Ap- the internet by selecting thddx Regs”

be- option on the IRS Home Page, or by sul
as mitting comments directly to the IRS in-
but ternet site at http://ww.irs.ustreas.gov/
the prod/tax_regs/comments.htmiThe pub-
ro- lic hearing will be held in room 2615, a
er 10 a.m., Internal Revenue Buildint11
ing ConstitutionAvenue NW, Washington
bt. DC.

FOR FURTHER INFORM ATION

CONTACT: Concerning the regulations,
William L. Blodgett, (202) 622-3090;
concerning submissions and the hearin

heand Notice of Public Hearing a_md/or to be placed on the bwldmg acce!
ny list to attend the hearing, LaNitvan

beﬂdequate Disclosure of Gifts Dyke, (202) 622-7180 (not toll- free num:

ca- bers).
REG-106177-98

1) Notice of Proposed Rulemaking

~ SUPPLEMENTARY INFORM ATION:
AGENCY: Internal Revenue Service

(IRS), Treasuy. Introduction

ACTION : Notice of proposed rulemak-  This document proposes to amend tt

parts 20 and 25) under sections 2001 a

SUMMARY: This document contains 2504 relating to the value of prior gifts fo
st proposed regulations relating to changgsurposes of computing the estate and g
f made by th Taxpayer RelieAct of 1997 tax. This document also proposes t
- and the Internal Revenue Service Restrueiend the Procedure ciAdministration
¥fting and Refan Act of 1998 regarding Regulations relating to the period for as
iar the valuation of prior gifts in determiningsessment and collection of gift tax unde
3sestate and gift tax liabit and the period section 6501.
te of limitations for assessing and collectin
io’}liﬂ tax. The proposed regulationgfect
fer). . .

hdividual donors and the estates of those 1hea collection of information con-

donors This document also provides NOyaineq in this notice of proposed rulemak
otéice of a public hearing on these proposeﬂg has been submitted to thdfiGe of
_regulations. Management and Budget for review in ac

f the . .
YAHATES: Written and electronic com- cordance with the Paperwork Reductio

° ments must be received by March ZfCt of 1995 (44 U.5.C. 3507(d)). Com

n 1999. Outlines of topics to be discussed'€nts on the collection of informatior

f ted the public hearing scheduled fthOUId be sent to theffice of M'anage—
ngevednesdg, April 28, 1999, must be re- ment and Budget,Attn: Desk ficer for

s ceived ly Wednesdg April 7, 1999. the Department of thTreasuy, Officg of

, B Information and RegulatgrAffairs,
10K DDRESSES Send submissions toWashington, DC 20503, with copies tc
e CC:DOM:CORP:R [REG-106177-98]the Internal Revenue ServicgAttn: IRS
inroom 5226, Internal Revenue ServiceReports Clearance OfficeOP:FS:P,
anPOB 7604, Ben Franklin Statiokyash- Washington, DC 20224. Comments o
“" ington DC 20044. Submissions may alsthe collection of information should be re
;f,fg)e hand delivered Monday through Fridageived by February 22, 1999. Commen
ndbetween the hours of 8 a.m. and 5 p.m. tare specifically requested concerning:

' CC:DOM:CORP:R [REG-106177-98], Whether the proposed collection of in
Y SCouria’s Desk, Internal Revenue Serformation is necessary for the proper pe
,dss\'@ e, 1111 Constitutiom Avenue, NW, formance of the functions of the Interna
to Washington, DC Alternatively, taxpayers Revenue Service, including whether th
iiymay submit comments electronically vianformation will have practical utility;

a)
m

%aperwork ReductioAct



The accuracy of the estimated burdeastate tax is computed by determining a Specific rules are provided in the case
associated with the proposed collection dix on the value of the decedsntaxable of transfers of entities that are not actively
information (see below); estate plus the value of lifetime gifts (adtraded that own interests in other non-ac-

How the qualiy, utility, and clarity of justed taxable gifts) made by the decetively traded entities. Comments are re-
the information to be collected may be endent The tax computed is then reducedjuested on how these rules should be ap-
hanced; by the gift tax that would have beemlied when the required information is not

How the burden of complying with the payable on the adjusted taxable gifthe available to the dono
proposed collection of information mayresult (after allowing for various credits) In addition, the return must disclose
be minimized, including through the ap-s the estate tax on the taxable estate. the facts ffecting the gift tax treatment of
plication of automated collection tec o the transaction in a manner that reaso
niques or other forms of information tech-The _Statute of L|m|tat!ons foAssessment ably may be expected to apprise the IRS
nology; and of GiftTax Under Section 6501(c)(9) of of the nature of any potential controversy

Estimates of capital or start-up costdhe Internal Revenue Code regarding the gift tax treatment of the
and costs of operation, maintenance, and pior to the Taxpayer RelitAct of 1997 transfe. In lieu of this statement, the tax-
purchase of service to provide info#M (e 199 Act) and the Internal RevenuePayer may provide a statement of any
tion. Service Restructuring and Refoict of 1€gal issue presented by the facts. Finall

The collection of information in this 1ggg (the 198Act), the period for assess-the taxpayer must also provide a state-
proposed regulation is proposednent of gift tax for a calendar period genMent of any position taken by thexta
§301.6501(c)-1(f) of the Procedure and 4y expired three years from the date Bayer that is contrary to any temporary or
Administration Regulations This infor- gift tax return for that period was deemedinal Treasury regulation or any revenue
mation is required by statute in order q, pe filed The statute of limitation pro- fuling. These standards are based on
commence the period of limitations on asggtion extended to all gifts made in a cathose currently employed under §6662 in
sessment This information will be used endar period for which a return was ﬁledgetermining whether an item is ade-
to identify gift tax issues relating to thejyding gifts not reported on the gift taxduately disclosed under that section, such
reporte.d trgnsfersThe Collectipn of in- return for the perio_dAn exception to this that accuracy-related penalties will not be
formation is mandatgr The likely re-  ganerq) rule applied for gifts subject to thémposed.
spondents are individuals. special valuation rules of sections 2701 The proposed regulations contaix- e

The reporting burden contained inyng 2702, For gifts subject to these rule@mples that illustrate adequate disclosure
§301.6501-1(f) is reflected in the burdegection 6501(c)(9) extends the period ginder these standards.
of Form 709, U.S. Gift (and Generation,ggessment indefinitely unless the gifts Under the proposed regulations, ade-
SkippingTransfer)Tax Return. were disclosed on the gift tax return in guate disclosure of a transfer that és r

An agency may not conduct or SpoRSO 1 4nner adequate to apprise the IRS of ti@rted as a completed gift on the gift tax
and a person is not required to respond tQa:re of the transfe return will commence the running of the
a collection of information unless it i Under the 1997 and 199\cts, this ad- Sstatute of limitations under section
plays a valid control number assigned b¥qate disclosure requirement was e 6501(c)(9) even if the transfer is ilt
the Cffice of Management and Budget.  ondeq to all gifts, whether or not subjecinately determined to be an incomplete

Books or records relating to a collecyy gection 2701 or 2702. Consequentl gift. Thus, if the donor reports a transfer
tion of information must be retained agne period of assessment will not close foen the gift tax return as a completed gift
long as their contents may become matefyy ift made in a calendar year endinépr gift tax purposes, the period for as-
ial in the administration of any internal August 5, 1997, or with respect tosessing a gift tax with respect to the trans-
revenue la. General, tax returns and 5y jncrease in gift tax required undefer will commence. If the IRS does not
tax information are confidential, a8-r gection 2701(d), that is not adequatelgxamine the transaction reported on the
quired by 26 U.S.C. 6103. disclosed on a gift tax return. gift tax return prior to the expiration of

The proposed regulations provide a listhe running of the statute of limitations,
of information that, if applicable to athe transaction will be treated as anco

Under the unified estate and gift taxransaction, must be reported on a gift tagleted gift as reported on the gift tax re-
system, a single rate schedule is appliegturn, or a statement attached thereto, thrn. If the IRS, upon examination, dis-
to an individudls cumulative gifts and be- order for the transaction to be consideredgrees with the domts characterization
quests. Gift tax is computed by determinadequately disclosed to cause the periadf the transaction, and the issue remains
ing a tax on the total of the gifts made byor assessment to commence. The remnresolved through the administrative
the donor in the current calendar year plusuired information must completely andprocess, the donor will be sent a final no-
the gifts made in prior years (prior taxableccurately describe the transaction and itice of determination and the donor will
gifts). The tax computed is then reducedlude: the nature of the transferred proge able to seek a declaratory judgment on
by the tax that would have been payablerty; the parties involved; the value of théhe matter pursuant to section 7477.
on the prior taxable gifts The result transferred property; and how the value On the other hand, if a donor initially
(after taking into account the applicablevas determined, including any discountseports a transfer as an incomplete gift,
credit amount under section 2505) is ther adjustments used in valuing the transeven if adequately disclosed, the statute
gift tax on the current gifts. Similgylthe ferred propest of limitations does not commence to run

Backgound
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until the donor reports the transfer as purposes, as defined in section 20014) Under the statute, the value of a gift is fi-
completed gift The IRS would have similar rule applies with respect to any inhally determined if: the value is shown
three years from the date of filing of thecrease in taxable gifts required under seon a gift tax return and the IRS does not
subsequent gift tax return disclosing théon 2701(d) (pertaining to the transfer otcontest the value before the period for as-
completed gift to make any assessmemipplicable retained interests under sectiggessing gift tax expiresy,doefore the pe-
with respect to the gift. 2701). riod for assessing gift tax expires, the
As discussed belg the 1997 and 1998  Section 2504(c) applies only to adjustvalue is specified by the IRS and the tax-
Act amendments to sections 2001 anghents involving issues of valuation.payer does not contest the specified value;
2504 curtail the IRSability to redeter- Thus, even after the 1997 and 1998r, the value is determined by a court or
mine the value of a gift in computing theamendments to section 2504(c), adjuspursuant to a settlement agreement be-
estate or gift tax, after the statute of limiments to prior taxable gifts may be madéveen the taxpayer and the IRS.
tations expires. Howevethe adequate if the adjustment is not related to the valu- As discussed above, the provision only
disclosure requirement contained in section of the gift; e.g., the erroneous inclulimits the IRS ability to make adjust-
tion 6501(c)(9) is intended to afford thesion or exclusion of property for gift taxments related to the value of a gifthus,
IRS the reasonable opportunity to identifipurposes. See ReRul. 76451 (19762 the IRS is not precluded from making ad-
in a timely manner and with a minimumC.B. 304) This result is consistent with justments that are not related to value,
expenditure of resources returns that prehe legislative history to the 1g%ct such as the erroneous inclusion or exclu-
sent issues that merit further examinatiowhich emphasizes that the statutorgion of property for gift tax purposes.
Accordingl, the information required is change imposes a prohibition on revalu- The proposed regulations conform the
intended to enable the IRS to identify ising certain gifts The House Committee current regulations to the statutory change
sues, if ag, without imposing an undue report states that a gift for which the limifor gift tax returns filed after the regula-
burden on taxpayers. tations period has passed cannot be revéions are published as final regulations.
The proposed regulations conform theied for purposes of determining the apln the interim period, the statutory provi-
regulations to the new statutory rules foplicable estate tax bracket and availabl&ions appl.
gifts made in calendar years ending aftarnified credit. H.R. Rep. No. 148, 105t
August 5, 1997, if such gift tax return isCong., 1st Sess. 359 (1997).
filed after the regulations are published as The proposed regulations conform the |t has been determined that this notice
final regulations. In the interim period,regulations to the new statutory rules fopf proposed rulemaking is not a signifi-
the statutory provisions appl gift tax returns filed after the regulationscant regulatory action as defined in EO
are published as final regulations. In the2866 Therefore, a regulatory asses
interim period, the statutory provisionsment is not required. It also has been de-
appy. termined that section 553(b) ofettAd-

Prior to the 1997 and 18%Acts, sec- . . . ministrative ProcedwrAct (5 U.S.C.
tion 2504(c) provided that if a gift tax had\Pf‘ﬂgsct:SO:SOf Prior Gifts for Estat&x ghapter 5) does not apply to these.regula-
been paid or assessed with respect to the tions, and because these regulations do
calendar period in which the gift occurred Prior to the enactment of the 1997 anf0t impose a collection of information on
and the statute of limitations on asses 1998 Acts, there was no estate tax proviSmall entities, the Regulatory Flexibility
ment for the prior gift had expired, thension corresponding to section 2504(c)y ¢t (5 U.S.C. chapter 6) does not appl
the value of any gift made in such calenTherefore, even where the period of astherefore, a Regulatory Flexibility
dar period could not be adjusted for pursessment expired for a calendar periodinalysis is not required. Pursuant to sec-
poses of determining the total amount odnd gift tax was paid or assessed for th#on 7805(f) of the Internal Revenue
prior taxable gifts that the individual hadperiod, the value of any gifts made in that©de, this notice of proposed rulemaking
made This prohibition on adjustmentsperiod could be adjusted for purposes ofill be submitted to the Small Business
applied even if a particular gift was notdetermining the estate tax liabjlit The Administration for comment on their im-
disclosed on the gift tax returThis rule  statutory change and these proposed regR@ct on small business.
continues to apply for gifts made prior tdations preserve that treatment for gift%:omment and Public Hearing
August 6, 1997. made priord August 6, 1997.

Under section 2504(c) as amended by Section 2001(f) was added by the 1997 Before these proposed regulations are
the 1997 and 19Acts, if a gift was ade- Act and amended by the 1®8ct. Under adopted as final regulations, consiger
quately disclosed such that the time hasection 2001(f) as amended, if the timéon will be given to electronic and writ-
expired for assessing gift tax for a precedias expired for assessing gift tax for &n comments (a signed original and eight
ing calendar period under section 650Ipreceding calendar period under sectio8) copies) that are timely submitted to
then the value of such gift made in th&501, then the value of the gift, for purthe IRS The IRS ad Treasury specifi-
prior calendar period cannot be adjustegoses of computing the estate tax liafilit cally request comments on the clarity of
(regardless of whether or not a gift tax hais the value of the gift as finally deter-the proposed regulations and how it may
been assessed or paid for a prior calendauined for gift tax purposesA similar be made easier to understandlll com-
period). Rathe the value of the gift is the rule applies for any increase in taxablenents will be available for public inspec-
value as finally determined for gift taxgifts required under section 2701(d)tion and copying.

hSpecial Analyses

\aluation of Prior Gifts for Giffax
Purposes
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A public hearing has been scheduled for Pa. 2. Section 20.2001-1 is revised to (4) The value is determined pursuant to

Wednesdg, April 28, 1999, at 10 a.m. in read as follows: a settlement agreement entered into be-
Room 2615 of the Internal Revenue , , tween the taxpayer and the Internal Rev-
Building, 1111 ConstitutionAvenue NW, §20.2001-1 \aluation of adjusted enue Service.

Washington, DC. Due to building securityf@xable gifts and section 2701(d) taxable ¢ pefinitions For purposes of para-
procedures, visitors must enter at the 10§V€Nts- graph (b) of this section, the value is fi-
Street entrance, located between Constitu-(a) Adjusted taxable gifts made prior”a”y determined by a court of competent
tion and PennsylvaaiAvenues, NV. In g August 6, 1997 For purposes of deter-Jurisdiction when the court enters a final
addition, all visitors must present phOt%ining the value of adjusted taxable giftgecision, judgment, decree or other order
identification to enter the building. 8 45 gefined in section 2001(b), if the gifpassing on the valuation that is not subject
cause of access restrictions, visitors will,3s made priorct August 6, 1997, the to appeal. See, for example, section 7481
not be admitted beyond the immediate eR;; e of the gift may be adjusted at anﬁgarding the finality of a decision by the
trance area more than 15 minutes befogﬁne, even if the time within which a gift .S. Tax Court Also, for purposes of
the hearing starts. For information about,, may be assessed has expired undegragraph (b) of this section, a settlement
having your name placed on the buildingection 6501 This paragraph (a) also ap-29reement means any agreement entere
access list to attend the hearing, see thgios to adjustments involving issuednto by the Internal Revenue Service and
“FOR FURTHER INFORMATION CON-  iher than valuation. the taxpayer that is binding on botfihe
TACT” section of this preamble. (b) Adjusted taxable gifts and sectiorf€'m includes a closing agreement under
The rules of 26 CFR 601.601(a)(3)701(d) taxable events occurring afteS€ction 7121, a compromise under section
apply to the hearing. Persons who wish tg,,4,st 5, 1997 For purposes of deter- 7122, and an agreement entered into in
present oral comments at the hearing Mugfining the value of adjusted taxable gift$ettiement of litigation involving a valua-
submit written comments and an outling,g yefined in section 2001(b), if, undefion issue.
of the topics to be discussed and the timgction 6501, the time has expired within (€) Expiration of period of assessment.
to be devoted to each topic (a signed origyhich a gift tax may be assessed undrr purposes of determining if the time
inal and eight (8) copies)ybVednesds  chapter 12 of the Internal Revenue Codéas expired within which a tax may be as-
Apnl 7, 1999. (Or under Corresponding provisions Oﬁessed under Chaptel’ 12 of the Internal
A period of 10 minutes will be allo- oo jaws) with respect to a gift madeRevenue Code, see §301.6501(c)-1(e)
cated to each person for makingmeo afer August 5, 1997, and during a precedand (f) of this chapte
ments. _ _ing calendar period (as defined in (f) Examples The following examples
An agenda showing the scheduling 0g>5 2502_1(c)(2) of this chapter), or withllustrate the rules of this section:
the speakers will be prepared after th : : ;
deadllaine o receivipng poutlines o Sseusi;:::zt tgna:jnean;Zacst?Ow tg;(gbllt(edg);lftznf; Example 1 (i) Facts A owns Blackacre and B,

. . 's child, owrs Whiteacre. In 1999A and B ex-
pas.sed. Copies of the agendg will b§25.2701—4 of this chaptahen the value change ownership of these propertiesi A federal
available free of chge at the hearing. of the gift will be the value as finally de-gift tax return, Form 709, for the 1999 calendarryea
termined for gift tax purposes under chapthe transfer of Blackacre to B is adequately disclosed
ter 12 of the Internal Revenue Codghis under 8301.6501(c)-1(f)(2) of this chapta reports

L . _the transfer as nontaxable, representing that the fair
The principal author of these regul paragraph (b) does not apply to adjus . . alues of Whiteacre and Blackacre, at the
tions sWilliam L. Blodgett, Ofice of As-  ments involving issues other than valuagme of the transfe were equal A dies after the pe-
sistant Chief Counsel (Passthroughs aritbn. See 825.2504—-1(d) of this chapte riod of assessment for the transfer has expired.
Special Industries), IRS. Howayether (c) Finally determined For purposes (i) Application of the rule limiting adjustments to
personnel from the IRS difreasury De- of paragraph (a) of this section, the valugaluation issues The fair market values of Black-

. . . el g ined for aift tax 2cre ad Whiteacre at the time of the transfer are
ﬁ]a;rrt]rtnent participated in their develong%gg;sifﬁnally determ g valuation issues. Becau filed the return

. . quately disclosing the transfehe period of assess-
X ok Kk Kk (1) The value is shown on a gift taX rement with respectatA’s transfer has expired,

turn, or on a statement attached to the reetwithstanding the fact that no gift tax return was
Proposal Amendments to the Regulationgurn, and the Internal Revenue Servicequired to be filedTherefore, the Internal Revenue

does not contest the value before the timervice is precluded from revaluing Blackacre and
Accordingly, 26 CFR part 20 is pro- 54 expired under section 6501 withir{Vhiteacre in determining the amourfi®s adjusted

posed to be amended as follows: taxable gifts in computmA's estate tax liabilt

Drafting Information

which glft taxes may be.z;ssessed, Example2. (i) Facts In 1999 A transfers stock
PART 20—ESTATE TAX; ESTATES OF (2) The value is specified by the Inter-p 5 closely-held corporation to an irrevocable trust.
DECEDENTS DYING AFTER nal Revenue Service before the time hasder the terms of the trust, the trustee has the dis-
AUGUST 16. 1954 expired under section 6501 within Whicrpretion to accumulate trust net income or dis.tribute
) gift taxes may be assessed on the gift ar'fcf‘morg A's children AtA’'s deqth, the trus_t |§ to
Paragraph 1 The authority citation for such specified value is not timely con!e'minate and the trust corpus is to be paid's

. . . surviving issue. @A'’s federal gift tax return, Form
part 20 continues to read in part a$ fotested by the taxpayer; 709, filed for the 1999 calendar yethe transfer is

lows: (3) The value is finally determined by asdequately disclosed under §301.6501(c)-1(f)(2) of
Authority: 26 U.S.C. 7805 * * * court of competent jurisdiction; or this chapte A claims an annual exclusion under
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section 2503(b) for the transfeA dies after the pe- which a tax was assessed or paid unddpweve, A's 1999 transfer was adequately dis-
riod of assessment for the transfer has expired. chapter 12 of the Internal Revenue Cod@osed on a timely filed gift tax return and, thus,

(i) Application of the rule limiting adjustments to . . . under §25.2504-1(b), the value of the 1999 giffAb
valuation issues Because the period of assessmer]?r the CorreSpond,mg provisions of prlormay not be adjusted for purposes of computing the
has closed on the transfer due to adequatecdisclaws. Howeve this r_UIe does not apply vajue of prior taxable gifts in determigi's 2003
sure, the Internal Revenue Service is precluded frolvhere no tax was paid or assessed for tlggt tax liability.

revaluing the transferred stock for purposes of aprior calendar period. Furthermore, this )
sessing gift tax Therefore, the value of the transferr;je does not apply to adjustments involv- (d) Effective dates Paragraph (a) of

as reported mA's 1999 Federal gift tax return may . : . is section applies to transfers of pro
not be redetermined for purposes of deterng#iis INg Issues other than valuation. Seg:’ty by gift made priordAugust 6. 1997.

adjusted taxable gifts. Howayé¢he applicability of §25-2504_(d)- . .
the annual exclusion to the transfer is a question of (D) Gifts made or section 2701(d) taX-ParagraphS (b) and (c) of thls_sectlon
apply to transfers of property by gift made

law and not of valuatianAccordingly, although the gple events occurring afte August 5, k i
Internal Revenue Service may not assess or colleglgg7 |f the time has expired under Secf:lftel’ August 5, 1997, if the gift tax return

additional gift tax on the 1999 transfer (because theQn 6501 within which a gift tax may befor the calendar period in which the trans-

: [
period of assessment has closed), the Internal Re‘i/ is reported is filed after this document
ice i i ssessed under chapter 12 of the Interr{slr P ! S
enue Service is not precluded from challenging th&' p i publlshed as a final regulanon in the

annual exclusion claimed/# for purposes of deter- Revenue Code (or under correspondin deral Redist
mining A's adjusted taxable gifts in computing theprovisions of prior laws) on the transfer o ederal Registe

estate tax liabilt. property by gift made during a precedingaRT 301—PROCEDURE AND
(g) Effective dates Paragraph (a) of calendar period, as defined in §25.2502ADMINISTRATION

this section applies to transfers of pro 1(C)(2), or with respect to an increase in o
erty by gift made priortAugust 6, 1997, taxable gifts required under section Pa. S The authority citation for part

if the estate tax return for the donor/dece?701(d) and §25.2701-4, and the gift wag01 continues to read in part as follows:
dents estate is filed after this document ig1ade, or the section 2701(d) taxable Authority: 26 U.S.C. 7805 ** * .
published as a final regulation in ted- €vent occurred, afteAugust 5, 1997, the Pa. 6. Section 301.6501(c)-1 is
eral Registe. Paragraphs (b) through (f)Value of the gift or the amount of the inamended by: .

of this section apply to transfers of propcrease in taxable gifts, for purposes of de- 1. Revising the heading to paragraph
erty by gift made afteAugust 5, 1997, if termining the correct amount of taxablde)- _

the gift tax return for the calendar periodlifts for the preceding calendar periods 2 Adding paragraph (f).

in which the gift is made is filed after this(as defined in §25.2504-1(a)), is the value The revision and addition reads as fol-

document is published as a final regul that is finally determined for gift tax pur-lOWs:

tion in theFederal Registe. poses (within the meaning of §20.2001—301 6501(c)-1 Excentions to aeneral
1(c) of this chapter) This rule does not 3301. © xceptions 1o g

PART 25—GIFT TAX; GIFTS MADE apply to adjustments involving issue%ﬁlﬁggﬂg;“mlmlons on assessment and
AFTER DECEMBER 31, 1954 other than valuation. See §25.2504—1(d). ‘
For an illustration of this rule, see the ex- ok ok
| oot St . (€)GHS St 0 crgter 4o e -
Authority: 26 U.S.C. 7805. * * * time has expired within which a gift taXternal Revenue Code not adequately dis-
Pa. 4. Section 25.2504-2 is revised t0

_ may be assessed, see §301.6501(c)—1&|a sed on thereturm—
read as follows:

Pa. 3. The authority citation for part
25 continues to read in part as follows:

and (f) of this chapte * %k ok x %
§25.2504-2 \aluation of certain gifts for ~ (C) Example The following example .
preceding calendar periods. illustrates the rules of paragraphs (a) and (f) Gifts made afteAugust 5, 1997, not
(b) of this section: adequately disclosed on theeturmr—(1)
() Gifts made befe August 6, 1997. In general If a transfer of propeyt other

If the time has expired within which a tax Example (i) Facts In 1996 A transfers closely- than g transfer described in paragraph (e)
may be assessed under chapter 12 of tigd Stock o BA's child Atimely filed a federal ¢ ;o saction, is not adequately disclosed
gift tax return reporting the 1996 transfer to B. No ;i .
Internal Revenue Code (or under COITEjt tax was assessed or paid as a result of applic@1 @ gift tax return (Form 709 United
sponding provisions of prior laws) on the&ion o A's available unified credit. In 1998trans- States Gift (and Generation-Skipping
transfer of property by gift made during ders additional closely-held stock ta B\'s federal Transfe} Tax Return) filed for the calen-
preceding calendar period, as defined igift tax return reporting the 1999 transfer is timelyjar period in which the transfer occurs,
§25.2502-1(c)(2), the gift was made priogfglaggotlhe ”f’;Sf;r 'Sf ?:?q“ﬁte'y dl'scz'%sozd A“”d‘fhen any gift tax imposed by chapter 12 of
to August 6, ;997, and a tgx has been ag; «ters aéz)i;io(nzi(l ;rgpert';tg gp;ﬁdnﬂmely files Subtitle B of the Internal Revenue Code
sessed or paid for such prior calendar p@sgeral gift tax return reporting the gift. on the transfer may be assessed, or a pro
riod, the value of the gift, for purposes of (i) Application of the rule limiting adjustments ceeding in court for the collection of the
arriving at the correct amount of the taxto valuation of prior gifts. Under section 2504(c), inappropriate tax may be begun without as-
able gifts for the preceding calendar peri/‘-i?;elrggg'@ié'iaiogz ggut:‘t’;gig'r'“”ut:‘i;’i“;"Cfomsessment, at any time.
ods (as defined _under §2$.2504—1(a)), iting thegvalue of priorjtaxable gif?s, zince that gift (2) Adequate d|sclqsre of transfers_ of
the value used in computing the tax fofyas made priotAugust 6, 1997, and therefore, thePropertyreported as gifts A transfer will

the last preceding calendar period foprovisions of paragraph (a) of this section gppl be adequately disclosed on the return only
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if it is reported in a manner adequate teented by the facts. In addition, a stateurposes of $15,000A specifies the date of the
apprise the Internal Revenue Service afient describing any position taken that j§ansfe. recites that the stock is publicly traded, and
the nature of the gift and the basis for theontrary to any temporary or findrea- L‘:aeg;'gés the stock exchange on which the stock is
value so reported Transfers reported on sury regulations or revenue rulings. (i) Application of the adequate disclose stan-
the gift tax return as transfers of property (3) Adequate discloste of non-gift dard. A has adequately disclosed the tramsfe
by gift will be considered adequately discompleted transfers or transactionsTherefore, the period of assessment for the transfer
closed under this paragraph (f) only if th&Completed transfers, all or a portion of"der section 6501 will run from the time the return
return provides a complete and accuratghich are reported as not constituting 8 fgi‘irﬁ‘;jjtg;r;:jj uggetr)s:::%lf ggl(ltgga
description of the transaction including—transfer by gift (for example, a transactioRansferred C'|ose|y_he|d stock to &8s child A de-

(i) A description of the transferredin the ordinary course of business), wiltermined that the value of the transferred stock, on

property and any consideration receivefie considered adequately disclosed undegcember 30, 1999, was $9,008 made no other

by the ransferor this paragraph (1) only if the following in- (2ers o B, any otver donee, curng 1088, on
(i) The identity of, and relationship formation is provided on or attached t01999 calendar yegA provides the information re-

bet}’_"_ee”' the tranSferor a”‘?' the transferegie return— quired under paragraph (f)(2) of this section (includ-
(iii) A detailed description of the (i) The information required for ade-ing the method used to determine the fair market
method used to determine the fair markejuate disclosure under paragraph (f)(2) oflue of the stock and a description of discounts

value of property transferred, includingthis section; and Cl'aimgdi S|“9h that the tf?nSf?f is ade(éuatebftfii
: H H . . close claims an annual exclusion unaer section
any relevant financial data and a descrip- (ii) An explanation as to why the trans-2503(b) for the transfe

tion of any discounts, such as discountfer is not a transfer by gift under chapter (iiy Application of the adequate discloser stan-
for blockage, minority or fractional inter- 12 of the Internal Revenue Code. dard. Because the transfer was adequately disclosed

ests, and lack of marketabylitclaimed in (4) Adequate discloste of incomplete under paragraph (f)(2) of this section, the period of

valuing the prope In the case of the : assessment for the transfer will expire as prescribed
g propeyt transfers Adequate disclosure of a trans by section 6501(b). notwithstanding thiais val-

transfer of an interest in an entity (e.g., fer that is reported as a completed gift Ofion of the closely-held stock was correktwas
corporation or partnership) that is not acthe gift tax return will commence the runmot required to file a gift tax return reporting the
tively traded, a description of any disming of the statute of limitations forsa transfer under section 601\fter the period of as-

count claimed in valuing the entity or anysessment of gift tax on the transfeven Sessment has expired on the transfiee Internal

assets owned by such eptitncluding a if the transfer is ultimately determined tg e enue Service is precluded from revaluing the

. . ) . ransferred stock for purposes of assessing gift tax or
statement regarding the fair market valuge an incomplete gift for purposes 0#or purposes of determining the estate tax lighilit

Of_ 100 percent of the ?ntity (d?termine@ZS.Zﬂl—Z of this chapte For example, Therefore, the value of the transfer as reported on
without regard to any discounts in valuingf an incomplete gift is reported as a comA’s 1999 federal gift tax return may not be redeter-
the entity or any assets owned by the ermeted gift on the gift tax return and is agmined for purposes of determigii's prior taxable

tity), the pro rata portion of the entity subequately disclosed, the period for asses§:%2 ((ffgrr élslitatt:ﬁar;ugﬂ?;sss‘)egs adjusted taxable

ject to the transfe and th? fair market ment of the gift tax will begin running = gxamples. (i) Facts A owns 100 percent of the
value of the transferred interest as reyhen the return is filed, as determinedommon stock of X, a closely-held corporation. X
ported on the return. If the entity that is;nder section 6501(b). On the other han@oes not hold an interest in any other entity that is
the subject of the transfer owns an interegttne transfer is reported as an incomplet‘é‘)t actively traded. In 1998\ transfers 20 percent

i ; § i . . of the X stock to B and @&'s children, in a transfer
in another non-actlvely traded entity (elg'ﬂ and adequately disclosed, the per'oaat is not subject to the special valuation rules of

ther directly or through ownership of anfor assessing a gift tax with respect to thesction 2701 The transfer is made outright with no
entity), the information required in thisransfer will not commence to run even ifestrictions on ownership rights, including voting
paragraph (f)(2)(iii) must be provided forihe transfer is ultimately determined to b&9hts and the right to transfer the stockhe re-

i . . . . ted val f the t ferred stock i tes th
cach entty and the assets owned by eagftompleted gift. In that situation, the giff 0 i decounts and lack of marketabilty

ent.lty; . . tax with respect to the transfer may be asiscounts. No other discounts were used in arriving
(iv) If the property is tra_nsferred Msessed at any time, up until three yeags the fair market value of the transferred stock or
trust, the truss tax identification number sfier the donor files a return reporting th@ny assets owned by. XA reports the transfer on a

and a brief description of the terms of th?ransfer as a completed gift federal gift tax return, Form 709, for the 1999 calen-
trust: L dar yea. On the returpA provides a statement re-
’ _ (5) Examples The following examples porting the fair market value of 100 percent of X
(v) Any restrictions On_the trar_BferrEdi||UStI‘ate the rules of this paragraph (f): (before taking into account any discounts), the pro
property that were considered in deter- rata portion of X subject to the transfand the re-

mining the fair market value of the prop- Example 1(i) Facts In 1999 A transfers 100 ported value of the transfeA also attaches a state-
erty; and Znﬁ‘;esﬁgeci’:rgn’?;r; r?tof:cif g;nygogjoora;gﬁ: ~ ment regarding the determination of value that in-
i ild. s rporation is i ' i i

(vi) . A Statement of the relevant faCtSactively traded on a major stock exchange. For gi&?ﬁ?ﬁeadilsggszweg éztee;j,:{ﬁgghts claimed and
affecting the gift tax treatment of thetax purposes, the fair market value of one share of (i) Application of the adequate disclose stan-
transfer that reasonably may be eXpectedZ common stock on the date of the tramsfie- dard. A has provided dticient information such
to apprise the Internal Revenue Service dgrmined in accordance with §25.2512-2(b) of thishat the transfer will be considered adequately dis-
the nature of any potential Controversy ot o e O e, amter sarton Lot il tum o e i the vt
Concem'”g the glft tE':IX treatment of th?ederal gift tax return, Form 709, for the 1999 calenis filed (as determined under section 6501(b)).
transfe, or in lieu of this statement, a cONar yea, A reports the gift as 100 shares of common  Example4. (i) Facts A owns a 70 percent lim-
cise description of the legal issueepr stock of XYZ Corporation with a value for gift tax ited partnership interest in PS. PS owns 40 percent
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of the stock in X, a closely-held corporation. The a
sets of X include a 50 percent general partnership
terest in PB. PB owns an interest in commercial re
property. None of the entities (PS, X, or PB) is a
tively traded. In 1999, A transfers a 25 percent lin
ited partnership interest in PS to B, As child. On tt
federal gift tax return, Form 709, filed for the 199
calendar year, A reports the transfer of the 25 perc
limited partnership interest in PS and that the f
market value of 100 percent of PS is $y and that
value of 25 percent of PS is $z, reflecting marketab
ity and minority discounts with respect to the 25 pe
cent interest. However, A does not disclose that |
owns 40 percent of X, and that X owns 50 percent
PB and that, in arriving at the $y fair market value
100 percent of PS, discounts were claimed in valui
PS’s interest in X, X's interest in PB, and PB’s inte
est in the commercial real property.

(ii) Application of the adequate disclosure star
dard. Because A has failed to comply with require
ments of paragraph (f)(2) of this section regardir
PS’s interest in X, X's interest in PB, and PB’s inte
est in the commercial real property, the transfer w
not be considered adequately disclosed and the
riod of assessment for the transfer under secti
6501 will remain open indefinitely.

(6) Effective date.This paragraph (f)
is applicable to gifts made in calend:
years ending after August 5, 1997, if tt
gift tax return for such calendar year i
filed after this document is published as
final regulation in the Federal Register.

Robert E. Wenzel,
Deputy Commissioner of
Internal Revenue.

(Filed by the Office of the Federal Register on D¢
cember 21, 1998, 8:45 a.m., and published in t
issue of the Federal Register for December 22, 19
63 F.R. 70701)



