defined in § 1021(c)(2) of the Revenue of the first taxable year of the partnershiy
Reconciliation Act of 1987 (198 Act), beginning after December 31, 199The
1987-3 C.B. 125), § 7704 applies to taxmailing address for the Memphis Service
able years beginning after December 3TCenter is Internal Revenue Service, Sto|
1997. The term “existing partnership” 1, 5333 Getwell Road, Memphi§N
means any partnership that was a publicty8118.

traded partnership on December 17, 1987.
If a substantial new line of business igAX ON GROSS INCOME

ad_ded With respect to an existing parkne electing partnership must pay eact
Publicly Traded Partnerships ship anytime after December 17, 1987, 11/|o year a tax of 3.5 percent of th

the grandiather status of the IoartnerShIgE’ross income from all active trades anc

terminates. . .
i _ . businesses conducted by the partnershi
Notice 98-3 Section 7704(g) was enacted as part Gf'(he tax is not deductible by the pamne

This notice provides the method forthe 199 TRA. Under § 7704(g), arxe :
grandfathered publicly traded partne isting 1987 partnership may elect te r izlrp(.)f g:reslléigﬁléopir'?noesr(sar?i(;)rﬁ)s,tarle?jirc
ships to elect to remain exempt from §nain exempt from § 7704(a) by agreeinghe adjusted basis of the partsepartne-
7704 of the Internal Revenue Coda-puto pay each taxable year a 3.5 percent t@ﬁip interest by a proportionate share o
suant to 8 7704(g)This notice also @r on gross income from the active conduc&]e 3.5 percent tax paid by the partne
vides the procedures for revoking thef all trades and businesses of the palrtneshiIO '
election. In addition, this notice informsship. A publicly traded partnership may '
grandfathered publicly traded partne make the election under § 7704(g) if: (LYERMINA TION OF ELECTION
ships that do not elect the application athe partnership is an existing partnership
§ 7704(g) that the rules contained inopr (as defined in § 1a2(c)(2) of the 1987  If @ partnership that elects special ttea
posed regulation § 1.743-2 regardingespAct), (2) § 7704(a) has not applied (andnent under § 7704(g) adds a substanti
cial § 743(b) basis accounts may bé fowithout regard to § 7704(c)(1) would not"eW line of business after December 31
lowed for purposes of a conversion from &ave applied) to the partnership for all997, the election under § 7704(g) will
partnership to a corporatianThe refer- taxable years beginning after Decembdfrminate The rules concerning a new
ences in this notice to § 7704(g) reflec81, 1987, and before January 1, 1998, afif#e of business and the timing of a result
the amendments made byethaxpayer (3) the partnership elects the applicatiofd termination that are set forth in §
Religf Act of 1997 (192 TRA), Pub. L. of § 7704(g) for its first taxable yeaeb 1.7704-2 of the regulations will bepa

No. 105-34]111 Stat. 788 (1997). ginning after December 31, 1997, andlied to e'I(.acting partnerships.
consents to the application of the 3.5-pe In addition, a partnership may vatu
BACKGROUND cent tax imposed for each taxable year darily terminate its election at any time by

Section 7704(a) provides that atpu 9ross income from the active conduct ofiling a notice of revocationThe revoca-

licly traded partnership is treated as arco@ll trades or businesses of the partnershiion will be dfective as of the date dgsi
nated in the notice, but not earlier than th

po;a;::c;ir;.n 7704(b) defines a partnershigROCEDURA REQUIREMENTS date that the notice is filed with the Inte -
as a “publicly traded partnership” ifinte To make an election under § 7704(g), gal Revenue Serwpe. Onge a partnershl
ests in the partnership are traded on an eartnership must file with the Memphisr_evc’keS or otherwise termma?es its cele |
tablished securities market or are readilgervice Center a statement that providt—‘fbgO n u.nder § 7704(g), the elect!on may no
tradable on a secondary market (or ththe following: (1) a notification at the top N r(_emstated. If the partr_nersh|p remams‘
substantial equivalent thereof). of the statement that an election is bein&UbIICIy Frad_e d partnership on the date o
Section 7704(c) provides that atpu made (that is, “ELECTION UNDER 1€ termination and does not meet the e
licly traded partnership will not be treatedSECTION 7704(g) FILED PURSUANT f:eptlon for pa.rtners_hlps with passive-type
as a corporation if, for the current taxabl@O NOTICE 98-3"); (2) the name of the'Ncome contained in § ,7704(0)' thep a
year and each preceding taxable year bpartnership; (3) the federal tax identiéic sent an actual_ transaction thaj[ eliminate
ginning after December 31, 1987 durindion number of the partnership; (4) théhe partn.ershlp, the conversion from
which the partnership (or any predece mailing address of the partnership; (5) thBartnership to a corporation will be dete
sor) was in existence, (1) at least 9G-petaxable year of the partnership; and (6) guined under § 7704(f).
cent of the gross income of the partne declaration that, pursuant to 8 7704(9>ROCEDURA REQUIREMENTS FOR
ship consisted of certain “qualifyingthe partnership consents to the impositiopevyo TION
income” (as defined in § 7704(d)), and (2pf a 3.5 percent tax on gross income from
the partnership would not be described ithe active conduct of all trades and bus To make a revocation under § 7704(g)
§ 851(a) if the partnership were a dosne nesses by the partnership. a partnership must file with the Memphis
tic corporation. The statement must be signed by th8ervice Center a statement that provide
Section 7704 applies to taxable yeartax matters partner of the partnership (abe following: (1) a notification at the top
beginning after December 31, 1987defined under § 6231(a)(7)) and must bef the statement that a revocation is bein
Howeve, for any existing partnership (asfiled at any time on or before the 75th daynade (that is, “REVOCATION UNDER



SECTION 7704(g) FILED PURSUANT Christopher Kelley at (202) 622-308(
TO NOTICE 98-3"; (2) the name of the(not a toll-free number).

partnership; (3) the federal tax identiéic
tion number of the partnership; (4) the
mailing address of the partnership; (5) the
taxable year of the partnership; (6) aede
laration that, pursuant to 8 7704(g), the
partnership revokes its election to pay a
3.5 percent tax on gross income from the
active conduct of all trades and businesses
by the partnership; and (7) thefextive
date of the revocatianThe statement
must be signed by the tax matters partner
of the partnership (as defined under §
6231(a)(7)).

PARTNERSHIRS THAT DO NOT
ELECT

If an existing partnership does not elect
the special treatment of 8 7704(g), then
the partnership will become taxable as a
corporation if it (1) remains a publicly
traded partnership on the first day of its
first taxable year beginning after Date
ber 31, 1997, and (2) does not meet the
exception for partnerships with passive-
type income contained in § 7704(c)b-A
sent an actual transaction that eliminates
the partnership, the conversion from a
partnership to a corporation will be
treated under § 7704(f) as an asset gan
fer from the partnership to the corporation
followed by a liquidation of the partne
ship.

On October 28, 1997, proposed regul
tions under § 743 were issued that provide
that upon the contribution of assets by a
partnership to a corporation, the special
§ 743 basis accounts are reflected in the
basis of the assets in the hands of the co
poration. 62 Fed. Reg. 55768, 1997-48
[.R.B. 13 Although these rules are in
proposed form, the Service will not ¢tha
lenge a taxpayés § 7704(f) conversion,
or any actual transaction applying the
conversion method of § 7704(f) that-fo
lows the rules in proposed regulation
§ 1.743-2, so long as the conversion or
transaction occurs prior to the issuance of
further guidance on this issue.

DRAFTING INFORM TION

The principal author of this notice is
Christopher Kelley of the fdfice of the
Assistant Chief Counsel (Passthroughs
and Special Industries). For further imfo
mation regarding this notice, contact



