
able year that causes the classification to
be relevant, then the date is the first day
of that taxable year.

(4) Effective date. Paragraphs (d)(1)(ii),
(d)(2), and (d)(3) of this section apply on
or after the date final regulations are pub-
lished in the Federal Register.

*  *  *  *  *

(h) Special rule when foreign entities
that are disregarded as entities separate
from their owner are used in an extraordi-
nary transaction—(1) General rule—(i)
When an eligible entity becomes disre-
garded as an entity separate from its
owner. Notwithstanding any other provi-
sion of this section, a foreign eligible en-
tity classified as an entity that is disre-
garded as an entity separate from its
owner, will instead be classified as an as-
sociation taxable as a corporation, if—

(A) A 10-percent or greater interest in
the foreign eligible entity is sold, ex-
changed, transferred or otherwise dis-
posed of in one or more transactions (col-
lectively, extraordinary transactions) that
occur (or are treated as occurring) in the
period commencing one day before and
ending 12 months after the effective date
of that foreign eligible entity’s change in
classification to an entity that is disre-
garded as an entity separate from its
owner; and

(B) The foreign eligible entity was pre-
viously classified as an association tax-
able as a corporation at any time within
the 12-month period prior to the date of
the commencement of the extraordinary
transaction.

(ii ) Period of reclassification.  If para-
graph (h)(1)(i) of this section applies, the
foreign eligible entity shall be treated as
an association taxable as a corporation
(and no intervening Federal tax classifica-
tion will be valid) from and including the
date that the foreign eligible entity ceased
to be classified as an association taxable
as a corporation.

(2) Shelf entities—(i) Acquisition of as-
sets from another entity.  A foreign eligi-
ble entity, classified as an entity that is
disregarded as an entity separate from its
owner, will instead be classified as an as-
sociation taxable as a corporation, if—

(A) It acquires the assets of one or
more foreign business entities (which
were classified as associations taxable as
corporations at any time within the 12-
month period prior to the date of the com-

mencement of the extraordinary transac-
tion) in a transaction or series of related
transactions in which gain or loss is not
recognized (for Federal tax purposes), in
whole or in part (acquisition transaction); 

(B) After the acquisition transaction (or
transactions), the acquired assets com-
prise more than 80 percent of the value of
the assets of the entity that is disregarded
as an entity separate from its owner; and 

(C) Such entity is subsequently in-
volved in an extraordinary transaction
within 12 months of the date on which the
acquisition transaction (or the last of such
transactions) is completed.

(ii ) Calculation of value of entities. For
purposes of calculating the ratio of assets
under paragraph (h)(2)(i)(B) of this sec-
tion, cash and marketable securities of an
entity shall not be included to the extent
that the cash and marketable securities ex-
ceed the reasonable needs of that entity’s
business.

(iii ) Period of reclassification. If para-
graph (h)(2)(i) of this section applies, the
foreign eligible entity shall be treated as
an association taxable as a corporation
from and including the date of the acqui-
sition transaction, or, if the acquisition
transaction involves a series of related
transactions, the date of the last of such
transactions.

(3) Exception.  The rules in paragraphs
(h)(1) and (2) of this section will not
apply to an extraordinary transaction if a
taxpayer establishes to the satisfaction of
the Commissioner that the classification
as an entity that is disregarded as an entity
separate from its owner does not materi-
ally alter the Federal tax consequences of
the extraordinary transaction.  The Com-
missioner may also provide exceptions to
paragraphs (h)(1) and (2) of this section
by published guidance (see
§601.601(d)(2) of this chapter).

(4) Examples.  The following examples
illustrate the rules of this paragraph (h).

months of the effective date of the entity classifica-
tion election.

(ii ) Result.  The sale of FC1, an entity that is dis-
regarded as an entity separate from its owner which
was previously classified as an association taxable
as a corporation, is an extraordinary transaction, and
because it occurred within 12 months of the effec-
tive date of the entity classification election, it is
subject to the rule of paragraph (h)(1) of this section.
Under paragraph (h)(1) of this section, the entity
classification election to treat FC1 as an entity that is
disregarded as an entity separate from its owner is
invalid, and FC1 remains classified as an association
taxable as a corporation as if there had been no elec-
tion to be disregarded as an entity separate from its
owner.  Therefore, Pis taxed as if it sold the stock of
FC1, and not the assets of FC1.

Example 2.  (i) Facts. The facts are the same as
Example 1, except that an entity classification elec-
tion is not made for FC1.  P wishes to avoid the re-
sult in Example 1, and not be subject to paragraph
(h)(1) of this section.  P had formed FC2 two years
before the date of the extraordinary transaction.  At
that time, P had elected for FC2 to be treated as an
entity that is disregarded as an entity separate from
P.  Since that time, FC2 has conducted no business
activities and has held no assets.  P causes FC1 to
merge into FC2 (under foreign law), with FC2 sur-
viving, in a transaction in which gain or loss is not
recognized for Federal tax purposes.  On the same
day, Psells FC2 to an unrelated third party.

(ii ) Result. The sale of FC2 is an extraordinary
transaction.  Furthermore, despite the fact that FC2
was formed two years before the date of the extraor-
dinary transaction, paragraph (h)(2) of this section
treats FC2 as an association taxable as a corporation.
This is because more than 80 percent of FC2's post-
merger assets were acquired from FC1.  Thus, the
extraordinary transaction is subject to the rule of
paragraph (h)(2) of this section, and has the same re-
sult as Example 1.

(5) Effective date.  This paragraph (h)
applies on or after the date final regula-
tions are published in the Federal Regis-
ter.

*  *  *  *  *

Charles O. Rossotti,
Commissioner of 

Internal Revenue.

(Filed by the Office of the Federal Register on
November 26, 1999, 8:45 a.m., and published in the

1999, 64 F.R. 66591)

Announcement 99–113

AGENCY:  Internal Revenue Service
(IRS), Treasury.
ACTION:  Partial withdrawal of proposed



regulations.

SUMMARY: This document partially
withdraws certain proposed regulations
relating to special basis adjustments under
section 743.  The withdrawal is in re-
sponse to the publication of subsequent
proposed regulations (REG–209682–94)
addressing the same subject matter.

FOR FURTHER INFORMATION CON-
TACT: Daniel Carmody at (202) 622-
3080 (not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

On October 28, 1997, the IRS pub-
lished in the Federal Register (62 FR
55768) proposed regulations under sec-
tion 743 of the Internal Revenue Code
(the proposed regulations).  Section
1.743–2 of the proposed regulations ad-
dresses the effect of the special basis ad-
justment under section 743 for partner-
ships that participate in section 351

exchanges.  This issue is addressed in the
proposed regulations published in the
Federal Register on January 29, 1998 (63
FR 4408), which contain general guid-
ance on basis adjustments under section
743.  Therefore, this document withdraws
§1.743–2 of the proposed regulations
published in the Federal Register on Oc-
tober 28, 1997 (62 FR 55768).

Withdrawal of Proposed Amendments to
the Regulations

Accordingly, under the authority of 26
U.S.C. 7805, proposed amendments to 26
CFR part 1 relating to §1.743–2 are with-
drawn.

*  *  *  *  *

Robert E. Wenzel,
Deputy Commissioner of 

Internal Revenue.

(Filed by the Office of the Federal Register on

November 26, 1999, 8:45 a.m., and published in the
issue of the Federal Register for November 29,
1999, 64 F.R. 66591)
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