)(i)(A) of this section.

and paragraph (g)(2)()(A) of this section, and a tax- (4) Reporting requirements The re- ~ (0) ***

able loss of $29,594 under the recharacterization gorting requirements of paragraph (f) of

paragraphs (c) and (g)(2)(i)(B) of this section. Thushis section apply to taxable years (of the Robert E. Wer]zel,

under paragraph (g)(2)(i) of this section, Z may repogerson required to file the statement) end- Deputy Commissioner

a taxable loss attributable to the fast-pay arrangemq‘rmg after January 10, 2000. of Internal Revenue.

for periods before January 1, 2000, of either $29,553

or $29,594. Under paragraph (g)(2)(ii), Z has no aPART 602—OMB CONTROL Approved January 7, 2000.

justment to its taxable income for its taxable year th?{IUMBERS UNDER THE

includes January 1, 2000. PAPERWORK REDUCTION ACT Jonathan Talisman,
(3) Rule to comply with this sectioffo o Acting Assistant Secretary

comply with this section for each taxable Par. 5. The authority citation for part of the Treasury.

year in which it failed to do so, a taxpaye602 continues to read as follows:

should file an amended return. For tax- Authority: 26 U.S.C. 7805. (Filed by the Office of the Federal Register on Janu-

able years ending before January 10, . . ary 7, 2000, 8:45 a.m., and published in the issue o
2000, a taxpayer that has complied with Par- 6. Section 602.101(b) is amendegl, reqeral Register for January 10, 2000, 65 F.R
Notice 97-21, 1997-1 C.B. 407 (sedy adding an entry in numerical order tasio)
§601.601(d)(2) of this chapter), for allthe table to read as follows:

CFR patrt or section where Current OMB
identified and described control No.
49.4251-4(d)(2) - . e ——— 1545-1628

* k* % %k %




