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1999;.unless X’s -election is otheiwise terminated
undérrithe provisions of section 1362(d) and-pro-
vided-that X meetsthe following ¢onditions. As'arf
adjustifient urider-sectiorr1362(f)(4),"X must sénd
a payment of $Y attaclied to a copy of this-letter
to the following*address: Internal.Re¢enue 'Ser-
vice, '310 ;mwéll-‘Stree‘g Andovér; “MA 05501 A
copy of ¥his [Eftér s enclosedfor this purpoese: X
must serid “thig ﬁay,xheﬁ'c “ho later than 30*days
from-tHe dafé of thidettef fAlsoX shhll teport the
distribution -of all*its C corporation earningsahd
profrts on its 199}1 setyrn, and the shareholders of
X shal] rep‘o e’ mc“ome they réceive from the
dlsmbu{m‘h on,, or?réthelr 1991 returns. This ruling
s{:au ;) null ana vyrd should‘X or any bf its
arehoﬁders fail €0 miet any of these conditions.
Furthermore, if these conditions are not mét, X
myst patify uhe Sepyics Center where X's S elec-
tion was filed that thesejection.has terminated..
s Lowmd T oun g don. 2
ar, sluXceDtids ispegifically,set forth ,abovq‘
oprmonqxsgeripr)esgeg—,poncermng the ,federal. tax
consequenges; of the factsidescribed, ‘above ,ugdez
any otheg. R}pvrswn ¢f the Code. Specmcally, no
opinign Ls,expr;ssed on: whéther, the prlgmal elec-
tipn made by, X~io be:hn S corporation was a valid
electgronrunﬂér section, 1362(a) of the Coae -
3 vrans'r'vnh-gm ! 3 .
.7 AThisriling is diregted only to-the taxpayer
whojrequésted it., Section 6110G)X3) of the Code
prov1des.;that 5it mayfnpt bg used .orucrted -as
precedent. ('Temporary or -fing} regulatrons‘ per-
taining to one or more;ofthe issuges saddressed in
this: ruhnglhayernotg yet been, adopted., Therefore
this ruhhg may bé mOdlflEdk or revoked by the
adoption of 'temporary or final regulatlons to the
extent' sht‘.h ?égulaitréns afe inconsistent with any
cohclhs’lonquhxé‘fﬂﬁﬁn‘g’ See section’11.04.0f:Rew
Procs/92°f, 19911 1 RB. 9, 30. However, when
the)érﬁerra-qﬁ dection 1105 oflRev( ‘Prot. 92 1.are
satisfied, asruﬁﬁgl is notltevoked ot*modifiéd retro-
actively; except in'faretor unusual circumstances.

",”:'ﬁ’ur%uan{’ to d power of’ httorney on file

wrth thls of;frce 4 copy of thls"letter is being sedt

to the guthOrIZed re resentatrves of X
W it 1 o

i ’f‘sl%‘é‘é‘;’ely yours, DIANNA K. MICSI,

A551stant to }he Chief, Branch ], .Offlce of' the
Assrstant Chlef Counsel, (Passthroughs and Spé
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ALY [Code Sec: 1361] =7 *»- v

. Interest ‘o certain’ govbrhmental obliga-
tions; State_and mumc1bal Organizatiohs ‘to

which part apphes, S corporation defined:*
L NN T

<+ .Thisresponds to yourlettersdated Septem-
ber 30,1991, in.which you requested rulings on
behalf of the above referenced taxpayer.and its.
shareholders under subchapter S of the.dnternal
Revenue Code. Legrariem e

Wt

*Iriformation“submitted ditloses that X, a
smdll’business eorgoration, filéd- aff election for'S
corporation status to B¢ effective beginning Octo-
ber 1, 1987,-pufsuant to section 1362(a) of the’
Code.tOn August 23, 1991<<the grantors, A and B,
estdblishéd two irrevocable trusts, T1 and"T2 (col-
lectively: khown as<‘Trusts”).’The trustees of T1
are-C dnd D 'and the sole beneficiary is E. The
trusteés ‘of T2 are E ant-D and the sole behefici-
ary is C. -]

[EEN (1 r'epreséntt?d that the ’I“rusis’wrll not
ol insurance’ policies! ofi, the’hfe ‘of A-of B.
Trlsts’ assets ‘will not' bé? Used t8'¢brittibutd,
m'v‘est in, or acquire insurancé pohcrEé on the life
of* A or B nor will Trusts® irfcbme 'of ‘ptincipal be
Utilized to ‘phy premrqms on msurance"ﬁdhc,lé"&"on
the’hfe'oonrB ! WO Ty

719 oo A0 i RN,
+ *'The’ Trusfs provide.that éachograntor
reservestunto himself or:herself«during hisror her
hfetxme the power ‘without'the.approvalsor:con-
‘sent of;m other person, ,mclud‘mg the trustees or
either’tf %em to reaﬁqpue all or any p%rt of the
TSt ebipus By s‘ubstltutmg othér ptoperty of
equrvaléh{ value ‘therefor. This power of substitu-
tioft 16 -Ao¢ £SSlgnable 4nd’ may be’ exercised only
by one or both of the Erantors dnd’shall Iipst'ast
each,grantor upon thap, grantoris.death or wntten
waiverof the power, delivered to the trustees;
provided thaxlthrq pow,erﬁhall;lap,se at anytime
after Sgptember 30,1992 when, the Trust shall not
haye as.paxt of theiy corpus any. stock,of a closely
held corporation..in which the.grantors together
own -more ,than twenty, pergent, of the stock,
thereof. P

~+ ¢ The grantors have wajved al} rights which
they may have, if,any, to a distribution of pro-
ceeds from the Trust, including any:rights to seek
re’lmbursement for any taxes paid, by them as
grantor, on account of income of the, Trust,Hor, the
benefit of the Trust and/or.its beneircrarles e

gy

’Fhe trustees have the power to have the
Trusts taxed as qualified ‘subchapter S trusts, if
the beneficiaries in each~case so elect."The Trusts
provide that the net income from the Trust shall
be paid entirely to C and E,:respectively, as the
sole income beneficiary of each Trust. The Trusts
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provide that the incdme interest 6f the sole benefi-
ciary shall terminate, on the b?neﬁcigu:y’s death.
'{‘He,"ll;ust\s‘also provide that aipx principal or,
corpus’ disgributed dyring, the life of the income
beneficiary shall be distributed only to the income
beneficiary, and in the.event the Trust.tefminates
during: the lifetime of the incomedeneficiary, the
remaining: tryst property.shall-be distributed ta
ther income! beneficiary,. fully discharged ofsany
obligations in trust. H S

" Section 671 of ,the Internal Revenue Code
provides;the general rule that where the grantor is
treated as-the owner,of any portion of a trust,
there.shall-be included in camputing‘his taxable
income and credits thpse items-of income, deduca
tions and,credits against tax of the trystsattribu-
table to that portion of the trust to the extent that
such items would.be taken into account;in com-
puting the’ taxable Aincqmesgr credits against..the

tax of the individual. FRPN

« 15, 'Sectjom 675(4), of the Code provides that
the grantor ofa tryst shill-be treated as,the. pwner,
of any pgstign of & trust in respect of which #
powerof.administration is exercisable in a nonfi,
ducjary,capagity-by, any, person without ‘the
appsovahor cansent of any person in 2 fiduciary
capacity. For purposes of this paragraph, subseg;
tion (C) of section 675(4) provides that the term
‘“power ofi administration)’ ineludes a; ppwer to
reacquire: the, trustzcorpus by: substituting: otheg
propersy.of-an,equivalent value.swo ; 34 cay, 190l

, $ectigh 1381a)1Y of the, EOd¥, Bravias
that for purpases,of this title, the ;'efxﬁu‘(‘sgvcprb?ra-
tion? tneaps, fof, any taxaf le ygar, glsi‘;}a}‘]lu hué@,—‘,
ngss corparatio. for which g dléfigh jides
secfion 1362(4) 3y in etfect far SHERYERL 0 o, 3

"ot ASECIOA 136 1(b)(E)(B) Of tHE'Codt providet
that "for ptirposes of’ this subtHapter, thé ‘terti
“sfifalF business’ corpdratidit™s means-® Qofestic
cbpbration’ which-is ti6t 2¥*inéligiBle-tbrpbration
and whith does'tiot*have as‘a shareftolder a2petsor
(othEr*thaii -t Yestate and othersthah "a *trust
déstribed in *sectidi*1361(c)2)y1¥ho is notfan
individual. ot

Sectivni€1861(c)(2)(A)iy of the Céde pro-
vidés that for purposes of section 1361(b){1)(B), &
trust+all ‘of-which is tredted (undersdubpart E of
part I9f subckapter: J-of chapter 1--sections 671
through-679¥ as'ownediby .anindividual who-is a
citizen or: resident of the Unitéd:States may'be 4
shjareg}onlger in a small business corporatiqq.

N A T T
. 2 Sections 1361(c)(2)(B)(i) of .thHe..Code proF
vides ‘that’ forpurposes.ofirsubsection 1361(b)(1),
in .thesicase ofmasstrusts described..iny section

1361(c)(2)(A)(i), the deemed owner shal, be
treatéd as the shareholdér. . 1w s
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Section 1361(d)(1).of the Code provides, int
general, that infthe case of a qualified subthapter,
S trust, for which a beneficiary makes an election-
under seetion 1361(d)(2), suchatrust shail, be;
treated sas a,trust described in section
1361(c)62)(Ad(i); vand; for purposes of 'section;
678(a¥ the beneficiary, of, such 4rust shall be.
treated-as the owner of that portion of-the trust-
which: consists -of-,stock in an § corporation for,
which the,election undeg section, 1361(d)(2, is,

made. 0 iy L : T

4, Section 1361(d)(2) of ghie Code provides, in
general, for the' time and mapner in which a
beneficiary of a qualified subchapter S trust ‘may’
elect'to have the p‘rovisior.is of qectiogy'l‘éél(dg,
apply. , ’ e

' Sedtion' 1361(d)(3) of the Code definks the'
term “qualified subcHapter S trust” as-a trust the'
terms of which require that during the life.of the
current income-beneficiary there shall be'énly one
incorhe beneficiafy+of the trust; ahy ‘cdrpls dis”
tributed difring’ the life of the' &urrent income’
benefitiaty mdy be distributedionly‘té:siich benes
ficidry;the indome interest of the turfent iiftome
beneficiary §n the trudt shall’ termindte o the
earlier of such beneficiar's death or thie tefmind-
tion of the trust; and upon the termination of the
ttust during’the life-of theicurrent‘intondd benefi-
‘ciaty, the tfustsshail distriBute all of-its'asset$tor
stich beneficiary: In' dddition, such-{rust'must;
distributé’ (orsbéd retuired to distribate) turrentlyl
all ofzits ineothe?(within. the*meaning of section
643(b) off the:Gode) té*one’ individual~who.is a’
cilizen of the United'Statesra »1 s & ™1 7

LU TVEE : (i B T N T
v drSection,1366(a)6l) of-the: Code includes as,

+an itemjof income, a shareholder.s-pro,rata.share.
of,zhe S corporation’s income. Section 1367(a)(1)
provides thatithe,basis.of each;shareholder’s stock
in~an "S corporationwshallxbesingreased by any
items of incorne describgdén, seetion.1366(a)(1), .+

" The power tquugstitut‘e”,s:o'rpus of
eguivalent vajye "mpﬁs the’ definition, of 'section
6&5(4) C) of the, Cq §_as @ genergl .poyer of,
administration. ACcofderg'fy, the grantors will be
treated,as the, ownerg of the Trusts ur’xdef;section
6Z§, "qnd they will bg tag(ed under‘s’ec;ion 62} on
“the income of X allocated to the Trusts, Under
section' 671, the grantors fiist incltide in comphit-
ing their taxable income, deductions and credits,
all items of income, deductions and credits against

tax of the Trusts.

,

The grantors will be tAhegg?me \sh_?r\eh’yld-
ers of the stock of X as provided 'in” section
1361(c)(2)(B)(i).of the Code; Accordingly, Trusts
meet the definition of permitted S corporation
shareholders under seetjon 1361(c)(2)(AXi).,and

Commerce.Clearing;House; Inc>
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sataS,fy.,fhe:shareﬁo’ﬁimchglbll;tyExeqwr.ement of
section, 136 L(b)(1)(B); The holding-of the, X stock
by sthie sTrusts will-pot, tcrmmate*X%glectxon The
basis of the stock held by theTrusts is mgreased
or decreased :-by. the share of income or loss from
X, @& described in%edtidn 1366(ayisn 21
12 7 vslD) T (aitniodd B« 75 1)
Upon the waiver or;lapse, of:the.power.to
substittite corpus of equivalent value, the Trusts
will be “qualified ‘sﬁb‘c‘haptE"S‘trusts” within the
meaning of 1361(d)(3) of the Code provided that
C afid' E, th& turrefit intbmé-beneficiaries ofithe
respective “Trusts { A8 Citlzens the Umted
Statés and xrg}z Eer &l ecuo'x‘i?s under % dection
136r(d)(2) and” promded Ahatsall of the- Trusts’
income (withif ‘the:Meaning Of section 643(b)) is
dlstnbuted pt‘? least; annually tq C and E respec-
tively. Thérefore! tHe' T rusts’ will’be treated as
itristss describeds. in eectxon ‘1361(c)(2)(A)(1) and
satisfyltite shafeholder'ehgxbuxty requirements 'of
secf’lﬁh%l(l)(Bf._'I‘he lidding ofthé X stock by
the Trusts will hot3¢rmifate X's electior. -

£ o0 TgR tlBﬁ'?OOf thé'tod@‘uﬁposbg a tax on
‘the esigfc of” eVéry ggcgdeﬂf who is a'cmzen’ or
‘ﬂ%?érden“; of tHe United “Stites-S¥tion 2033 Pro-
"Vidé¢ For-the FHlGston! in’the frdss Sstate of ; any
pi’oﬁ%ﬁy irr Which t‘hé‘dé’?:éd'eﬁt‘ﬂad «an fhtérest at
ok his etth-Section Provides that
g}oés““e&at ?hlllimcluﬁ e Vatue b1
pro ;of which the decedent.has made a trans-
Je gfg?c pli whe:'ie t! ;!e %& er}?h\oﬁg ,flde sale
for T3 e&uate an‘d ‘.113.8"§ rapon Jn, money or

m,,,:/.». .:‘?(‘Z“Fh 0, BUSt or ophicrwise where the

a oy men! t,o t at  Boperty \gas yﬁ]ect 3t the
te o 1s death {0 an ch ange 'g exer-

sg of ,q, Bowe by he, dec,gdenp a)one or 1p cox;n-
.-L“H tor h er “person, £1,. amen
3%1 r}%mrg%laze th 15§§;ps{ #&1 Qpr:;}grg'

ecedent o(}m ?d’ hjs,-power
w1th1n the three year peri endm on the daté of

the decedent'sileaths 5 w3y an 4

d 1ods iags ‘
?,. .\,‘i m Q, Il.sré( m Esjate of Jordahl v.

“(_fommxsswne 5 L1975 CC&I Dec.
[,33 21 ac g} h ”t A a; “l}g power

t;t te QerS f equalv alyfe not é‘ s
tu;e a pon)vef to a‘lter amena;i gr révoke agt!:'ust

Mthmr*thexmeamng‘.of section2038(a)(2) of the
fﬁﬂdﬁlsﬁ‘u 9 ol onrwiele L e-an r‘

2‘;;: R e e ThiGs e it The

aptops. ma,@e u'revocable Hansfers to thg Tru§ts
qﬁgr{etame no ;ntierqsts 1 or pow(; ,qver the
ryusts "that would cause ‘the Trust } propert.y to e
included in the gross estate of either grantor ‘at
death: {TFherefore, the grantors’ paower to substi-
m.ltc the existingscarpus in-the Trusts with prop-
.QnyJof equahyalug does,not require that-the, Trust
Pproperty-be, included:in the gross estates of either
grantorg under, section 2038(a) of the Code. L1,
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¢ T, sEggcgpt As Specificallyset, forth; above,.1o
oplmon is expressed or implied concerping- the
federal tax consequences of the above-described
«facts underf ‘any ‘othrer provision of the Code. Spe-
cifically, novopinion: is’ expresséd or implied con-
"cerning the.validity:of X’s election under section
16620’;?? AT I
L N T PVITE LR B Y OorA
v by \Tj)ls A‘ulmgus.céugcped only to the t{axpayer
1who. requested ite Sectjon §110G)(3),of she, Code
Pprovidesithat, the ruling may.not be used or c1ge,d
as precedent. Temporary or final regulaupns per-
taining to one or more of the issues addressed in
thisn'ulmg Itive not yet been adopted. Therefore,
«this folihg-may:be. fhodified-or srevoked by adop-
=tion of /tethpordry™or..final.*tegdlations to the
extent{theregulationsrare ‘inconsisterit-with -afy
conclusion in thé ruling.See, section 11.04-of Rev.
Proc. 921 1992-1 IL.R.B. 9. However, when the
criteria ‘ifl secﬁon 11.05"6f *Rev. Proé. 92-1 are
satisfied, a rulmg is ndt revoked or' modified rétro-

achveljr’ écept in rare¢’orinusual élr%um§tances
A}

Pursuant to a power of attorney on file
with 'this 'offlce, a copy’of fhls 1étter is being sent
tﬁ‘tamayer"‘ o =

3

[T - ' N EREd

Smcerely yours, William P. O’Shea* Chief,
. Branch 3, Office of the Assistant Chief Counsel,
(Pa%s'th?oﬁgﬁs arfd Spemal Industries) *
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LTR 9227014, Mareh 30, 1992, .
SymBol‘ CC: I'I-'Bm IO-TR-S 17006192 v
Titryp T g F,

Umfogn Issue Lxs;,No ()174 05-01, v
Wl Do [Code SeEfl74]" wfoomo 2 g

"¢ ‘E Fiss The 2 o B &'l r = e

o Besearch and experlmeqtal expendltux:gs
,Cfxange in election; From current deduction to
(w LT AU TR

H

THis is I fza ence.to a r uqst filed oh
behalf of X R"Be a:%;g:fyer)(? for F;)Lermlssxon to
{cl_;ange to.t.heAef};xzred £xpense method of deduct-
ing. thy researeh gnd experimental e)(pendxt,urps
‘sgla;mg \,to,the(spggﬁcallyrpamgd Brojects; pussu-
ant,.tg the proyjsions.of section 174(a)(3) of the
'IntemaJ ,Revenug,ngq, beginning with the 52- 53
1week-taxsyear endipg December, 27, 1991 (year of
~Ch3:nge)‘) frer ase hod ey,
“7T s );bp}‘é'“sé‘nted'{hat the taxpéyer‘isjgt'xi'-
rently expensing research and experimental
sexpgndityyes incprredgin, the specifically named
«Projects.The change in.accounting method will
apply only, to, the research and. e;(perlmental
expenditures, paid or incurred by the taxpayer on
+or after-the first day of the year, of change, «in
accordancg with seetjon 1:471-3(a) of the Income
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