Notice of Proposed Rulemaking SUPPLEMENTARY INFORMATION: 331 applies if (a) the installment obliga-

and Partial Withdrawal of Previous tions are qualifying installment obliga-
Notice of Proposed Rulemaking Background tions, i.e., the installment obligations are
o ) Section 453(h), relating to the tax@cquired in respect to a sale or exchange

::nstaIIE?en_tdOtpllgagons Retg:e|ved treatment of installment obligations re-Of property by the corporation during
rom Liquidating Lorporations ceived by a shareholder from a liquidatthe 12-month period beginning on the

~ ~ ing corporation, was added to the Interdate a plan of complete liquidation is
REG-209332-80 nal Revenue Code of 1954 by theddopted, and (b) the liquidation is com-
AGENCY: Internal Revenue Servicenstallment Sales Revision Act of 1980.pleted within that 12-month period.
(IRS), Treasury. Proposed regulations under sectiofiowever, an installment obligation ac-
' 453(h) were published in th&ederal quired in a sale or exchange of inven-
ACTION: Partial withdrawal of previous Register on January 13, 1984 (49 FRtOrY, stock in trade, or property held for
notice of proposed rulemaking; Noticel742). Subsequently, section 453(h) wagale in the ordinary course of business
of proposed rulemaking. amended by the Tax Reform Act ofqualifies for this treatment only if the
1986. This document withdraws a por-obligation arises from a single bulk sale
SUMMARY: This document withdraws tion of the regulations proposed onof substantially all of such property
portions of the notice of proposedJanuary 13, 1984, at 49 FR 1742 andllributable to a trade or business of the
rulemaking published in theFederal Proposes new regulations under Segtioﬁqrporatlon. If an installment obligation
Register (49 FR 1742[LR—184-80, 453(h). The new proposed regulationgrises from both a sale or exchange of
1984—1 C.B. 648]) on January 13, 19842re issued under the authority containethventory, etc., that does not comply

) : in sections 453(j)(1), 453(k) and 7805 ofwith the requirements of the preceding
and proposes new regulations relating tt e Internal Revenue Code of 1986entence and a sale or exchange of other

the use of the installment method to : :

report the oain recoanized by a share(COde)' assets, the portion _of the installment
P gain. 9 y obligation that is attributable to the sale

holder who receives, in ethange for th%xplanation of Provisions or exchange of other assets is a qualify-

shareholder’s stock, certain installment ~ _ing installment obligation.

obligations that are distributed upon the Prior to the Installment Sales Revi-

complete liquidation of a corporation.Sion Act of 1980, a shareholder recogyyeraction of Section 453(h) and Limi-

Changes to the applicable tax law werdlized gain or loss on receipt of aniiiong on the Installment Method

made by the Installment Sales Revisiothstallment obligation that was distrib-
Act of 1980 and the Tax Reform Act of Uted by a liquidating corporation in  Under section 453(k)(2), an install-

1986. These regulations would affec€xchange for the shareholder's stockment obligation arising out of a sale of
taxpayers who receive installment obli-Gan could not be reported under thestock or securities that are traded on an
gations in exchange for their stock uporlStallment sale provisions of sectionestablished securities market does not
the complete liquidation of a corpora-45:.g as payments were received on thgualify for installment method reporting.
tion _obllgatl_on _dlst_rlbuted by the corporationAccordingly, if the stock of a liquidating
' in the liquidation. corporation is traded on an established
. As enacted by the Installment Salesecurities market, an installment obliga-
EﬁiEcS.heE;ir:;n e;tjstorberequéizﬁ\sle(fjorb evision Act of 1980 and amended bytion received by a shareholder from that
April 22, 1997. the Tax Reform Act of 1986, sectioncorporation as a liquidating distribution
’ 453(h) provides a different treatment foris not a qualifying installment obligation
ADDRESSES: Send submissions tocertain installment obligations that areand does not qualify for installment
CC:DOM:CORP:R (REG_209332_80)’distributed in a complete liquidation toreporting, regardless of whether the re-
room 5226, Internal Revenue ServiceWhich section 331 applies. Under secquirements of section 453(h) are other-
POB 7604, Ben Franklin Station, Wash{ion 453(h), a shareholder that does notise satisfied. However, if an install-
ington, DC 20044. Submissions may p&lect out of the installment methodment obligation received by a
hand delivered between the hours of §reats the payments under the obligatiorshareholder from a liquidating corpora-
am. and 5 p.m. to: CC:DOM:CORP:Rrather than the obligation itself, as contion, the stock of which is not publicly
(REG-209332-80), Courier’s Desk, In-Sideration received in exchange for theraded, arose from a sale by the corpora-
ternal Revenue Service, 1111 ConstituStock. The shareholder then takes inttion of stock or securities that are traded
tion Avenue NW, Washington, DC. Al- account the in_come from the paymentsn an established securities market, then
ternatively, taxpayers may submitunder the obllgatlo_n using the install-the obligation generally is a qualifying
comments electronically via the internefment method. In thls manner, the .Sharaﬂstallment obligation in the hands of
by selecting the “Tax Regs” option on holder generally is treated as if thethe shareholder. An exception to this
the IRS Home Page, or by Submittingshareholder sold the shareholder’s_ stockule applies to the extent the liquidating
comments directly to the IRS internetl® an unrelated purchaser on the installeorporation is formed or availed of for a
site at http://www.irs.ustreas.gov/prod/ment method. principal purpose of avoiding limitations
tax_regs/comments.html. This treatment under section 453(hpn the availability of installment sale
applies generally to installment obliga-treatment through the use of a related
FOR FURTHER INFORMATION CON- tions received by a shareholder (in exparty. For example, the exception would
TACT: George F. Wright, (202) 622-change for the shareholder’s stock) in apply if a shareholder contributed a
4950 (not a toll-free number). complete liquidation to which sectionsubstantial amount of publicly traded



stock to a corporation shortly before orthe shareholder to file an amended retions made on or after the date final
after the corporation adopted a plan ofurn if the reallocation of basis would regulations are filed with the~ederal
liquidation and sold its assets, includingaffect the computation of gain recog-Register.

the publicly traded stock, for an install-nized in an earlier year. An alternative

ment obligation. Under the exceptionmethod would be to require the shareSpecial Analyses

the allocable portion of the installmentholder to recognize in the current year
obligation is not a qualifying installment the additional amount of gain that would
obligation and, thus, is treated as §aye peen recognized in the earlier ye
payment received in exchange for theyaq the total amount of liquidating dis-12g66. Therefore, a regulatory assess-

shareholder’s stock. The IRS specificallyyin tions been known in the earlier ; .
requests comments on this exceptior‘year. This portion of the ment is not required. It also has been

. . . proposed reguyetermined that section 553(b) of the
which is contained in § 1.453-11(c)S)jations is reserved and comments ar@gministrati
of these proposed regulations. Administrative Procedure Act (5 U.S.C.

specifically requested regarding _thes%hapter 5) does not apply to these
Determination of Shareholder’s Sellingahndbany othelrl methods of accomplishingegulations, and because the regulations
Price the basis reallocation. do not impose a collection of informa-

o - ) tion on small entities, the Regulatory
All amounts distributed or treated asRecognition of Gain or Loss to thepjexipility Act (5 U.S.C. chapter 6) does

distributed incident to the liquidation areDistributing Corporation Under Section ot apply. Pursuant to section 7805(f) of

included in the selling price of the 453B the Internal Revenue Code, this notice

shareholder’s stock in the liquidating . . .. _of proposed rulemaking will be submit-
corporation. This selling price includes  UNder section 453B, the disposition " Fp "t 0 LS e Advocacy
the issue price of a qualifying install-Of an installment obligation generallyof the Small Business Administration for
ment obligation that is distributed in the®Sults in the recognition of gain or loss. - © 2 "0 = o impact on small busi-
liquidation. For this purpose, the issud® the transferor. Thus, in accordancigqessl

price of a qualifying installment obliga- With sections 453B and 336, a C corpo-

tion is equal to the sum of the adjusted@Uon generally recognizes gain or 10Sg o yis ang Requests for a Public

; ; P pon the distribution of an installment .
e o e obiigaton o 2 shareholder in exchangt®*"d
any qualified stated interest that hadOr the shareholder's stock, including Before these proposed regulations are
accrued prior to the distribution but thatcOmplete liquidations covered by sectionydopted as final regulations, consider-
is not payable until after the distribution,#>3(). Section 453B(d) provides amgtion will be given to any comments
In this manner, the accrued but unpai@XCception to this general rule if thethat are submitted timely (in the manner
qualified stated interest is treated ainstallment obligation is distributed in agescriped in the ADDRESSES portion
having been received and taken intdduidation to which section 337(a) ap-of the preamble) to the IRS. All com-
account by the liquidating corporation,Pli€s (régarding certain complete liqui-ments will be available for public in-
and then distributed by the corporatiorf@tions of 80 percent owned subsidiarspection and copying. A public hearing
to the shareholder in exchange for thd€S). However, that exception does nojyjj pe scheduled if requested by any
shareholder’s stock. The issue price i@PPIY to liquidations under section 331person who timely submits comments. If
also used to compute interest and origi- The Internal Revenue Code provides public hearing is scheduled, notice of
nal issue discount accruals for the shardor a different treatment in the case of ahe date, time and place for the hearing
holder. liquidating distribution by an S corpora-will be published in theFederal Regis-
tion. Section 453B(h) provides that if anter.
Liguidating Distributions Received inS corporation distributes an installment
More Than One Year obligation in exchange for a sharehold-Drafting Information

_er's stock, and payments under the obli- o
Generally, a shareholder that receivegation are treated as consideration for The principal author of these pro-

liquidating distributions in more than ihe stock pursuant to section 453(h)(1)posed regulations is George F. Wright of
one taxable year may recover the basigen the distribution generally is notthe Office of Assistant Chief Counsel
in the shareholder’s stock completelfreated as a disposition of the obligatior{lncome Tax and Accounting). However,
before recognizing any gain. This genyy the S corporation. Thus, except foother personnel from the IRS and Trea-
eral rule is inconsistent with installmentpurposes of sections 1374 and 1375ury Department participated in their
method reporting, which requires thairejating to certain built-in gains anddevelopment.

basis be ratably recovered as paymenigssive investment income), the S cor-

are received. Therefore, if a shareholdeforation does not recognize gain or los®artial Withdrawal of Notice of Pro-
receives liquidating distributions in moregn the distribution of the installmentPosed Rulemaking

than one taxable year, and included iypjigation to a shareholder in a com-

the distributions is an installment obliga-p|ete liquidation covered by section
tion that qualifies for section 453(h) 453(n).

It has been determined that this notice
of proposed rulemaking is not a signifi-
&ant regulatory action as defined in EO

Accordingly, under the authority of 26
U.S.C. 7805, § 1.453-2 (a), (b), (c), (d)

treatment, then upon completion of the anld (fIZ' in hthe nOticebI'Or]: dprop(?]sed
liquidation, basis must be reallocatedbronosed Effective Date rulemaking that was publishea on Janu-
among all property received, or to be P ary 13, 1984 (49 FR 1742) is with-

received, in all years. See section The proposed regulations provide thadrawn.
453(h)(2). One method of achieving thisthis section will be effective for distri-
basis reallocation would be to requirebutions of qualifying installment obliga- L R



Proposed Amendments to the Reguladjusted issue price of the obligation orio basis do not affect the shareholder’s
tions the date of the distribution (as deterholding period for the stock. These
mined under § 1.1275-1(b)) and thdiabilittes do not reduce the amounts
amount of any qualified stated interesteceived in computing the selling price.
(as defined in § 1.1273-1(c)) that has (5) Examples The provisions of this
PART 1—INCOME TAXES accrued prior to the distribution but thatparagraph (a) are illustrated by the fol-
o is not payable until after the distribution.lowing examples. Except as otherwise
Paragraph 1. The authority citation forgqr hymoses of the preceding sentencerovided, assume in each example that
part 1 is amended by adding an entry i e qualifying installment obligation is A, an individual who is a calendar-year
numerical order to read as follows: subject to § 1.446-2 (e.g., a debt instrutaxpayer, owns all of the stock of T
Authority: 26 U'S'C'. 7805 ent that has unstated interest undesorporation. A's adjusted tax basis in
§ 1.453-11 also issued under 2Gection 483), the adjusted issue price ahat stock is $100,000. On February 1,
U.S.C. 453(1)(1.) and (k). . the qualifying installment obligation is 1998, T, an accrual basis taxpayer,
Par. 2. Section 1.453-11 is added Qetermined by reference to the issuadopts a plan of complete liquidation
read as follows: price of the qualifying installment obli- that satisfies section 453(h)(1)(A) and
gation under § 1.446-2(d)(1). immediately sells all of its assets to
(B) Variable rate debt instrumentif unrelated B corporation in a single
the qualifying installment obligation is atransaction. The examples are as fol-
(a) In general—(1) Overview Except variable rate debt instrument (as definetbws:
as provided in section 453(h)(1)(C) (re-in § 1.1275-5), the shareholder uses the Example 1(i) The stated purchase price for T's
lating to installment sales of depreciableequivalent fixed rate debt instrumentisets 1 ﬁiﬁﬁ;oogn'{;ﬁfﬂ?'gg[)%t'SQOfﬂnﬂ‘?siafg
property to certain closely related per{within the meaning of § 1.1275-, 14 ey insta",ﬂeﬁt obligation with a Stat:d
sons), a qualifying shareholder (as de5(e)(3)(ii)) constructed for the qualifying principal amount of $3,000,000. The obligation
fined in paragraph (b) of this section)installment obligation on the date theprovides for interest payments of $150,000 on
who receives a qualifying installmentobligation was issued to the liquidatingJanuary 31 of each year, with the total principal
obligation (as defined in paragraph (c)corporation to determine the accruals O?nz;i))ur,zscsjﬂasttw;u:‘:)l:y.purposes of section 1274
of this section) in connection with aoriginal issue discount, if any, and inter-e test rate on February 1, 1998, is 8 percent,
liquidation that satisfies sectionest on the obligation. compounded semi-annually. Also assume that a
453(h)(1)(A) treats the receipt of pay- (3) Liquidating distributions treated semi-annual accrual period is used. Under
ments in respect to the obligation, ratheas selling price All amounts distributed |§: %)'1274‘12' fgggls-sugnggge 4°5f0th§ Ob'aga“lon tﬁ”
than the receipt of the obligation itself,or treated as distributed to a.qu_alif)./ingc,glig:gl‘;’};yn has $6é1',5550’0f original (i:sCsOL:e”::igis%ou:t
as a receipt of payment for the shareshareholder incident to the liquidation,($3,000,000— $2,368,450). Between February 1
holder's stock. The shareholder reportincluding cash, the issue price of quali-and July 31, $19,738 of original issue discount
the payments received on the installmerfying installment obligations as deter-and $75,000 of qualified stated interest accrue
method unless the shareholder electsined under paragraph (a)(2)(ii)(A) ofwétg'o&if%‘ilCtTm the obligation and are taken into
otherwise in accordance withthis section, and the fair market value of (i) On July 31, 1998, T distributes the install-
§ 15a.453-1(d) of this chapter. other property (including obligations ment obligation to A in exchange for A's stock. No
(2) Coordination with other provi- that are not qualifying installment obli- other property is ever distributed to A. On January
sions—(i) Deemed sale of stock for in-gations) are considered as having bee;ll'ségg% A receives the first annual payment of
stallment obligation Except as specifi- received by the shareholder as the sell-' \when the obligation is distributed to A on
cally provided in section 453(h)(1)(C), aing price (as defined in § 15a.453—july 31, 1998, it is treated as if the obligation is
qualifying shareholder treats a qualify-1(b)(2)(ii) of this chapter) for the share-received by A in an installment sale of shares
ing installment obligation, for all pur- holder's stock in the liquidating directly to B on that date. Under § 1.1275-1(b),
poses of the Internal Revenue Code, asorporation. For the proper method oifjh;eadgsﬁg é%sé’ig%”cfoﬁf the obligation on that
! . . . . . Lo . S . , , ginal issue price of
if the obligation is received by the reporting liquidating distributions re- g 38 450 plus accrued original issue discount of
shareholder from the person issuing theeived in more than one taxable year 0$19,738). Accordingly, the issue price of the
obligation in exchange for the share-a shareholder, see paragraph (d) of thigbligation under paragraph (a)(2)(ii)(A) of this
holder’s stock in the liquidating corpora-section. An election not to report on the>ction L?cjz'gfsfr{gs’otbr;f Sum %fnthﬁla?dlgzttzd
tion. For example, if the stock of ainstallment method an installment o_bli-($2’388?188) and the angoum of accrued but
corporation that is liquidating is tradedgation received as a liquidating distribu-unpaid qualified stated interest ($75,000).
on an established securities market, ation applies to all distributions received (v) The selling price and contract price of As
installment obligation distributed to ain the liquidation. stock in T is $2,463,188, and the gross profit is
shareholder of the corporation in ex- (4) Assumption of corporate liability $2:363:188 (32,463,188 selling price less As ad-
, .7 justed tax basis of $100,000). A's gross profit ratio
change for the shareholder’s stock doesy shareholders.For purposes of this s thus 96 percent (gross profit of $2,363,188
not qualify for installment reporting pur- section, if in the course of a liquidationdivided by total contract price of $2,463,188).
suant to section 453(k)(2). a shareholder assumes secured or unsetvi) Under 8§ 1.446-2(e)(1) and 1.1275-2(a),
(i) Special rules to account for thecured liabilities of the liquidating corpo- $98:527 of the $150,000 payment is treated as a
e . . . . . payment of the interest and original issue discount
qualifying installment obligation- ration, or receives property from they,, accrued on the obligation from July 31, 1998,
(A) Issue price A qualifying installment corporation subject to such liabilitieSto January 31, 1999 ($75,000 of quaiified stated
obligation is treated by a qualifying (including any tax liabilities incurred by interest and $23,527 of original issue discount).
shareholder as newly issued on the datiéie corporation on the distribution), theThe balance of the payment ($51,473) is treated as
of the distribution. The issue price ofamount of the liabilities is added to theigggﬁg‘gzgj‘;f[g‘g'gg'r'cx O%aéglfjgg?”'zed n
the qualifying installment obligation on shareholder’s basis in the stock of the example 2.() T owns Blackacre, unimproved
that date is equal to the sum of thdiquidating corporation. These additionseal property, with an adjusted tax basis of

Accordingly, 26 CFR part 1 is pro-
posed to be amended as follows:

§ 1.453-11 Installment obligations re-
ceived from a liquidating corporation.



$700,000. Blackacre is subject to a mortgaggyinning on the date the plan of liquida- (i) Examples.The provisions of this
(underlying mortgage) of $1,100,000. A is ”‘?_Eifﬂ is adopted. See paragraph (c)(4) oparagraph (c)(3) are illustrated by the

personally liable on the underlying mortgage and, . . . . . .
the T shares held by A are not encumbered by thEIS Section for an exception for install-following examples:

underlying mortgage. The other assets of T consignent obligations acquired in respect to Example 1() A, an individual, owns all of the
of $400,000 of cash and $600,000 of accountgertain sales of inventory. Also see paraSiock of T corporation, a C corporation. T has an
receivable attributable to sales of inventory in thegranh (c)(5) of this section for an excep operating division and three wholly-owned subsid-

ordinary course of business. The unsecured liabili d L : laries, X, Y, and Z. On February 1, 1998, T, Y,
ties ofr-)ll- total $900,000. tion fOr |nSta”ment Ob|lgatI0nS att”but' and Z all adopt p|ans of Comp|ete |iquidation_

(i) On February 1, 1998, T adopts a plan of@ble to sales of certain property that do (i) On March 1, 1998, the following sales are

complete liquidation complying with section not generally qualify for installment salemade to unrelated purchasers: T sells the assets of
453(h)(1)(A), and promptly sells Blackacre to Btreatment. its operating division to B for cash and an
for a 4-year mortgage note (bearing adequate installment obligation. T sells the stock of X to C
stated interest and otherwise meeting all of the (2) Corporate assetsExcept as pro- for an installment obligation. Y sells all of its

requirements of section 453) in the face amount of/i ; ; ; _assets to D for an installment obligation. Z sells
] ) Sided in section 453(h)(1)(C), in para all of its assets to E for cash. The B, C, and D

$4 million. Under the agreement between T and B i ; ;
T (or its successor) gis o continue to makedraPh (c)(4) of this section (relating tOjngtaliment obligations bear adequate stated inter-

principal and interest payments on the underlying€/tain sales of inventory), and in paraest and meet the requirements of section 453.
mortgage. Immediately thereafter, T completes itgraph (c)(5) of this section (relating to (i) In June 1998, Y and Z completely liqui-
liquidation by distributing to A its remaining cash certain tax avoidance transactions), th@ate, distributing their respective assets (the D
of $400,000 (after payment of T's tax liabilities), natyre of the assets sold by, and the td stallment obligation and cash) to T. In July

accounts receivable of $600,000, and the $4 mil- . . 1998, T completely liquidates, distributing to A
lion B note. A assumes T's $900,000 of unsecuredCNS€JUeNces to, the selling corporatiofhsy and the installment obligations respectively

liabilities and receives the distributed propertyd® not affect whether an installmentissued by B, C, and D. The liquidation of T is a
subject to the obligation to make payments on th@bligation is a qualifying installment liquidation to which section 453(h) applies and the
$1,100,000 underlying mortgage. A receives ”fbbligation. Thus, for example, the factllqwdatlons_ of Y and Z_ into T are liquidations to
payments from B on the B note during 1998.  that"the fair market value of an asset jdMich section 332 applies.

i i . . iv) Because T is in control of Y (within the
is (rlg)pctjr{]elgslsijAefnthh:tihnesrtglllsrﬁérf? %gtz:]r;s;c#g!ess than the adjusted basis of that assr%éagling of section 368(c), the 0 obligation

selling price is $5 million (cash of $400,000, N the hands of the corporation; or thatacquired by Y is treated as acquired by T pursuant
accounts receivable of $600,000, and the B note ¢dhe sale of an asset will subject theo section 453(h)(1)(E). A is a qualifying share-

$4_1 'miIIioryl). The total contract _price also is $5 COI’pOI’ation to depreciation reCapturé‘lolder and the |nsta!|n”_|ent _0b||gat|ons |ssged _by B,
a5 it 0 e T O e ction 1965 or sttt s s
unsecured T liabilities assumed by A and by thel290); or that the assets of a trade Ofion on the installment method as if the cash and
obligation (subject to which A takes the distributedbusiness sold by the corporation for amnstallment obligations had been received in an
property) to make payments on the $1,100,000nstallment obligation include depre_installment'sale of the stock of T corporation.

e o 5o toao00. Aerrgareciable property, certain marketable secuspCfr SO0 23CC0 B0 820 06 050 (200
the gross profit is $2,900,000 (selling price of $5/11€S, accounts receivable, 'nSta”menEbligation to T. Under sections 453B(a) and 336,

million less aggregate adjusted tax basis ofbligations, or cash; or that the distribu-T recognizes gain or loss on the distribution of the
$2,100,000). The gross profit ratio is 58 percention of assets to the shareholder is or i8, C, and D installment obligations to A in
(gross profit of $2,900,000 divided by the totalpnot taxable to the corporation undeexchange for As stock.

contract price of $5 million). The 1998 payments ; Example 2.(i)) A, a cash-method individual
to A are $1 million ($400,000 cash plus $600,000$ecn0ns 336 and 453B, does not aﬁe%xpayer, owns all of the stock of P corporation, a

receivables) and A recognizes gain in 1998 owhether installment obligations received: corporation. P owns 30 percent of the stock of
$580,000 (58 percent of $1 million). in exchange for those assets are treatedl corporation. The balance of the Q stock is
(iv) In 1999, A receives payment from B on theas qualifying installment obligations byowned by unrelated individuals. On February 1,
B note of $1 million (exclusive of interest). As the shareholder. However. an 0b|igati0r1'998' P adopts a plan of complete liquidation and
gain recognized in 1999 is $580,000 (58 percen : T sells all of its property, other than its Q stock, to
of $1 million). }ecelved k_)y the corpor_at|on in exchange-B, an unrelated purchaser for cash and an install-
(b) Qualifying shareholder.For pur- for cash, in a transaction unrelated t0 @ent obligation bearing adequate stated interest.
- ; g sale or exchange of noncash assets I®n March 1, 1998, Q adopts a plan of complete
poses of this sectionqualifying Share.- the corporation, is not treated as diquidation and sells all of its property to an
holder means a shareholder to which, '

- WHETTOIUR ot [P iy ati unrelated purchaser, C, for cash and installment
with respect to the liquidating distribu- qualifying installment obligation. obligations. Q immediately distributes the cash

tion, section 331 applies. For example, a (3) Installment obligations distributed and installment obligations to its shareholders in
creditor that receives a distribution fromin  liquidations described in section ;qu%iedtggso di'tsstrit')?ﬁi'ngt't%”b\F;g’smhptt%’et oreatel
a liquidating c,orpoyatlo_n, In exchange453(h)(1_)(E_)_(i_) In general.In the case ment obligation, and a C installment obligation
for the creditor’s claim, is not a qualify- of a liquidation to which section that P received in the liquidation of Q.

ing shareholder as a result of that distri453(h)(1)(E) (relating to certain liquidat- (i) In the hands of A, the B installment
bution regardless of whether the liquidaing subsidiary corporations) applies, é)hbllghatlc:jn |sfapqusnf>gng |ns|t|a||mentb<|)_bllg_at|0n. In
: rofi : e . . . the hands of P, the installment obligation was a
tion SatISfle.S .SeCthn 453(N M)A . q”.a“fy'.”g installment obligation ac- ualifying installment obligation. However, in the

. (c) Qualifying installment obliga- quired in respect to a_s_ale or excha}ng ands of A, the C installment obligation is not
tion—(1) In general For purposes of by the liquidating subsidiary corporationtreated as a qualifying installment obligation be-
this section,qualifying installment obli- will be treated as a qualifying install- cause P owned only 30 percent of the stock of Q.
gation means an’ installment obligationment obligation if distributed by a con- th%ii“SiﬁteFr’eg;dir?mQOWS the requisite 80 peroent
(other than an evidence of indebtednessolling corporate shareholder (within ¢, norate shareholder of Q (within the meaning ?,f
described in 8 15a.4£_33—_1(e) of thisthe ‘meaning of section 368(c)) 10 &section 368(c)) immediately before the liquidation.
chapter, relating to obligations that aregualifying shareholder. The precedingTherefore, section 453(h)(1)(E) does not apply.
payable on demand or are readily tradsentence is applied successively to eachus. e;?ec}r]ti g‘:gdtshiro(; pg'rt;h:otg (r?gt“gassrnch'ass
able) acquired in a salg or exphange afontrolling corporate shargholder, if ANy, s evidence of indebtedness) and Is treated as a
corporate assets by a liquidating corpoabove the first controlling corporatepayment to A in the year of distribution. Accord-

ration during the 12-month period be-shareholder. ingly, for 1998, A reports as payment the cash and



the fair m_arket v_alu_e o_f the C obligation distrib- graph (c)(4). In this example, assume Qualifying Install- Cash and
uted to A in the liquidation of P. that all obligations bear adequate statemem ment Obligations ~ Other Property
(i) Because P held 30 percent of the stock ofinterest within the meaning of SeCtioncash $190,000

Q, section 453B(d) is inapplicable to P. Under .
sections 453B(a) and 336, accordingly, Q recog_1274(c)(2) and that the fair market values note  $200,000

nizes gain or loss on the distribution of the cOf €ach nonqualifying installment obli- C note $100,000
obligation. P also recognizes gain or loss on thgation equals its face amount. The eXi-E:) notte $170,000 $100.000
distribution of the B and C installment obligations gmple is as follows: note '

- \ ; G not¢  $230,000 $ 10,000
to A in exchange for A's stock. See sections 453B Example. (i) P corporation has three operating . $700.000 ~$300.000
and 336. divisions, X, Y, and Z, each engaged in a separatg ' ’

(4) Installment obligations attribut- trade or business, and a minor amount of invest.
able to certain sales of inventopy mMent assets. On July 1, 1998, P adopts a plan oface amount $240,000.

. . i ot complete liquidation that meets the criteria of (vi) Assume that As adjusted tax basis in the
(0) In gzngral.An InSta”tr.nen.t 0b|l%]_atlpdn section 453(h)(1)(A). The following sales arestock of P is $100,000. Under the installment
acquired by a corporation In a liquita-promptly made to purchasers unrelated to P: Rhethod, A's selling price and the contract price are
tion that satisfies section 453(h)(1)(A) insells all of the assets of the X division (includingpoth $1 million, the gross profit is $900,000
respect to a broken lot of inventory isall of the inventory property) to B for $30,000 (se|iing price of $1 million less adjusted tax basis
not a qualifying installment obligation. ash and installment obligations totalling ¢t ¢100,000), and the gross profit ratio is 90
. . . . . $200,000. P sells substantially all of the inventory ) i

If an installment obligation is acquired yronery of the v division to C for a $100,000 PETCENt (9ross profit of $900,000 divided by the
in respect to a broken lot of inventoryinstaliment obligation, and sells all of the otherSOntact price of $1 million). Accordingly, in

. 9 S - 1998, A reports gain of $270,000 (90 percent of
and other assets, only the portion of thessets of the Y division (excluding cash but$300'000 p gal h d h P A
installment obligation acquired in re-including installment receivables previously ac- y payment in cash and other property). As

; ; ; ; djusted tax basis in each of the qualifying
- -_quired in the ordinary course of the business ofC basl : q
spect to the broken lot of inventory ISthe Y division) to D for a $170,000 installment installment obligations is an amount equal to 10

not a qL_JaIifying iristallment obligatic_)n. obligation. P sells 1/3 of the inventory property ofPercent of the obligation’s respective face amount.
The portion of the installment obligationthe z division to E for $100,000 cash, 1/3 of theAs adjusted tax basis in the F note, a nonqualify-
atibutable 0 ofher asses is & AUl e "k it s o nots v e b &
H H H H y installment obligation, and all of the .
Ir}g ilinSta"mem Oti,i“gatlor?t') Fi(()l‘ pLiJI’pOSfe other assets of the Z division (including theAs adjusted tax basis in the G note, a mixed
of this section, the termbroken lot Of emaining 1/3 of the inventory property worth obligation, is $33,000 (10 percent of the $230,000
inventory means inventory property that$100,000) to G for $60,000 cash, a $240,00@ualifying installment obligation portion of the
is sold or exchanged other than in bulknstallment obligation, and the assumption by G ohote, plus the $10,000 nonqualifying portion of the
: : : assumed by G, which are unsecured liabilities and (vii) In respect to the $100,000 payment re-
Ny substangally all of the INVENLOry zpijiies encumbering the inventory property ac-ceived from G in 1999, $10,000 is treated as the
property attributable to a trade or busiquired by G, aggregate $30,000. Thus, the totalecovery of the adjusted tax basis of the
ness of the corporation. See paragrapurchase price G pays is $330,000. nonqualifying portion of the G installment obliga-
(c)(4)(ii) of this section for rules for (i) P immediately completes its liquidation, tion and $9,000 (10 percent of $90,000) is treated
determining what pOI’tiOI’l of an install- distributing the cash and installment obligationsas the recovery of the adjusted tax basis of the
ment obligation is not a ualifyin in- which otherwise meet the requirements of sectioportion of the note that is a qualifying installment
g . . a g 453, to A, an individual cash-method taxpayerobligation. The remaining $81,000 (90 percent of
stallment obligation. who is its sole shareholder. In 1999, G makes &90,000) is reported as gain from the sale of A's
(i) Rules for determining nonqualify- payment to A of $100,000 (exclusive of interest)stock.
ing portion of an installment obligation. °" f_hei$2t‘i1'10'0h°0 L”Sta]!'?ert‘itiop"gi‘“ii’”' o (5) Installment obligations attribut-
If a broken lot of inventory is sold to a tio(r:';) osung s; 20 e aa?;e”quc;"fﬁﬁé able to sales of certain propery(i) In
urchaser together with other corporat igations b i eneral. An installment obligation ac-
p get v I' COrporatéstalliment obligations because they were timelyd€l 1Stalime gauol
assets for consideration consisting of aacquired by P in a sale or exchange of its asset§uired by a liquidating corporation, to
installment obligation and either cash/n addition, the installment obligation issued by Cthe extent attributable to the sale of
other property, the assumption of (or‘afrozeqf‘:ggify;”gai'gsttg"(;Tr‘iz”;e?sgg""itr'iogngetrc:r‘i‘ssaect:gnroperty described in paragraph
taking property subject to) corporatey s pstantially all of the inventory property of the Cc)(S)(n)_of this section, is not a qualify-
liabilities by the purchaser, or sometade or business engaged in by the Y divisioning obligation if the corporation is
1€s by . 9a9 Y . L
combination thereof, the installment ob- (i) The installment obligation issued by F is formed or availed of for a principal
ligation is treated as having been acnot a qualifying installment obligation because itpurpose of  avoiding section
quired in respect to a broken lot qfi)sor't’i‘onr?fptﬁgtintgtai'i‘mgrncikggiig;gttiogfis';‘i’ggtg;yé’i*s 453(b)(2)(A) (relating to dealer disposi-
inventory only to the extent that the fair qualifying installment obligation and a portion is tions), section 453(i) (relating to sales of
market value of the broken lot of inven-not a qualifying installment obligation, determinedProperty subject to recapture), or section
tory exceeds the sum of unsecured lias follows: G purchased part of the inventory453(k) (relating to dispositions under a
abilities assumed by the purchaser, sévoperty (with a fair market value of $100,000) revolving credit plan and sales of stock

cured liabilities which encumber thef"gsi na;" ggstﬂe (;g‘ggé"os)setisssﬂfi ntge af] diir‘]’;f;‘iirr‘ngzpr securities traded on an established
broken lot of inventory and are assumedpjigation ($240,000), and assuming liabilities ofSECUrities market) through the use of a
by the purchaser or to which the brokennhe z division ($30,000). The assumed liabilitiesparty bearing a relationship, either di-
lot of inventory is subject, and the sum($30,000) and cash ($60,000) are attributed first tgectly or indirectly, described in section
of the cash and fair market value ofthe inventory property. Therefore, only $10,000 ofo67(h) to any shareholder of the corpo-

. . the $240,000 installment obligation is attributed to__,.
other property received. This rule ap"lnventory property. Accordingly, in the hands of A, ration.

plies solely for the purpose of determin-he G instaliment obligation is a qualifying install- (i) Covered propertyProperty is de-
ing the portion of the installment obliga- ment obligation to the extent of $230,000, but isscribed in this paragraph (c)(5)(ii) if,

tion (if any) that is attributable to the "t @ ‘?‘iﬁ"fyéq% Oiggta't'tmg"; i;’ib”?attii?”.‘o Te within 12 months before or after the
H extent o e , attrioutable 1o the Inventor . . . .
broken lot of inventory. property. yadopt|on of the plan of liquidation, the

(i) Example.The following example ~ (v) in the 1998 liquidation of P, A receives a Property was owned by any shareholder
illustrates the provisions of this para-liquidating distribution as follows: and—




(A) The shareholderegularly sold or
otherwie disposé of personé property
of the same type on the installmen plan
or the propery is red propery tha the
shareholdeheld for sak to customes in
the ordinay cours of a trade or busi-
nes (provided the propery is nat de-
scribed in sectim 453(1)(2)(relatiig to
certan exceptiors to the definition of
deale dispositions));

(B) The sak of the propery by the
shareholde would resut in recapture
income (within the meanirg of section
453(i)(2)) but only if the amoun of
recaptue is equa to or greate than 50
percen of the propertys fair market
value on the dake of the sak by the
corporation;

(C) The propery is stok or securi-
ties tha are traded on an established
securities market or

(D) The sak of the propery by the
shareholde would hawe been unde a
revolving credt plan.

(i) Sak harbor. Paragrap (c)(5)(i)
of this sectiom will not apply to the
liquidation of a corporatio if, on the
dat the plan of complee liquidation is
adoptel ard thereafte, less than 15
percen of the fair marke value of the
corporations asset is attributabé to
property— described- in— paragraph
(c)(5)(ii) of this section.

(iv) Example The provisiors of this
paragrap (c)(5 are illustrated by the
following example:

Example Ten percen of the fair marke value
of the asses of T is attributabé to stok and
securities traded on an establishd securitis mar-
ket T owns no othe assed describé in paragraph
(c)(5)(ii) of this section T, after adoptirg a plan of
complee liquidation, sells all of its stok and
securities holdings to C corporatian in exchange
for an installmen obligation bearirg adequate
statel interest sells all of its othea asses to B
corporatio for cash and distributes the ca$ and
installmen obligation to its sole shareholde A, in
a complete liquidation that satisfies sedion
453(h)(1)(A) Becaus the C installmert obligation
aroe from a sak of publicly tradel stok and
securities T cannd repot the gain on the sale
unde the installmen metha pursuah to section
453(k)(2) In the hand of A, howeve, the C
installmen obligation is treatel as having arisen
out of a sak of the stok of T corporation In
addition the genera rule of paragrap (c)(5)(i) of
this sectim does not appl, even if a principal
purpo® of the liquidation was the avoidane of
sectim 453(k)(2) becaus the fair marke value of
the publicly tradal stodk and securities is less than
15 percen of the totd fair marke value of T's
assets Accordingl, sectiom 453(k)(2 does not
apply to A, ard A may u<se the installmert method
to repot the gain recognizel on the paymens it
receives in respet to the obligation.

(d) Liquidating distributiors received
in mae than one taxabke yea. [Re-
served]

(e) Effective date This sectim is ap-
plicable to distributiors of qualifying
installmen obligatiors mack on or after
the datke final regulatiors are filed with
the Federd Registe.

Margareé Milner Richardson,
Commissioneof Internd Revenue.

(Filed by the Office of the Feder&d Registe on
Januay 21, 1997 8:45 a.m, and publishel in the
isste of the Federa Registe for Januay 22, 1997,
62 F.R. 3244)




