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- tion 672(f) of the Internal Revenuel' Prior law
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ness Job Protection Act of 1996, whichgenerally was treated as the owner
"erelates to the application of the grantomny portion of the trust over which h
adrust rules to certain trusts establishedetaln_ed any of the powers or interes
heby foreign persons. The proposed regudescribed in sections 673 through 6
sofations affect primarily United Stateswithout regard to whether he was
e persons who are beneficiaries of trustdomestic or foreign person. A speci
> established by foreign persons. Thigule contained in prior section 672(
- document also provides notice of agenerally provided that, if a U.S. benet
ublic hearing on these proposed regulssiary of a trust created by a foreig
ions. person transferred property to the fc

o . eign person by gift, the U.S. beneficial
DATES: Written comments must be re-was treated as the grantor of the trust

']e ceived by August 4, 1997. Requests t®he extent of the transfer.

hepeak (with outlines of oral comments) Under the prior rules, if a foreigs
to be discussed at the public hearingerson created a trust with one or mc
scheduled for August 27, 1997, at 10U.S. beneficiaries that was treated as
cha.m. must be submitted by August 6grantor trust with the foreign person :
;91997- the grantor, a distribution of incom

y . from the trust to a U.S. beneficiary we
f : : X 4
OIADDRESSES: Send submissions to'treated as a gift and was not subject
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:es‘rsoom _INternal Revenue erV'Cebeneficiary. See Rev. Rul. 69-7
a’OB 7604, Ben Franklin Station, Wash11969 1 ¢’ 182). If the income of th
ingngton, DC 20044. Submissions may b rust was not taxable to the foreig
eihand delivered between the hours of rantor under section 871 and also r

am. and 5 p.m. to: CC:.DO,M:CORP:RtaxabIe to either the grantor or the tru
- (REG—252487-96), Courier’'s Desk, In-

: .. by either the grantor’s country of res
elernal Revenue Service, 1111 Constltufjence or another foreign country, tt

tdion Avenue, NW, Washington, DC. Al- income of the trust was, thus, not su

plgrnatively, taxpayers may submito oy, Say by any jurisdiction.

h&omments electronically via the Internet A special rule contained in sectio

U-tbhyeSﬁQleSCtmgrggeP;ag %?gs C;?Jtl;cr)::ittci)r? 665(c) provided generally that interm

n . 9¢, y Ydiaries or nominees interposed betwe
omments directly to the IRS Internet

Lie at htio:// irs. ustreas.qov/prod ertain foreign trusts and their U.!
téIIX regs/copﬁm; hfuml Th.g \gﬁblicbeneficiaries could be disregarded. Ho
hearing will be held in room 3313, ever, that rule applied only to trus

Internal Revenue Building, 1111 Consti-Created by U.S. persons.
tution AVenUe, NW, Washington, DC2 Overview of Changes

Al FOR FURTHER INFORMATION The changes made by section 1904
- CONTACT: Concerning 8§ 1.671-2(e),the Act are designed to ensure that U
nJames Quinn (202) 622-3060; concernpersons who benefit from offshore trus
sufg the remainder of these regulationscreated by foreign persons (inbour
RM. Grace Fleeman (202) 622-3850frusts) pay an appropriate amount
concerning submissions and the hearing).S. tax. Generally, the grantor tru
Michael Slaughter (202) 622—7190 (notules now cause a person to be trea
toll-free numbers). as the owner of a trust only to th
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extent such application results, directhythe foreign trust and the intermediarytransfer other than a transfer for fair
or indirectly, in an amount being cur-transfers to the U.S. person either propmarket value, or a corporate or partner-
rently taken into account in computingerty that the intermediary received fromship distribution. Treasury and the IRS
the income of a U.S. citizen or residenthe trust or proceeds from the propertyequest comments regarding the appro-
or a domestic corporation. Exceptionghat the intermediary received from thepriate scope of gratuitous transfers.
are provided for certain revocable truststrust; (2) the intermediary would not A grantor includes a person who
for trusts from which the only amountshave transferred the property to the U.Sacquires an interest in a trust in a
distributable during the lifetime of the person (or would not have transferrechongratuitous transfer from a person
grantor are to the grantor or the grantthe property on substantially the samevho is a grantor of the trust. A grantor
or's spouse, and for certain compensaerms) but for the fact the intermediaryalso includes an investor who acquires
tory trusts. There also are grandfathereceived property from the foreign trust;an interest in a fixed investment trust
rules for certain trusts that were inor (3) the intermediary received thefrom a person who had acquired his
existence on September 19, 1995. property from the foreign trust pursuantinterest through a direct investment in
As a result of the changes, manyto a plan one of the principal purposeshe trust. Treasury and the IRS request
inbound trusts that were grantor trust®f which was the avoidance of U.S. taxcomments on the appropriate scope of
under prior law are now nongrantor The proposed regulations describe théhese rules as they affect fixed invest-
trusts. Distributions of trust income toeffect of disregarding the intermediary.ment trusts.
the U.S. beneficiaries of such trusts aréf the intermediary is an agent of either If a person creates or funds any
now taxable to U.S. beneficiaries andhe foreign trust or the U.S. personportion of a trust primarily as an accom-
may be subject to an interest charge oonder generally applicable agency prinmodation for another person, the other
accumulation distributions. ciples (under the standards set forth iperson will be treated as a grantor with
Section 1904 of the Act also includesCommissioner v. Bollinger 485 U.S. respect to such portion of the trust. See,
some special rules. Section 643(h)340 (1988)), the amount is treated ag.g.,Stern v. Commissiong#7 T.C. 614
which replaces former section 665(c)paid by the foreign trust to the U.S.(1981), rev'd on other grounds, 747 F.2d
treats any amount paid to a U.S. persoperson in the year it would be so treated55 (9th Cir. 1984).
that is derived directly or indirectly under the general principles. Thus, if the These regulations are not intended to
from a foreign trust of which the payorintermediary is an agent of the foreignchange the result of existing law with
is not the grantor as if the amount istrust, the amount is treated as paid t@espect to trusts used for business pur-
paid by the foreign trust directly to thethe U.S. person in the year it is paid bYposes. See § 301.7701-4(e) (environ-
U.S. person. Section 672(f)(4) allowsthe intermediary to the U.S. person. Ifmental remediation trusts); Rev. Rul.
the IRS to recharacterize a purportethowever, the intermediary is an agent 0§7-127, 1987-2 C.B. 156 (pre-need fu-
gift or bequest from a partnership orthe U.S. person, the amount is treated aferal trusts); Rev. Proc. 92—64, 19922
foreign corporation when necessary tgaid to the U.S. person in the year it isC.B. 422 (rabbi trusts). Treasury and the
prevent the avoidance of the purpose opaid by the foreign trust to the interme-|RS request comments on the applica-
section 672(f). Section 672(f)(5), whichdiary. tion of these new rules to trusts used for
is an expansion of prior section 672(f), |f the intermediary is not an agent ofbusiness purposes.
generally provides that if a U.S. benefi-gither the foreign trust or the U.S. A grantor of a trust may or may not
ciary of a trust created by a foréignperson under generally applicablepe treated as an owner of the trust under
person transfers property to the foreigigency principles, the intermediary gensections 671 through 677 and 679. A
person, the U.S. beneficiary is treated agrally will be treated as an agent of theperson other than a grantor of a trust
the grantor of the trust to the extent Offoreign trust, and the amount will bemay be treated as an owner of the trust
the transfer. treated as paid by the foreign trust taynder section 678.
the U.S. person in the year the amount
is paid by the intermediary to the U.S.3. § 1.672(f)-1: Foreign persons not
1. § 1.643(h)-1: Distributions by cer- Person. Hoyvever, the district directortreated as owners
tain foreign trusts through intermediar- My determine, based on all the relevant

Explanation of Provisions

ies facts and circumstances, that the inter- 1n€ proposed regulations prescribe a
_ _ mediary should be treated as the agef{V0-Step analysis for implementing the
The proposed regulations describe thgf the U.S. person. general rule of section 672(f). First, the

circumstances under which an amount

sgrantor trust rules other than section
of property that is derived, directly or

The regulations provide a de m|n|m|d672(f) (the basic grantor trust rules) are

rule for distributions that do not excee

indirectly, by a U.S. person from a;, ihe agaregate $10.000 applied to determine the worldwide
foreign trust through an intermediaryI ggregate $10,000. amount and the U.S. amount. Then, the
will be deemed to have been paid, § 1.671-2(e): Definition of grantor trust is treated as partially or wholly
directly by the foreign trust to the U.S. owned by a foreign person based on an

person. This rule does not apply if the The proposed regulations provide @nnual year-end comparison of the
intermediary is the grantor of the por-definition of grantor that applies for worldwide amount and the U.S. amount.
tion of the trust from which the amountpurposes of the grantor trust rules gener- The worldwide amount is defined as

is distributed. The amount will be ally. A grantor is any individual, corpo- the net amount of income, gains, deduc-
deemed to have been paid directly byation, or other person to the extent suckions, and losses that would be taken
the foreign trust if any one of the person (i) creates a trust or (ii) directlyinto account for the current year under
following conditions is satisfied: (1) the or indirectly makes a gratuitous transfethe basic grantor trust rules in comput-
intermediary is related (as defined in thego a trust. For purposes of the proposedhg the worldwide taxable income of

regulations) to either the U.S. person oregulations, a gratuitous transfer is anyny person, whether or not such person
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is a U.S. taxpayer (as defined in theaken into account in computing thetrust will be exempt from the general
regulation). The worldwide amount isgross income of a U.S. citizen or resi-rule of section 672(f), except with re-
determined in accordance with U.S.dent or a domestic corporation (e.g., thespect to any portion of the trust attribut-
principles of income taxation, and in-CFC had no overall earnings and profable to transfers to the trust after Sep-
cludes amounts that would be attributits). tember 19, 1995. Under the proposed
able to foreign persons, without regard The proposed regulations includeregulations, separate accounting is re-
to whether such amounts are subject teimilar rules for trusts created by pas-quired for amounts transferred to the

U.S. income taxation. sive foreign investment companiestrust after September 19, 1995, together
The U.S. amount is defined as the nefPFICs) or foreign personal holdingwith all income and gains thereof, as
amount of income, gains, deductionsgompanies. well as losses and distributions there-

and losses that would be taken into Section 672(f)(3) also provides thatfrom.
account for the current year under théhe general rule of section 672(f)(1)
basic grantor trust rules (directly orshall not apply for purposes of sectiorB. Certain other trusts
through one or more entities) in comput-1296. The proposed regulations imple-
ing the taxable income of a U.S. tax-ment this rule by providing that, for
payer. The U.S. amount includespurposes of determining whether a for i X
amounts such as interest on state cign corporation is a PFIC, the grantof/Ust (Or portion of a trust) if the only
local bonds that are not includible intrust rules shall be applied as if sectiofMounts distributable (whether income
gross income. 672(f) had not come into effect. Conse-ortcorfuds) fronzhsufp tt'rust (]E):hportlontof
A US. taxpayer is defined as anyduently, a foreign corporation cannof? rust) during the fitetimie of the granior
person who is a U.S. citizen, a residen@void PFIC status by transferring pas2'® r?moun s distributable g eh.gran or
alien individual, a domestic corporation,Sive assets to a trust that would b&' the grantors opouse, ro this P
a U.S. person who is treated as th&eated as a nongrantor trust if sectio® %S¢ payments ~of reasonable

. ; nongratuitous amounts, such as reason-
owner of a trust under section 679, or $72(f) were applied. o
domestic trust to the extent such trus able administrative expenses, are not

actually pays U.S. tax with respect to%' § 1.672(f)-3: Exceptions to generalconsidered to be amounts distributable

The proposed regulations provide that
the general rule does not apply to any

the income, gains, deductions andUl® from the trust. . _
losses ' ’ ’ . The proposed regulations clarify that
: A. Certain revocable trusts amounts distributable in discharge of a

If the worldwide amount and the U.S. . . PR
amount are the same, the basic grantor The proposed regulations provide thategal obligation of the grantor or the

- - the general rule of § 1.672(f)-1 doesgrantor’s spouse will generally be
trust ryles continue to apply without thenot apply to anv portion of a trust if the treated as amounts distributable to the
limitation of section 672(f). If the PRly yp : -

: : ower to revest in the grantor title tograntor or the grantor’s spouse. Thus, it
worldwide amount is greater than theP g : -
; uch portion is exercisable solely by thdS expected that a reinsurance trust that
U.S. amount, section 672(f) prevents the"c" P y by
i ; - rantor without the approval or consenwould have been a grantor trust under
basic grantor trust rules from treating & PP , - :
. f any other person. If the grantor carprior law generally will continue to be a
person as the owner of that portion of?' @M { - g
: xercise the power only with the ap-grantor trust. (No inference is intended
the trust attributable to the excess of th& p y p : -
! roval of a related or subordinate partyds to whether a reinsurance trust consti-
worldwide amount over the U.S. Prova . parpa -
amount who is subservient to the grantor, sucfiutes —a trust under regulation
' power will be treated as exercisabled 301-_5701—_4-)|H(§)W6V6f.b6|1_ legal obliga-
tion will not include an obligation to a
4. § 1.672(f)—2: Trusts created by cerSolely by the grantor. . N
tain foreign(c):orporations y The exception will not apply unlessPerson who is related (as defined in the
the power to revest is exercisable for gegulations) to the grantor or the grant-
Section 672(f)(3) provides in partperiod or periods aggregating 183 day8r's spouse, unless the obligation was
that, except as otherwise provided iror more during the taxable year of theentered into for adequate and full con-
regulations, a controlled foreign corporatrust. This rule is intended to provide asideration in money or money's worth.
tion (CFC) shall be treated as a domesbright line rule for the benefit of both Trusts from which distributions are tax-
tic corporation for purposes of sectiontaxpayers and IRS examiners that addble as compensation for services ren-
672(f)(1). Under the proposed reguladresses potentially abusive situations iflered generally will be covered by the
tions, a CFC that creates and funds avhich a power to revest is so limitedexception for compensatory trusts, de-
trust will be treated as a domesticthat it is not likely to be exercised. Thescribed below.
corporation to the extent that, if thel83 days need not be consecutive; thus, Amounts distributable to support a
basic grantor trust rules were applieda power to revest that is exercisabldamily member will be treated as
income earned by the trust for theeach year from January 1 through Maymounts distributable to the grantor or
taxable year would be subpart F incom&1 and again from September 1 througlthe grantor’s spouse only if certain
to the CFC that would be currentlyDecember 31 would be eligible for therequirements are satisfied. Although dif-
taken into account in computing theexception. ferent jurisdictions have different re-
gross income of a U.S. citizen or resi- Consistent with the statute, the pro-quirements for support obligations, ad-
dent or a domestic corporation. How-posed regulations provide a grandfatheministrative simplicity is served by
ever, the CFC will not be treated as aule for a trust that was treated agroviding one uniform rule on this
domestic corporation to the extent theowned by the grantor under section 67®oint. Under the proposed regulations,
income of the trust would not be subparbn September 19, 1995. As long as sucthe family member must be an indi-
F income or to the extent it would bea trust would continue to be so treatedvidual who would be treated as a depen-
subpart F income but would not beunder the basic grantor trust rules, thelent of the grantor or the grantor’s
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spouse under sections 152(a)(1) througtvii) trusts that are welfare benefit fundsforeign corporation and a subsequent
(8), without regard to the requirementdescribed in section 419(e) (without regift to the donee. There also is an
that half of the individual's support be gard to whether they provide taxableexception for charitable contributions to
received from the grantor or the grantbenefits). donees described in section 170(c).
or's spouse. In addition, the family The IRS and Treasury contemplate The proposed regulations provide
member must be either permanently anthat the nonexempt employees’ trustsules for gratuitous transfers to U.S.
totally disabled (within the meaning oflisted in category (iii) above will be donees from trusts created by partner-
section 22(e)(3)) or, in the case of a sonyeated as grantor trusts only to theships or foreign corporations. As a re-
daughter, stepson, or stepdaughter, lesstent provided in proposed regulationsult, a partnership or foreign corporation
than 24 years old. § 1.671-1(g) and § 1.671-1(h), whichcannot avoid the purported gift rule by
Consistent with the statute, the prowere published in thé=ederal Register creating a nongrantor trust that makes
posed regulations provide a grandfathef61l FR 50778) on September 27, 1996an immediate nontaxable distribution of
rule for a trust that was treated as IRAs that are excluded from the listtrust corpus to a U.S. donee. Under the
owned by the grantor under section 67f compensatory trusts because they afoposed regulations, if the partnership
(other than subsection (a)(3) thereof) ofiunded by individuals, rather than em-or foreign corporation is not treated
September 19, 1995. As long as such ployers, are expected to be covered bynder the grantor trust rules as the
trust would continue to be so treatecbne or both of the exceptions for revo-owner of the portion of the trust from
under the basic grantor trust rules, theable trusts or for trusts from which thewhich property is distributed to a U.S.
trust will be exempt from the generalonly amounts distributable during thedonee in a gratuitous transfer, the distri-
rule, except with respect to any portionlifetime of the grantor are to the grantorbution will be characterized as a distri-

of the trust attributable to transfers toor the grantor’s spouse. bution from the partnership or foreign
the trust after September 19, 1995. Un- corporation if such characterization re-
der the proposed regulations, separa® 8§ 1.672(f)—4: Recharacterization ofsults in a higher U.S. tax liability.

accounting is required for amountspurported gifts Notwithstanding any other provision,
transferred to the trust after September the proposed regulations provide that the

19, 1995, together with all income and The proposed regulations implementjistrict director may recharacterize a
gains thereof, as well as losses an € purporte‘:j gift rule of section transfer that is subject to the rules of
distributions therefrom. 72(f)(4)1 WhICh_ was enacted as dsection 672(0(4) to prevent the avoid-
backstop to section 672(f). See Staff ojnce of U.S. tax or clearly to reflect
the Joint Committee on Taxation, 104thncome. For example, the district direc-
Cong., 2nd Sess., General Explanatiofyy may determine, based upon the facts
The proposed regulations implemendf the Tax Legislation Enacted in thegng circumstances, that a distribution
section 672(f)(2)(B), which provides 104th Congress, at 271 (1996). Thom a partnership or foreign corpora-
that, except as provided in regulationspurported gift rule prevents taxpayersjon is more properly treated as a distri-
the general rule shall not apply to anyfrom avoiding the general rule of sec-y,tion from a trust.
portion of a trust from which distribu- tion 672(f) by using a partnership or a The proposed regulations provide a de
tions are taxable as compensation foloreign corporation as a substitute for aninimis rule for purported gifts or be-
services rendered. Tracking the languagiust. quests that do not exceed in the aggre-
of the statute, the proposed regulations As a general rule, if a U.S. doneegate $10,000.
list categories of trusts that constituteeceives a purported gift or bequest
compensatory trusts, without regard talirectly or indirectly from a partnership, 7. 8 1.672(f)-5: Special rules
whether they could be treated as grantahe purported gift or bequest must be . L
trusts under the basic grantor trust rulesncluded in the U.S. donee’s income ad\- Transfers by certain beneficiaries to
This list is intended to be an exclusiveordinary income. If a U.S. donee re-foreign settlor
list. However, the proposed regulationgeives a purported gift or bequest di- The proposed regulations provide that
also provide that additional categories ofectly or indirectly from a foreign cor- if, but for section 672(f)(5), a foreign
compensatory trusts may be designategoration, the purported gift or bequesperson would be treated as the owner of
later in guidance published in the Inter-generally must be included in the U.Sany portion of a trust, any U.S. benefi-
nal Revenue Bulletin. donee’s gross income as a distributiogiary of the trust will be treated as the
The following categories of trusts arefrom the foreign corporation. In the owner of a portion of the trust to the
classified as compensatory trusts: (ijatter case, the U.S. donee will not bextent the U.S. beneficiary directly or
qualified trusts described in sectiontreated as having basis in the foreignndirectly made transfers of property to
401(a), (i) trusts described in sectioncorporation, and the U.S. donee will besuch foreign person in excess of trans-
457(g), (iii) nonexempt employees’treated as having a holding period in thders to the U.S. beneficiary from the
trusts described in section 402(b), (iv)foreign corporation equal to the averaggoreign person. (Such a transfer may
individual retirement account (IRA) holding period (using a weighted aver-also constitute an indirect transfer from
trusts that are either simplified employeeage) of the actual interest holders. a U.S. person to a foreign trust for
pensions described in section 408(k) or However, the gift or bequest will not purposes of section 679.) The U.S. ben-
simple retirement accounts described itbve recharacterized if the donee camficiary need not have been a U.S.
section 408(p), (v) IRA trusts to which establish that a U.S. citizen or residenperson at the time of the transfer.
the only contributions are rollover con-alien who directly or indirectly holds an The proposed regulations do not
tributions listed in section 408(a)(1), (vi)interest in the partnership or foreignspecify a time period within which a
certain so—called rabbi trusts (see Reworporation treated the purported gift agransfer must have been made to trigger
Proc. 92-64 (1992-2 C.B. 422)), anda distribution from the partnership orthis rule. However, they do provide that

C. Compensatory trusts
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the rule will not apply to the extent thedetermined that section 553(b) of thePART 1—INCOME TAXES
U.S. beneficiary can demonstrate thafdministrative Procedure Act (5 U.S.C. p h1 Th thority citation f
the transfer was wholly unrelated to anychapter 5) does not apply to these aragraph 1. The authority citation for
transaction involving the trust. In addi-regulations, and, because the regulatior%art 1_|s|amdended bydadd'fn?l ent.rles in
tion, consistent with the statute, thedo not impose a collection of informa-nu'zqet[]'ca.t qrzgrljosrecz:a 7285(1 i)vxs.
proposed regulations provide that aion on small entities, the Regulatory Sgcti?)r*yi 643(r.1)—.1.also issued under
transfer of property does not includeFlexibility Act (5 U.S.C. chapter 6) does )

either a nongratuitous transfer or a gifinot apply. Pursuant to section 7805(f) 0126SU":‘.'C' 61345’7(?(27)' Iso i d und
that would be excluded from taxablethe Code, these regulations will be sub—26 SCSIOC? 643(a)_(7()e;n?jsg7|2i%lz§) under
gifts under section 2503(b). mitted to the Chief Counsel for Advo- e y

cacy of the Small Business Administra- Section 1.672(f)-1 also issued under

B. Different taxable years tion for comment on their impact on 28 Y-S-C. 643(a)(7) and 672(f)(6).
§mall business. Section 1.672(f)-2 also issued under

_ The proposed regulations provide tha 26 U.S.C. 643(a)(7), 672(f)(3) and (6).
if a person has a different taxable yeag,mments and Public Hearing Section 1.672(f)-3 also issued under

from the taxable year of the trust, an . 26 U.S.C. 643(a)(7), 672(f)(2) and (6).
amount is currently taken into account Before these proposed regulations are gection 1.672(f)-4 also issued under

in computing the income of such persoraidopted as final regulations, considersg s C. 643(a)(7), 672(f)(4) and (6).
for purposes of the general rule if theation will be given to any written com-  gection 1.672(f)-5 also issued under
amount is taken into account for thements (preferably a signed original andyg y 5.C. 643(a)(7) and 672(f)(6). * * *

taxable year of such person that includesight (8) copies) that are submitted p,. 2 section 1.643(h)-1 is added to
the last day of the taxable year of thdimely to the IRS. All comments will be o5 a5 follows: § 1.643(h)-1 Distribu-

trust. available for public inspection and COPY+ions hy certain foreign trusts through
. o Ing. intermediaries.
C. Entity characterization A public hearing has been schedulecf1

(a) In general For purposes of sec-
ions 641 through 683, any amount of
property that is derived, directly or
indirectly, by a United States person
from a foreign trust through another
person (an intermediary) shall be
deemed to have been paid directly by
Yhe foreign trust to the United States

or August 27, 1997, at 10 a.m., in room,
313, Internal Revenue Building, 1111
Constitution Avenue, NW, Washington
C. Because of access restrictions, vis
tors will not be admitted beyond the
Ynternal Revenue Building lobby more

a single owner could avoid the pur-y.n"15 minytes before the hearin
ported gift rule if it could elect to be o

disregarded as a separate entity, becausery . o5 of 26 CFR 601.601(a)3)PSrSO" if any one of the following
the purported gift or bequest would therhpply to the hearing. conditions is satisfied— _
be received from the owner of the Persons that wish to present Or1‘(1) The intermediary is related

The proposed regulations provide tha
entities generally will be characterized
under U.S. income tax principles. Se
regulations 88 301.7701-1 through
301.7701-4. However, an entity havin

comments at the hearing must subm within the meaning of paragraph (e) of

| Prog itten comments by August 4, 1997, is section) to either the United States
vide that, for purposes of Section 5ng submit an outline of the topics to b erson or the foreign trust and the

672(f)(4), a wholly owned business en-;: . ntermediary transfers to the United
tity must be treated as a corporationdISCUSSe(-j and the time to be devoted 1g;,o¢ " herson either property that the
L each topic (preferably a signed origina - . .
separate from its single owner. and eight (8) copies) by August 6, 1997 ntermediary received from the foreign
A griod of 18 minu%/es vgill be ’aIIot— trust or proceeds from the property that
8. 8§ 301.7701-2(c)(2)(iii)): Special rule d ? h rson for makin rn_the intermediary received from the for-
for business entities that make purporte(!ie 0 €ach person fo aking co eign trust;

gifts ments. (2) The intermediary would not have

An agenda showing the scheduling oé !
. . . . ransferred the property to the United
As explained above, an entity havingthe speakers will be prepared after the, oo person (or would not have trans-

a single owner could avoid the pur-deadline for receiving outlines has .
ported gift rule if it elected to be passed. Copies of the agenda will b%eé:ggntgi gﬁ)k?setgzti?ll th;euggﬁ]de Sté?:ﬁ;
disregarded as a separate entity undévailable free of charge at the hearing y

L . e but for the fact that the intermediar
the existing entity classification regula- _ i received property from the foreian trus%/'
tions. Therefore, the proposed regulaPrafting Information or property 9 :

tions add a new sentence to the existing the principal author of these regula- (3) The intermediary received the
regulaupns to provide that, for purposesions is M. Grace Fleeman of the OfﬁCeproperty from the foreign trust pursuant
of §ectlon 672(f)(4)’ a WhOIIy owned of Associate Chief Counsel (Interna-to a p|an one of the principa| purposes
business entity must be treated as gonal). However, other personnel fromof which was the avoidance of U.S. tax.
corporation, separate from itS OWnelthe |RS and Treasury Department par- (b) Exception for grantor as interme-

ticipated in their development. diary. Paragraph (a) of this section shall
ooxrox not apply if the intermediary is the

It has been determined that this nonc%roposed Amendments to the Reguli}%ﬁgfrtﬁ; tgﬁléﬁ)rq?oig (()jfe:if:/%é.ruls:torfr(:?e

of proposed rulemaking is not a signifi- ions
cant regulatory action as defined in E definition of grantor, see § 1.671-2(e).

12866. Therefore, a regulatory assess- Accordingly, 26 CFR parts 1 and 301 (c) Effect of disregarding intermedi-
ment is not required. It also has beerare proposed to be amended as followsry. If an amount is treated as paid

Special Analyses
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directly by the foreign trust to a United (1) For purposes of applying section Par. 3. In § 1.671-2, paragraph (e) is
States person pursuant to this sectior267 (other than section 267(f)) andrevised to read as follows:

one of the following rules shall apply: section 707(b)(1), “at least 10 percent” ) o

(1) Intermediary is agent under gen-shall be substituted for “more than 508 1.671-2 Applicable principles.

eral principles If the intermediary is an percent” each place it appears; oot

agent of the foreign trust or the United () The principles of section , (S)(1) FOrpurposes of subchapter J of
States person under generally applicablgg7()(10), substituting “at least 10 per-1'¢, INéral Revenue Code, a grantor
agency principles, the payment shall bent for “more than 50 percent,” shall includes any person to the extent such
treated as paid by the foreign trust tqpniy to determine whether two corpora-per-sor-] either creates a trust, or directly
the United States person in the year ifiong are related: and or indirectly makes a gratuitous transfer

would be so treated under such prin- o . (within the meaning of paragraph
ciples. Thus, if the intermediary ispan (3) The principles applicable to trusts(e)(4)(i) of this section) of property to a

agent of the foreign trust, the paymenghalII apply to determine whether anyyst. _

shall be treated as paid to the Unite state is related to another person. (2) A grantor includes a person who
States person in the year the amount is (f) Exgmples The foIIowmg_ ex- acquires an interest in a trust from a
paid by the intermediary to the Uniteq@mples illustrate the rules of this secgrantor of the trust if either— _
States person. If, however, the intermelion. In each example, FT is an irrevo- (i) The transfer is nongratuitous
diary is an agent of the United State<able foreign trust that is not treated agwithin the meaning of paragraph

person, the payment shall be treated fwned by any other person. The ex{e)(4)(ii) of this section); or

paid to the United States person in thé&mples follow: (if) The transfer is of an interest in a
year the amount is paid by the foreign Example 1. Related intermediary. |, a nonresifixed investment trust.
trust to the intermediary. dent alien who is not the grantor of FT, receives a (3) If one person creates or funds a

. . distribution of stock from FT in the year 2001. In . . .
(2) Intermediary is not agent underthe year 2002, | sells the stock to an unrelatedfUst (or portion .Of a trust) primarily as
general principles—(i) Agent of foreign party for its fair market value of 100X and gives &N accommodation for another person,
trust Except as provided in paragraphthe 100X to his daughter, B, who is a U.S.the other person shall be treated as a
" . . . . resident. | is not an agent of either FT or B undergrantor of the trust (or portion of the
(C)(Z)(“) of this section, if the INErMe- generally applicable agency principles. Undergrust) (o p
diary is not an agent of the foreign trustparagraphs (@)(1) and (c)(2)(i) of this section, F11 @ ii) A aratuitous transfer is an
or the United States person under geneis deemed to have distributed 100X directly to B 9 y

(A) The intermediary shall be treated Example 2. “But for" condition I, a foreign market value, or a corporate or partner-

. - ank that is unrelated to any of the parties in thesghip distribution. A transfer of propert
as an agent of the foreign trust; angransactions, received a deposit of 500X from FT P propery

(8) The payment shall be treated as the year 200L. n e year 2002, | vansierge ® [0S\ M2V 0 CONSHETes & gramius
paid by the foreign trust to the United400X to B, a United States person, in a transfe ansie out rega 0 ethe e

- that it would not have made but for the fact that Itransfer is a gift for gift tax purposes
States person in the year the amount I%d received 500X from FT. | is not an agent of(see chapter 12 of subtitle B of the
paid by the intermediary to the Unitedeither FT or B under generally applicable agencynternal Revenue Code).

States person. principles. Under paragraphs (a)(2) and (c)(2)(i) of :
(ii) Agent of United States personthis section, FT is deemed to have distributed (A) For purposes Of this paragraph
‘400X directly to B in the year 2002. (e), a transfer for fair market value

The district director may determine, Example 3. Tax avoidance purposT was includes only transfers in consideration
based on all the relevant facts andeaeq'in 1980 by A, a nonresident alien. In thdor property received from the trust,
circumstances, that the intermediaryear 2001, FT's trustee, T, determines that 1000%ervices rendered by the trust, or the
should be treated as the agent of thef accumulated income should be distributed Gight to use property of the trust. A
United States person. If the intermediary"s U-S. granddaughter, B. Pursuant to a plan Wmlransfer is for fair market value only to

; ; principal purpose of avoiding the interest charg
is treated as the agent of the Umte@ at would be imposed by section 668, T causethe extent that the value of the property

States person pursuant to this paragragft (o distribute 1000X to I, an unrelated foreignreceived, services rendered, or the right
(c)(2)(ii), the payment shall be treated agerson. | subsequently transfers 1000X to B in thgg |se property is equal to at least the
I e U Sates person i e S0 1 () % st vae o h prorty rans
year the intermediary receives the payg erred. For example, rents, royalties, and

. distribution from FT in the year 2001.
ment from the foreign trust. ; ;
ent from the foreign trust Example 4. Amount not derived from foreignCOMpeNsation paid to a trust are trans-

(d) De minimis exceptianThis Sec- st W and her husband, H, are both nonresiderfers for fair market value only if the
tion shall not apply if, during the tax- aliens. W's son, S, is a U.S. resident. W receivepayments reflect an arm’s length price
sble year of the Unfed Staes persommua Dions o S00% i 1 o, 1o the use of he- property. i, or

p : 1gn Sthe year 2001, W receives a distribution of 100Xp0ses of this determination, if a person
through one or more intermediaries doegom FT. There is no plan with a principal purposecontributes property to a trust (or to
not exceed $10,000. of avoiding U.S. tax. At the end of the year 2001, gngther entity that subsequently transfers

(e) Related parties For purposes of \,(lvor?é"%‘?f tlr%méoggit?;zs'?xe;g?aeg:a&m(geO}Otrﬁs'the property (or proceeds therefrom) to
this section, an intermediary shall besection is satisfied. The transfer to S is treated as@ trust) in exchange for any type of
treated as related to a United Statesontaxable gift from W and not as an amountinterest in the trust (or other entity),
person or foreign trust if the intermedi-derived directly or indirectly from FT. such interest in the trust (or other entity)
ary and the United States person or (g) Effective date The rules of this shall be disregarded in determining
foreign trust are related within the section are applicable for transfers madeshether fair market value has been
meaning of section 643(i)(2)(B), with by foreign trusts on or after August 20,received. In addition, a person shall not
the following modifications: 1996. be treated as making a transfer for fair
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market value merely because thealue of the units in T is disregarded in determinyhether a trust is treated as owned by a
transferor recognizes gain on the trang?d Whether A has received fair market valuegyraign person, the taxpayer should first
. . under paragraph (e)(4)(i)(A) of this section. There- ! .

action. For example, if a taxpayer electgy e "a has made a gratuitous transfer to T, and@PPly the grantor trust rules without
to treat a transfer of appreciated propunder paragraph (e)(1) of this section, A is aregard to section 672(f) (the basic
erty to a foreign trust as a deemed salgrantor of T. grantor trust rules) to determine the
under section 1057, such a transfer Wiuatggatfr‘lz'teg né,sbl‘ér;gmsin‘igfgstffggn?én?: b‘;”/';eioworldwide amount (as defined in para-
not be treated as a transfer for fal_T will not be treated as gratuitous transfers undedraph (c)(1) of thls se_ctlon) and the U.S.
market vqlue because .the transferor digaragraph (e)(4)(i)(A) of this section. Therefore,2mount (as_ defined in paragraph (c)(2)
not receive actual fair market valueunder paragraph (e)(1) of this section, A is not 20f this section).

consideration pursuant to the deemegrantor of T with respect to the interest payments. (2) Result The trust is treated as

Example 7 A creates and funds a domestic ;
sale. trust, DT. After A's death, DT distributes cash to aowned by a foreign person based on an

(B) For purposes of this paragraphoreign trust, FT, that is a beneficiary of DT. @ahnual comparison at the end of the
(e), a transfer to a trust is a corporatender paragraph (e)(4)(i)(B) of this section, thetrust'’s taxable year of the worldwide
distribution, and therefore not a gratudrust distribution by DT is a gratuitous transfer. amount and the U.S. amount. If there is
itous transfer, only if it is a distribution Therefore, under paragraph (e)(1) of this sectiong \yorldwide amount and such amount is

described in section 301, 302, 305, 35 ;nsifser_a grantor of FT with respect to such groqiar than the U.S. amount, under

or 356. Similarly, for purposes of thiS Example 8 A creates and funds a trust, T. T S€ction 672(f) the foreign person shall
paragraph (e), a transfer to a trust is awns stock of C, a publicly traded company, thatnot be treated as the owner of the
partnership distribution, and thereforg?ays a dividend to its shareholders, including Tportion of the trust attributable to the
not a gratuitous transfer, only if it js "¢ dividend paid by C is a nongratuitous transfelpy cagg of the worldwide amount over
. . . 7 . .~ under paragraph (e)(4)(i)(B) of this section. There-h S Oth . he basi

described in section 731. A distributionsgre ¢ is not a grantor under paragraph (e)(1) of’€ U.S. amount. Otherwise, the basic
from one trust to another trust that is anis section with respect to the dividend. grantor trust rules shall apply without
beneficiary of the first trust is a gratu- Example 9 A, a nonresident alien, creates athe limitation of section 672(f). For

i trust, T, for the benefit of her spouse, B, who is aaxamples. see paragraph (d) of this
itous transfer. U.S. citizen. T is not treated as owned by any, bles, P grap ( )

. (©) NOtV_VithStanding any other p_rovj- other person. A sells property worth $1,000,000 tosecnon' . .
sion of this paragraph (e), the districtt in exchange for $100,000 in cash. Under (C) Definitions—(1) Worldwide
director may determine, based upon thearagraph (e)(4)(i)(A) of this section, the $900,000amount The worldwide amount is the
facts and circumstances, that a direct dixcess is a gratuitous transfer by A. Therefore, ket amount of income, gains, deduc-

- . iIs a grantor of T under paragraph (e)(1) of thisy;
indirect transfer to a trust is moresection with respect to such transfer. Stlons’ and losses that would be taken

properly _characterized as a gratuitous (6) The rules of this paragraph (e) ar(%nto account for the current year under
transfer |f_ th_e transfer was Stru‘?twedapplicable as of August 20, 1996. _he br’:‘lSIC gr?.(;]tq(; trust rLtj)Iles_m compu;[-
with a principal purpose: of avoiding Par. 4. Sections 1_672(f)_1,|ng the wor vr\]n ﬁ taxable |nccr>1me o]

U.S. tax. See, e.g., sections 643(a)(7i.672(f)—2, 1.672(f)=3, 1.672(f)—4, and@ny person, whether or not such person
and 679(d). is a U.S. taxpayer (as defined in para-

(i) For purposes of this paragraph1'672(f)_5 are added to read as fOHOWSQraph (©)(3) of this section). The world-

(), any transfer other than a gratuitoug 1.672(f)-1 Foreign persons notWide amount is computed in accordance

transfer is a nongratuitous transfer.  eated as owners. with U.S. principles of income taxation
(5) The following examples illustrate _ and includes amounts that would be
the rules of this paragraph (e): (@) General rule Section 672(f)(1) attributable to foreign persons, without

Example 1 A creates and funds a trust, T, for provides that sections 671 through 67%egard to whether such amounts are
the benefit of her children. Under paragraph (e)(1[the grantor trust rules) shall cause &ubject to U.S. income tax.
of the section, A is a grantor of T. __person to be treated as the owner of any (2) U.S. amountThe U.S. amount is
inv'i);";‘n"]‘gﬁ 2 t'“?"etsha"’;”is'n‘éf:;gﬁgé 'gsa;";ffsportipn of a trust only to the extent suchthe net amount of income, gains, deduc-
under § 301.7701-4(c)(1) of this chapter. B subse@Pplication results in an amount (if any)tions, and losses that would be taken
quently acquires As entire interest in T for fair being currently taken into account (di-into account for the current year under
market value. Under paragraph (e)(2) of thisrectly or through one or more entities)the basic grantor trust rules (directly or
.snet“r'ont' B is a grantor of T with respect to suchin computing the income of a citizen orthrough one or more entities) in comput-
' Exi\srﬁpleSA, an attorney, creates a trust, T, forf€Sident of the United States or a doing the taxable income of a U.S. tax-
the benefit of his client, B, and B's children. The Mestic  corporation. Section 672(f)(1)payer (as defined in paragraph (c)(3)of
trust instrument names A as the grantor. A funds Tmay apply only to a trust that would bethis section). The U.S. amount includes
with a nominal contribution out of his own funds. treated as owned, in whole or in part, byamounts that would be attributable to
Ae‘r’]'g:’gOt:%fcfe”et;'bfgtr";ﬂtj‘rse an investment 'Bntggg foreign person under the grantor trusthe U.S. taxpayer even if the amount
garagraph ©)(3) of this Section? B is a grantor of Ules without regard to section 672(f).would not be includible in gross income
] For rules describing the application of(e.g., tax-exempt interest described in

Example 4 A, a U.S. citizen, creates and fundsthis section, see paragraph (b) of thisection 103(a)).
a trust, T, for the benefit of B. B holds an gection. For definitions regarding the (3) U.S. taxpayerA U.S. taxpayer is
E?gjfég‘fgdth%‘)‘t"r’ﬁ;ttgor""ghgéi‘i‘g’dagfyegmdo;y”; Srules of this section, see paragraph (cny person who is a U.S. citizen, a
the contribution is made. B is treated as an ownePf this section. For examples illustratingresident alien individual, a domestic cor-
of T under section 678 as a result of thethe application of this section, see paraporation, a U.S. person who is treated as
withdrawal power. However, B is not a grantor ofgraph (d) of this section. For the effec-the owner of a trust under section 679,
Tfutrr‘]der ﬁﬁgﬁgraﬁh ©(1) Og this sechon 2= a resufive date of the rules of this section, seor a domestic trust to the extent such
oted T ot made. apg;)rv;/gi’touzc?r:?]ifer e paragraph (e) of this section. trust actually pays U.S. tax with respect

Example 5 A contributes cash to a trust, T, (D) Application of general rule-(1) to its income, gains, deductions, and

through a broker, in exchange for units in T. Thelnitial determination To determine losses.
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(d) Examples The following ex- of appointment such that FC would be treated apany (as defined in section 552) that

amples illustrate the rules of this secih® owner of FT under section 678. FT acquires greates and funds a trust shall be treated
note issued by FC. FT has no items of income

tion: ~deduction, losses, or credit other than income front?‘S a domestic corporation for purposes
Example 1. U.S. amount equals worldwidethe note. Under U.S. income tax principles, if theOf 88 1.672(f)-1 through 1.672(f)-5 to

amount A, a C_|t|Zen of the Un|ted States, Createsbasic grantor trust rules were applied’ FC W0u|dhe extent that, |f the baS|C grantor trust

and funds an irrevocable foreign trust, FT, for thepe treated as the owner of FT. Thus, FC would beules were applied, income earned by

benefit of his U.S. son, B. Under the basic grantokreated as both the debtor and the creditor wit
trust rules (see section 679), A would be treated agspect to the note, and the note would b he trust for the taxable year would be

the owner of FT. For the taxable year endinggisregarded. Under paragraph (c)(1) of this seccurrently taken into account pursuant to

December 31, 1999, FT has ordinary income ofjon, there is no worldwide amount. Under para-section 551 in computing the gross
100X, Jong-term capttal gain of 200X, deductionSgraph (c)(2) of this section, there is no U.Sincome of a citizen or resident of the
0 » and short-term capital losses 0 -amount. Consequently, under paragraph (b)(2) ofni ; ;
Under paragraph (c)(1) of this section, the world+his section, thce] bas}ilc granto? tru%t ?ule(s );p)plc)}Jmted States or a domestic corporation.
wide amount is 265X (100X + 200X — 20X - without the limitation of section 672(f) to treat FC () Examples The following ex-
15X). Under paragraph (c)(2) of this section, theas the owner of FT. amples illustrate the rules of this sec-
U.S. amount also is 26_5X- Co_nsequently, under Example 5. Deemed contribution on effectivgtjion. In each examp|e FT is an irrevo-
paragraph (b)(2) of this section, because thgate Assume the same facts asExample 2DT  able foreign  trust ’and CEC is a
worldwide amount is equal to the U.S. amountyas created in 1990. On August 20, 1996, DTC an. ) .

the basic grantor trust rules apply without theneld accumulated income. Prior to August 20C0ntrolled foreign corporation. The ex-

limitation of section 672(f) to treat A as the owner 1996, A was treated as the owner of DT. A isamples follow:

of FT. ) deemed to have contributed the assets that were Example 1. Controlled foreign corporation
'Example 2. No U.S. amound, a nonresident held in DT on August 20, 1996 to a new trust onwithout ultimate U.S. ownershifwo nonresident
alien, funds an irrevocable domestic trust, DT, forthat date. aliens, A and B, create a domestic partnership, DP.

the benefit of his U.S. son, B. A has a reversion- (e) Effective date The rules of this DP's only asset is all the stock of CFC. CFC
ary interest within the meaning of section 673. If ; ; creates and funds FT to benefit As U.S. daughter,
the basic grantor trust rules were applied, Awoulasectlon are applicable as of August 200 CFC retains an administrative power over the

be treated as the owner of DT, and any distribu : trust as described in section 675. Thus, if the basic
tions to B would be considered nontaxable gifts . grantor trust rules were applied, CFC would be
from A to B. Under paragraph (c)(2) of this 8 1.672(f)-2 Trusts created by certairreated as the owner of FT, and distributions from
section, there is no U.S. amount, because nfpreign corporations. FT to C would not be taxed as distributions under
amount is taken into account for the current year section 662. However, under paragraph (a) of this

under the basic grantor trust rules in computing (a) Controlled foreign corporationsA  section, CFC is not treated as a domestic corpora-
the taxa‘;'e noome t?]f_ a U-t,3- ta;;f‘ayer- lé’”%efcontrolled foreign corporation (as de-tion for purposes of § 1.672(f)-1. Although CFC
Emount i el 10 DT net income.  Underfned in section 957) that creaties and? 3 OrI0Iq rei0n SAROEIOn (cnisd B
paragraph (b)(2) of this section, A is not treated afunds a trust Sh'_a" be treated as @ymed by CFC will be included in the income of
the owner of any portion of DT. Consequently, DTdomestic corporation for purposes ok U.S. taxpayer. Consequently, there is no U.S.
is a separate taxable entity, and distributions frongg 1.672(f)-1 through 1.672(f)-5 to theamount under § 1.6?2(f)—1(c)(2). Under
g'g itgclgmn;ust be taken into account in computingaytent that, if the grantor trust rules8 %.672(|f)—:tL(b)t(2),ttthbCasm grt?]ntor trust ruLesF_clj_o
Example. 3. U.S. amount less than Worldwide\k’)\lith.OUt regard to section 672(f) (t_he'rl"?an:f%?sy frgmr?}r to C aasre c%ngyg';?édoto bé
amount FP is a foreign partnership for U.S. D@sIC grantor trust rules) were appliedgistributions to C under section 662 and may be
income tax purposes. FP has two partners: C, enicome earned by the trust for thesubject to the section 668 interest charge on
nonresident alien, and D, a U.S. citizen. Thetaxable year would be currently takenaccumulation distributions. (In addition, distribu-
Do, lostes, deductons, and sredis are alocaidi0 account pursuant to section 951 g PC TOR B €25 KL R BEECBTS
50 percent to each partner. FP contributed cash tgompu_tlng the gross '”?Ome of a C't'zerb 1.672(f)-4.)
an irrevocable foreign trust, FT, primarily for the OF resu;ient of th? United States or a gxample 2. Trust income is all subpart F
benefit of E, D's U.S. brother. FP can control thedomestic corporation. income CFC is wholly owned by USC, a domes-
beneficial ?njoyment of thtfe tr:us:)assets within the (b) Passive foreign investment comdic corporation. CFC creates and funds FT for the
fies were applied, £T would be teaied as hPANes—(1) In general A passive for- R S SO T S TR DCEEE
owner of FP. Because D's 50 percent distributiveeign_ investment company (as defined iR Js?elction 674. All of FT's income is of the type
share of FP's income would be currently takensection 1296) that creates and funds at is subpart F income (as defined in section
ir_lt_o account in computing the income of a U.S.trust shall be treated as a domesti@52). FT does not distribute any income. Without
Grash (0)(2) o this Seston is equal to ane hat crporation - for purposes of SR 0 TOR® Coet Y oot e
?hepworldwide amount computeczj under paragrapt§§ 1'672(f)_1 throth 1'672(f)_5 to theks)gglclcan of trust rules were applied, CFC I
_ _ . ; grantor trust rules were applied, CFC would
(c)(1) of this section. Therefore, under paragrapt€Xtent that, if the basic grantor trustpe treated as the owner of FT, and all items of
(b)(2) of this section, FP is not treated as theules were applied, income earned byhcome of FT would be currently taken into
owner of t{?g psortir?n of FT fat'ErTibut_elalbtl)e to C’sdthe trust for the taxable year would beaccount in computing the income of USC, a
eestin £ Such porion of Pl b Tewedcurrently taken o account pursuant tgemeste coeraion, Conseauenty, under pare
FT to E with respect to that portion of the trustgecnon 1293 in computing the gros%omestic corporation for purposes of § 1.672(f)-1.
will be considered distributions to E under sectionincome of a citizen or resident of theunder § 1.672()-1(b)(2), the basic grantor trust
662 and may be subj‘ect to th_e s_ection 668 in_tt_aresynited States or a domestic corporatiorr_ules apply without the limitation of section 672(f)
Gisitons. rom FP 1o £ may be subject o, (2) Application of section 1296For 17 Tex TEC % e 0er o £L BEEAE
recharacterization as purported gifts undepyrpOSeS of d.ete”.nmmg Wh?ther a for'CFC to USC.

§ 1.672(f)-4.) ngn corporation Is a pass_|ve fore|gn Example 3. Portion of trust income is subpart F
Example 4. No worldwide amountSC is a investment company as defined in SeCncome Assume the same facts as Fixample 2
U.S. corporation with a wholly owned foreign tion 1296, the grantor trust rules shall beexcept that FT also owns all of the stock of S, a
st FT that cannot beneft any US. personcPlied as if section 672(f) had ot S Subetantil part of s
USC' reta’ins no power or interest tr{at v.vo.ulg causgome Into _eﬁeCt' . agsets in a trade or business in such couﬂtry. Thus,
it to be treated as the owner of FT under the basic (C) Foreign personal holding compa- gividends from S are not subpart F income. In the
grantor trust rules. However, FC is given a powemies A foreign personal holding com- taxable year ending December 31, 1999, FT’s only
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i(?co(;nef is squpafrtS(l):XinEEerﬁ of 20((:|)Xd antq divi-ynder the basic grantor trust rules. How- Exanlng. Ufnrelgted trustee W”{ consg}r;t té)
ends from S o . as no deductions or ; ; evocation FP, a foreign person, creates and funds
losses for 199X. Under paragraph (a) of thisever' such a trust will be SUbJeCF to thegn irrevocable trust, T. The trustee is a foreign
section, CFC is treated as a domestic corporatiogeéneral rule of 8 1.672(f)-1 with re- pank, FB, that is not a related or subordinate party
for purposes of computing the U.S. amount undespect to any portion of the trust attribut-within the meaning of § 1.672(c)-1. FB has the
§ 1.672(f)-1(c)(2) only to the extent FT's income ghle to transfers to the trust after Sepdiscretion to distribute trust income or corpus to
is of the type that is subpart F income. Conse;{ ber 19. 1995 any person, including FP. Even if FB would in
quently, the U.S. amount is 200X. Under ember ’ : fact distribute all the trust property to FP if
§ 1.672(f)-1(c)(1), the worldwide amount is (ii) Separate accounting for transfersrequested to do so by FP, under paragraph (a)(1)
250X. Under 8§ 1.672(f)-1(b)(2), CFC is not after September 19. 199% the case of of this section, T is subject to the general rule of
treated as the owner of the portion of FT attribut- ! . § 1.672(f)-1, because FP does not have the power
able to the excess of the worldwide amount oveP revocable t_rUSt that contains bot o revoke T. FP will not be treated as the owner of
the U.S. amount. Such portion of FT will be amounts held in the trust on September.
treated as a separate taxable entity. Distributions 99, 1995, and amounts that were trans- Example 5. Hushand treated as holding power
'US|PdW(Ijth' rejg'e:::t Fo such pO(;’thﬂ Oft' FT (\ilgg be erred to the trust after September 19he|d by wife H and his wife, W, both nonresident
Incluaed In 's income under section an ; ; . Aliens, create and fund a trust, T, using communit
may be subject to the section 668 interest charg 995, paragraph (g)(2)(|) of this SeCt'orﬁroperty_ The power to revoke T gand revesty
on accumulation distributions. shall apply only if the amounts that absolutely in H and W title to the trust property is
Example 4. Reduction in portion of trust treatedwere held in the trust on September 1%xercisable either by W acting alone or by H with
Es nonlgra:?tlc:)r trustAhSSLfJntWﬁ the samzeo(l;?cttsh as iﬂ1995, together with all income, gains,the consent of W. Wdhas adviﬁed H that shs will
xample or each of the years roug i ot consent to any decision by H to revoke T.
2010, FT receives dividend income of 2X from S,and lsosses SerIVfg ngeSfrog-] (Igss a'%Ithough W is a related or subordinate party to H
none of which is distributed. In the year 2011, at aOOSt' eptember ! , distribution ithin the meaning of § 1.672(c)-1, the presump-
time when FT's basis in the stock of S is 80X, stherefrom) are separately accounted fofon that W is subservient to H is rebutted by a
sells its business and invests the proceeds in assétom the amounts that were transferregreponderance of the evidence. However, pursuant
that ggnerathe subpart I]f ir?come. CFC]E will rrllowhb o the trust after September 19, 1995 section 672(e), H is treated as holding the
treated as the owner of the portion of FT that ha ; ; ; power to revest that is held by W. Therefore,
previously been treated as a separate taxajggether Wlth allincome, gains, .amjunder paragraph (a)(1) of this section, T is not
entity. FT will be deemed to have distributed 80x/0Sses derived therefrom (less all distrigypject to the general rule of § 1.672(f—1. H and
(the stock of S) to CFC. CFC will be required to butions therefrom). If there is no sepaw are treated as the owners of T.
include 20X of undistributed net income (2X arate accounting, the general rule of Example 6. U.S. grantor of trust revocable by
year for 10 years) in its income. 3] 1.672(f)—l shall apply to the trust. Ifforeign person A, a nonresident alien, creates a
(d) Effective date The rules of this ihere is separate accounting, the gener vocable foreign trust, FT, and funds FT with

i i ,000 h. Th I ible benefici f FT
section are applicable as of August 20“'”9 of § 1.672(f)-1 shall not apply to is a for:izsn pers%n?nBy goas.ls.ecitiigs lcclg:l):rigutes

1996. the portion of the trust that is attribut-$1,000,000 of appreciated property to FT. B
. able to amounts that were held in theetains no powers that would cause B to be treated

§ 1.672(f)-3 Exceptions to general ruley.,qt on September 19, 1995 as an owner of any portion of FT under the

) ’ B grantor trust rules. Although A has the power to

(a) Certain revocable trusts-(1) In (3) Examples The following eX- revest absolutely in itself title to the appreciated

general The general rule of § 1.672(f)—amples illustrate the rules of this paraproperty, A is not a grantor of FT with respect to
1(a) shall not apply to any portion of agraph (a); the appreciated property. See § 1.671-2(e). There-

trust if the power to revest absolutely in Example 1. Owner is grantorfter Septemper '0': under paragraph (a)(1) of this section, the

. - . : rtion of FT that is attributable to the appreciated
the grantor file fo such portion is 9, 9%, [PL, 2 090y beoon, Hegies and Mhopeny s subject to the general ule o
exercisable solely by the grantor wnhou@h“drem who are U.S. residents. The trustee is § 1-672(f)-1. Ais not treated as the owner of such

the approval or consent of any othekoreign bank, FB, that is owned and controlled byP°rtioM-

person. If the grantor can exercise suchP1 and FP2, who is FP1's brother. The power to (D) Certain other trusts—(1) In gen-
power only with the approval of arevoke T and revest absolutely in FP1 fitle to theeral. The general rule of § 1.672(f)-1(a)
related or subordinate party who isfust property is exercisable by FP1, but only withsha|| not apply to any trust (or portion

. the approval or consent of FB. There are no fact: . e

subservient to the grantor, such POWef i would suggest that FB is not subservient f a trust) during the lifetime of the
will be treated as exercisable solely byrpi. Therefore, under paragraph (a)(1) of thigrantor if the only amounts distributable
the grantor. The grantor will be treatedsection, T is not subject to the general rule of(whether income or corpus) from such
as having a power to revest only if theS 1.672()-1. FP1 is treated as the owner of Tyryst (or portion of a trust) during the
grantor has such power for a period or Example 2. Owner not grantorAssume the |ifetime of the grantor are amounts
periods aggregating 183 days or mordane facts as ibxample ;set’;fee‘;tow;t FPLdies. gistributable to the grantor or the spouse
during the taxable year of the trust. Sene assets of T, but only with the approval of F8.0f the grantor. This paragraph (b) shall
section 643(a)(7). For the definition of There are no facts that would suggest that FB i§10t apply to that portion of a trust from
grantor, see 8§ 1.671-2(e). For the defi-not subservient to FP2. However, under paragrapvhich, at any time after October 20,
nition of related or subordinate party @@ ?f tlh'sfsgcl“%’;'ZI > how SUbJFe'gtz to th;91996, any amounts are distributable to
see § 1.672(c)-1. For purposes of thigf:rir; ;?? Too is not(t)r;a'tedegiutshi ownésr S?T%my person other than the grantor or the
paragraph (a), a related or subordinaté gyampie 3. Trustee not related or subordinateSPOUS€ Of the grantor. For purposes of
party is subservient to the grantor unlesgarty. Assume the same facts as Example 1 this paragraph (b), payments of
the presumption in the last sentence ofxcept that neither FP1 nor any member of himongratuitous amounts (within the
§ 1.672(c)-1 is rebutted by a prepondertamily has any substantial ownership interest oimeaning of § 1.671-2(e)(4)(ii)) will not

. other connection with FB. FP1 can remove an : F g
ance of the evidence. replace FB at any time for any reason. Although e considered amounts distributable. For

(2) Grandfather rule—(i) In general FP1 can replace FB if FB refuses to approve ofn€ definition of grantor, see § 1.671-
The general rule of § 1.672(f)-1 shallconsent to FPl's decision to revest the trus2(e).
not apply to a trust that was treated agroperty in himself, FB is not a related or —(2) Amounts distributable in dis-
owned by the grantor under section 67 :)lz‘l))rdé?iﬁs ‘;irctzbnThTeng‘;[jet;jegt”?frthgagrﬁﬁﬁgﬂharge of legal obligation-(i) In gen-
on September 19, 1995, as long as thgie of § 1.672(f-1. FP1 will not be treated as€ral.- Subject to the provisions of para-
trust would continue to be so treatedhe owner of T. graph (b)(2)(ii) of this section, amounts

1997-25 |.R.B. 17 June 23, 1997



that are distributable from a portion of agraph (b)(4)(i) of this section shall applyand A will no longer be the spouse of the grantor.

trust in discharge of a legal obligationonly if the amounts that were held ingf)t(zrbltgzgt'i‘t’;rce' FT will be treated as a separate

of the grantor or the spouse of thethe trUSI_ on September _19' 1995, to- Example 5. Fixed investment trustC, a for-

g_ran_tor shall be treated as amountgether with all income, gains, and lossesign corporation, invests in a domestic fixed
distributable to the grantor or the spousglerived therefrom (less all post-investment trust, DT, that is classified as a trust
of the grantor for purposes of paragraplseptember 19, 1995, distributions therednder § 301.7701-4()(1) of this chapter. The

; ; ; only amounts that are distributable from the
(b)(1) of this section. For this PUrp0S€from) are separately accounted for fro”bor)t/ion of DT that is owned by FC are amounts

an obligation is considered a legal oblithe amounts that were transferred to theistributable to FC. Under paragraph (b)(1) of this
gation if it is enforceable under the localy st after September 19, 1995, togethegection, such portion of DT is exempt from the

law of the jurisdiction in which the with all income, gains, and losses degeneral rule of § 1.672(f)-1. FC is treated as the

grantor (or the spouse of the grantor). o~~~ ~owner of its portion of DT.

resides. e et foss ab dsibuiors Samwk & Tore o dont

So(rlll)Flalt’a%%lrpoot;“egsatcl)?np;at?agrfellgtr]e?b)?g;ii)couming' the general rule ofbusiness with a foreign insurance company, Fi. FI
! ! ) § 1.672(f)—1 shall apply to the trust. If creates and funds an irrevocable domestic trust,

of this section, the ternfegal obligation . ) DT, in the United States as security for its

does not include an obligation to athere is separate accounting, the genergljigations under the reinsurance agreement. The

related person except to the extent theule of 8 1.672(f)-1 shall not apply to trust funds are held by a U.S. bank and may be

L . he portion of the trust that is attribut-used only to pay claims arising out of the
obllgatlon was contracted bona fide and P reinsurance policies. On the termination of DT,

for adequate and full consideration inble to amounts that were held in theany assets remaining will revert to Fl. The only
money or money’s worth (seetruston September 19, 1995. amounts that are distributable from DT are distrib-

§ 20.2043-1 of this chapter). For this (5) Examples The following ex- utable in discharge of FI's legal obligation. There-

: . . fore, under paragraph (b)(1) of this section, DT is
purpose, a related person is a persoamples illustrate the rules of this parasyempt from the general rule of § 1.672(f)-1. FI

described in § 1.643(h)-1(e). ~graph (b): is treated as the owner of DT.

(3) Amounts d|3t”pUta_b|e in dis-  Example 1. Amounts distributable only to Example 7. Asset securitization trug foreign
charge of support obligatianAmounts grantor or grantor’s spouseH and his wife, W, corporation, FC, borrows money from a bank, B,
that are distributable from a portion of aare both nonresident aliens. H and W have a childo finance the purchase of an airplane. FC creates
trust in discharge of the grantor’s or theC' who is a U.S. reS|dent..H creates e_md funds a; forﬁlgT trus;, FT, éo %Id th? airplane as r?ecunty

, ; bligation to supDor rrevocable trust, FT, using only his separateor the loan from B. The only amounts that are
grantoys Spouse's obliga pp roperty. The only amounts distributable (whethedistributable from FT are amounts distributable to
a family member shall be treated asncome or corpus) from FT as long as either H orB in the event that FC defaults on its loan from B.
amounts distributable to the grantor oW are alive are amounts distributable to H or W.Thus, the only amounts distributable from FT are
the spouse of the grantor only if theUpon the death of both H and W, C may receivein discharge of FC’'s legal obligation to B. When

; ; P distributions from FT. Under paragraph (b)(1) of FC repays the loan, the trust assets will revert to
famlly member is an individual who this section, FT is not subject to the general ruld=C. Under paragraph (b)(1) of this section, FT is
would be treated as a dependent of thgr g 1.672(f)-1 during H's lifetime. H is treated exempt from the general rule of § 1.672(f)-1. FC
grantor or the grantor's spouse undess the owner of FT. is treated as the owner of FT.
sections 152(a)(1) through (8), without Example 2. Amounts temporarily distributable (c) Compensatory trusts(1) In gen-
regard to the requirement that half ofto person other than grantor or grantor’s spouse grg|. Except as provided in paragraph

s ding ) ; Assume the same facts as Example 1 except - -
the individual's support be recelvedthat C is a 30-year old law student at the time 1(C)(4) of this section, § 1.672(f)-1 does

from the grantor or the grantor's SPOUS€is created, FT is created after October 20, 1996)0t apply to any portion of a trust

and the family member is either— and the trust instrument provides that as long as distributions from which are taxable as
(i) Permanently and totally disabledis in law school amounts may be distributed fromcompensation for services rendered. A

(within the meaning of section 22(e)(3));FT 1o pay Cs expenses. Thereafter, the onbryst described in this paragraph (c)(1) is

or amounts distributable from FT as long as either f d in thi .
or W are alive will be amounts distributable to H [€T€ITe€d t0 In this section as a compen-

(i) In the case of a son, daughteror w. C's expenses are not treated as legsfatory trust.
stepson, or stepdaughter, less than Zsbligations of H or W under paragraph (b)(2)(i) (2) Trusts classified as compensatory

years old. of this section or as support obligations unde}rusts The foIIowing types of trusts are

; paragraph (b)(3) of this section. Therefore, unde
(4) Grandfather rule—(i) In general paragraph (b)(1) of this section, FT is subject tdh€ Only types of trusts that shall be

The general rule of § 1.672(f)-1 shalle general rule of § 1.672(f)-1(a). H is notclassified as compensatory trusts within
not apply to a trust that was treated ageated as the owner of FT. After C graduates fronthe meaning of paragraph (c)(1) of this
owned by the grantor under section 67Taw school, the general rule of § 1.672(f)-1 stillgaction—

(other than section 677(a)(3)) on Sepwill be applicable, and H still will not be treated (I) A qualified trust described in sec-

tember 19, 1995, as long as the trugt® e owner of FT. i .
. ' . tion 401(a) (but see 1.641(a)-0(a));
would continue to be so treated undeguExample 3. Grantor predeceases Spouges: ( ) ( 8 ( ) ( ))

; me the same facts as Example 1 H prede- (i) A trust described in section

the basic grantor trust rule_s. Howevergeases W. Under paragraph (b)(1) of this sectiony57(qg):

such a trust will be subject to theFT will become subject to the general rule of 2" ,

general rule of § 1.672(f)-1 with re-8 1.672(f)-1 upon H's death, because W is not a (i) _A nonexempt _employees trust

spect to any portion of the trust attribut-9rantr. Accordingly, FT will be treated as adescribed in section 402(b) (see

able to transfers to the trust after Sep§ezi::;It:XZbIEﬁeenctltyo:fpgir\‘/o':cseﬂe?:;'a s and § 1.671-1(g) and (N));

tem,ber 19, 1995. . funds a trust, FT, from which the only amounts,. (IV) A trust that is an. |ndIV|_duaI re._
(i) Separate accounting for transfersdistributable are amounts distributable to himselfiféMent account described in section

after September 19, 199F the case of and A. At the time FT is created, A is H's wife. 408(k) or 408(p);

a trust that contains both amounts hel¢fowever, the trust document refers to A only by  (y) A trust that is an individual retire-

in the trust on September 19, 1995, an e)r(l)”%TethisH Sggtcijorf E$’°Vrvfne'bg”s‘fjfjegfr;g:ﬂgr}nent account the only contributions to
amounts that were transferred to thgeneral rule of § 1.672(f—1 after the divorce,Which are rollover contributions listed in

trust after September 19, 1995, parabecause amounts will still be distributable to A,section 408(a)(1);
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(vi) A trust that would be a (b) Exceptions—(1) U.S. partner or eign corporation is more properly char-
nonexempt employees’ trust described ishareholder treats transfer as distribu-acterized as a distribution from a trust.
section 402(b) but for the fact that thetion and gift Paragraph (a) of this (g) De minimis exceptianThis sec-
trust's assets are not set aside from theection shall not apply if the U.S. donedion shall not apply if, during the tax-
claims of creditors of the actual orcan establish that a U.S. citizen orable year of a U.S. donee, the aggregate
deemed transferor within the meaning ofesident alien who directly or indirectly amount of purported gifts or bequests
§ 1.83-3(e); and holds an interest in the partnership othat is transferred to such U.S. donee

(vii) A trust that is a welfare benefit foreign corporation treated the purportedirectly or indirectly from a partnership
fund described in section 419(e). gift as a distribution to the U.S. partneror foreign corporation does not exceed

(3) Other individual retirement ac- or shareholder and a subsequent gift t$10,000. The aggregate amount must
counts For rules that apply to individual the U.S. donee. include gifts or bequests from persons
retirement accounts (within the meaning (2) Charitable contributions Para- that the U.S. donee knows or has reason
of section 408(a)) that are not compengraph (a) of this section shall not applyto kﬂOW are rela;ted to_th_e partnershlp or
satory trusts within the meaning ofto U.S. donees that are described ifPreign corporation (within the meaning
paragraph (c)(1) of this section, seesection 170(c). of section 643()). _
paragraphs (a) and (b) of this section. (¢) Certain distributions from trusts (h) Examples The following ex-

(4) Exceptions The Commissioner created by partnerships or foreign cor-2MPles illustrate the rules of this sec-

may, in revenue rulings, notices, or i i ign tion:
hy id blish % in the | oratlon_s. If .a partnershlp or forelgn Example 1.FC is a foreign corporation that is
other guidance published In the Internagorporation is treated as the ownefynolly owned by A, a nonresident alien. FC
; . y y A,
R_evenue B_U"etm (see §_601-601(d)(2)under sections 671 through 679, of alistributes property directly to A's U.S. daughter,
(i))(b)), designate categories of compenportion of a trust from which property is B, purportedly as a gift. Under paragraph ()(2) of
satory trusts to which the general rule ogistributed to a U.S. donee in a gratulls dseg“]?”' BF(':““Z: treat th‘?f g‘s"'b“t'o’: e
; ; ividend from FC. (However, if B can establis
parallgraph (C)(l) of this section does Nofous transfer, the U-_S- _dor‘.ee must tre"#uat the distribution exceeded FC's earnings and
apply. _ _ the amount as a distribution from theprofits, B must treat such excess as an amount
(d) Effective dateExcept as provided partnership or foreign corporation. If areceived in excess of basis under section
in paragraph (b)(1) of this section, thepartnership or foreign corporation is not301(€)(3).) If FC is a passive foreign investment
rules of this section are applicable as ofreated as the owner, under sections 675PMPany: B must treat the am‘?lll‘”t as a distribu-
A t 20. 1996 th h 679 of th i f ¢ tt n under section 1291. B wi be treated as
ugus ' : roug , OT The portuon Of a ruSthaying the same holding period as A.

o from which property is distributed to a Example 2.FC is a foreign corporation that is
§ 1.672(f)-4 Recharacterization of pur-y.s. donee in a gratuitous transfer, thaholly owned by A, a nonresident alien. FC

ported gifts. U.S. donee shall be taxable in thefeates and funds a revocable foreign trust, FT,
rom which a gratuitous transfer is made immedi-

(@) In genera—(1) Purported gifts Manner provided in paragraph (a) of thigyeyy 1o As U.S. daughter, B. Thus, the transfer is
from partnershipsExcept as provided in section only if the U.S. tax computedout of trust corpus. FC is not treated as the owner
paragraphs (b) and (f) of this sectionunder that section e>§ceeds the U.S. taef FT under sections 671 through 679. Under

. : hat would be due if the U.S. doneeparagraph (c) of _thls section, B must treat the

and without regard to the existence Otreats the amount as a distribution fronjransfer as a dividend from FC, rather than a
any trust, if a United States person (U_Sth trust istribution from FT, if such treatment results in a
donee) directly or indirectly receives a-'¢ TUst _ higher U.S. tax liability. _
purported gift or bequest (as defined in (d) Definition of purported gift or (i) Effective date The rules of this
paragraph (d) of this section) from aPequestFor purposes of this section, asection are applicable for any transfer
partnership, the purported gift or bequesrpurported gift or bequest is any transfeby a partnership or foreign corporation
must be included in the U.S. donee’dy a partnership or foreign corporationon or after August 20, 1996.
gross income as ordinary income. (other than a transfer for fair market )

(2) Purported gifts from foreign cor- value) to a person who is not a partneB 1.672(f)-5 Special rules.

porations Except as provided in para-!" the partnership or shareholder of the (a) Transfers by certain beneficiaries
graphs (b) and (f) of this section, and©reign corporation. to foreign settlor—(1) In general If, but

without regard to the existence of any (€) Effect on U.S. partner or share-for section 672(f)(5), a foreign person
trust, if a U.S. donee directly or indi- holder. This section applies only towould be treated as the owner of any
rectly receives a purported gift or be-computations of the U.S. donee’s grosgortion of a trust, any U.S. beneficiary
quest (as defined in paragraph (d) ofncome. This section does not affect thef such trust shall be treated as the
this section) from a foreign corporation,U.S. tax treatment of a U.S. partner inowner of a portion of the trust to the
the purported gift or bequest must béhe partnership or a U.S. shareholder oéxtent the U.S. beneficiary directly or
included in the U.S. donee’s gross inthe foreign corporation. indirectly made transfers of property to
come as if it were a distribution from (f) Recharacterization by district di- such foreign person (without regard to
the foreign corporation. For purposes ofector. Notwithstanding any other provi- whether the U.S. beneficiary was a U.S.
section 1012, the U.S. donee will not besion in this section, if a U.S. doneebeneficiary at the time of any transfer)
treated as having basis in the foreigmeceives a transfer that is subject to thén excess of transfers to the U.S. benefi-
corporation. However, for purposes ofrules of this section, the district directorciary from the foreign person. The rule
section 1223, the U.S. donee will bemay recharacterize such transfer to presf this paragraph will not apply to the
treated as having a holding period in thevent the avoidance of U.S. tax or clearlyextent the U.S. beneficiary can demon-
foreign corporation on the date of theto reflect income. For example, thestrate to the satisfaction of the district
deemed distribution equal to thedistrict director may determine, basedlirector that the transfer by the U.S.
weighted average of the holding periodsipon the facts and circumstances, that beneficiary to the foreign person was
of the actual interest holders. distribution from a partnership or for- wholly unrelated to any transaction in-
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volving the trust For purposs of this
paragraph a transfe of propery does
not include anongratuitos transfe. See
§ 671-2(e)(4)(ii) In addition a gift
shal not be taken into accoum to the
extert sudh gift would not be characte
ized as a taxabk gift unde section
2503(b) For a definition of U.S benefi-
ciary, see sectio 679.

(2) Examples. The following ex-
amples illustrate the rules of this sec-
tion:

Exampé 1. A, a nonresideh alien contributes
propery to FC, a foreign corporatimm tha is
wholly owned by A. FC creats a foreign trust,
FT, for the beneft of A and his children FT is
revocabé by FC without the approva or consent
of ary othea person FC funds FT with the
propery receivel from A. A ard his family move

to the United States Unde paragrap (a)(1) of
this section A is treatal as the owne of FT.

Exampé 2. B, a U.S. citizen makes a gratu-
itous transfe of $1 million to his uncle C, a
nonresidehalien C creates aforeign trust FT, for
the beneft of B ard his children FT is revocable
by C without the apprové or consen of ary other
person C funds FT with the propery received
from B. Unde paragrap (a)(1) of this section B
is treatel as the owne of FT. (B also would be
treatel as the owne of FT as aresut of section
679.)

(b) Different taxabk years If a pe-
sin has a differert taxabke yea (as
definal in section 7701(a)(23) from the
taxabk yea of the trust an amoun is
currenty taken into accoun in comput-
ing the income of sud persam for
purposs of § 1.672(f)1 if the amount
is taken into accoum for the taxable
yea of sud persm tha includes the
lag day of the taxabk yea of the trust.

(c) Entity characterization Entities
generaly shal be characterizé under
U.S. income tax principles. See
88 301.77012 throuch 301.77014 of
this chapte. Howeve, for purposs of
§ 1.672(f)-4 a transfero tha is a
wholly owneal busines entity shal be
treatal as a corporation separa from
its single owner. See § 301.770%
2(c)(2)(iii) of this chapte.

(d) Effective date The rules of this
sectiomm are generaly applicabé as of
Augug 20, 1996 Howeve, the rules in
paragrap (c) of this sectim shal not be
applicabé until [date of publicatin as a
final regulation in the Federd Regis-
ter].

PART 301—PROCEDUR AND
ADMINISTRATION

Pa. 5. The authorily citation for part
301 is amendd by addirg an entty in
numeric orde to rea as follows:

Authority: 26 U.S.C 780 * * *
1997-25

Sectin 301.7701-2(c)(2)(i)i alwo is-

sued under 26 U.S.C 643a)(7),
672(f)(4) ard (6).
Par. 6. Sedion 301.77012 s

amendd by addirg paragrap (c)(2)(iii)
to rea as follows:

§ 301.77012 Busines entities defini-
tions.

(C) * ko

(2) * ok ok

(iii) Specia rule for foreign business
entities that male purported gifts. For
the purpose of applying the rules of
sectin 672(f)(4), a wholly owned busi-
nes entity shal be treatel as acorpora-
tion, separa from its single owne.

* * * * *

Michad P. Dolan,
Acting Commissioneof Internal
Revenue.

(Filed by the Office of the Feder&d Registe on
Jure 4, 1997, 8:45 a.m, ard publishal in the issue
of the Federa Registe for Jure 5, 1997, 62 F.R.
30785)




