Federal Register/Vol. 68, No. 52/Tuesday, March

18, 2003 /Rules and Regulations

12815

648.14(a)(127), 648.122(a), 648.122(b),
and 648.122(d). Accordingly, good
cause exists to waive notice and
comment. Furthermore, because this is
a non-substantive rule, pursuant to 5
U.S.C. 553(d), this final rule is not
subject to the 30—day delay in
effectiveness.

Notwithstanding any other provision
of the law, no person is required to
respond to, nor shall any person be
subject to a penalty for failure to comply
with, a collection of information subject
to the requirements of the PRA, unless
that collection of information displays a
currently valid OMB control number.

The public reporting burden for this
collection of information is estimated to
average approximately 2 minutes per
vessel (twice a year). The estimated
response time includes the time needed
for reviewing instructions, searching
existing data sources, gathering and
maintaining the data needed, and
completing and reviewing the collection
of information. Send comments
regarding these reporting burden
estimates or any other aspect of the
collection-of-information, including
suggestions for reducing the burden, to
NMFS and OMB (see ADDRESSES).

List of Subjects
15 CFR Part 902

Reporting and recordkeeping
requirements.

50 CFR Part 648

Fisheries, Fishing, Reporting and
recordkeeping requirements.

Dated: March 12, 2003.
William T. Hogarth,

Assistant Administrator for Fisheries,
National Marine Fisheries Service.

For the reasons set out in the
preamble, 15 CFR part 902, chapter IX
is amended as follows:

PART 902—NOAA INFORMATION
COLLECTION REQUIREMENTS UNDER
THE PAPERWORK REDUCTION ACT:
OMB CONTROL NUMBERS

1. The authority citation for part 902
continues to read as follows:

Authority: 44 U.S.C. 350 et seq.

2.In §902.1, the table in paragraph (b)
under 50 CFR is amended by adding
new entries for 648.14 and 648.122, in
numerical order, to read as follows:

§902.1 OMB Control numbers assigned
pursuant to the Paperwork Reduction Act.
* * * * *

(b)* * %

Current
OMB con-
CFR part or section where the trol num-
information collection require- ber (all
ment is located numbers
begin with
0648-)
* * * * *
50 CFR
* * * * *
648.14 -0469
* * * * *
648.122 -0469
* * * * *

[FR Doc. 03-6471 Filed 3—17-03; 8:45 am)]
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ACTION: Final regulations.

SUMMARY: This document contains final
regulations relating to special rules on
determination of basis of a partner’s
interest under section 705. The final
regulations are necessary to coordinate
sections 705 and 1032.
DATES: Effective Date: These regulations
are effective March 18, 2003.
Applicability Date: For dates of
applicability, see § 1.705-2(e).
FOR FURTHER INFORMATION CONTACT:
Barbara (MacMillan) Campbell or
Rebekah A. Myers (202) 622—3050 (not
a toll-free number).
SUPPLEMENTARY INFORMATION:

Background

On March 29, 2002, the Treasury
Department and the IRS published final
regulations (TD 8986; 2002—16 L.R.B.
780) under section 705 of the Internal
Revenue Code (Code) in the Federal
Register (67 FR 15112). Those final
regulations provide guidance on the
coordination of sections 705 and 1032
in situations where a corporation
acquires an interest in a partnership that
holds stock in that corporation, a
section 754 election is not in effect with
respect to the partnership for the taxable

year in which the corporation acquires
the interest, and the partnership later
sells or exchanges the stock. During the
development of those final regulations,
the Treasury Department and the IRS
considered other issues related to the
coordination of sections 705 and 1032.
Accordingly, also on March 29, 2002,
the Treasury Department and the IRS
published proposed regulations (REG—
167648-01; 2002—16 L.R.B. 790) to revise
the final regulations contained in
§1.705-2 of 26 CFR part 1 in the
Federal Register (67 FR 15132). No
written comments were received in
response to the notice of proposed
rulemaking, and no public hearing was
requested or held. The proposed
regulations are adopted as revised by
this Treasury decision.

Explanation of Provisions
1. Overview of Proposed Regulations

The proposed regulations apply to
situations where a corporation owns a
direct or indirect interest in a
partnership that owns stock in that
corporation, the partnership distributes
money or other property to another
partner and that partner recognizes gain
on the distribution during a year in
which the partnership does not have an
election under section 754 in effect, and
the partnership subsequently sells or
exchanges the stock. As stated in the
preamble to the proposed regulations, in
these situations it may be inconsistent
with the intent of sections 705 and 1032
to increase the basis of the corporation’s
partnership interest by the full amount
of any gain resulting from the
partnership’s sale or exchange of the
stock which is not recognized by the
corporation under section 1032.

Accordingly, the proposed regulations
revise the purpose statement of § 1.705—
2(a) to take into account situations
involving such partnership
distributions. The proposed regulations
provide a specific rule implementing
the revised purpose in single
partnership cases. The proposed
regulations also revise § 1.705-2(c) to
clarify that the tiered partnerships rule
applies to situations involving such
partnership distributions.

In addition, the proposed regulations
clarify that references in the regulations
to stock of a corporate partner include
any position in stock of a corporate
partner to which section 1032 applies.

2. Revisions in Final Regulations

These final regulations follow the
proposed regulations but extend the
rules of the proposed regulations to
situations where a corporation owns a
direct or indirect interest in a
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partnership that owns stock in that
corporation, the partnership distributes
money or other property to another
partner and that partner recognizes loss
on the distribution or the basis of the
property distributed to that partner is
adjusted during a year in which the
partnership does not have an election
under section 754 in effect, and the
partnership subsequently sells or
exchanges the stock. The revisions
provide a more consistent approach,
and better conform these final
regulations to the final regulations
issued on March 29, 2002 under section
705 (TD 8986; 2002—16 I.R.B. 780).

3. Effective Date

The final regulations apply with
respect to sales or exchanges of stock
occurring on or after March 18, 2003,
except that paragraph (d) applies with
respect to sales or exchanges of stock
occurring on or after March 29, 2002.

Special Analyses

It has been determined that this
Treasury decision is not a significant
regulatory action as defined in
Executive Order 12866. Therefore, a
regulatory assessment is not required. It
also has been determined that section
553(b) of the Administrative Procedure
Act (5 U.S.C. chapter 5) does not apply
to these regulations, and because the
regulations do not impose a collection
of information on small entities, the
Regulatory Flexibility Act (5 U.S.C.
chapter 6) does not apply. Pursuant to
section 7805(f) of the Internal Revenue
Code, the notice of proposed rulemaking
preceding these regulations was
submitted to the Chief Counsel for
Advocacy of the Small Business
Administration for comment on its
impact on small businesses.

Drafting Information

The principal author of these
regulations is Barbara (MacMillan)
Campbell of the Office of the Associate
Chief Counsel (Passthroughs and
Special Industries). However, personnel
from other offices of the IRS and the
Treasury Department participated in
their development.

List of Subjects in 26 CFR Part 1

Income Taxes, Reporting and
recordkeeping requirements.

Proposed Amendments to the
Regulations

Accordingly, 26 CFR part 1 is
amended as follows:

PART 1—INCOME TAXES

Paragraph 1. The authority citation
for part 1 continues to read in part as
follows:

Authority: 26 U.S.C. 7805 * * *

Par. 2. Section 1.705-1 is amended by
revising paragraph (a)(7) to read as
follows:

§1.705-1 Determination of basis of
partner’s interest.

(a] * % %

(7) For basis adjustments necessary to
coordinate sections 705 and 1032 in
certain situations in which a
partnership disposes of stock or any
position in stock to which section 1032
applies of a corporation that holds a
direct or indirect interest in the
partnership, see § 1.705-2.

* * * * *

Par. 3. Section 1.705-2 is amended as
follows:

1. Paragraph (a) is amended by adding
a new sentence after the third sentence.

2. Paragraph (b)(2) is added.

3. Paragraph (c)(1) is amended by
adding a sentence at the end of the
paragraph.

4. Paragraph (d) is added.

5. Paragraph (e) is revised.

The additions and revision read as
follows:

§1.705-2 Basis adjustments coordinating
sections 705 and 1032.

(a) * * * Similarly, in situations
where a section 754 election was not in
effect for the year in which a
partnership distributes money or other
property to another partner and that
partner recognizes gain or loss on the
distribution or the basis of the property
distributed to that partner is adjusted,
the remaining partners’ inside basis and

outside basis may not be equal. * * *
* * * * *

(b) * * *
(2) Required adjustments relating to
distributions. (i) This paragraph (b)(2)
applies in situations where a
corporation owns a direct or indirect
interest in a partnership that owns stock
in that corporation, the partnership
distributes money or other property to
another partner and that partner
recognizes gain or loss on the
distribution or the basis of the property
distributed to that partner is adjusted
during a year in which the partnership
does not have an election under section
754 in effect, and the partnership
subsequently sells or exchanges the
stock. In these situations, the increase
(or decrease) in the corporation’s
adjusted basis in its partnership interest
resulting from the sale or exchange of

the stock equals the amount of gain (or
loss) that the corporate partner would
have recognized (absent the application
of section 1032) if, for the year in which
the partnership made the distribution, a
section 754 election had been in effect.

(ii) The provisions of this paragraph
(b)(2) are illustrated by the following
example:

Example. (i) A, B, and corporation C form
partnership PRS. A and B each contribute
$10,000 and C contributes $20,000 in
exchange for a partnership interest. PRS has
no liabilities. PRS purchases stock in
corporation C for $10,000, which appreciates
in value to $70,000. PRS distributes $25,000
to A in complete liquidation of A’s interest
in PRS in a year for which an election under
section 754 is not in effect. PRS later sells the
C stock for $70,000. PRS realizes a gain of
$60,000 on the sale of the C stock. C’s share
of the gain is $40,000. Under section 1032,
C does not recognize its share of the gain.

(ii) Normally, C would be entitled to a
$40,000 increase in the basis of its PRS
interest for its allocable share of PRS’s gain
from the sale of the C stock, but a special rule
applies in this situation. If a section 754
election had been in effect for the year in
which PRS made the distribution to A, PRS
would have been entitled to adjust the basis
of partnership property under section
734(b)(1)(A) by $15,000 (the amount of gain
recognized by A with respect to the
distribution to A under section 731(a)(1)).
See §1.734—1(b). Under § 1.755-1(c)(1)(ii),
the basis adjustment under section 734(b)
would have been allocated to the C stock,
increasing its basis to $25,000 (where there
is a distribution resulting in an adjustment
under section 734(b)(1)(A) to the basis of
undistributed partnership property, the
adjustment is allocated only to capital gain
property).

(iii) If a section 754 election had been in
effect for the year in which PRS made the
distribution to A, the amount of gain that
PRS would have recognized upon PRS’s
disposition of C stock would be $45,000
($70,000 minus $25,000 basis in the C stock),
and the amount of gain C would have
recognized upon PRS’s disposition of the C
stock (absent the application of section 1032)
would be $30,000 (C’s share of PRS’s gain of
$45,000 from the stock sale). Accordingly,
upon PRS’s sale of the C stock, the increase
in the basis of C’s interest in PRS is $30,000.

(c)* * *(1)* * * Similarly, ifa
corporation owns an indirect interest in
its own stock through a chain of two or
more partnerships, and a partnership in
the chain distributes money or other
property to another partner and that
partner recognizes gain or loss on the
distribution or the basis of the property
distributed to that partner is adjusted
during a year in which the partnership
does not have an election under section
754 in effect, then upon any subsequent
sale or exchange of the stock, the bases
of the interests in the partnerships
included in the chain shall be adjusted
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in a manner that is consistent with the
purpose of this section.
* * * * *

(d) Positions in Stock. For purposes of
this section, stock includes any position
in stock to which section 1032 applies.

(e) Effective date. This section applies
to gain or loss allocated with respect to
sales or exchanges of stock occurring
after December 6, 1999, except that
paragraph (d) of this section is
applicable with respect to sales or
exchanges of stock occurring on or after
March 29, 2002, and the fourth sentence
of paragraph (a), paragraph (b)(2), and
the third sentence of paragraph (c)(1) of
this section are applicable with respect
to sales or exchanges of stock occurring
on or after March 18, 2003.

David A. Mader,
Assistant Deputy Commissioner of Internal
Revenue.
Approved: March 6, 2003.
Pamela F. Olson,
Assistant Secretary of the Treasury.
[FR Doc. 03—-6345 Filed 3—17-03; 8:45 am]
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Certain Transfers of Property to
Regulated Investment Companies
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Trusts [REITS]

AGENCY: Internal Revenue Service (IRS),
Treasury.

ACTION: Final regulations and removal of
temporary regulations.

SUMMARY: This document contains final
regulations that apply to certain
transactions or events that result in a
Regulated Investment Company [RIC] or
a Real Estate Investment Trust [REIT]
owning property that has a basis
determined by reference to a C
corporation’s basis in the property.
These regulations affect RICs, REITs,
and C corporations and clarify the tax
treatment of transfers of C corporation
property to a RIC or REIT.
DATES: Effective Date: These regulations
are effective March 18, 2003.
Applicability Dates: For dates of
applicability, see §§ 1.337(d)-5(d),
1.337(d)-6(e) and 1.337(d)-7(f).
FOR FURTHER INFORMATION CONTACT:
Jennifer D. Sledge, (202) 622—7750 (not
a toll-free number).

SUPPLEMENTARY INFORMATION:

Paperwork Reduction Act

The collection of information
contained in these final regulations has
been reviewed and approved by the
Office of Management and Budget in
accordance with the Paperwork
Reduction Act of 1995 (44 U.S.C.
3507(d)) under control number 1545—
1672. This information is required to
obtain a benefit, i.e., to elect to
recognize gain as if the C corporation
had sold the property at fair market
value or to elect section 1374 treatment.

An agency may not conduct or
sponsor, and a person is not required to
respond to, a collection of information
unless the collection of information
displays a valid control number
assigned by the Office of Management
and Budget.

The estimated annual burden per
respondent is 30 minutes.

Comments concerning the accuracy of
this burden estimate and suggestions for
reducing this burden should be sent to
the Internal Revenue Service, Attn: IRS
Reports Clearance Officer,
W:CAR:MP:T:T:SP, Washington, DC
20224, and to the Office of Management
and Budget, ATTN: Desk Officer for the
Department of the Treasury, Office of
Information and Regulatory Affairs,
Washington, DC 20503.

Books or records relating to a
collection of information must be
retained as long as their contents might
become material in the administration
of any internal revenue law. Generally,
tax returns and tax return information
are confidential, as required by 26
U.S.C. 6103.

Background

This document contains amendments
to 26 CFR part 1. On February 7, 2000,
temporary regulations [TD 8872] (the
2000 temporary regulations) relating to
certain transactions or events that result
in a RIC or REIT owning property that
has a basis determined by reference to
a C corporation’s basis in the property
were published in the Federal Register
(65 FR 5775). A notice of proposed
rulemaking (REG-209135-88) cross-
referencing the temporary regulations
was published in the Federal Register
for the same day (65 FR 5805). The 2000
temporary regulations were intended to
carry out the purposes of the repeal of
the General Utilities doctrine as enacted
in the Tax Reform Act of 1986 (the 1986
Act)(Public Law 99-514, 100 Stat.
2085), as amended by the Technical and
Miscellaneous Revenue Act of 1988
(Public Law 100—-647, 102 Stat. 3342).

The 1986 Act amended sections 336
and 337 to require corporations to

recognize gain or loss on the
distribution of property in connection
with complete liquidations other than
certain subsidiary liquidations. Section
337(d) directs the Secretary to prescribe
regulations as may be necessary to carry
out the purposes of the General Utilities
repeal, including rules to “ensure that
such purposes may not be circumvented
* * * through the use of a regulated
investment company, a real estate
investment trust, or tax-exempt

entity * * *.”

The 2000 temporary regulations also
reflected the principles set forth in
Notice 88—19 (1988—1 C.B. 486), in
which the IRS announced its intention
to promulgate regulations under the
authority of section 337(d) with respect
to transactions or events that result in a
RIC or REIT owning property that has a
basis determined by reference to a C
corporation’s basis (a carryover basis).
Notice 88—19 provided that the
regulations would apply with respect to
the net built-in gain of C corporation
assets that become assets of a RIC or
REIT by the qualification ofa C
corporation as a RIC or REIT or by the
transfer of assets of a C corporation to
a RIC or REIT (a conversion transaction).
The Notice further provided that, where
the regulations apply, the C corporation
would be treated, for all purposes, as if
it had sold all of its assets at their
respective fair market values and
immediately liquidated. The Notice
provided, however, that the regulations
would not allow the recognition of a net
loss and that immediate gain
recognition could be avoided if the C
corporation that qualified as a RIC or
REIT or the transferee RIC or REIT, as
the case may have been, elected to be
subject to tax under section 1374 with
respect to the C corporation property.
Notice 88-19 also indicated that the
regulations would apply retroactively to
June 10, 1987.

A public hearing on the cross-
referenced notice of proposed
rulemaking was held on May 10, 2000.
Written or electronic comments
responding to the notice of proposed
rulemaking were received. After
consideration of these comments,
Treasury and the IRS decided to issue
two new sets of temporary regulations.
On January 2, 2002, temporary
regulations [TD 8975] (the 2002
temporary regulations) were published
in the Federal Register (67 FR 8). The
regulations under § 1.337(d)-6T apply
to conversion transactions occurring on
or after June 10, 1987 and before January
2, 2002, and the regulations under
§1.337(d)-7T apply to conversion
transactions occurring on or after
January 2, 2002. A notice of proposed



