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(a) Whether the collection of
information is necessary for the proper
performance of the functions of the
agency, including whether the
infermation shall have practical utility;
{b) the accuracy of the agency’s estimate
of the burden of the collection of
information; (c) ways to enhance the
quality, utility, and clarity of the
information to be collected; (d) ways to
minimize the burden of the collection of
information on respondents, including
through the use of automated collection
technigues or other forms of information
technology; and (e) estimates of capital
or start-up costs and costs of operation,
maintenance, and purchase of services
to provide information.

Approved: September 12, 2007.
R. Joseph Drurbala,
IRS Reports Clearance Officer.
[FR Doc. E7—18683 Filed 9-20-07; 8:45 am]
BILLING CODE 4830-01-P

DEPARTMENT OF THE TREASURY

{nternal Revenue Service
[INTL-3-95]

Proposed Collection; Comment
Request for Regulation Project

AGENCY: Internal Revenue Service (IRS),
Treasury.

ACTION: Notice and request for
comments.

SUMMARY: The Department of the
Treasury, as part of its continuing effort
to reduce paperwork and respondent
burden, invites the general public and
other Federal agencies to take this
opportunity to comment on proposed
and/ar continuing information
collections, as required by the
Paperwork Reduction Act of 1995,
Public Law 104—13 (44 U.5.C.
3506(c)(2){A)). Currently, the IRS is
soliciting comments concerning an
existing final regulation, INTL-3-95 (TD
8687), Source of lmcome From Sales of
Inventory and Natural Resources
Produced in One Jurisdiction and Sold
in Another Jurisdiction (§§1.863—1 and
1.863-3}.

DATES: Written comments should be
received on or before November 20,
2007 to be assured of consideration.
ADDRESSES: Direct all written comments
to R. Joseph Durbala, Internal Revenue
Service, room 6129, 1111 Constitution
Avenue, NW,, Washington, DC 20224,
FOR FURTHER INFORMATION CONTACT:
Requests for additional information or
copies of the regulations should be
directed to Larnice Mack at Internal
Revenue Service, room 6129, 1111

Constitution Avenue, NW., Washington,
DC 20224, or at (202) 622-3179, or
through the Internet at

Larnice. Mock@irs.gov.

SUPPLEMENTARY INFORMATION:

Title: Source of Income From Sales of
Inventory and Natural Resources
Produced in One Jurisdiction and Seld
in Another Jurisdiction.

OMB Number: 1545-1476.

Notice Number: INTL-3-95.

Abstract: This regulation provides
rules for allocating and apportioning
income from sales of natural resources
or other inventory produced in the
United States and sold outside the
United States and sold outside the
United States or produced outside the
United States and sold in the United
States. The information provided is
used by the IRS to determine on audit
whether the taxpayer has properly
determined the source of its income
from export sales.

Current Actions: There is no change
being made to this existing regulation.

Type of Review: Extension of a
currently approved collection.

Affected Public: Business or other for-
profit organizations.

Estimated Number of Respondenits:
25.

Estimated Time per Respondent: 2
hrs., 36 minutes.

Estimated Total Annual Burden
Hours: 1,125.

The following paragraph applies to all
of the collections of information covered
by this notice:

An agency may not conduct or
sponsor, and a person is not required to
respond to, a collection of information
unless the collection of information
displays a valid OMB control number.
Books or records relating to a collection
of information must be retained as long
as their contents may become material
in the administration of any internal
revenue law. Generally, tax returns and
tax return information are confidential,
as required by 26 U.5.C. 6103.

Request for Comments: Comments
submitted in response to this notice will
be summarized and/or included in the
request for OMB approval. All
comments will become a matter of
public record. Comments are invited on:
(a) Whether the collection of
information is necessary for the proper
performance of the functions of the
agency, including whether the
information shall have practical utility;
(b) the accuracy ef the agency’s estimate
of the burden of the collection of
information; (c) ways to enhance the
quality, utility, and clarity of the
information to be collected; (d) ways to
minimize the burden of the collection of

informaticn on respendents, including
through the use of automated collection
techniques or cther forms of information
technology; and (e} estimates of capital
or start-up costs and costs of aperation,
maintenance, and purchase of services
to provide information.

Approved: August 12, 2007,
R. Joseph Durbala,
IRS Reports Clearance Officer.
[FR Doc. E7-18688 Filed 9-20-07; 8:45 am]
BILLING CODE 4830-01-F

DEPARTMENT OF THE TREASURY

Internal Revenue Service
[REG-106177-98]

Proposed Collectiocn; Comment
Request for Regulation Project

AGENCY: Internal Revenue Service (IRS),
Treasury.

ACTION: Notice and reguest for
comments.

SUMMARY: The Department of the
Treasury, as part of its continning effort
to reduce paperwork and respondent
burden, invites the general public and
other Federal agencies to take this
opportunity to comment on proposed
and/or continuing information
collections, as required by the
Paperwork Reduction Act of 1995,
Public Law 104-13 (44 U.S.C.
3506(c)(2)(A)). Currently, the IRS is
soliciting comments concerning an
existing final regulation, REG-106177—
98 (TD 8845), Adequate Disclosure of
Gifts (§ 301.6501(c)-1).

DATES: Written comments should be
received on or before November 20,
2007 to be assured of consideration.

ADDRESSES: Direct all written comments
to R. Joseph Durbala, Revenue Service,
room 6129, 1111 Constitution Avenue,
NW., Washinpgton, DC 20224.

FOR FURTHER INFORMATION CONTACT:
Requests for additional information or
copies of the regulations should be
directed to Larnice Mack at Internal
Revenue Service, room 6129, 1111
Constitution Avenue, NW., Washington,
DC 20224, or at (202} 622-3179, or
through the Internet at
Larnice.Mack@irs.gov.

SUPPLEMENTARY INFORMATION:

Title; Adequate Disclosure of Gifts,

OMB Number: 1545-1637.

Regulation Project Number: REG—
106177-98.

Abstract: Section 301.6501{c)}—1(f)
requires thal, in order to commence the
running of the gift tax statute of
limitations, the donor must file a Form
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obtained by means of a PIN provided by the
carrier, for which 8’s customer pays in
advance of obtaining service; therefore, each
card is a PTC. Because the value of each PTC
is not designated in dollars and a tariff has
not been filad for the minutes on the FTC,
wach PTC is an untariffed unit card.

{iii) The PTCs are untariffed unit cards
transferred by the carrier o a transforee
reseller. Thus, the face amount is determined
under paragraph (c)(3)ii) of this seclion,
which permits I to choose from three
alternative methods. Under paragraph
(c)(3)(i) (AN 1) of this section, the face amount
of each PTC would be $9, the highest amount
for which D seils to holders purchasing a
single PTC. Allernalively, under paragraph
{c)(3XiiMA M) of this section, the face amount
of each PTC would be $8.10, computed as
follows: 135% x the $60,000 sales price x
10,000 PTCs. Finally, under paragraph
[cHIED(AN ) of this section [assuming the
PTCs are of a type that ordinarily is used
eatirely for domestic communications
services), the face amount of each PTC would
be $9 ($0.30 x 30 minutes].

{iv} The cards are PTCs; thus, under
section 4251{d), the face amount is treated as
an amount paid for communications services
and that amount is ireated as paid when the
PTCs are transferred from D 1o 5.
Accordingly, at the tirae of transfer, 5 is
liable for the 3 percent tax imposed by
section 4251(a). Assuming that D chooses to
determine the face amount as provided in
paragraph (}3)(ii}{A){2) of this section, the
amount of the tax is $2,430 (3% x the $8.10
face amouat x 10,000 PTCs). Thus, the total
paid by § is $62,430, the $60,000 sales price
plus $2,430 tax. D is responsible for
collecting the tax from S.

Exemple 7. Transfer of card that is not o
PTC. [i) On May 1, 2000, E, a carrier,
provides a telephone card to T, an
individual, for T's use in making telephone
calls. E provides T with a PIN. The card
provides access lo an unlimited amount of
communications services. E charges T $0.25
per minute of service, and bills T monthly for
services used. The communications services
acguired by using the card will be obtained
by entering the PIN and the telsphone
nuraber to be called.

{ii) Although the communications services
will be obtained by roeans of a PIN, T doas
nol receive a fixed amount of
communications services. Also, T cannct pay
in advance since the amount of T's payment
obligation depends upon the number of
minutas used. Therefora, the card is not a
PTC.

(iii) Because the card is not a PTC, section
4251{d) does not apply. However, the 3
percenl tax imposed by section 4251(a)
applies to the amounts paid by T to E for the
communications services. Accordingly, at the
time an amount is paid for communications
services, T is liable for tax. E is respansible
for collecting the tax from T.

(£) Effective date. This seefion is
applicable with respect to PTCs
transferred by a carrier on or after the
first day of the first calendar quarter
beginning after January 7, 2000,

PART 602—OMB CONTROL NUMBERS
UNDER THE PAPERWORK
REDUCTION ACT

Par. 3. The authority citation for part
602 continues to read as follows:
Authority: 26 11.5.C. 7805,

Par. 4. In § 602.101, paragraph (b} is
amended by adding an entry in
numserical order to the table to read as
follows:

§602.101 OME Control numbers.

n * - * -
(b} * * &
CFR part or seclion where Current CMB
identified and described control Na.
49.4251-(4)d)(2} ovoceneene 15451628

John M. Dalrymple,
Acting Deputy Comimissioner of Inferna!
Revenue,

Approved: December 13, 1999,
Jonathan Talisman,
Acting Assistant Secretary of the Treasury.
[FR Doc. 00-56 Filed 1-6—00; B:45 am}
BILUING CODE 4830-01-1t

DEPARTMENT OF THE TREASURY

47-7¢

Intemal Revenue Service

26 CFR Part 301 i

Lt
moesss) PG |0
RIN 1545--AW20

Adequate Disclosure of Gifts;
Correction

AGENCY: Internal Revenue Service (IRS),
Treasury.
ACTION: Correction to final regulations.

SUMMARY: This document contains
corrections to final regulations which
were published in the Federal Register
on Friday, December 3, 1999, 64 FR
67767, relating to the valuation of prior
gifts in determining estate and gift tax
liability, and the period of limitations
for assessing and collecting gift tax.
DATES: This correction is effective
December 3, 1999.

FOR FURTHER INFORMATION CONTACT:
William L. Blodgett, {202} 6223090,
(not a toil-free number}.

SUPPLEMENTARY INFORMATION:

Rackground

The final regulations that are subject
to these corrections are under section
6501 of the Intemal Revenue Code.

Need for Correction

As published, final regulations (TD
8845) contain errors that may prove te
be misleading and are in need of
clarification.

Correction of Publication

Accordingly, the publication of the
final regulations (TD 8845), which were
the subject of FR Doc. 99-30944, is
coitected as follows:

§ 301.6504{c}-1 ({Corrected]

1. On page 67772, column 3,
§ 301.6501(c)-1(f)(5), line 9 from the top
of the column, the language “transfer
will not be subject to inclusion™ is
corrscted to read “transfer will be
subject to inclusion™.

2. On page 67772, column 3,
§ 301.6501(c)-1(f)(5), line 11 from the
top of the column, the language
“purposes. On the other hand, if the” is
corrected to read “purposes only to the
extent thai a completed gift would be so
included. On the other hand, if the".
Cynthia E. Grigsby,
Chief, Regulations Unit, Assistant Chief
Counge! (Corporate).
[FR Poc. 00-57 Filed 1-6-00; 8:45 am]
BILUNG CODE 4830011

DEPARTMENT OF THE INTERIOR

Office of Surface Mining Reclamafion
and Enforcement

30 CFR Part 914

[SPATS No. IN-146-FOR, State Program
Amendment No, 98-3)

Indiana Regulatory Program

AGENCY: Dffice of Surface Mining
Reclamation and Enforcement, Interior.
ACTION: Final rule; appraval of
amendment.

suMMARY: The Office of Surface Mining
Reclamation and Enforcement (OSM]} is
approving an amendment to the Indiana
regulatory pregram [Indiana program)
under the Surface Mining Control and
Reclamation Act of 1977 (SMCRA).
Indiana proposed to add a new section
to its rules. The new section requires
permittees of coal mine operations to
submit an annual report of affected area
to the director of the Indiana
Department of Natural Resources
{IDNR). Indiana intends lo revise its
program to improve aperational
efficiency. We are also taking this
opportunity to make a technical
correction to 20 CFR 914.16(ii) and to
remove the required amendments
codified at 30 CFR 914.16(b) and
914.16(iiH(b].
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earned by the proparty that will be

distributed to the surviving spouse in
satisfaction of the pecuniary bequest. The
income earned on this property is not part of
the marital share. Therefore, the allowable -
mtarital dednction is $3,000,000, unreduced

by the amount of the estate transmission
BXPOnSs.

(6) Effective date. The provisions of
this paragraph (d) apply to estates of
decedents dying on or after December 3,
1999.

* ® * * *
Robert E. Wenzel,
Deputy Commissioner of Intarnal Revenue.

Approved: November 22, 1999,
Jonathay Talisman,
Acling Assistant Secretury of the Treasury.
[FR Doc, 99--31094 Filed 12-2-99; 8:45 am)
BILLING CODE 4330014

DEPARTMENT OF THE TREASURY
intemal Revenue Service

26 CFR Parts 20, 25, 301 and 602

s i ¢, ~100)77- 7 §
RIN 1545-AW20
Adequate Disclosure of Gifts

AGENCY: Internal Revenue Service (IRS),
Treasury.

ACTION: Final regulations.

SUMMARY: This document contains final
regulations relating to changes mads to
Internal Revenue Code sections 2001,
2504, and 6501 by the Taxpayer Relief
Act of 1997 and tha Internal Revenue
Service Restructuring and Reform Act of
1998 regarding the valuation of prior
gifts in determining estate and gift tax
liability, and the period of limitations
for assossing and collecting gift tax.
These regulations are necassary because
section 6501(c)(8) now requires that a
gift must be adequately disclosed ona
gift tax return in order to commenee the
running of the period of limitations on
assessment with respect to the gift. Once
the period of limitations expires, the
amount of that gift as reported on the
returmn may not be adjusted for purposes
of determining future gift and estate tax
liability. The regulations provide
guidance on what constitutes adequate
disclosure for putposes of the statute,

DATES: These regulations are effective
December 3, 1998.

FOR FURTHER INFORMATION CONTACT;
William L. Blodgett, (202) 6223090
(not a toll-ree number).

SUPPLEMENTARY INFORMATION:

Paperwork Rednction Act

The collection of information
contained in these final regulations has
bear reviewed and approved by the
Office of Management and Budget in
accordance with the Paperwork
Raduction Act (44 U.8.C. 3507) under
control number 1545-1637. Responsas
fo this collection of information are
mandatory.

An agency may not conduct or
sponsor, and a person is not requirsd to
respond to, a collection of information
unless the collection of information
displays a valid OMB control number.

The reporting burden contained in
§ 301.6501(c)}-1(f) is reflected in the
burden for Form 7098, “11.8. Gift fand
Generation-Skipping Transfer} Tax
Return.”

Comments concerning the accuracy of
this burden estimate and suggestions for
reducing this burden should be sent to
the Internal Revenue Service, Attn: IRS
Reports Clearance Officer, OP:FS:FP,
Washington, DC 20224, and to the
Office of Management and Budget, Attn:
Desk Officer for the Department of the
Treasury, Office of Information and
Repulatory Affairs, Washington, DC
20503,

Books or rerords relating to this
collection of information must be
retained as long as their contents may be
material in the administration of any
internal revenue law. Generally, tax
returns and tax return information are
confidential, as required by 26 U.S.C.
6103,

Background

On December 22, 1998, the IRS
published in the Federal Register (63
FR 70701) a notice of proposed
rulemaking under sections 2001 and
2504 relating to the value of prior gifts
for purposes of computing the estate
and gift tax, and under section 6501
relating to the period for assessment and
collection of gift tax. Written comments
responding to the notice of proposed
rulemaking werse received and a hearing
was held on April 28, 1999, at which
time oral testimony was presented. This
documaent adopts final regulations with
respect to this notice of propesed
rulemaking. A summary of the principal
comments received and the revisions
made in response to those comments is
provided below.

1. Requirements for Adequate
Disclosure

Under section 6501(cH9), the period
of limitations on the assessment of gift
tax with respect to a gift will commence
fo run only if the gift is adequatsly
disclosed on the gift tax return. The

proposed regulations provide a list of
information required 1o satisfy the
adequate disclosure standard.

In general, the comments objected to
the quantity, detail, and nature of the
information required under the
proposed regulations. In some cases,
information required in the proposed
regulations is not required in the final
regulations, However, Treasury and the
IRS continue to believe that the
adequate disclosure rule was intended
to afford the IRS a viable means to
identify the returns that should be
examined, with a minimum expenditure
of resources. Further, the more complete
and comprehensive the information
filed with the return is, the more readily
the IRS will be able to identify the
returns that should not be axamined.
thus saving taxpayers nesdless
expenditures of time and money.

averal commentators suggested that
the langusge in § 301.6501-1(f)(2} of the
proposed regulations imposed two
requirements for adequate disclosure.
That is, the taxpayer had to provide
information adequate te apprise the RS
of the nature of the gift, etc. and in
addition, the taxpayer had to provide
the information listed in the regulation.
In response to these comments, the final
regulations clarify that the adequate
disclosure requirement is satisfied if the
information listed in the regulation is
provided.

Some commentators argued that
Congress intended that the new
adequate disclosurs requirements be the
same as the existing disclosure
requirements under prior section
6501(c)(9) for pre-August 5, 1997 pifts of
property subject to the special valuation
rules of sections 2701 and 2702.
Therefore, the commentators suggested
that the IRS adopt the disclosure
requirements under § 301.6501(c)-
1{e}(2) for transfers of those interests.
This suggestion was not adopted. The
IRS and Treasury believe it is necessary
to expand on those disclosure
requirements to address the broader
range of transfers coversd by the new
legislation, as well as transactions and
entities that may not have been
prevalent when the prior regulations
were promulgated.

Under the proposed regulations, if
property is transferred in trust,
taxpayers are required to provide a brief
description of the terms of the trust. In
response to commoents, the final
regulations provide that taxpayers may
submit a complete copy of the trust
document in lieu of a gescription of the

_trust terms.

The proposed regulations requira the

" submission of a detailed description of

the method used in determining the fair
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markst value of the property, including
*“any relevant financial data."
Commentators contended that “any
relevant financial data’ is a subjective
concept that lacks specificity. Rather,
the regulations should specify exactly
what financial data must be submitted,
such as balance sheets, net earnings
statements, etc. In response to these
comments, the final regulations require
that any financial data that was used in
valuing the interest must be submitted.
This ensures that the information
requested is available and was deemed
relevant by the person valuing the
intersst-

Several commentators expressed
concern over the requirement in the
proposed regulations that, if a less-than-
100-percent interest in a non-actively
traded entity is transferred, the taxpayer
must submit a statement regarding the
fair market value of 100 percent of the
entity determined without regard to any
discounts. It was contended that a less-
than-100-percent interest in an
operating company may not be valued
based on a pro rata portion of the value
of 100 percent of the entity; rather the
appraiser often will determine the value
based on indicia other than the value of
the entire entity, such as the price/
earnings ratie of stock in comparable
publicly-traded entities. Because the
entire entity is not valued in thess
situations, valuing 100 percent of the
entity would not be relevant. One
comment stated that this requirement
would be reasonable in valuing an
interest in nonactively-traded entitiss,
such as entities holding securities or
real sstate, since in those cases the value
of an interest in the antity would be
detormined based on a pro rata portion
of the value of 100 percent of the entity.
In response to these comments, the final
regulations do not require a statement of
the fair market value of 100 parcent of
the entity {without regard to any
discounts), if the value of the interast in
the entity is properly determined
without using the net asset value of the
entire entity. If 100 percent of the valus
of the entity is not disclosed, the
taxpayer bears the burden of
demonstrating that the fair market value
of the entity is properly determined by
a method other then a method based on
the net value of the assets held by the
entity.

The proposed regulations also require
valuation information for sach entity
{and its assets) that is owned or
controlled by the entity subject to the
transfer. Comments indicated that this
requiremsnt would be difficult to
satisfy, because in some cases the
information would not be within the
control of the taxpayer and the entity

subject to the transfor would not
normally be required to maintain the
financial records with respect to lower-

_tiered entities. The comments suggested

that information on the lower-tiered
entities should be required only to the
extent such information is essential to a
reasonable appraisal of the interest
transferred and is in the personal
control of the taxpayer. Many
commentators suggested that the
regulations require the submission of
only that information that a qualified
and competent appraiser would use in
valuing the interest. In response to these
comments, the final regulations provide
that the information on the lower-tiered
entities must be submitted if the
information is relevant and material in
determining the value of the interest in
the entity.

Finally, comments suggested that a
properly completed appraisal would
contain all the information that is
material and relevant to the valuation of
the transferred property and, therefore,
should be sufficient to satisfy any
disclosure requirement. Accordingly,
under the final regulations, an appraisal
satisfying specific requirements may be
submitted in lieu of a detailed
description of the method used to
determine the fair market valus and in
lieu of information regarding tiered
entities,

The proposed regulations require a
statement of relevant facts that would
apprise the [RS of the nature of any
potential gift tax controversy concerning
the transfer, or instead of that statement,
a concise description of the legal issue
presented by the facts, This requirement
is similar to the disclosure required to
avoid the accuracy-related penalty
under section 6662. [t was intended to
enable the IRS to easily identify issues
presented s0 that the IRS could evaluate
whether an examination is warranted
during the initial review of the gift tax
return. Commentators indicated that the
requirement was too subjective and
open-ended, since it would be difficult
for a practitioner to identify or
anticipate “any” potential controversy.
In response to these comments, that
reqquirement has been eliminated from
the final regulations. The proposed
regulations also require that the
taxpayer submit a statement describing
any position taken that is contrary to
any temporary or final regulations or
any revenue ruling. Commentators were
concerned that this requirement could
be interpreted as including both
regulations and revenue rulings that are
published after the gift tax return is filed
that interpret earlier IRS positions. In
response to these comments, the final
regulations limit the required statement

to positions taken that are contrary to
any proposed, temporary or final
regulation, and any revenue ruling
published at the time the transfer
oceurred.

Commentators also noted that, under
the proposed regulations, if a taxpayer
failed to provide, for example, one item
of information, the adequate disclosure
requirernant would not be satisfied,
regardless of the significance of the
item. The comments suggested that
“substantial compliance” with the
requirements of the regulations or a
good-faith effort to comply should be
deemad actual compliance. This
suggestior was not adopted in view of
the difficulty in defining and illustrating
what would constitute substantial
compliance. However, it is not intended
that the absence of any particular item
or items would necessarily preciude
satisfaction of the regulatory
requirements, depending on the nature
of the item omitted and the overall
adequacy of the information provided.

In response t6 comments, a rule was
added regarding the application of the
adequate disclosure rules in the case of
“split gifts" under section 2513. Under
this rule, gifts attributed to the non-
donor sponse are deemed to be
adequately disclosed i the gifts are
adequately disclosed on the veturn filed
by the donor spouse.

2. Finality With Respect to Adequately
Disclosed Gifts

Under the proposed regulations, if a
transfer is adequately disclosed on the
gift tax return, and the period for
assessment of gift tax has expired, then
the IRS is foreclosed from adjusting the
value of the gift under section 2504(x)
(for purpases of determining the current
gift tax liability) and under section
2001(f} (for purposes of determining the
estate tax liability). Howsver, the IRS is
not precluded from making adjustments
involving legal issues, even if the gift
was adequately disclosed. This position
was based on longstanding regulations
applying section 2504[c) and relevant
case law.

Comments suggested that this rule is
contrary to Congressional intent in
enacting section 2001(f] and amending
section 2504(c} to provide a greater
degree of finality with respect to the gift
and estate tax statutory scheme. In
response to these comments, the final
regulations preclude adjustments with
vespect to all issues related to a gift once
the gift tax statute of limitations expires
with respect to that gift.

3. Non-Gift Transactions

Under the proposed regulations, a
completed transfer that did not
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constitute a gift would be considered
adequately disclosed if the taxpayer
submitted the information required for
adequate disclosure and an sxplanation
describing why the transfer was not
subject to the pift tax. One commentator
suggested that the adequate disclosure
requirement should be waived if the
taxpayser reasonably, in good faith,
belisves the transfer is not a gift (for
example, a salary payment made to a
child employed in a family business).
Another commentator noted that the
standard for adequate disclosure is
higher for a “non-gift"” than it is for a
gift transaction since, in the non-gift
situation, the donor must provide all the

- information required by the regulation
and a statement why the transaction is
not a gift. Another comment requested
more guidance for reporting non-gift
business transactions. In responss to the
comments, the final regulations limit
the information required in a non-gift
situzation. In addition, the final
regulations provide that completed
transfers to members of the transferor's
family (as defined in section
2032A{e){2)) in the ordinary course of
operating a business are desmed to be
agequalt?ly disclosed, even if not
reported on a gift tax return, if the item
is properly raported by all parties for
income tax purposes. For exampls, in
the case of a salary payment made to a
child of the donor employed in the
donor’s business, the transaction will be
treated as adequately disclosed for gift
tax purposes if the salary payment is
propetly raported by the business and
the child on their income tax returns.
This sxception only applies to
transactions conducted in the ordinary
course of operating a business. It does
not apply, for example, in the case of a
sale of property (including a businsss)
by a parent to a child.

4. Effective Date Provisions

Several comments wers received
regarding darification of the statutory
effective date rules.

One comment requested clarification
of the effective date of section
6501(c)(8), as amended. The Taxpayer
Reliof Act of 1997 provides that the
amendments to section 6501(c)(8)
{commencing the running of the period
of limitations only if the gift is
adsquatsly disclesed) apply to gifts
made in calendar years ending after
August 5, 1997 (that is, all gifts made in
calendar yaar 1997 and thereafter),
Howaever, the underlying legislative
history indicates that the amendment to
section 6501(c)(9} applies “to gifts made
in calendar yeaxs after the date of
enactment [August 5, 1997]". H.R. Conf,
Rep. No. 220, 105th Cong., 15t Sess. 408

[1997). Notwithstanding this siatement
in the legisiative history, the statutory
language is clear that the section as

_amended applies to all gifts made

during the 1997 calendar year, and
thereafter. In the final regulations, the
statutory effective date language is
restated in a manner that makes it clear
that section 6501(c)(9) as amended
applies to all gifts made afier Decomber
31, 1946.

Another comment suggestad
clarification of the application of the
adequate disclosure rules and the
interaction hetween sections 2504(c}
and §501{c)(9) with respect to gifts
made betwssn January 1, 1997, and
August 6, 1997, since section 2504(c} as
amended applies only to gifts made after
August 5, 1997, but section 6501(c)(9] as
amended applies to all gifts made in
1997. In response to this comment, an
example has been added under
§ 25.2504-2(c) involving a situation
where a gift is made prior to Aupust 6,
1997, that is not adequately disclosed
on the return filed for 1997. The
example clarifies that the pericd for
assessment with respect to the pre-
August 6, 1997 gift does not commence
to run because the gikt is not adequately
disclosed. Accordingly, a gift tax may be
assessed with respect to the gift at any
time, and notwithstanding the effective
date for section 2504{c}, that 1997 gift
can be adjusted as a part of prior taxable
gifts in determining subsequent gift tax
liability. Further, the 1997 gifi can be
adjusted as part of taxable gifts under
section 2001 in determining estate tax
liability.

Finally, in response to another
comment, an example has been added
illustrating the application of the
effective date rules in a similar fact
pattern, where the gifts are made in a
calendar year prior to 1997. The
example illustrates that the IRS may not
revalue the gifts, for purposes of
determining prior taxable gifts for gift
tax purpuses, if a gift tax was paid and
assessed with respect to the calendar
year, and the period for assessment has
expired. Since the gifts were made prior
to 1997, the rules of section 2504(c) and
section 6501 prior to amendment apply.
However, the IRS may adjust the gifts
for purposes of determining adjusted
taxable gifts for estate tax purposes.
Special Analyses

It has been determined that this
Treasury decision is not a significant
regulatory action as defined in
Execntive Order 12866. Therefore, a
regulatory assessmemt is not required. It
also has been deteymined that section
553(b) of the Administrative Procedure
Act (5 U.S.C. chapter 5) does not apply

to these regulations, and because these
regulations do not impose a collection
of information on small entities, the
Regulatory Flexibility Act (5 U.8.C.
chapler 6) does not apply. Therefore, a
Regulatory Flexibility Analysis is not
required. Pursuant to section 7805{f) of
the Internal Revenue Code, the notice of
proposed rulemaking preceding these
regulations was submitted to the Small
Business Administration for comment
on their impact on small business.

Drafting Information: The principal
author of these regulations is William L.
Blodpgett, Office of Assistant Chief
Counsel (Passthroughs and Special
Industries}), IRS. However, other
personne] from the IRS and Treasury
Department participated in their
development.

List of Subjects
26 CFR Part 20

Estate taxes, Reporting and
recordkeeping requirements.

26 CFR Part 25

Gift taxes, Reporting and
recordkeeping requirements.

26 CFR Part 301

Employment taxes, Estate taxes,
Excise taxes, Gift taxes, Income taxes,
Penalties, Reporting and recordkeeping
requirements.

26 CFR Part 602

Reporting and recordkeeping
Tequirements.

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR parts 20, 25, 301
and 602 are amended as follows:

PART 20—ESTATE TAX; ESTATES OF
DECEDENTS DYING AFTER AUGUST
16, 1954

Paragraph 1. The authority citation
for part 20 continues to read in part as
follows:

Authority: 26 U.S.C. 7805 * * *

Par. 2. Section 20.2001-1 is revised to
read as follows:

§20.2001-1 Valuation of adjusted taxable
gifts and secion 2701(d} taxable events.

{a) Adjusted taxable gifts made prior
to August 6, 1997, For purposes of
determining the value of adjusted
taxable gifts as defined in section
2001(b), if the gift was made prior to
August 6, 1997, the value of the gift may
be adjusted at any time, even if the lime
within which a gifi tax may be assessed
has expired under section 6501. This
paragraph {a) also applies to

- adjustments involving issues other than
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valuation for gifts madae prior to August
6, 1997.

{b) Adjusted taxable gifts and section
2701{d} taxable events occurring after
August 5, 1997. For purposes of
determining the amount of adjusted
taxable gifts as defined in section
2001(b), if, under section 6501, the time
has expired within which a gift tax may
be assessed under chapter 12 of the
Internal Revenue Code (or under
corresponding provisions of prior laws)
with respect to a gift made after August
5, 1997, or with respect to an increase
in taxable gifts required under section
2701{d) and § 25.2701—4 of this chapter,
then the amount of the taxable gift will
bo the amount as finally determined for
gift tax purpnses under chaptsr 12 of the
Internal Revenue Code and the amount
of the taxable gift may not thersafter be
adjusted. The rule of this paragraph (b)
applies to adjustments involving all
issuses relating to the gift, including
valuation issues and legal issues
involving the interpretation of the gift
tax law.

(c) Finally determined. For purposes
of paragraph (b) of this section, the
amI:)unt of a taxable gift as finally
detormined for gift tax purposes is—

(1) The amount of the taxable gift as
shown on a gift tax return, oron a
statement attached to the return, if tha
Internal Revenue Service does not
contest such amount before the time has
expired under section 6501 within
which gift taxes may be assessed;

(2) The amount as specified by the
Internal Revenue Service befors the time
has expired under section 6501 within
which gift taxes may be assessed on the
gift, if such specified amount is not
timely contested by the taxpayer;

(3) The amount as finally determined
by a couzt of competent jurisdiction; or

{4) Ths amount as determined
pursuant to a settlement agreement
entered into between the taxpayer and
the Internal Revenue Service.

(d) Definitions. For purposes of
paragraph (b) of this section, the amount
is finally determined by a court of
competent jurisdiction when the court
enters a final decision, judgment, decree
or other order with respect to the
amount of the taxable gift that is not
subject to appeal. See, for example,
section 7481 regarding the finality of a
decision by the U.S. Tax Court. Also, for
purposes of paragraph (b) of this
section, a setilement agreement means
any agreement enterad into by the
Internal Revenne Service and the
taxpayer that is binding on both. The
term includes a closing agreement under
section 7121, a compromiss under
section 7122, and an agreement entered

into in settlement of litigation invelving
the amount of the taxable gift.
(e) Expiration of period of assessment.

_For purposes of determining if the time

has expired within which a tax may be
assessed under chapter 12 of the
Internal Revenue Code, see

§ 301.6501(c)-1(e) and (f) of this
chapter.

(f) Effective dates. Paragraph [a) of
this section appliss to transfers of
property by gift made prior to August 6,
1997, if the estate tax return for the
donor/decedent’s estate is filed after
Decembher 3, 1999. Paragraphs (b)
through. (o) of this section apply to
transfers of property by gift made after
Aupust 5, 1997, if the gift tax return for
the calendar period in which the gift is
made is filed after December 3, 1999.

PART 25—GIFT TAX; GIFTS MADE
AFTER DECEMEER 31, 1954

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

Authority: 26 U.S.C. 7805. % * *

Par. 4. In § 25.2504-1, a sentence is
added at the end of paragraph [d) to
read as follows:

§25.2504-1 Taxable gifts for preceding
calendar periods.

* * * &* »

{d) * * * However, see §25.2504-2[b)
regarding certain gifis made after August
5, 1997,

Par. 5. Section 25.2504-2 is revised to
read as follows:

§25.2504-2 Datermination of gifts for
preceding calendar periods.

(8) Gifts made before August 6, 1997.
If the time has expired within which a
tax may be assessed under chapter 12 of
the Internsl Revenue Code (or under
corresponding provisions of prior laws)
on the transfer of property by gift made
during a preceding calendar period, as
defined in § 25.2502-1(c)(2), the gilt was
made prior to August 6, 1997, and 4 tax
has been assessed or paid for such prior
calendar period, the value of the gift, for
purposes of arriving at the correct
amount of the taxable gifts for the
preceding calendar periods {as defined
under § 25.2504—-1(a}}, is the value used
in computing the tax for the last
preceding calendar period for which a
tax was assessed or paid under chapter
12 of the Internal Revenue Code or the
corresponding provisions of prior laws.
Howevar, this ruls does not apply where
no tax was paid or assessed for the prior
calendar period. Furthermore, this rule
does not apply to adjustments involving
issuss other than yaluation. See
§ 25.2504-1(d).

(b} Gifts made or section 2701{d}
taxable events occurring afier August 5,
1997 If the time has expired under
section 6501 within which a gift tax
may be assessed under chapter 12 of the
Internal Revenne Code (or under
corresponding provisions of prior laws)
on the transfer of property by gift made
during a preceding calendar period, as
defined in § 25.2502-1(c){2), or with
respect to an increase in taxable gifts
required under section 2701(d) and
§ 25.2701—4, and the gift was made, or
the section 2701{d) taxable event
oceurred, after August 5, 1997, the
amount of the taxable gift or the amount
of the increase in taxable gifts, for
purposes of determining the correct
amount of taxable gifts for the preceding
calendar periods (as defined in
§ 25.2504~1(a)}, is the amount that is
finally determined for gift tax purposes
{within the meaning of §20.2001-1(c) of
this chapter) and such amount may not
be thereafter adjusted. The rule of this
paragraph (b) applies to adjustments
involving all issues relating to the gift
including valuation issues and legal
issues involving the interpretation of the
gift tax law. For purposes of
determining if the time has expired
within which a gift tax may be assessed,
see § 301.6501{c)-1{e) and (f) of this
chapter.

[5 Examples. The following examples
illustrate the rules of paragraphs (a) and
(b) of this section:

Exemple 1. (i) Facts. In 1998, A trausferred
closaly~Eeld stock in trust for the benefit of
B, A’s child. A timely filed a Federal gift tax
relurn reporting the 1296 transfer 1o B. No
gift tax was assessed or paid as a result of the
gift tax annual exclusion and the application
of A’s available unified credil. In 2001, A
transferred additional closely-held slock to
the trust. A’s Federal gift tax retum reporting
the 2001 transfer was timely filed and the
transfer was adequately disclosed under

5§ 301.6501{c)-1{tj{2) of this chapter. In
computing the amount of taxable gifts, A
claimed annual exclusions with respect to
the transfers in 1996 and 2001. In 2003, A
transfers additional property to B and timely
files a Foderal gilt tax return reporting the
gift. (if) Application of the rule limiting
adjustments o prior gifts. Under section
2504(c), in deferrnining A's 2003 gift tax
liability, the amount of A’s 1996 gift can be
adjusted for purposes of computing prior
taxable gifts, since that Ef was made prior

to August 6, 1997, and therefore, the
provisions of paragraph {a) of this section
apply. Adjustments can be made with respect
to the valuation of the gift and legal issues
presented (for example, the availability of the
ananal exclusion with respect to the gift).
However, A's 2001 transfer was adequately
disclosed on a timely filed gift tax return and,
thus, uader paragraph (b) of this section, the
amount of the 2001 taxable gift by A may not
be adjusted (either with respect to the
valuation of the gift or any legal issue) for
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gurpnses of computing prior taxable gifts in
etermining A's 2002 gift tax liability.

Exumple 2. (i} Focls, In 1996, A transferved
classly-held stock to B, A's child. A timely
filed a Federal gifi tax return reporting the
1996 transfer lo B and paid gifl tax on the
value of the gift reported on the return. On
August 1, 1897, A ransferrod additional
closely-held stock to B in exchange for a
promissory note signed by B, Also, on
Saptember 10, 1997, A transfarred closely-
heFd stock to C, A's other child. On Apsil 15,
19908, A tmely filed & gift tax return for 1997
reporiing the September 10, 1997, transfar to
C and, under § 301.65G1(c}-1(f}2} of this
chapter, adequately disclosed thal transfer
and paid gift tax with respect to the transfer.
However, A balisved that the transfor to B on
August 1, 1997, was for full and adequate
consideralion and A did not report the
transfer to B on the 1897 Federal gift tax
return. In 2002, A transfers additional
property to B and timely files a Federal gift
tax return reporting the pift.

(ii) Application of the rule limiting
adjustments to prier gifis. Under soction
2504{c), in determining A's 2002 gift tax
liahitity, the value of A’s 1996 gift cannot be
adjusted for purposes of compuling the value
of prior taxable gifts, since thal gift was made
prior to Angust 6, 1997, and a timely filed
Federal gift tax retum was filed on which a
pift tax was assessed and paid. However, A's
prior taxable gifis can be adjusted to reflect
the August 1, 1997, transfer becauss,
although a pift tax retuyn for 1997 was Gmely
filed and gift lax was paid, under
§ 301.6501(c}-1(f) of this chapter the period
for assessing gift tax with respect 1o the
Aupust 1, 1997, transfer did not commence
to run since that transfer was not adequately
disclosed on the 1997 gift tax return.
Accordingly, a gift tax may be assassed with
respect to the August 1, 1997, transfer and
the amount of the gift would be reflected in
prior taxable gifts for purposes of computing
A's gift tax Lability for 2002, A’s September
10, 1997, transfer to C was adequalely
disclosed on a imely filed gift tax retwmn and,
thus, under paragraph {b) of this section, the
amount of the Septemsber 10, 1997, taxabla
gift by A may aot be adjusted for purposes
of commputing prior taxable gifts in
determining A's 2002 gift tax liability.

Example 3. (i) Facts, In 1994, A transferred
closely-held stock to B and C, A's children.
A timely filed a Faderal gift tax retum
reporting the 1994 transfers to B and C and
paid gift tax on the value of the gifts reported
on the roturn. Also in 1884, A transferred
closely-held stock to B in exchange for a bona
fide promissory note signed by B. A believed
that the transfer 10 B in exchange for the
promissory note was for full and adequate
consideralion and A did not repori that
transfer lo B on the 1994 Federsal gift tax
relumn. In 2002, A transfers additional
property to B and timely files a Federal gift
tax return reporting the gifi.

{ii) Application of the rule limiting
adjustments to prior gifts. Under section
2504(c), in determining A's 2002 gift tax
liability, the value of A's 1994 gifts cannot be
adjusted for purposes of computing prior
taxable gifis use those gifts were made
prior to August 6, 1997, and a timely filed
Federal gift tax return was filed with res
io which s gift tax was assessed and paid,

cl

and the period of limitations on assessment
bas expired. The provisions of paragraph (a}
of this section apply to the 1994 transfers.
However, for purposes of determining A's
adjusted laxable gifts in computing A’s estate
tax lLiability, the giftz may be adjusled. See

§ 20.2001-1(a} of this chapter.

(d} Effective dates. Paragraph [a) of
this section applies to transfors of
property by gift made prior to August 6,
1997. Paragraphs (b) and (c) of this
section apply to transfers of property by
gift made after August 5, 1997, if the pift
tax return for the calendar period in
which the transfer is reported is filed
after December 3, 1999.

Par. 6. In § 25.2511-2, paragraph (j) is
revised to read as follows:

§25.2511-2 Cessation of donor's
dominion and control.
* * * * &

{j} If the donor contends that a power
is of such nature as to render the gift
incomplete, and hence not subject to the
tax as of the calendar period (as defined
in §25.2502~1(c)(1)) of the initial
transfer, see § 301_6501{c)-1(f){5) of this
chapter.

PART 301—PROCEDURE AND
ADMINISTRATION

Par. 7. The authority citation for part
301 continues to read in part as follows:

Authority: 26 U.5.C, 7805 * * *

Par. B, Section 301.6501(c)-1 is
amended by:
1. Revising the heading to paragraph

{e).

2. Addi raph {f).

The rg:rll‘fsign:?r%d :?ddilion reads as
follows:

§301.6501{c}-1 Exceptions to general
petied of #mitaions on assessment and
coflection.

L] * * * ®

(e) Gifts subject to chapter 14 of the
Internal Revenue Code not adequately
disclosed on the retuym. * * *

(D) Gifts made after December 31,
1996, not adequately disclosed on the
return—{1) In general. If a transfer of
property, other than a transfer described
in paragraph (e} of this section, is not
adequately disclosed on a gift tax return
(Form 709, “United States Gift (and
Generation-Skipping Transfer) Tax
Return"), or in a statement attached to
the return, filed for the calendar period
in which the transfer occurs, then any
gift tax imposed by chapter 12 of
subtitle B of the Internal Revenue Code
on the transfer may be assessed, or a
proceeding in court for the collection of
the appropriate tax may be begun
without assessment, at any time.

(2] Adequate disclosure of transfers of

property reported as gifis. A transfer
will be adequately displosed on tha

retumn only if it is reported in a manner
adequate to apprise the Internal
Revenue Service of the nature of the gift
and the basis for the value so reported.
Transfers reported on the gift tax return
as transfors of property by gift will be
considered adequately disclosed under
this paragraph (f)(2) if the return {(or a
statement attached to the return}
provides the following information-—

(i) A description of the transferred
property and any consideration received
by the transferor;

(ii) The identity of, and relationship
between, the transferor and each
transferes;

(iii) If the property is transferred in
trust, the trust’s tax identification
number and a brief description of the
terms of the trust, or in lieu of a brief
description of the trust terms, a copy of
the trust instrument;

(iv) Except as provided in § 301.6501~
1(f){3), a detailed description of the
method used to determine the fair
market value of property transferred,
including any financial data {for
example, balance sheets, etc. with
explanations of any adjustments) that
were utilized in determining the value
of the interest, any restrictions on the
transferred property that were
considered in determining the fair
market value of the property, and a
dascription of any discounts, such as
discounts for blockage, minority or
fractional interests, and lack of
marketability, claimed in valuing the
property. In the case of a transfer of an
interest that is actively traded on an
established exchange, such as the New
York Stock Exchange, the American
Stock Exchange, the NASDAQ National
Market, or a regional exchange in which
quotations are published on a daily
basis, including recognized foreign

gos, recitation of the sxchange
where ths interest is listed, the CUSIP
number of the security, and the mean
between the highest and lowest quoted
selling prices on the applicable
valnation date will satisfy all of the
requirements of this paragraph (f){2)(iv).
In the case of the transfer of an intersst
in an entity (for example, a corporation
or partnership} that is not actively
traded, a description must be provided
of any discount claimed in valuing the
interests in the entity or any asssts
owned by such entity. In addition, if the
value of the sntity or of the intersests in
the entity is properly determined based
on the net value of the assets held by the
entity, a statement must be provided
regarding the fair market value of 100
percent of the entity [determined
withoul regard to any discounts in
valuing the entity or any assels owned
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by the entity), the pro rata portion of the the transferred property that affact the
entity subject to the transfer, and the fair analyses, opinions, and conrlusions.
market value of the transferred interest (E) The information considered in

as reported on the return. If 100 percent  determining the appraised valus,

of the value of the entity is not - including in the case of an ownership
disclosed, the taxpayer bears the burden interest in a business, all financial data
of demonstrating that the fair market that was used in determining the value
value of the entity is properly of the interest that is sufficiently
determined by a method other than a detailed so that another person can
method based on the net value of the replicate the process and arrive at the
assets held by the entity. If the entity appraised value.

that is the subject of the transfer owns F) The appraisal procedures

an interest in another non-actively followed, and the reasoning that

traded entity (either directly or through supglor;.s the snalyses, opinions, and
ownership of an entity), the information ~FORCIUSILONS, .
required 111,1 this pamglrgph (B{2)(iv) must [G} The valuation mgthod utilized, the
be provided for each entity if the rationale for the valuation method, and
information is relevant and materialin (B¢ procedure used in detenmining the

determining the value of the interest; fair market value of the asset
and transferred.
{t) The specific basis for the

{v] A statement describing any
position taken that is contrary to any
proposed, temporary or final Treasury
regulations or revenue rulings published
at the time of the transfer (see
§601.601(d}(2) of this chapter).

(3} Submission of appraisals in lieu of
the information required under
paragraph {(f)(2){iv] of this section. The
requirements of %aragmph (R(z){iv) of
this section will be satisfied if the donor
submits an appraisal of the transferred
property that meets the following
requirements—

{i) The appraisal is prepared by an
appraiser who satisfies all of the
following requirements:

(A) The appraiser is an individual
who holds himself or harself out to the
public as an appraiser oy performs
appraisals on a regular basis.

(B} Because of the appraiser’s
qualifications, as described in the
appraisal that details the appraiser's
background, experience, education, and
membership, if any, in professional
appraisal associations, the appraiser is
qualified to make appraisals of the type
of property being valued.

(C) The appraiser is not the donor or
the donee of the property or a member
of the family of the donor or dones, as
defined in section 2032A(e)(2), or any
person smployed by the donar, the
dones, or a member of the family of

valuation, such as specific comparable
sales or transactions, sales of similar
interests, asset-based approaches,
merper-acquisition transactions, etc.

(ﬁ Adequate disclosure of non-gift
completed transfers or transactions.
Completed transfers to members of the
transferor’s family, as defined in section
2032A[e)(2), that are made in the
ordinary course of operating a business
are desmed to be adequately disclosed
under paragraph (f)(2) of this section,
even if the transfer is not reported on a
gifl tax return, provided the transfer is
properly reported by all parties for
incame tax purposss. For exampls, in
the case of salary paid to a family
member employed in a family owned
businsss, the transfer will be treated as
adequately disclosed for gift tax
purposes if the item is properly reported
by the business and the family member
on their income tax retums. For
purposes of this paragraph [£)(4), any
other complsted transfer that is
reported, in its entirety, as not
constituting a transfer by gift will be
considered adequately disclosed under
paragraph (f}{(2) of this section only if
the following information is provided
on, or attached to, the retem—

(i) The informetion raquired for
adequate disclosurs under paragraphs
(B2, (i), (iii) and {v) of this section;
and

sither; and ) ) (i) An explanat'on as to why the
(ii) The appraisal contains all of the transfer is not a transfer by gift under
following: chapter 12 of the Internal Revenne

{A) The date of the transfer, the date
on which the transferred property was
appraised, and the prirpose of the

Code.
[5} Adequate disclosure of incomplete
transfers. Adequate disclosure of a

appraisal. . transfer that is reported as a completed
{B) A description of the property. gift on the gift tax return will commence
{C) A description of the appraisal the running of the period of limitations

process employed, for assessment of gift tax on the transfer,

evan if the transfer is ultimately
determined to be an incomplete gift for
purposes of §25.2511-2 of this chapter.

(D} A description of the assumptions,
hypothetical conditions, and any
limiting conditions and restrictions on

For example, if an incomplete gift is
reported as a completed gift on the gift
tax return and is adequately disclosed,
the period for assessment of the gift tax
will begin to run when the return is
filed, as detenmined under section
6501(b). Further, once the period of
assessment for gift tax expires, the
transfer will not be subject to inclusion
in the donor's gross astate for estate tax
purpases. On the ather hand, if the
transfer is reported as an incomplete gift
whather or not adequately disclosed, the
period for assessing a gift tax with
respect to the transfer will not
commence to run sven if the transfer is
ultimately determined to be a completed
gift. In that situation, the gift tax with
respect to the transfer may be assessed
al any time, up until three years after
the donor files a return reporting the
transfer as a completed gift with
adequate disclosure.

(6) Treatment of split gifis. lfa
husband and wife elect under section
2513 to treat a gift made to a third party
as made one-half by each spouse, the
requiroments of this paragraph {f) will
be satisfied with respect to the gift
deemed made by the consenting spouse
if the return filed by the donor spouse
{the spousea that transferred the
property) satisfies the requirements of
this paragraph (f) with respect to that

ift.
B {7) Examples. The following examples
illustrate the rules of this paragraph (£):

Exampfe 3. (i) Focts. In 2001, A transfers
100 shares of common stock of XYZ
Corporation to A's child. The common stock
of XYZ Corporation is actively traded on a
major stock exchange. For gift tax purposes,
the fair markel value of one share of XYZ
common stock cn the date of the transfer,
delermined in accordance with § 25.2512—
2(b} of this chapte: (based on the mean
between the highesi and lowest quolad
selling prices), is $150.00. On A's Federal gift
tax retwm, Form 709, for the 2001 calendar
year, A reports the gift to A’ child of 100
shares of common stock of XYZ Corporation
with a valua for gift tax purposes of $15,000.
A specifies the date of ll}:e transfer, recites
thal the stock is publicty raded, identifies
the slock exchange on which the stock is
traded, lists the stock’s CUSIF number, and
lists the mean between the highest and
lowast quoted selling prices for the date of
transfer.

{i1) Application of the adsquate disclosure
slanderd A has adequately disclosed the
transfer. Therefore, the period of assessment
for the transfer under saction 6501 will run
from the time the return is filed {as
determinéd undar section B501(b)).

Example 2. (i} Facts. On Decamber 30,
2001, A transfers closely-held stock to B, A's
child. A determined that the value of the
transfarred stock, on December 30, 2001, was
$9.006. A made no other transfers to B, or
any other donee, during 2001. On A’s Federai
gift tax. return, Form 70%, for the 2001
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calendar year, A provides the information
required under paragraph (£)(2) of this section
such that the transfer is adequately disclosed.
A claims an annwal exclusion under section
2563(b) for the transfer.

{ti) Application of the adequate disclosure
standard. Because the transfer is adequatsly
disclosed under paragraph (f}2) of this
section, the period of assessment for the
transfer will exlﬂsim a5 prascribed by section
6501 (b], notwithstanding that if A’s valnation
of the closely-held stock was cotrect, A was
not required to file a gift tax return reporting
the transfer under section 6019. After the
period of assessment bas expired on the
trausfer, the lnternal Revenue Service is
precluded from redetermining the amonnt of
the gift for purposes of assessing gift tax or
for purposes of determining the estate tax
liability. Therefore, the amount of the gift as
reported on A’s 2001 Federal gift tax retum
may not be redetermined for purposes of
determining A’s prior taxable gifis (for gift
tax purposes) or A’s adjusted taxable gifts (for
ostate tax purposes).

Example 3. {i} Focts. A owns 100 percent
of the common stock of X, a closely-held
corporation. X does not hold an interest in
any other antity that is not actively traded.

In 2001, A transfers 20 percent of the X stock
to B and C, A’s children, in a transfer that

is not subject to the special valuation rules
of saction 2701. The transfer is made puiright
with no restrictions on ownership rights,
including voting rights and the right te
transfor the stock. Based op generally
applicable valuation principles, the value of
X would be determined based on the net
value of the assets owned by X. The reperted
value of the transferred stock incorporates
the use of minority discounis and lack of
marketability discounts. No other discounts
werse used in arriving at the fair market value
of the transferred stock or any assels owned
by X. On A’s Federal gift tax return, Form
709, for the 2001 calender year, A provides
the information required under paragraph
{f}{2) of this section including a staternent
reporting the fair market value of 100 percent
of X (before taking into acecount any
discounis), the pre rata portion of X subject
to the transfer, and the raported value of the
transfer. A also attaches a statement
regarding the determination of value that
includes a discussion of the discounts
claimed and how the discounts were
determined.

{ii} Applicotion of the adequate disclosure
standard. A has provided sufficient
information such that the transfer will be
considered adequately disclosed and the
period of assessment for the ransfer under
section 6501 will run from the time the
return is filed {as determined under section
6501(b)).

ERxample 4. (i) Facts. A owns a 70 percent
limited partuership interest in PS. PS owns
40 percent of the stock in X, a closely-held
corporation. The assots of X include a 50
percent genoral partnership interest in PB. PE
owns an interest in commercial real property.
None of the entities (PS, X, or PB) is actively
traded and, based on generally applicable
valuation prindples, the velue of each entity
would be determined based on the net value
of the assets owned by each entity. In 2001,

A transfers a 26 percent limited partnership
interest in PS to B, A’s child. On the Federal
gift tax raturn, Form 709, for the 2001
calendar year, A reports the transfer of the 25
porcent limited partnership interest in PS
and that the fair market value of 100 percent
of PS is $y and that the value of 25 parcent
of PS is $z, reflecting marketability and
minority discounts with respect to the 25
percent interest. However, A does not
disclosa that PS owns 40 parcent of X, and
that X owns 50 percent of PB and that, in
arriving at the $y fair market value of 100
percent of PS, discounts were claimed in
valuing PS’s interest in X, X's interest in PB,
and PB’s interest in the commearcial real
property.
{ii) Application of the adequate disclogure
standard. The informalion on the lower
tiered entities is relavant and material in
determining the value of the transferred
interest in PS. Accordingly, because A has
failed te comply with requirements of
paragraph ((2Kiv) of this section regarding
P5's inlarest in X, X's interest in PB, and PB’s
interest in the commaercial real property, the
trangfer will not be considered adequately
disclosed and the period of assessment for
the transfer under section 6501 will remain
open indefinitely,

Example 5. The facts are the same as in
Example 4 except that A subynits, with the
Federal tax return, an appraisa} of the 25
percenl limited partaership interest in PS
that satisfies the requirements of paragraph
(£)(3) of this section in Heu of the information
required in paragraph (f){2](iv) of this
section. Assuming the other requirements of
paragraph {£}(2) of this section are satisfied,
the transfer is considered adequately
disclosed and the period for assessment for
the transfor under ection 5501 will run from
the time the return is filed (s determined
under section 6501(b) of this chapter).

Example 6. A vwns 100 percent of the
stock of X Corporation, a company actively
engaged in a maonfacturing business. B, A's
child, is an employee of X and receives an
annusl salary paid in the ordinary course of
operaling X Corparation. B reports the annnal
salary as income on B’s income tax returns.
In 2001, A trensfers proparty to family
members and fles a Federal gift tax return
reporting the transfers. However, A -does net
disclose the 2001 salacy payments made 1o B,
Bocause the salary payments were reported
as income on B's income tax retumn, the
salary payments are deemned to ba adequately
disclosad. The transfer of property to family
members, other than the salary payments to
B, reported on the gift tax return must satisfy
the adequate disclosure requirements under
paragraph (f)(2) of this section in order for
the period of assessment under section 6501
to commence {o run with respect to those
transfers.

{8) Effeciive date. This paragraph [f) is
applicable to gifts made after December
31, 1996, for which the gift tax retum
for such calendar year is filed after -
December 3, 1999, ;

PART 602—0MB CONTROL NUMBERS
UNDER THE PAPERWORK
REDUCTION ACT

Par. 9. The anthority citation for part
602 continues to read as follows:
Autherity: 26 U.5.C, 7805.

Pag. 10. In § 602.101, paragraph (b} is
amended in the table by revising the
entry for 301.6501{c}-1 to read as
follows:

§602.101 OMB Control numbers.

& & * * *
{'b) * & X
CFR part or section where Current OMB
identifled and described control No.
306509 {eh-1 .o 15451241
1545-1637
- - - [ L]
Bob Wenzel,

Deputy Commissioner of Infernal Revenuze.
Approved: November 18, 1808,

Jonathan Talisman,

Acting Assistant Secretary of the Treasury.

[FR Doc. 99-30944 Filed 12-2-99; 8:45 am]

BILLING CODE A330-03-U

DEPARTMENT OF TRANSPORTATION
Coast Guard

33 CFR Part 117
(CGDO3-99-082]
RIN-2115-AEAT7

Drawbridge Operation Regulations;
Keweenaw Waterway, Ml

AGENCY: Coast Guard, DOT.
ACTION: Temporary final rule,

SUMMARY: Commander, Ninth Coast
Guard District is tesnporarily changing
the regulations governing the U.S. Route
41 {Houghton-Hancock) lift bridge, mile
16.0 over Keweenaw Waterway in
Houghton, Michigan. The bridge need
not open for vessel traffic and will
remain in the closed-to-navigation
position from January 1, 2000, until
Apnril 25, 2000. This temporary rule is
necessary due to major rehabilitation
and the need to immobilize the bridge
in the closed position for this project.
pATES: This temporacy mle is effective
from 12:01 a.mn. on January 1, 2000, to
11:59 p.m. on April 25, 2000, .
ADDRESSES: Documents concorning this
temmporary rule are available for
inspection and copying at 1240 Fast
Ninth Street, Room 2019, Cleveland,
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§301.6425-1

§31.6414-1 of this chapter {(Employment
Tax Regulations).

§3901,6425-1 Adjustment of overpay-
ment of estimated Income tax by
corporation.

For regulations under section 6425,
see §§1.6425-1 to 1.6425-3, inclusive, of
this chapter (Income Tax Regulations).

{T.D. 7059, 35 FR 14544, Sept. 17, 1870]

¥

Limnitations

LIMITATIONS ON ASSESSMENT AND
COLLECTION

§30L65601(a)1 Period of Ilimiliations
upon assessment and collection.

{a) The amount of any tax impoesed
by the Code (other than a tax collected
by means of stamps) shall be assessed
within 3 years after the return was
flled. For rules applicable in cases
where the return is filed prior to the
due date thereof, see section 6501(b). In
the case of texes payable by stamp, as-
sessment shall be made at any time
after the tax became due and before the
expiration of 3 years after the date on
which any part of the tax was pald. For
exceptions and additional rules, see
sabasections (L) to (g) of section 6501,
and for cross references to other provi-
sions relating to limitations on assess-
ment and collection, see sections
6501(h) and 6504.

{b) No proceeding In court without
assessment for the collection of any
tax sghall be begun after the expiration
of the applicable period for the assess-
ment of such tax.

§301.6501(b)>1 Time return deemed
filed for purposes of determining
Hmitations.

{a) Early return. Any return, other
than B return of tax referred to in para-
graph (b) of this section, filed before
the last day prescribed by law or regu-
lations for the fling thereof (deter-
mined without regard to any extenslon
of time for flling) shall be considered
as filed on such last day. -

{b) Returns of social security tax and of
income tax withholding. If a return on or
after November 13, 1966, of tax Imposed
by chapter 3 of the Code (relating to
withholdinf of tax on nonresident
allens and forelem corporations and

26 CFR Ch. | (4-1-98 Edition)

tax-free covenant bonds), or if a return
of tax jmposed by chapter 21 of the
Code (relating to the Federal Insurance
Contributions Act) or by chapter 24 of
the Code (relating to coliection of in-
come tax at source on wages), for any
pertod ending with or within a calendar
year s filed before April 15 of the suc-
ceeding calendar year, such return
shall be deemed flled on April 15 of
such succeeding calendar year. For ex-
ample, if quarterly returns of the tax
imposed by chapter 2¢ of the Code are
filed for the four quarters of 1856 on
April 30, July 31, and October 31, 1955,
and on January 31, 1956, the period of
Umitation for assessment with respect
to the tax required to be reported on
such return ls measured from April 15,
1956. However, if any of such returns s
filed after April 15, 1856, the period of
Umitation for assessment of the tax re-
guired to be reported on that return is
measured from the date it is in fact
filed.

(c) Returns erecuted by district direc-
tors or other iniernal revenue officers.
The execution of & return by a district
director or other authorized internal
revenue officer or employee under the
authority of section 6020(b) shall not
start the running of the statutory pe-
riod of limitations on assessment and
collection.

$301.6501(c)-1 Exceptions to general
period of limitations on assessment
and collection.

(a) False return. In the case of o false
or fraundulent return with intent to
evade any tax, the tax may be asgessed,
or a proceeding in court for the collec-
tion of such tax may be begun without
assessment, at any time after such
false or fraudulent return Is filed.

(b) Wiliful aitempt to evade tox. In the
case of a willful attempt in any rnannar
to defeat or evade any tax imposed by
the Code {other than a tax imposed by
subtitle A or B, relating to income, es-
tate, or gift taxes), the tax may be as-
sessed, or & proceeding in cowrt for the
collection of such tax may be begun
without assesement, at any time.

(c) No return. In the casa of a failure
to flle a return, the tax may be as-
sessed, or a proceeding in court for the
collection of such tax may be begun
without aseessment, at any time after
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