§1.468B-4

§1.468B-4 Taxability of distributions
to claimants.

Whether a distribution to a claimant
is includible in the claimant’s gross in-
come is generally determined by ref-
erence to the claim in respect of which
the distribution is made and as if the
distribution were made directly by the
transferor. For example, to the extent
a distribution is in satisfaction of dam-
ages on account of personal injury or
sickness, the distribution may be ex-
cludable from gross income under sec-
tion 104(a)(2). Similarly, to the extent a
distribution is in satisfaction of a
claim for foregone taxable interest, the
distribution is includible in the claim-
ant’s gross income under section
61(a)(4).

[T.D. 8459, 57 FR 60994, Dec. 23, 1992]

§1.468B-5 Effective dates and transi-
tion rules.

(a) In general. Section 468B, including
section 468B(g), is effective as provided
in the Tax Reform Act of 1986 and the
Technical and Miscellaneous Revenue
Act of 1988. Except as otherwise pro-
vided in this section, §§1.468B-1
through 1.468-4 are effective on Janu-
ary 1, 1993. Thus, the regulations apply
to income of a qualified settlement
fund earned after December 31, 1992,
transfers to a fund after December 31,
1992, and distributions from a fund
after December 31, 1992. For purposes of
§1.468B-3(c) (relating to economic per-
formance), previously transferred as-
sets held by a qualified settlement fund
on the date these regulations first
apply to the fund (i.e., January 1, 1993,
or the earlier date provided under para-
graph (b)(2) of this section) are treated
as transferred to the fund on that date,
to the extent no taxpayer has pre-
viously claimed a deduction for the
transfer.

(b) Taxation of certain pre-1996 fund in-
come—(1) Reasonable method—(i) In gen-
eral. With respect to a fund, account, or
trust established after August 16, 1986,
but prior to February 15, 1992, that sat-
isfies (or, if it no longer exists, would
have satisfied) the requirements of
§1.468B-1(c), the Internal Revenue
Service will not challenge a reason-
able, consistently applied method of
taxation for transfers to the fund, in-
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come earned by the fund, and distribu-
tions made by the fund after August 16,
1986, but prior to January 1, 1996. A
method is generally considered reason-
able if, depending on the facts and cir-
cumstances, all transferors and the ad-
ministrator of the fund have consist-
ently treated transfers to the fund, in-
come earned by the fund, and distribu-
tions made by the fund after August 16,
1986, as if the fund were—

(A) A grantor trust and the trans-
ferors are the grantors;

(B) A complex trust and the trans-
ferors are the grantors; or

(C) A designated settlement fund.

(if) Qualified settlement funds estab-
lished after February 14, 1992, but before
January 1, 1993. With respect to a fund,
account, or trust established after Feb-
ruary 14, 1992, but prior to January 1,
1993, that satisfies the requirements of
§1.468B-1(c), the Internal Revenue
Service will not challenge a reason-
able, consistently applied method of
taxation as described in paragraph
(b)(2)(i) of this section for transfers to,
income earned by, and distributions
made by the fund prior to January 1,
1993. However, pursuant to paragraph
(a) of this section, sections 1.468B-1
through 1.468B-4 apply to transfers to,
income earned by, and distributions
made by the qualified settlement fund
after 1992.

(iii) Use of cash method of accounting.
For purposes of paragraphs (b)(i) and
(b)(ii) of this section, for taxable years
beginning prior to January 1, 1996, the
Internal Revenue Service will not chal-
lenge the use of the cash receipts and
disbursement method of accounting by
a fund, account, or trust.

(iv) Unreasonable position. In no event
is it a reasonable position to assert,
pursuant to Rev. Rul. 71-119 (see
§601.601(d)(2)(ii)(b) of this chapter),
that there is no current taxation of the
income of a fund established after Au-
gust 16, 1986.

(v) Waiver of penalties. For taxable
years beginning prior to January 1,
1993, if a fund, account or trust is sub-
ject to section 468B(g) and the Internal
Revenue Service does not challenge the
method of taxation for transfers to, in-
come earned by, and distributions
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