Section 337.—Nonrecognition TACT: Christopher W. Schoen, (202)with a complete liquidation. Section
for Property Distributed to 622-7750 (not a toll-free number). 337(d) directs the Secretary to prescribe

Parent in Complete Liquidation  SUPPLEMENTARY INFORMATION: ~ 'egulations as may be necessary to carr
of Subsidiary out the purposes d@beneral Utilitiesre-

Paperwork Reduction Act peal, including rules to “ensure that such
26 CFR 1.337(d)-5T: Tax on C assets becoming . o purposes shall not be circumvented ..
RIC or REIT assets (temporary). These regulations are being issuethrough the use of a regulated invest-

without prior notice and public procedurement company [RIC], a real estate in-
pursuant to the Administrative Procedurgestment trust [REIT], or a tax exempt
Act (5 U.S.C. section 553). For this reaentity....” The transfer of the assets of
son, the collection of information con-C corporation to a RIC or REIT could
DEPARTMENT OF THE TREASURY tained in these regulations has been reesult in permanently removing the
Internal Revenue Service viewed and, pending receipt anduilt-in gain inherent in those assets
26 CFR Parts 1 and 602 evaluation of public comments, approvedrom the reach of the corporate income
by the Office of Management and Budgetax because RIC and REIT income is not
under control number 1545-1672. Resubject to a corporate-level income tax
sponses to this collection of informatiorif such income is distributed to the RIC
are required to obtain a benefit, i.e., t@r REIT shareholders.
(RICs) and Real Estate Investment ; ion 1374 of th _
Trusts (REITs) elect to be subject to section 1374 of the Ac_cordmgly, on February 4, 1988, the
Internal Revenue Code (Code) and thgsg issued Notice 88—19 (1988-1 C.B.

AGENCY: Internal Revenue Service®gulations thereunder. 486). Notice 88—19 announced that the
(IRS), Treasury. An agency may not conduct or sponsoipg’intended to promulgate regulations
Memo oy g A e e 5

: _ nation Oltespect to transactions or events that resu
SUMMARY: This document contains |€ction of information displays a validj, the ownership of C corporation assets
temporary regulations that apply with re©OMB control number. _ by aRIC or REIT with a basis determined
spect to the net built-in gain of C corpora- FOf further information concerningp reference to the corporation's basis (
tion assets that become assets of a RegfS collection of information, and c5yover basis). Notice 8819 served a
lated Investment Company [RIC] or Rea}Vhere to submit comments on the coly, <4qministrative pronouncement,” and
Estate Investment Trust [REIT] by thel€ction of information and the accuracy,q 4 pe relied upon to the same extent a
qualification of a C corporation as a RICOf the estimated burden, and suggestions o, enye ruling or revenue procedure
or REIT or by the transfer of assets of a @S 0 reducing this burden, please refQjyice gg_19 also indicated that the regu
corporation to a RIC or REIT in a carry-10 the preamble to the cross-referencingiong would be applicable retroactively
over basis transaction. The regulation@0tice of proposed rulemaking.ig june 10, 1987. See also Notice 88-9
generally require the corporation to recREG—209135-88, on page 681. (1988-2 C.B. 420).

ognize gain as if it had sold the assets Books or records relating to a collec- As a result of the issuance of Notice

transferred or converted to RIC or REITHON Of information must be retained as§_8_19’ many taxpayers have become un

assets at fair market value and immed{oNd as their contents may become mate

> at : s - . : certain about the current law applicable tc
ately liquidated. The regulations permif@! in the administration of any mtemalﬂweir transactions, as well as the prope

the transferee RIC or REIT to elect, if€venue law. Generally, tax returns an sthod of making a valid election to be
lieu of liquidation treatment, to be subjecf@X réturn information are confidential, asubject to the rules of section 1374 anc
to the rules of section 1374 of the Interndieauired by 26 U.S.C. section 6103. ;

the regulations thereunder. In order to re

Revenue Code and the regulations thergy oround solve this uncertainty and to provide tax-

under. The text of the temporary regula- payers with guidance, the IRS and Trea
tions also serves as the text of the pro- Sections 631 and 633 of the Tax Regyry are issuing these temporary
posed regulations set forth in the notice dbrm Act of 1986 (the 1986 Act) (Public regulations.
proposed rulemaking REG-209135-88aw 99-514), as amended by sections
on page 681. 1006(e) and (g) of the Technical andxplanation of Provisions
. . Miscellaneous Revenue Act of 1988 (the
EQTSEaSréEggg,;'\)fég:i;giszéggela_ 1988 Act) (Public Law 100-647), These regu_la.tions implement Notice
Applicability Dates For da’tes of ap- amen_ded the que to repeal theneral 88.—19 by proy@ng that when a C corpo-
plicability, see the Effective Dates portionU““t'eS doctnne. The 1986 Act ration (1) qualifies to be taxed as a RIC ot
of the pr7eamble under SUPPLEMEN-amendEd sections 336 and 337 o.f thléEIT,.or (2) transfers a;sets to a.RIC ol
TARY INEFORMATION Code, generally requiring corporationdREIT in a carryover basis transaction, the
' to recognize gain when appreciate corporation is treated as if it sold all of

FOR FURTHER INFORMATION CON- property is distributed in connectionits assets at their respective fair marke
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values and immediately liquidated, unlesgate). Other personnel from the IRS anditributable to that asset, or decreasing i
the RIC or REIT elects to be subject to taXreasury participated in their develop-by the amount of any built-in loss attribut-

under section 1374. Any resulting netnent. able to that asset.
built-in gain is recognized by the C corpo- FoRoE XX (6) Exceptior—(i) In general Para-
ration and the bases of the assets in the graph (a)(3) of this section does not apply

yA\doption of Amendments to the

hands of the RIC or REIT are generall i to any C corporation that—
Regulations

adjusted to their fair market values to re (A) Immediately prior to qualifying to
flect the reCOgnized net built-in gain. The Accordingly, 26 CER partS 1 and 6Oz)e taxed as a RIC was Subject to tax as

regulations do not permit a C corporation, .« amended as follows: C corporation for a period not exceeding
to recognize a net built-in loss, and, in this one taxable year; and
case, the carryover bases of the assetsRART I-INCOME TAXES (B) Immediately prior to being subject

the hands of the RIC or REIT are pre-
served.

If the RIC or REIT elects to be subjec

Paragraph 1. The authority citation fof® @ as @ C corporation was subject to

t26 CFR part 1 is amended by adding aﬁe RIC tax provisions for a period of at
entry in numerical order to read as folleast one taxable year.

to tregtmen; liﬂder SeCtiO’; l|374,| itts builte (i) Additional requirement The ex-

In gain, and the corporate-level tax im-=""- . ception described in paragraph (a)(6)(i)
posed on that gain, is subject to rules sim- Authority: 26 U.S.C. 7805 ** * f this section applies only to assets ac-
ilar to th | ving to th ti Section 1.337(d)-5T also issued undet’ - only

iar to the rules applying o the NeLINCOME, = | o ~ 257 4 quired by the corporation during the year
of foreclosure property of REITs. Par. 2. Section 1.337(d)-5T is added t§fhen it was subject to tax as a C corpora-
Effective Dates read as follows: tion in a transaction that does not result in

§1.337(d)-5T Tax on C assets becominlly Pasis in the asset being determined by

In the case of carryover basis transa®RIC or REIT assets (temporary). reference to a c.orp.ora.te transfgror’s basis
tions involving the transfer of property of (a) Treatment of C corporatiorg1)  (7) Deemed liquidation date(i) Con-
a C corporation to a RIC or REIT, the regScope This section applies to the net/@rsions In the case of a C corporation
ulations apply to transactions occurringuilt-in gain of C corporation assets thathat qualifies to be taxed as a RIC or
on or after June 10, 1987. In the case oftiecome assets of a RIC or REIT by— REIT, the deemed liquidation date is the
C corporation that qualifies to be taxed as (i) The qualification of a C corporation ast day of its last taxable year before the
a RIC or REIT, the regulations apply toas a RIC or REIT; or taxable year in which it qualifies to be
such qualifications that are effective for (i) The transfer of assets of a C corpotéxed as a RIC or REIT.
taxable years beginning on or after Jungtion to a RIC or REIT in a transaction in (i) Carryover basis transfersIn the

10, 1987. which the basis of such assets are detéjase of a C corporation that transfers prop:
. mined by reference to the C corporation’rty to a RIC or REIT in a carryover basis
Special Analyses basis (a carryover basis). transaction, the deemed liquidation date is

It has been determined that this Trea- (2) Net built-in gain Net bqilt-ir1_ gain. the day befgre the date of the transfer.
sury decision is not a significant regulalS the EXCESS of aggregate gains (including (b) Section 1374 treatmem(l_) In .
tory action as defined in Executive Orde'rtems of income) over aggregate lO.SSGS' general Pgragraph (8) of this section will
12866. Therefore, a regulatory assess- (3) General rule Unless an election 'S.nOt apply if the_tran_sferee RIC or REIT
ment is not requireél. It also has been dgjad_e pursuant to par_agraph (b) of th'SI?Cts (a_s described in _paragraph (b)(3) o
termined that section 553(b) of the Ad-SeCtlon’ the C co_rporat_lon will be _tr_eatedl;hls _sectlon) to be subject to_ the rules of
ministrative Procedure Act (5 U.S.C.]cor all purposes mc!u_dmg recognition _ofsectlon 1374, apd the regulations thereun-
chapter 5) does not apply to these regulg-et built-in gain, as if |t_had s_old all of |tsder._ The electing RIC or REIT will be
tions and because the regulations do n P sets at their respecpve_ fa|r_ market vasut_aje_ct 0 ¢ orporate—_level tax_atlon on the
impose a collection of information Onues_ on _the deemed I|qU|dat|on_ date qé;uﬂt-m gain recognized during the 10-
small entities, the Regulatory Flexibilityscr'b.eOI n paragra_ph_ (2)(7) of this sectioear period on assets f_ormerly held t_)y _the
Act (5 U.S.C.’ chapter 6) does not apply".ind immediately liquidated. ' tra_nsferor C_corporatlon. The built-in
Therefore, a Regulatory Flexibility . (4) Loss Paragraph(a)(S) of t.hls secgans of electing RICs_and REITs, and the
Analysis is ’not required. Pursuant to sedion shall not apply if its a}ppllcatlon co_rporate-levgl tax |mpos§d_on such
tion 7805(f) of the Code, these temporarWO.UI.OI result in the recognition of netgains, are subject t(.) rules similar to the
regulations will be submitted to the Chiefléum'In IOS.’S' . . rules relating to net income from fore_clo-
Counsel of Advocacy of the Small Busi-. () 3a5|s adjustment If a corporation Sure property of REITS. See sections
ness Administration for comment on theiiS Subject to corporate-level tax undeB57(a)(1)(A)(i), and 857(b)(2)(B), (D),
impact on small business. paragraph (a)(3) of this section, the baséd (E). An election made under this
of the assets in the hands of the RIC graragraph (b) shall be irrevocable.
Drafting Information REIT will be adjusted to reflect the recog- (2) Ten-year recognition periodn the
nized net built-in gain. This adjustment icase of a C corporation that qualifies to be
The principal author of these regulamade by taking the C corporation’s basitaxed as a RIC or REIT, the 10-year recog-
tions is Christopher W. Schoen of the Ofin each asset, and, as appropriate, increastion period described in section

fice of Assistant Chief Counsel (Corpo-ing it by the amount of any built-in gain1374(d)(7) begins on the first day of the



RIC’s or REIT’s taxable year for which theREIT ends after June 10, 1987 but beforef a REIT, see §1.337(d)-5T.
corporation qualifies to be taxed as a RI®arch 8, 2000, the section 1374 election
or REIT. In the case of a C corporatioomay be filed with the first Federal income”ART 602-OMB CONTROL
that transfers property to a RIC or REIT irtax return filed by the RIC or REIT after NUMBERS UNDER THE
a carryover basis transaction, the 10-yeddarch 8, 2000. PAPERWORK REDUCTION ACT
recognition period begins on the day the (d) Effective date In the case of carry-  po. 3 The authority citation for part
assets are acquired by the RIC or REIT. over basis transactions involving thegs continues to read as follows:

(3) Making the electiorA RIC or REIT transfer of property of a C corporation to Authority: 26 U.S.C. 7805.
validly makes a section 1374 election witta RIC or REIT, the regulations apply to par 4 |n §602.101, paragraph (b) is
the following statement: “[Insert name andransactions occurring on or after June 1Q,,anded by adding an entry in numerica
employer identification number of electingl987. In the case of a C corporation tha},qer to the table to read as follows:
RIC or REIT] elects under qualifiesto be taxed as a RIC or REIT, th§602.101—OMB Control numbers
81.337(d)-5T(b) to be subject to the rulesegulations apply to such qualifications. «  » «
of section 1374 and the regulations therghat are effective for taxable years begin- (b) ***
under with respect to its assets which foming on or after June 10, 1987.
merly were held by a C corporation, [insert Par. 3. In §1.852-12, paragraph (d) is
name and employer identification numbeadded to read as follows:
of the C corporation, if different from §1.852—-12 Non-RIC earnings and profits
name and employer identification numbet * * * * Approved January 21, 2000.
of RIC or REIT].” This statement must be (d) For treatment of net built-in gain as-

Robert E. Wenzel,
Deputy Commissioner of
Internal Revenue.

signed by an official authorized to sign thesets of a C corporation that become assets Jonathan Talisman,
income tax return of the RIC or REIT andof a RIC, see §1.337(d)-5T. Acting Assistant Secretary
attached to the RIC’s or REIT’s Federal in- Par. 4. In 81.857-11, paragraph (e) is for Tax Policy.

come tax return for the first taxable year iradded to read as follows: _ _ _

which the assets of the C corporation bés1.857-11 Non-REIT earnings and prof{Filed by the Office of the Federal Register on Feb-

ts of the RIC or REIT. its ruary 4, 2000, 8:45 a.m., and published in the issu

come asse_ : . : of the Federal Register for February 7, 2000, 65 F.R

(c) Special rule In cases where the first* * * * * 5775)
taxable year in which the assets of the C (e) For treatment of net built-in gain as-

corporation become assets of the RIC aets of a C corporation that become assets

CFR part or section where Current OMB
identified and described control No.
* k k k%
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