part 1 is amended by adding an entry in (b) The plan amendment is adopted ngection 483.—Interest on
numerical order to read in part as followstater than the last day of any remediatertain Deferred Payments
Authority: 26 U.S.C. 7805 * * * amendment period that applies to the plan

S1.411(0) 4T also issued under 2fursuant to S51401(0)-1 and 1.401(b}, ™ it it edere s, i

U.S.C. 411(d)(6) i 1T for Changes under TRA'97. of February 1999. See Rev. Rul. 99-8, page 10.
Par. 2. Section 1.411(d)-4 is amended
by: §1.411(d)-4T [Removed]

1. Revising Q&A-2(d)(2)(ii).

2. Removing the last sentence o
Q&A-2(d)(3).

3. Adding Q&A-11. Robert E. Wenzel, ~ Federal short-term, mid-term, and long-term

The additions and revisions read as fol- . rates are set forth for the month of February 1999.
lows: Deputy Commissioner of g.¢ ze, Ryl 99-8, page 10.

Internal Revenue.

¢ Par. 3. Section 1.411(d)-4T is reSection 642.—Special Rules for
moved. Credits and Deductions

81.411(d)-4 Section 411(d)(6) protected
Approved January 7, 1999.

benefits. Section 708.—Continuation of
* Kk ok Kk % Donald C. Lubick, Partnershlp
9 ® % Assistant Secretary of 26 CFR 1.708-1: Continuation of partnership.
Q-2: the Treasury. (Also sections 731, 732, 735, 741, 751, 1012;
A-2; *** 1.741-1; 301.7701-2, 301.7701-3.)
(d) e (Filed by the Office of the Federal Register on Janu- . . .
(2) *** ary 7, 1999, 8:45 a.m., and published in the issue of Partnership to disregarded entity.

(i) Employer becomes substantiallythe Federal Register for January 8, 1999, 64 r.R.Nis ruling descr'b_es the federal income
employee-owned or is an S corporationtL?s) tax consequences if one person purchases
The employer eliminates, or retains the "’_1” (_)f Fhe o_vvn_e_rshlp Interests in a do”.‘es'
discretion to eliminate, with respect to all tic limited liability company (LLC) that is
participants, optional forms of benefit bySection 412.—Minimum classified as a partnership under section
substituting cash distributions for distrib-Funding Standards 301.7701-3 of the Procedure and Admin-

utions in the form of employer stock with istration Regulations, causing the LLC's
respect to benefits subject to section The adjusted applicable federal short-term, midstatus as a partnership to terminate under

409(h) in the circumstances described itﬁerm, and long-term rates are set forth for the montgection 708(b)(1)(A) of the Code.

f February 1999. See Rev. Rul. 99-8, page 10.
paragraph (d)(1)(ii)(A) or (B) of this O o2 1999 See Rew Rul. 99-5, page

Q&A-2, but only if the employer other- Rev. Rul. 99-6
Zvcl)sgtih;?;)eis the requirements of Secnogection 467 —Certains ISSUE

(A) The employer becomes substanP@yments for the Use of What are the federal income tax conse-
tially employee-owned; or Property or Services quences if one person purchases all of the

(B) For taxable years of the employer . adjusted applicable federal short-term, midanership interests in a domestic limited
beginning after December 31, 1997, thgm and long-term rates are set forth for the month@Pility company (LLC) that is classified
employer is an S corporation as defined igr February 1999. See Rev. Rul. 99-8, page 10. &S @ partnership under § 301.7701-3 of
section 1361. the Procedure and Administration Regula-

tions, causing the LLC’s status as a part-

Section 468.—Special Rules for ~ nership to terminate under & 708(b)(1)(A)
Q-11: To what extent may a planMining and Solid Waste of the Internal Revenue Code?

amendment that is made pursuant to tfReclamation and Closing Costs FACTS
Taxpayer Relief Act of 1997 (TRA '97) _ _ ‘
(Public Law 105-34, 111 Stat. 788), re- 'he adjusted applicable federal short-term, mid- |n each of the following situations, an

* K* k* *x %

. . term, and long-term rates are set forth for the mon : :
duce or ehmmate section 411(d)(6) pro_ February 1999. See Rev. Rul. 998, page 10. tEL(.: is formed and operates in a _state
tected benefits? which permits an LLC to have a single
A-11: A plan amendment does not vio- owner. Each LLC is classified as a part-

late the requirements of section 411(d)(6 nership under § 301.7701-3. Neither of

ection 482.—Allocation of

merely because the plan amendment r&- ) the LLCs holds any unrealized receiv-
duces or eliminates section 411(d)(6) prd"come and Deductions Among  gpjes or substantially appreciated inven-
tected benefits as of the effective date ofaxpayers tory for purposes of § 751(b). For the

the plan amendment, provided that— Federal short-term. mid-term  and Icmg_termsake of simplicity, it is assumed that nei-
(a) The plan amendment is made PUrzics are set forth for the month of February 199dN€r LLC is liable for any indebtedness,
suant to an amendment made by title X\see Rev. Rul. 99-8, page 10. nor are the assets of the LLCs subject to

or subtitle H of title X, of TRA’97; and any indebtedness.
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Situation 1. AandB are equal partners held property received in a distributionANALYSIS AND HOLDINGS
in AB, an LLC. A sellsA’s entire interest from a partnership (other than for pur- = . .
in ABto B for $10,000. After the sale, theposes of § 735(a)(2)), there shall be in- Situiation 1. The AB partnership termi-
business is continued by the LLC, whicftluded the holding period of the partnernat€s under § 708(b)(1)(A) whéhpur-
is owned solely b. ship, as determined under § 1223, WitﬁhasesAs entire interest IrhB. Accord-
Situation 2. GandD are equal partners respect to the property. ingly, A must treat the. trz_ansactmn as the
in CD, an LLC. C andD sell their entire  Section 741 provides that gain or los ale of a partnership mtergst. Reg.
interests inCD to E, an unrelated person,resulting from the sale or exchange of a 1'741_1@"0‘ must report gain or loss,
in exchange for $10,000 each. After thénterest in a partnership shall be recoj_—l any, re_:sultlng from the sale @fg part-
sale, the business is continued by theized by the transferor partner, and th ership interest in agcordance with § 741.
LLC, which is owned solely b. the gain or loss shall be considered a]_s.a Under the analysis didcCauslenand
After the sale, in both situations, no engain or loss from a capital asset, except as v Rul. 67-65, for purposes of deter-
tity classification election is made under $rovided in § 751 (relating to unrealized™'"'"9 the fax treatment B, the.AB'
301.7701-3(c) to treat the LLC as an aseceivables and inventory items). partnership is deemed to make a liquidat-
sociation for federal tax purposes. Section 1.741-1(b) provides that § 74 ng d'smbunon of a”.Of Its assets “’ar.‘d
applies to the transferor partner in a two-’ and followmg-thls distribution is
Ereated as acquiring the assets deemed tc

person partnership when one partner se fave been distributed # in liquidation

Section 708(b)(1)(A) and § 1.708-2 partnership interest to the other partnecr)T A's partnership interest.
1(b)(1) of the Income Tax Regulationsand to all the members of a partnership g - qic in the assets attributable\®
provide that a partnership shall terminat@hen they sell their interests to one of . - \cinterest in the partnership is
when the operations of the partnership af80re persons outside the partnership. ¢4 009 the purchase price s part-
discontinued and no part of any business, Section 301.7701-2(c)(1) pfOVidesners'hip interest. Section 1012. Section
financial operation, or venture of the partthat, for federal tax purposes, the tern}35(b) does not apply with respect to the
nership continues to be carried on by anyartnership” means a business entity (a$catsB is deemed to have purchased
of its partners in a partnership. the term is defined in 8 301.7701-2(@)};om A ThereforeB's holding period for
Section 731(a)(1) provides that, in thdhat is not a corporation and that has gfege assets begins on the day immedi-
case of a distribution by a partnership to gast two members. ately following the date of the sale. See
partner, gain is not recognized to the part- In Edwin E. McCauslen v. Commisge,, Ry, 66-7, 1966-1 C.B. 188, which
ner except to the extent that any mone§ioner,45 T.C. 588 (1966), one partner iny .y ides that the holding period of an
distributed exceeds the adjusted basis &M equal, two-person partnership died, angqet is computed by excluding the date
the partner’s interest in the partnershipis partnership interest was purchasegh, \hich the asset is acquired.
immediately before the distribution. from his estate by the remaining partner. o the termination oAB, Bis con-
Section 731(a)(2) provides that, in the'he purchase caused a termination of th§qered to receive a distribution of those
case of a distribution by a partnership ifpartnership under § 708(b)(1)(A). Thesssets attributable &is former interest in
liquidation of a partner’s interest in a partTax Court held that the surviving partnezsg. Bmust recognize gain or loss, if any,
nership where no property other thaulid not purchase the deceased partner’s igp, the deemed distribution of the assets to
money, unrealized receivables (as defind@rest in the partnership, but that the sufhe extent required by § 731(a's basis
in § 751(c)), and inventory (as defined irviving partner purchased the partnership, the assets received in the deemed liqui-
§ 751(d)(2)) is distributed to the partnerassets attributable to the interest. As a rgatior] OfB’S partnership interest is deter-
loss is recognized to the extent of the exsult, the surviving partner was not permitmined under § 732(b). Under § 735(b),
cess of the adjusted basis of the partnerted to succeed to the partnership’s holding's holding period for the assets attribut-
interest in the partnership over the sum gferiod with respect to these assets. able toB’s one-half interest irAB in-
(A) any money distributed, and (B) the Rev. Rul. 67-65, 1967-1 C.B. 168, alse|udes the partnership’s holding period
basis to the distributee, as determineconsidered the purchase of a deceasgst such assets (except for purposes of
under § 732, of any unrealized receivpartner’s interest by the other partner in § 735(a)(2)).
ables and inventory. two-person partnership. The Service Sijtuation 2. The CD partnership termi-
Section 732(b) provides that the basieuled that, for the purpose of determiningates under § 708(b)(1)(A) when E pur-
of property (other than money) distributedhe purchaser’s holding period in the aschases the entire interests®@fandD in
by a partnership to a partner in liquidatiorsets attributable to the deceased partneD. CandD must report gain or loss, if
of the partner’s interest shall be annterest, the purchaser should treat thany, resulting from the sale of their part-
amount equal to the adjusted basis of tHeansaction as a purchase of the assets aership interests in accordance with
partner’s interest in the partnership, retributable to the interest. Accordingly, theg 741.
duced by any money distributed in thgurchaser was not permitted to succeed to For purposes of classifying the acquisi-

LAW

same transaction. the partnership’s holding period with retion by E, the CD partnership is deemed
Section 735(b) provides that, in deterspect to these assetSee alsdRev. Rul. to make a liquidating distribution of its
mining the period for which a partner ha$5-68, 1955-1 C.B. 372. assets t@€ andD. Immediately following
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this distribution,E is deemed to acquire, FACTS time of the contribution increased by the
by purchase, all of the former partner- ) o amount (if any) of gain recognized under
ship’s assets. Compare Rev. Rul. 84-111, In €ach of the following two situations,g 751 ) to the contributing partner at
1984-2 C.B. 88 (Situation 3), which de2" LLC is formed and operates in a stal§ . time.
termines the tax consequences to a corphich permits an LLC to have a single g¢tion 1001(a) provides that the gain
rate transferee of all interests in a partnePVNer- Each LLC has a single ownr, o from the sale or other disposition
ship in a manner consistent with@"d is disregarded as an entity separafe property shall be the difference be-
McCauslen and holds that the trans-T0m its owner for federal tax purposes, een the amount realized therefrom and
feree’s basis in the assets received equaf§der 8 301.7701-3. In both situationgy,, , i sted basis provided in § 1011.
the basis of the partnership interests, all§h€ LLC would not be treated as an in- g, iy 1223(1) provides that, in deter-
cated among the assets in accordance wiffStment company (within the meaning 0Fnining the holding period of a taxpayer
§ 732(c). § 351) if it were incorporated. AI_I of the who receives property in an exchange,
E's basis in the assets is $20,000 und@SSets held by each LLC are capital assgie, o 1 be included the period for
§ 1012. E's holding period for the assets?! Property described in § 1231. For the, i, o taxpayer held the property ex-
begins on the day immediately followingSake Of simplicity, it is assumed that Nelhanged if the property has the same basis

the date of sale. ther LLC is liable for any indebtedness . : !
nor are the assets of the LLCs subject tig whole or in part in the taxpayer's hands

DRAFTING INFORMATION any indebtedness. as the property exchanged, and the prop-

Situation 1. Bwho is not related té erty exchanged "?lt the time of the ex-
The principal author of this revenuepurchas(_:‘S 50% ok's ownership interést change was a capital asset or property de-

ruling is Matthew Lay of the Office of As- in the LLC for $5,000A does not con- scribeq in § 1231. .

sistant Chief Counsel (Passthroughs angy ie any portion of the $5,000 to th Section 1223(2) provides that, regard-

Special Industries). For further informa—LLC_ A and B continue to operate the ess of how a property is acquired, in de-
tion regarding this revenue ruling contacf siness of the LLC as co-owners of thi€rmining the holding period of a taxpayer

Mr. Lay at (202) 622-3050 (not a toII-freeLLC_ who holds the property, there shall be in-

call). Situation 2. Bwho is not related té, cluded the period for which such property

contributes $10,000 to the LLC in ex-Vas held by any other person if the prop-
_ N change for a 50% ownership interest iﬁrty has the same basis in whole or in part
Section 721.—Nonrecognition the LLC. The LLC uses all of the con-IN the taxpayer's hands as it would have
of Gain or Loss on Contribution  triputed cash in its businessandB con- 1" the hands of such other person.

tinue to operate the business of the LL
26 CFR 1.721-1: Nonrecognition of gain or loss on P %OLDWG(S)
contribution. as co-owners of the LLC.

(Also sections 722, 723, 1001, 1012, 1223, 7701;  After the sale, in both situations, no en- Situation 1.In this situation, the LLC,

1.1223-1, 301.7701-3.) tity classification election is made undewhich, for federal tax purposes, in disre-
Disregarded entity to partnership. § 3(_)1t._77ofl—:f3(c(;) to Itrteat the LLC as an asgarded_ as an en(tjlty separate r:‘.romhlts
This ruling describes the federal incomd&eciation for federal tax purposes. owner, is converted to a partnership when

. the new membeB, purchases an interest
tax consequences when a single membgpw AND ANALYSIS . _ ' .
limited liability company that is disre- in the disregarded entity from the owner,

garded as an entity separate from its Section 721(a) generally provides thaft B'S purchase of 50% ok's ownership
owner under section 301.7701-3 of thgo gain or less shall be recognized to &terest in the LLC is treated as the pur-
Procedure and Administration Regulapartnership or to any of its partners in thghase of a 50% interest in each of the
tions becomes an entity with more thagase of a contribution of property to thd-LC’s assets, which are treated as held di-
one owner that is classified as a partnepartnership in exchange for an interest ifectly by A for federal tax purposes. Im-

ship for federal tax purposes. the partnership. mediately thereafteA and B are treated
Section 722 provides that the basis ds contributing their respective interests

Rev. Rul. 99-5 an interest in a partnership acquired by i@ those assets to a partnership in ex-

ISSUE contribution of property, including change for ownership interests in the part-

money, to the partnership shall be thaership.

What are the federal income tax conseamount of the money and the adjusted Under § 1001A recognizes gain or
quences when a single member domestiasis of the property to the contributindoss from the deemed sale of the 50% in-
limited liability company (LLC) that is partner at the time of the contribution interest in each asset of the LLCBo
disregarded for federal tax purposes as ameased by the amount (if any) of gain Under § 721(a), no gain or loss is rec-
entity separate from its owner underecognized under § 721(b) to the conegnized byA or B as a result of the con-
§ 301.7701-3 of the Procedure and Adributing partner at such time. version of the disregarded entity to a part-
ministration Regulations becomes an en- Section 723 provides that the basis afership.
tity with more than one owner that is clasproperty contributed to a partnership by a Under § 722B’s basis in the partner-
sified as a partnership for federal tayartner shall be the adjusted basis of th&hip interest is equal to $5,000, the
purposes? property to the contributing partner at themount paid byB to A for the assets
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