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i$'is in responé ,to ui *m oi'an(,llum
dated Jaé::rary 551995 and prxgr %or{fgpondené'ﬁ
on behalf of 'I‘aipa&ers conéermpg, the apﬁ]lca'tg{?‘r}r

of sectiof 27%2‘ Y’theulnterpal’l%evenue Code.,

N Fhe fdctsi‘ds submifted;indicate that Taxx
payer'A has agfeed- t6- pafticipate asa limited
partnerin Venture, a! Flofidarlintited Partiiéfship
created'tt consttuct®ahd- oper‘ateﬂa séothmercidl
facility Solely with equity” contributed by thé"
partners; <.e., without?acquisitioi*dr constructiofi=
financing. None of the other investors in Venture
afe reflated’to Tar(payers L

apesfls

" RN
Taxpayer ‘)A Taxpayer -B .(Tgxpayer A's
child), other mdlvrduals related tot Taxpager A,
and certain trusts for the benefit-of ﬁlndl\hduals-
related to Tax gyer A propose to create Family
Edtity @'F, lorxd?{k aPpatttership)to, ﬁcqurre
the Irmxted par‘t'ner’snlp frﬁere‘st‘ il driture. Th)e\*
acqux‘srtlon'%f two of ‘the Fahily*Entity jfit ests
repré‘sentrﬁg 35.33 bercent of the‘rdvestrixe SGift
involve substantlally‘ 1dent1c'§.’l met ’i)urchaise

agreements [agreem'e ts.] 3? \
7 i v

One fgreement involving-Paxpayér Arand
Daughter (another of<A’s thildren) will invdlvera
28 percent-interest in Family Entity. Taxpayer A
and:Daughter will each provide from. their inde-
pendenf funds that portion 6f the purchaserprice’
correspondingito his oriher acfuarial intefest a$
determined under § 7520. Daughter possessts
independent wealth substantrally:m excessof*'that
necessaryatopurchase tlre‘remamder‘mterest

IR nfr oy

s ,fTa(xpa‘yer,A. an,d };us w;fe [,m"contemplatlon
of ‘this investment, have created three trusts for
the benefit of Taxpayer B’s issue. Taxpayer B and
thoseftrusts will enter. inta.the Second agreement
involving.rat 7.33 .percent interest+in Family
Entity.sSubstantially all *of the~corpus of the
trusts willnbe used.to adquire the remainder
interest ¥ -

y T‘fle governrng instrument of Famxly
Entity provrdes -for, priority annual dxstnbutlons
to each in xnterest holéer on gr | before February 15, of
each year equal* to mne percent of the initia ‘f,cash
contribution of that interest holder, but on
the extent such distributions are not prohlbrteﬁ
applicable Jaw and only-to the-extent funds are
available. The instrument also,requires additional
distributions" frofn -any ‘Ydistributable, cash” in
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excess of thatmeededito akesthespriotity, distri-

butions.iThe term ‘distributable dash? essentially-,

refers to cash.flow less certain, reserves [T R T
Ve BaduR g MIGOVIO T ode

7 oI Fa,qn y“E,ntxty is. unable m any,year to,
dxsu;lbpte- an amount equal to, nme .Rercent.of the

initia] gontr}bgthn 19, t the im,te}:est holdegs, the
governing instrument .,r,egplresv:that Fanzrly
Entity issue notes, payable on demand bearing a
market rate ofnnte;est indieu of the undistributed
portron of such payment

v

Othe: provasgons ‘of sther governmgv instru-
ment .applicable %o \the interestssubject’ to:'the
agreéments provide:that: e

1) The mterests may not be sold during the
life of-thélife tenant

st

3% 1
2) The, Farmly Entrty is to cqptinue in,
existence at Jeast until the deaph, of, the last fo_die.
of Taxpayers Aand B; < .

1y 3o agditional, capital contribution will
be reqyired of Taxpayer A or Taxpaye;.B; and ..,

’ 4) An payment ‘required o be made b
Taxpayer A {)r Taxp%!;tkér?g to g‘ creditor of the

entity,is to be treated as a loan to the entity to be

repaidzoyt-ofsthe first ayailable progeeds, withs
interest;to bejpaidsat. the prime jrate *deterniined

by a specified regiona) bank.: ., w

B In .addition, the gqverping -<nstrument
requires that loss,allocations thatiwould resylt.jn
a negative balance in the capital account of-the,
interests subject to the 4oint- purchase<agreement
are-40 be-allocated-to interests other than thoses
subject to the agreements.- ..

Under the terms of their respecti{;g agree-
ments, yTaxpayer A and Taxpayer B are~desig-
nated:as |ife tenants and, thus, will be entitled to
regeive any distributions-made by Eamily-Entity
with respect to the mter,ests subject to .the
agreements. .

- -

L

[ Y :}I( wd qn 3%
axpay,ers propose that, the agreements
will be effecn,vg on F bl;pary l, .1995 Their
respepglye a.g;eemcntsJ yrl] bprov,;ée _tha on Janu.
ary 31, Taxpayer ‘A and I Taxpayer B wrll be enttw
tled to receive, with respect to each preceding 2
months,. payments equals twth‘&%reaterrof nine
percent of thextotalsinitial purchase spricesor-the !
aggregate. distributions. made by, Family Entityv
with respect‘to;the interest.during such preceding ¢
period. «Inthe, event Family ‘Entity* issues, a
demand:note in lieu of the nine percént payment-~
contemplated by the agreement; the owner of the
remainder interest under each agreement agrees
to promptly execute and deliver a full recourse
written guarantee of payment.

" o, 2
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" sibEgchiagreémentfurteriprovidés that no3
othén personsawill beentitled:to receive dismmibur
tions during the‘!lifexte'n'ant’salife Speciabrulesint
each. agreement requxre appropriate adjustments
iy tHE €4 sé'of ,mcon‘ecbvalﬂdtx&n"or iff the event of
a-paymbhiZWith Tespect*¥o h‘pen&d FE1eR thKn
orle yes¥' €omiBtation-of the Ilfe"fé’r'la'&’g intér-

est’ 1§'s’pec1f1cally‘13félhbxted“ 4 g0 38 L,
D 10 m,‘ s @i N Ae 11; N

1 Yod"reque'stxthe followmg rulihgs ST S
o le 0,
1. The interest to be acqu1red by Taxpayer
A as-lifestenantounder the. agreement iwill be a
qudlified annuityinterest urfder §.2702 the.values
of which is determined under §.7520, for:federal»
glft tax purposes

Lfive 2
2. The mterest to be acqun'ed by.Taxpayer
B as life tenant under the agreement will be a
qualified annuity intebest under§ 12702 the value
of hichris Hefermined' under’ 7520 for fé'dera]
gift tax purposes. 8

I v 3. Theihterestito be atqiired by Tdxpayer
A as lifé tEnant Unterithe "agreement will thot bed
included in Taxpayer A's gross estate for }mder §

2036 soféfy Ey ‘t‘ea‘éon 'ogthe gl‘eéshe e

v' 4, Tlﬁ:«mteﬂ-esbto be acqeun'éd by Taxpayef
Bastlife tenant ahdérsthe hgréentent*wilbnbt be
iricluted in“Tax{saget: Bls gross estate forrtitdet’§ -
2036 solely by reason of-the hréement. tide, v

“ tSection)ZSOI’«imposes:a tax on’the transfer
ofiproperty-by: gift by an individual:'Section 2514
provides that.the tamimposedsby § 2501ashall.
apply: whethers the transfer i$ in trust-or other-t
wise whether- the gift is direct or indirect, and-
whether the property is real ‘'or-personalj tangible«

or intangible. .
5 M * - i

Section 2762 providesithe methodsfor.valu:
ing a-gift in trust when the gift-isstorot for-the
benefit of a membér-of the transferor’s family-and
the’ donbdr or-ansapplicable family tnember retains
an interest in the gifted property. Seetion’
2702(a)(2) provides that, in general, the value of
any'rétdinéd interest'that is ot a quahheg inter-
est shall B&Yleatedas’ Uemglfzero The vdlle of any
retdihbd infétest:that is:a lqualified intereft éha‘ll
bgde'termmed ndér f 95202 LY

§° fr o ;fnu Tox, 4 T ¢
you Section:2702(c)¢l) providesithat the trans-
fer of :an interestxin- property. with.réspect rto
which ther'e.aré one or amore.term intérestszshall
be treated as.the transfer of an interest irra.trust.
Section 2702(c)(2).provides .that, if twoior more.
members of the same family acquire interests in:
such property=(property described .in spafagraph
(1)) in the same:transaction*(or a series of-related
transactions); the'per$on acquiring the term inter-
est in such property is-treated as having acquired *

9515039<

the entire properti'?"ﬁd‘t’hen‘;mnsfemﬁ to thel!
other persons,the, m;e;ests?a ually-acquired by-.
them in theSLtransactxon Sucl:ghi transf&ﬂshsﬁ

treated as madé%h-ekéhafige 467 the consideration,
if any, provided by s\uch,.pe:sons;for the acquisi-

tion of their mterests in the property.
£ T tar f stu, e ey letes [

Section 25.2702-1(b) of the Gift Tax Regu-
lations grovndes that ; § 2702 applies, the
arﬂdugt of the ’t x(s' detemhned by supt;athqgk
tllg Jntgr%s? ‘e ain by the tragsferor or Any

%mab]e fanil n{ember fronj {he.value ‘of “the '
transfer'%ed %roger{y ‘If the 28taified interest is
not a qualifigd;interest; and, thyss.is. valued at
zexgdhe amgunt,of the,gift is the entire value.of
the prgperty, If theretained ipterestiis a gualified,
interest, then the.valye of the giftiwill.be-the. fair
marketavalue of; the, property transferred to the
trust less the;value.of the qualified interest., .,

*! H‘Seétio"n %, 2702 Q(a)zs p;ovuies t‘hat‘:g
qualified interest includes a qué’hﬂed annult);"
interest. A gualified annyity interest.issaff’ inter-
est, that meets all the requirements of § v§:
25'2702‘3(b) and{d).su » le ot

PR t,,u txm A 1gsuan] Lt la
requi em‘%qts under ,§

1, o Among g
25, ? 11 e nannmtS' mterest gmust be
aﬁ é q ught 't recew fl ?‘3 z}moy;}t
payg e, t‘reast‘,ahnu lynAftx }1;" megis
eithey 43 stated %ol 3ra amount 31yg ble, penodl-
call‘;', bt not 1éss requently ag ann l])(& ut
only to the extent that the' amoﬁnt oes not
ekceed }20spercEnt .oflthe’ stated. dollar .amount
payablein the precedifg yeat, or 2) a.fixed-frac-
tion or.percentage 61 the.initial fair market valué
of-the property,fransferred to the trust assfinally
determined:for. federdl tax purposes, payablerperi- 1
odically»Dbutinot less frequently -than.annually,
buteonly to therextent that thedraction orpercent-
age does nots exceéd' 120 percent: of the:idixed
fraction--or, pércentage payable inithe preceding -
year. The govermng instrument must prohibit
additidtal contributioils 'aftel’ theestdblishment
of thé tr‘bst v i e e el

, v 9 oL e H oy
) Sectlon’25.2702-3(b) also.provides that-the
annuity amount must be payable toror fop.thert
benefit. of . thevholder "of the annuity interestifor?
each-taxable-year of the term. A payment with
respect to any taxable year may be made after the
close of such taxable year provnded the payment is
madé 1§ *within thé 12-month Renoa and 2) no
ldfer Afidntthe> date by “which {He* THst¥d tis
redmr d o’ fll(.i the f8detal inidothe tax return of
the“tr st for the taxable year"\mthﬁut Yegafd fo”
extepsxous 3 R

" * 4 R 4
e T ?

Fhe regulations also provide that, tHegov-«
erning instrumentmust containiprovisions feet:n
ing thérrequirements-of § 1.664-2(a)(1)(iv) ofithe’

Commerce.ClearingHouse, Irfe.”
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Income Tax Regulationa;rglatingpt,o the computa-
tion of the annuity amount in the case of short
taxdBle Years and’ thé"1ast ;eaxhble Yedrl, of the
terms- Section -11664-2(4%1 V) povidewisht tir
the case of @ 3fidft taXable ‘Year-and-the y¢ar ofs
termiination of 4HE¥riist «lip4finuity amounbshall
be proratéd on ‘4 dail§? biisis fo? the number of!
day$ fifaking uﬁ‘tﬁé”ﬂ;bﬂ taxable Year *drthe
pe;{od‘ffom”'the be, inm’nk Of-thé"tax4ble yest fo
the date of te¥niination af‘théﬁtmﬁ.ﬁb\vever,wﬁm
instruinént is"deemed to“rhett tiiese Shott-taxable’
yedr' requirements ifs'it profidés? that! the fiked
afmouritor a pré-tath Ypdrtidn theréof fmusét "Be:
payable for the final period of the annuitys
m'l.efeit' why 4l wmy e s
THYE the' aninufify' s’ $tared ik “tefihs o
2y, Ty i = L Yl PP Y
fraktion or, percentage of ﬂgbgn‘)ﬁ;‘l‘ fair markeét
valfe of the ‘tryst ‘ﬁgop?!tg', ‘the govgr‘n’ir_lg' instru?
rﬁép{gr‘fnu's‘r, “contaifi "provisiods meeting “the
requrvérMn‘eﬂt‘s, bf: s '1'66'42(?({2&9‘ ngl'aﬁng, to
the qualification’ of Charifablé ¥mdinder Sty
trusts) prividihg tor*any Incortect ‘determiihation’
of the fait” Market valusGF: thd" Blopktly in the'
trust. Section 1.664-2(a)(T)iii)“brolides that,"if
the market value is incorrectly deterthiviéd b the
fiduciagy, the goyerning instryment pinst.provide
thay, the.Srust shal] pay to the,recipient, (in.the
case of an, upderyaluatjon)or, be,repajd. by the,
reqipient, (19, the, case, of,;ap, gyervaljation) ap.
amount equal to the.difference,.between- the:
amount which the trust should have paid the
recipient if the, cortétt valuewerd!uséd and the
amount*which 1thé trustr actually! paid* the
recipjent. ¥y % 2 Fgant 40 e B W
2 ] [ - S I L
s eSection 425.2702:3(b). rsp¥cificallyw.statest
that a.right of'withdrawal; whether orcnot. cumu-f
lativéyisnot a qualified annuity interest e t
Wow o M B I g Y. s
Section 25:2702-3(dyssprovides additional,
requirements applicable,:to qualified,,annuity,
interests. In general, tobera qualified annuity
interest, an interest must be a qualified annuity
intéfést 'in ‘every réspet. ThE ’gov‘erin'iﬁ‘g instru-
mént must prokibit distribution’s from the trust &
or for the benefit of any person other thar ‘tHe

ol o the qualified.agnyity fintgest during the

e

terin of Ub¢ quglifieditetest. “The, savernig
instrument, rr}gst?i‘x tJte term %‘éhe agnulty inter;
est. This tet’ qoust, be  for- the life, of the térm
holder, f0r. 2" specified . term of, years, or for the’
shirtgr, by, dF sy longer, of Thgss, perigds, Th
goyerning instoyment, mpst p,{ohj it commutation
(preg mmﬂ-*%aipte st the Férm polder. ,”

" ,'S”e‘ct'ign‘(b%ﬁbpré‘i/ides that the 'Q_gth of'a
decedent’s gross estate shall include' the value of
all-property to the extent of the interestitherein of
the decedent at the time of his death.

paft e oac
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r reSeetion: 2036(a), pravides, jn, part, that the,
value gf, the:grass,estatq shalldnclude theyvalue of,
property to the extent of any interest therein of
whith: the’décedentittas at.any time mdde 4 trans-
fér (except forsfull:andddequate consideration il
money op«inorteyss worthyiby Arusetor otherwise;
under.which the .decedént haswetgined for life ori
for any:simila¥r periodyt.the possession lori enjoy<-
ment of,"or the' right* toithesincome from,vthe.
property.s 2%t 1N My ity 2 :
<ML arliee Lo fu Byha s ¢, K7
it-r, Howevge, if the decedent ag.no time, held;
any ingerest; in;property-pther ghan a Jife ingerest,
which terminatesmt.the decedent’s death,no pers,
tipn;ofs the valyesqf the, pronertyis includile in,
the decedent’s gross estate a%,progerty int which:
the decedent had an interest or as the subject of a
transfef-withsa retainedelifeestatea See-Rev. Rul.
66-86, 1986-1 C.B. 216.
2 * ol Tar @, DN 1]
~Similarly, if a deceden hasetransferred,
property to anotherin return- for.a promise, to
make periodic payments to the transferpr, for;they
transferor’s lifetime, it has been held that these
payment are¥not”intotnevffom therFafsferred
ptoperty so as to include .the propértyt in- the.
estate of the decedent under §.2036, In theses
cases, the promise is a personal obligatjoq of the
transferde, the obligationid-usualfy ot chatgeable
t;o‘" the transfefred opérty, and tHE:size &f the:
payments is not ‘deteffhinéd’ by’ the ‘Sizé of "the’
attual infomie Trdm the trifidferfht propérty at’
the.time the payments are made. See Rbv ‘Ruf*
77-51193,. BZ%}},C.F, %7,3, and cases <ited therein.

P Séction’2043(a) providesthat if dy brie -

the transferstrustste? dnumiérated in § § 20635-
to 2038 is made, reated, ,bexercisgd,ll% relin-
quished for a consi(%rétion'in’ﬁfoﬁey‘ or money's
worth, but s got.a bpna fidggalerfor and,adequate
and full consideration in money or money’s worth,
theze shall be.inctuded-inithe, gross estate dnly the
exceSs +ofithe feicomarkétuvalue at:the time aof)
deatte of the property othewisetto be inclutled on,
account of suchrtransaction, overrthe value,of the,
cohsider#tion received therefor.by the decedent. )
4 f oy waflire s AT NN Do ey

. + 19, shepresent, case] seyeral; members of

the fam famjly ate acquiring ipterests, o, Eamily
Entity it the, sinie, rahsaction;, In.transactions,
{hat precpart of it transighiop. et sephyafe and
istinct therefrom, }'amily e ts)gre,?qguirin’g
interests in property in which there are term’
interestsk With,respectsto those separate transac-
tions, § 2762 requires that Taxpayer A be treated,
as hayipg acquired the gntire 28 percent interest,
in-which he has 2 termydnterest-andathen, haying
transferred the remaipdeyinterest in that28 per-
cent interest in:trust tq, Daughter.; Similarly, §.
27Q02 crequires that Taxpayer;B be treated. as,
acquiring the 7.33 percer;bimgrest and;cransfe{;‘

9515032
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rivlg -thé réfhainder- Gnterest ifb'that*fitdrest in
trtxst» to'thé trsts cresited fov-TaxpayerBistissue ™
s J23 e, ven le MIsk £ O MISrq

- « 1 Analysis of the facts indjcates,thatuFamily
Entity funttions as.a solely.as.attonduitichannelst
ing cash‘flow.from Vertureito thezmembers ofthe,
family. It any year when¥Wénturerfails.to gerer:,
atercash.flowrequal- to-niné percentsdf, thegnitialt
coftributions; Family;Entity will issue demand
notes to' the various interest holders “entitled:cto:
payment. Those notes can only be sansfled out of
fuluréca%'h flow: tiht is' digtribufablé td/the inter-
est Holderin sdy evénfh ﬁs"th‘@ﬁ’étés SsPARdiHg
alofef r'epx‘ésé'?n Wil ithat %"c’ﬂﬁﬁlime’
right-of mtﬂﬁfdw'al"bf‘aﬁets otfefWisé distributal!

blelo'the intafestholdedi=ies 2078 <4732t .
& 10 'M".J w BT G CBI’J '713;)[!' .

wuA  The térms ofreachfagreement provide that:

UX S : Yook 88
N 1) The life tenant is to receive on an
annoal-basis7-niné~ percent -of 'thei total mount
contributed with’respect toithtinteresesubject to
thélagreementys ' < 147, YA A
teed A boou vesa . s
i 212) Bhefirstpayment will begmade within;
twelve months,of the degmed trapsfer to the trust;;
énd(’g rl OF s " ) i

[§

i1t

] Lrn 93; mg ty,ata(note.lsdstr}buted to
tﬁcjhﬁ: Agnant,: hg rex{xaxndermgg W] dguarapteg
pa;gmen& of Ll)e J‘pote,lo}q Qemand with ful],
rgcourse, to the ;pdgpgpdep -asgets,of theb

rqmﬂ'mdﬁmen a3 &R 1ﬂqff“(b1 <

" Th dtidition ”‘dﬂi@r tevmetin’ the a'greer?fe'xﬁ
qpsfyvghe remalgxpg,,xegglxp;nemg of § §
25.2702-3(b) and (d)of ghexs eﬁu&%ﬁwni Heto . A3

Wl O

2 G .
o R P
o bu 'ﬁas‘éﬁ oﬂ'%he’etbove we’bonclude that: 7
% AT R TS A1 Foagn

¢n .Q)~BecauserDaughteb.has suffitient inde-
pendent wealth to'providesassurance:that :Tax=
payér & 'will bé erititled. td Yeceivelthe kntifé seties.
of: annuit{” payments without'.regatd: td(the.suc-
cess!of.Venture, theunotes; ifissued,iwill.notbe
c0n51dé1ed a 'mere nght of w1thdravxal of trust
askels and“tHus the inhterest®to be’ acqmred by
Taxfﬁf}’}ei' A as 1ifd RERER Grider ‘thé Hgreerfient
will be'a q‘udhfxed ﬁ‘flh’ﬁltyalﬁterést uhder 2302

the vdlud*o} whxc'lu?ﬂ@f’eﬁﬂmc:d‘u er'§ * 20’foi"

fedex’al glft 'féx ,pur{ﬁ' }v fﬂ“":)‘jﬁg:; ‘: ‘=; at?

E Y3 Becaﬁse Pristsareventities Holding 'no
asséts uthér thati-the remainder:intereSh'tie obli-
gatmﬁfto’ﬂfa*ke “tfe: payfifents is%satisfiable ‘soltly
out-of thiedinlerlying-property and its -earnihgs
Thus, Fhesinterestsrétained by-Takpayer B undey
tHe agrteme?:t "beinglimited ‘to the earnings ahd
cash flowof Vénture}will 1idt be 4 qualified*afinu-
ity interest'andér $12702. + Bog b w
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[ T T Ve LA % S TS N
TR ‘,TaxpayerEs;repreggntatxve.argug;éhaygh‘e
acquisitian, of, the lifg estate and-remajnder inter;
ests in$he28-and.7.33 pergent interestgshould be;
viewed,as.a.“joint-purchase -wherein ATaxpayers
mde_pe;ndemly jacquiredd thgm 1nt¢rest,5,g§)1J1f;1
tenants'; swhile«;the semaindermeny sepagately.
acquired-their.interest. Under,this,scenario; they
argue; neither Faxpayer\A por Taxpayer B,¢an he:
said tq have, madeya transfer of property in which,
they resajnedsan jnterest that would cayse ingju-
sion ,in*the,valuge of their grpss-estate undgr.,§..
2036.... 1t 00 Su! TOr Wi /8

P13t
We disagree. It is clear from even’a c?xjx!I

oy ex ;mnat on o,f the terms.of these ABT, ements
that t}?e ,respléc,twé s;terégtis of bth Tanpa ers
d}ff?r s:;%bstapua ly fllf)m aztyplcak h ten

refain {man sit uatn()}) ;i oyl¢ ‘b‘e %r
exam je, or the I e, enant o, re ew ;strl u-,
tx,onsJ.rhatﬁ Te es a gt {lof ga‘%taf gxm lar y,

K{oul be ,un ual fpr ﬁe rem. ﬁn

plg e hxspr,heq inc ep?dent assets,;,p assure tﬁat
the r tqrn p A{Jle to\} ¢ hfe ten,antﬁttamed the,
anucxpat%f Tevi el 7 et ot

TR Wé"thmk the- be%te"i"a’hélygls is'that eath
tdxpayer"has”mﬁde'bQt’ransfer of propérty*insd
t¥4hsattién nder '\vhl'éH tHat -Taxpdyet Hds
rétained the right to * réceitie etiodié: payrﬁems

for‘the trans‘férér’ﬁlféhme' e
o 1 e Un

9 mUnder ReVnRul J7-193~ ugra' it is,appass
ent that(these,payments do :not,represent.a
retained interest in the transferred propertysg as,
to include the property in the estate of the trans-
feror*(under,§:2036) sotl6Hg. as; ; thetpromise is a
personal ,oblxgatwn-.bf the. trén’sferee, xhg obligas
tion is not satxsf;ab)e solelysoit: of the underlymg
property and its earnings, and the size of the
payments®is notrdetermined by ‘thessizezof the
actual. income .from the underlying.property at:
the time the'ﬁéwnemsiare‘made u‘ oA a" <
e &

-tert Basedx o the ,abovc’. and, weth r:eﬁerenss
solely to the .terms .of,- thg agregments, -we
09“61“931 * A AT 40 PIB090 0T a0 T

+ b oang Becaj ‘se"Dau% hier hold ’é?lf'}'lcwnt"per-
sbnal *wialth'to satxsfy er pdténfla‘l ge 50! al ha-

bility fox'J tﬁe Paymerlt’s to T'axpayer K and .

because elihér the size, not e’ ob'hggﬁ!oh to
mike thefe ;payme s"felatés t thé performahé‘é
of the ﬁhderlylng g 1 ter’é‘gt 10 'be
acquired } py Tax yexI }l)(e 5 hf? Fant underthé
agreemiéht ' Will riot be'Thcluded’ inPTaxpayetiA’s
grass estate for ynder § 2036 sole&y by reason of

e agree t, .
t}l g msv" R I*’u Ui, e ’

+ 1 414, sBecause Trusts:atexentitied holding b
assets other thdh the remaindérintérest; thiesbbli~

Comiferce €leating House Fhc.




gatignito; make the payments is satisfiable solely
out of-the underlying property and ‘its earnings.
Thus, the,interest-retainedsby Taxpayer B under
the, agreement, being dimited#to ¢he garningsfand
cash flow of Venturexwill cause thes inclusion .of
the value represented by the 7.33 percent interest
tobelincludible if Taxpayer B's gross estate under
§ 2036 (redHced ‘pu‘rs’uant 10°§ 2043, by tHe
ffouht of comdidétation ﬂi‘r}ﬂshed»lgy. Trusfs+at
thé {ifne o'fthe p’ﬁréhase) LR '59 ” "o
WA S h
. Except sas” wei‘havexspécrftca}lyr,ruled, we
express no, opinion -astto: tax‘consequences:of- the
proposed:.transaction .under §. §. 2036, 2039, or
anynther pfovisiohs oftthe Gode.: S LT
' SO, % R PRYERE (Re)
Thrs ruling is based on the. facts and appli-
cable lawsin effect-on the date df this*létter. If
there is arcltarige in matetial fatf or law (focal ot
federal),«the ruling will have ro Tdfce dr effect:If
Taxpayer is-ins.doubt whethé&® there shas' been &
change ¢insmaterfaltfact Lor Faw: Ha “tdquest ot
reconsideration.of this ruling shotild beisabmitted
to*this office. *~g17> Ty gl
JE L TH R
/ =« Thigruling is-directed only to the taxpayer
whoyrequested it. Section 6140(3(3). provides that
itfsmay not be*used or-cited’as precedent "

.';1

0
o y ot this Jegter spould \)e 3ttacﬂed )

apty gl t,,estate or, transfer ta)g returns thauyou
may Tilé relating to tﬁ);e,se n}atters AT

, .. ’Singerely yours, Assistant, Chief .Counsel
(Paésthroqghs‘(and.Specxal ,Industngs), By J4€8 5 \A:
Dunp, Actmg,Chref Brangl4. 1 qye :
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bLRER Emlute:td)keep‘recor‘dsrnecessary to meet
reporting requirements: under- Section 6047(d)
(See also 6047); Liability for penalty.

N T C YT aas 81T w7

2L 3 T_lns iszin,response, tqthe; requestwfo,r);a
ruling dated Septemberid, 1993; as-supplemented
and_amended by, letters dated January 27, 1994;
March ;25,11994, Mayt620, 1994 May;27, 11994,
July. 21-31994 andgAugustc26 1994, submrtte‘d -by
Emp,lgyer,A s¢ancerning, the penalties under sec:
tions,6632(e),- 6704,:6721, and 6722, of the Inter:
al BeyepuenLode; @ngd itherliahility .for
withhelding underssection-3405(d),%of the Code.
Employer A is the:gponsor,-admipistrater, trusteg
and payor of distributions fomPlan Xwhich js.a
defined contribution’ planrintended to qualify

IRS LettgeriRulings Repartsnn™.
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under sectipn‘401(a) of- the, Cotle:, The plan year is
the.calendar year. » . s

For ‘each plajn, ye‘ar through’ 1989 Plan, X
prov1de for ti;e .creation of clags year accounts
Under ]an X 915‘“’55 JYear account rr;atg;ed &nd
were dlstnfz\itable at tl;e qp,tuip 91; pﬁrtrcrpan,ts
two years af;e‘r t e en of t};e &ag yeqr, for whnch
the, cont’n})utmns were, made,

.....

4 tﬂe aturrty ofa
ons: (1) to
w1thdra a] emp]oyee contrlbutrons and earmngs
att,rlbptable to the class. y,,ear (2)"to w1thdraw all
gmpl oy,iee‘ ,cogtx;l utions ~and earg;pgs and all

tc‘fnng 1Emp'foyer A, ontr,tputrons and earnings
attrxbutabfe to thy Iass S, year, and (3) to ke no
withdrawal. Plan‘%ggdld not provrde Torclass years
after 1989, Approxxmatelx 50 t0.60 pergent of the
¢ligible participants glected, to receive class year
drstrfbgtrgns during, the YEArs Plag_X prqvxdedr,fgr
class ygar di;§tributions LW el AN ¥

%7 p thefevbnt L‘par’tm ant a&ted’ not ‘té
w1thdraw” 4’ métured classly ar, the em loye€ con-
tributions and employér’ contﬁ’lbu'tlon}; did (e
Féspective ea?mngs dttrrbutable {6 eath, Were
afitjed to the péi‘tlcxpaht s defefred’ ’at’count’ The
Eumu]atlve totals’ of émployee coritkiblutions %nd
armﬂgs and emgfoyef cohtnbutlon’s - dndefrhinds

‘the’deferred Hccount: were augmehted "B theé
kétals : of siich "tontributions dnd’ ‘Eaan}f'gs %h tfre
classayear acéBuﬂt andall fecofd & the tlass yeat
disafipéared"*The *Ebnftibutions remamed in tHe
aeferred *adcount untfl"rWrthdrawrt 'ﬁrtder “otHer
PlAn‘ﬁ(ppfrofls

RPN ' n o
~ + Historically; Plan "X hast:ate¢bunted for
employee contributions .on a«multiple.tcontract
basis because prior to 1979 Plan X was unaware
thatvitwal requited td bétréated Tasia single
tontfact Father ithan ‘dngtmbeyof “deparate ton-
tracﬁf"‘Urrder:the"mhltxp'le'cont?fac‘t'approach for

fepdeiing puriposés’ an-employee-cotilaiofiiet ‘orily
emplﬁ?be coritributions attnbutablé’ltd‘ the €ldss
yeat-with -respect* to-whichi th‘e‘dnstﬁbutron was
nade. No redfictions were.m&dé with réspect to &
patticipant’s “tontributionszito, theTHan <xeept
those Hetfibutatile £ the" claSSAyearJthdt was with-
drawnwForsplan ¥etordReepingefiurposesalldon-
tributions’iand ’éarmngs wattribulables{s a
participantlsiclass yédr witltdratalswere deléted’
from."the Participaht’s-account fupon- withdrawal
of the class yearvs - IR (L T

+ ™ Similarly, if;arparticipant-took 4-distribu-
tion-other than.a classyear distributiom(suchas a
withdrawa]of; all suppjemental consributions and
theseamnings thereon),thesparticipant’siemployee
contributions- account, with;respect,to any other
afterctax, employee, contributions,» sueh as
employee .basic- contributions, .would mot :be
reduced’s .5 o L WDT 0 athdm
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