
30036 Federal Register / Vol. 70, No. 100 / Wednesday, May 25, 2005 / Proposed Rules 

The FAA has determined that this 
proposed regulation only involves an 
established body of technical 
regulations for which frequent and 
routine amendments are necessary to 
keep them operationally current. 
Therefore, this proposed regulation: (1) 
is not a ‘‘significant regulatory action’’ 
under Executive Order 12866; (2) is not 
a ‘‘significant rule’’ under Department of 
Transportation (DOT) Regulatory 
Policies and Procedures (44 FR 11034; 
February 26, 1979); and (3) does not 
warrant preparation of a regulatory 
evaluation as the anticipated impact is 
so minimal. Since this is a routine 
matter that will only affect air traffic 
procedures and air navigation, it is 
certified that this proposed rule, when 
promulgated, will not have a significant 
economic impact on a substantial 
number of small entities under the 
criteria of the Regulatory Flexibility Act.

List of Subjects in 14 CFR Part 71

Airspace, Incorporation by reference, 
Navigation (air).

The Proposed Amendment 

In consideration of the foregoing, the 
Federal Aviation Administration 
proposes to amend 14 CFR part 71 as 
follows:

PART 71—DESIGNATION OF CLASS A, 
B, C, D, AND E AIRSPACE AREAS; AIR 
TRAFFIC SERVICE ROUTES; AND 
REPORTING POINTS 

1. The authority citation for part 71 
continues to read as follows:

Authority: 49 U.S.C. 106(g), 40103, 40113, 
40120; E.O. 10854, 24 FR 9565, 3 CFR, 1959–
1963 Comp., p. 389.

§ 71.1 [Amended] 

2. The incorporation by reference in 
14 CFR 71.1 of FAA Order 7400.9M, 
Airspace Designations and Reporting 
Points, dated August 30, 2004, and 
effective September 16, 2004, is 
amended as follows:

Paragraph 6010(a) Domestic VOR Federal 
Airways.

* * * * *

V–536 [Revised] 

From North Bend, OR; INT North Bend 
023° and Corvallis, OR, 235° radials; 
Corvallis; Deschutes, OR; 32 miles, 58 miles, 
71 MSL, Pendleton, OR; Walla Walla, WA; 
Pullman, WA; 27 miles, 85 MSL, Mullan 
Pass, ID; 5 miles, 34 miles, 95 MSL, Kalispell, 
MT; 20 miles, 41 miles, 115 MSL, Great Falls, 
MT. INT Great Falls 185° and Bozeman, MT 
338° radials; Bozeman, From Sheridan, WY; 
Gillette, WY; New Castle, WY; to Rapid City, 
SD.

* * * * *

Issued in Washington, DC, on May 16, 
2005. 
Edith V. Parish, 
Acting Manager, Airspace and Rules.
[FR Doc. 05–10376 Filed 5–24–05; 8:45 am] 
BILLING CODE 4910–13–P

DEPARTMENT OF TRANSPORTATION

Federal Aviation Administration 

14 CFR Part 71

[Docket No. FAA–2005–20551; Airspace 
Docket No. 04–AWP–8] 

RIN 2120–AA66

Amendment to Proposed Revision of 
VOR Federal Airway 363, CA

AGENCY: Federal Aviation 
Administration (FAA), DOT.
ACTION: Notice of proposed rulemaking 
(NPRM); correction. 

SUMMARY: This action corrects an error 
in the airspace description of a notice of 
proposed rulemaking that was 
published in the Federal Register on 
March 14, 2005 (70 FR 12428), Airspace 
Docket No. 04–AWP–08.
DATES: Comments must be received on 
or before July 11, 2005.
FOR FURTHER INFORMATION CONTACT: Ken 
McElroy, Airspace and Rules, Office of 
System Operations and Safety, Federal 
Aviation Administration, 800 
Independence Avenue, SW., 
Washington, DC 20591; telephone: (202) 
267–8783.
SUPPLEMENTARY INFORMATION: 

History 

On March 14, 2005, Airspace Docket 
No. 04–AWP–8, was published in the 
Federal Register (70 FR 12428), revising 
VOR Federal Airway 363 (V–363), CA. 
In that NPRM, the airspace description 
was incomplete. This action corrects 
that error. 

Correction to NPRM 

Accordingly, pursuant to the 
authority delegated to me, the legal 
description for V–363, as published in 
the Federal Register on March 14, 2005 
(70 FR 12428), on page 12428 and 
incorporated by reference in 14 CFR 
71.1, is corrected as follows:

PART 71—DESIGNATION OF CLASS A, 
B, C, D, AND E AIRSPACE AREAS; AIR 
TRAFFIC SERVICE ROUTES; AND 
REPORTING POINTS

§ 71.1 [Amended]

Paragraph 6010—Federal Airways.

* * * * *

V–363 [Corrected] 

From Mission Bay, CA; INT Mission Bay, 
CA, 326°(M)/341°(T) and Santa Catalina, CA, 
088°(M)/103°(T) radials; to INT Santa 
Catalina, CA, 088°(M)/103°(T) and Mission 
Bay, CA, 312°(M)/327°(T) radials; to INT 
Mission Bay, CA, 312°(M)/327°(T) and El 
Toro, CA, 158°(M)/172°(T) radials; to El Toro, 
CA; to INT El Toro, CA, 325°(M)/339°(T) and 
Pomona, CA,164°(M)/179°(T) radials; to 
Pomona, CA.

* * * * *
Issued in Washington, DC, on May 19, 

2005. 
Edith V. Parish, 
Acting Manager, Airspace and Rules.
[FR Doc. 05–10414 Filed 5–24–05; 8:45 am] 
BILLING CODE 4910–13–P

DEPARTMENT OF THE TREASURY

Internal Revenue Service 

26 CFR Part 1

[REG–127740–04] 

RIN 1545–BD46

Application of Section 367 in Cross 
Border Section 304 Transactions; 
Certain Transfers of Stock Involving 
Foreign Corporations

AGENCY: Internal Revenue Service (IRS), 
Treasury.
ACTION: Notice of proposed rulemaking.

SUMMARY: This document contains 
proposed amendments to the 
regulations under section 367 relating to 
certain transfers of stock involving 
foreign corporations in transactions 
governed by section 304. Specifically, 
these proposed regulations provide that 
if, pursuant to section 304(a)(1), a U.S 
person is treated as transferring stock of 
a domestic or foreign corporation to a 
foreign corporation in exchange for 
stock of such foreign corporation in a 
transaction to which section 351(a) 
applies, such deemed section 351 
exchange is not a transfer to a foreign 
corporation subject to section 367(a). 
These proposed regulations also provide 
that if, pursuant to section 304(a)(1), a 
foreign acquiring corporation is treated 
as acquiring the stock of a foreign 
acquired corporation in a transaction to 
which section 351(a) applies, such 
deemed section 351 acquisition is not 
an acquisition subject to section 367(b).
DATES: Written or electronic comments 
and requests for a public hearing must 
be received by August 23, 2005.
ADDRESSES: Send submissions to: 
CC:PA:LPD:PR (REG–127740–04), room 
5203, Internal Revenue Service, POB 
7604, Ben Franklin Station, Washington, 

VerDate jul<14>2003 17:25 May 24, 2005 Jkt 205001 PO 00000 Frm 00036 Fmt 4702 Sfmt 4702 E:\FR\FM\25MYP1.SGM 25MYP1



30037Federal Register / Vol. 70, No. 100 / Wednesday, May 25, 2005 / Proposed Rules 

DC 20044. Submissions may be hand 
delivered between the hours of 8 a.m. 
and 4 p.m. to: CC:PA:LPD:PR (REG–
127740–04), Courier’s Desk, Internal 
Revenue Service, 1111 Constitution 
Avenue, NW., Washington, DC. 
Alternatively, taxpayers may submit 
electronic comments directly to the IRS 
internet site at http://www.irs.gov/regs 
or via the Federal eRulemaking Portal at 
http://www.regulations.gov (IRS and 
REG–127740–04).
FOR FURTHER INFORMATION CONTACT: 
Concerning the proposed regulations, 
Tasheaya L. Warren Ellison, (202) 622–
3870; concerning submissions of 
comments, Sonya Cruse, (202) 622–4693 
(not toll-free numbers).
SUPPLEMENTARY INFORMATION: 

Background and Explanation of 
Provisions 

A. Section 367(a) 
A U.S. person’s transfer of 

appreciated property (including stock) 
to a foreign corporation in connection 
with any exchange described in sections 
332, 351, 354, 356, or 361 generally is 
treated under section 367(a)(1) as a 
taxable transaction, unless an exception 
applies. Congress enacted section 367(a) 
to prevent the avoidance of U.S. tax on 
transfers of appreciated property outside 
the United States in nonrecognition 
transfers involving foreign corporations. 
S.R. Rep. No. 169, Vol. 1, 98th Cong. 2d 
Sess., at 360 (Apr. 2, 1984). 

In the case of a U.S. person’s transfer 
of stock to a foreign corporation in an 
exchange described in section 367(a)(1), 
§ 1.367(a)–3 provides exceptions to the 
general gain recognition rule of section 
367(a)(1), if certain conditions are 
satisfied including, in some instances, 
the filing of a gain recognition 
agreement (GRA). See § 1.367(a)–3(b) 
(transfer of stock in a foreign 
corporation) and (c) (transfer of stock in 
a domestic corporation). 

B. Section 367(b) 
Section 367(b) addresses transactions 

covered by sections 332, 351, 354, 355, 
356, and 361 in which there is no 
transfer of property described in section 
367(a). Section 367(b) provides that a 
foreign corporation shall be considered 
to be a corporation for purposes of these 
subchapter C provisions, except to the 
extent provided in regulations. The 
status of a foreign corporation as a 
corporation for these purposes may 
allow various participants to the 
transaction to qualify for nonrecognition 
treatment. 

One of the underlying policies of 
section 367(b) is the preservation of the 
potential application of section 1248. H. 

R. Rep. No. 94–658, 94th Cong., 1st 
Sess., at 242 (November 12, 1975). 
Section 1248 generally recharacterizes 
gain recognized by a U.S. person (a 
section 1248 shareholder) that owns 10 
percent or more of the total combined 
voting power of a controlled foreign 
corporation, as defined in section 957, 
or, in certain instances, stock of a former 
controlled foreign corporation, upon the 
disposition of the stock of such 
corporation as dividend income to the 
extent of the earnings and profits that 
are attributable to such stock (section 
1248 amount). 

Consequently, § 1.367(b)–4(b)(1) 
generally requires a section 1248 
shareholder (or, in certain instances, a 
foreign corporation that has a section 
1248 shareholder) to include in income 
its section 1248 amount as a result of 
certain section 367(b) transactions, 
including certain section 351 exchanges, 
if as a result of the transaction section 
1248 shareholder status or controlled 
foreign corporation status is lost.

C. Section 304
Section 304 was enacted to prevent 

withdrawals of corporate earnings by 
controlling shareholders in transactions 
that result in capital gains treatment. 
See H.R. Rep. No. 2014, 105th Cong. 1st 
Sess., at 465 (June 24, 1997). Section 
304(a)(1) generally provides that, for 
purposes of sections 302 and 303, if one 
or more persons are in control of each 
of two corporations and in return for 
property one of the corporations (the 
acquiring corporation) acquires stock in 
the other corporation (the issuing 
corporation) from the person (or 
persons) so in control, then such 
property shall be treated as a 
distribution in redemption of the 
acquiring corporation stock. 

Prior to 1997, section 304(a)(1) 
provided that, to the extent of a 
distribution treated as a distribution to 
which section 301 applies, the issuing 
corporation stock would be treated as 
having been transferred by the person 
from whom acquired, and as having 
been received by the acquiring 
corporation as a contribution to the 
capital of the acquiring corporation. 
Section 304 was amended by section 
1013 of the Taxpayer Relief Act of 1997, 
Pub. L. 105–34 (111 Stat. 788, 918) 
(August 5, 1997) to provide that, to the 
extent that a stock acquisition covered 
by section 304(a)(1) is treated as a 
distribution to which section 301 
applies, the transferor and the acquiring 
corporation are treated as if (1) the 
transferor transferred the stock of the 
issuing corporation to the acquiring 
corporation in exchange for stock of the 
acquiring corporation in a transaction to 

which section 351(a) applies, and (2) the 
acquiring corporation then redeemed 
the stock it is treated as having issued. 
Because the acquiring corporation is 
treated as receiving the stock of the 
issuing corporation in a transaction to 
which section 351 applies, the 
transferor’s basis in the stock of the 
issuing corporation carries over to the 
acquiring corporation under section 
362. 

In the case of an acquisition to which 
section 304(a) applies, section 304(b)(2) 
generally provides that the 
determination of the amount that is a 
dividend (and the source thereof) is 
made as if the property were distributed 
first by the acquiring corporation to the 
extent of its earnings and profits, and 
then by the issuing corporation to the 
extent of its earnings and profits. In a 
transaction involving a foreign acquiring 
corporation, section 304(b)(5) may limit 
the amount of the earnings and profits 
of the foreign acquiring corporation that 
will be taken into account for purposes 
of section 304(b)(2)(A). 

D. Application of Section 367 to Section 
304(a)(1) Transactions 

The application of section 367(a) and 
(b) to certain section 304(a)(1) 
transactions involving a foreign 
corporation has been addressed in 
various published guidance. See, e.g., 
Rev. Rul. 91–5 (1991–1 C.B. 114) 
(holding that section 367 applied to the 
deemed contribution to capital of target 
corporation stock under prior law 
because section 367(c)(2) resulted in the 
stock transfer constituting a section 351 
exchange). Moreover, in the preamble to 
the proposed regulations regarding 
redemptions taxable as dividends (REG–
150313–01, 67 FR 64331 October 18, 
2002), the IRS and Treasury indicated 
that certain international provisions 
may apply to section 304(a)(1) transfers, 
and provided as an example the 
application of section 367 and the 
regulations promulgated thereunder to a 
deemed section 351 exchange involving 
foreign corporations. The IRS and 
Treasury also stated that further 
guidance on the application of the 
international provisions to section 
304(a)(1) transactions would be 
forthcoming.

The IRS and Treasury have 
determined that the policies underlying 
section 304 (prevention of withdrawals 
of corporate earnings through the use of 
transactions that result in capital gains 
treatment), section 367(a) (prevention of 
U.S. tax avoidance through transfers of 
appreciated property to foreign 
corporations), and section 367(b) (inter 
alia, preservation of the potential 
application of section 1248) are 
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preserved if section 367(a) and (b) are 
not applied to a deemed section 351 
exchange resulting from a section 
304(a)(1) transaction. In addition, the 
IRS and Treasury believe that the 
interests of sound tax administration are 
served by not applying section 367(a) 
and (b) to a deemed section 351 
exchange resulting from a section 
304(a)(1) transaction. Consequently, 
these proposed regulations provide that 
section 367(a) and (b) will not apply to 
a deemed section 351 exchange 
resulting from a section 304(a)(1) 
transaction. These proposed regulations 
do not address section 351 transactions 
other than those exchanges treated as 
section 351 exchanges by reason of 
section 304(a)(1). 

1. Application of Section 367(a) 
In a section 304(a)(1) transaction in 

which a U.S. person transfers the stock 
of an issuing corporation to a foreign 
acquiring corporation, without the 
application of section 367(a), the U.S. 
person will nevertheless recognize an 
amount of income that is at least equal 
to the inherent gain in the stock of the 
issuing corporation that is being 
transferred to the foreign acquiring 
corporation. This income recognition 
results from the construct of the 
transaction as a distribution in 
redemption of the acquiring corporation 
shares. The income recognized may be 
in the form of dividend income, gain on 
the disposition of stock, or both. Section 
301(c)(1), (3). Thus, the policy 
underlying section 367(a), which is to 
prevent the avoidance of U.S. tax on 
transfers of appreciated property to a 
foreign corporation in certain 
nonrecognition transactions, is 
maintained through the operation of 
subchapter C principles even if section 
367(a) is not applied to a section 
304(a)(1) transaction. Moreover, as 
discussed below, the application of 
section 367(a) to a section 304(a)(1) 
transaction may, in certain instances 
where the U.S. transferor files a GRA, 
result in a total income inclusion that is 
greater than the fair market value of the 
stock being transferred. The IRS and 
Treasury believe that this result is 
inconsistent with the policies of section 
367. 

For instance, in order to avoid 
recognizing gain on a section 351 
transfer of appreciated foreign stock to 
a foreign corporation under section 
367(a)(1), a U.S. person may be required 
to enter into a GRA. See § 1.367(a)–
3(b)(1)(ii). As noted, when a U.S. person 
transfers stock of a wholly owned 
foreign corporation (the foreign issuing 
corporation) to a wholly owned foreign 
acquiring corporation in exchange for 

property, section 304(a)(1) treats the 
U.S. person as having received foreign 
acquiring corporation stock in a deemed 
section 351 exchange, and then as 
having that stock immediately redeemed 
by the foreign acquiring corporation. If 
the U.S. person were to enter into a 
GRA, the application of section 367(a) to 
such a transaction will likely result in 
the GRA remaining in existence after the 
deemed redemption of the foreign 
acquiring corporation’s stock. A U.S. 
person may, in fact, recognize income 
but, as a result of the GRA, not 
recognize any gain in the section 
304(a)(1) transaction (e.g., the section 
304(a)(1) transaction results in dividend 
income to the U.S. corporate transferor 
equal to the consideration paid by the 
foreign acquiring corporation). In such a 
case, because the U.S. person has not 
recognized the inherent gain in the 
transferee foreign corporation’s stock 
deemed to be received in the section 
304(a)(1) transaction, the GRA will not 
be terminated. See § 1.367(a)–8(h)(1) 
(requiring a transaction in which all 
realized gain (if any) is recognized 
currently to terminate a GRA). As a 
result, the U.S. transferor would remain 
subject to the GRA provisions contained 
in § 1.367(a)–8. If the GRA subsequently 
were triggered pursuant to § 1.367(a)–
8(e) (e.g., if the foreign issuing 
corporation disposes of substantially all 
of its assets to an unrelated party during 
the 5-year GRA period), the U.S. 
transferor may be subject to a total 
income inclusion that is greater than the 
fair market value of the stock being 
transferred. 

The application of section 367(a) to 
the transaction described above also 
results in administrative burdens for 
both the IRS and taxpayers. For 
instance, the conditions contained in 
§ 1.367(a)–3(b) and (c) require a 
determination of the value and class of 
stock either received by the U.S. person 
in the transaction or owned by the U.S. 
person immediately after the transfer. 
See, e.g., § 1.367(a)–3(b)(1)(i) and (ii) 
and (c)(1)(i), (ii), and (iii). To the extent 
the transaction is described in section 
304(a)(1), the foreign acquiring 
corporation does not actually issue any 
stock to the U.S. person. Therefore, in 
order to apply the above provisions, the 
IRS and taxpayers must make 
determinations based on the stock that 
is deemed to be issued by the foreign 
acquiring corporation. 

For the reasons stated above, the IRS 
and Treasury have decided to exercise 
their regulatory authority under section 
367(a) such that section 367(a) will not 
apply to deemed section 351 exchanges 
resulting from section 304(a)(1) 
transactions. 

2. Application of Section 367(b)
As discussed above in the preamble 

under heading B, § 1.367(b)–4(b)(1) 
provides that, in the case of a section 
351 exchange of stock of a foreign 
acquired corporation by a U.S. person 
that is a section 1248 shareholder of 
such corporation (or a controlled foreign 
corporation that has a section 1248 
shareholder) to a foreign acquiring 
corporation, the section 1248 
shareholder (or a controlled foreign 
corporation that has a section 1248 
shareholder) must include in income its 
section 1248 amount, unless the 
requisite section 1248 shareholder 
status or controlled foreign corporation 
status is maintained immediately after 
the exchange. However, in a section 
304(a)(1) transaction in which section 
1248 shareholder status and controlled 
foreign corporation status is maintained 
immediately after the deemed section 
351 exchange, such that there is no 
section 1248 inclusion, the transferor 
may be treated as receiving a dividend 
from the foreign acquired corporation 
pursuant to section 304(b)(2)(B). Thus, 
in a section 304(a)(1) transaction, some 
or all of the earnings that make up the 
section 1248 amount that section 367(b) 
seeks to preserve may be immediately 
included in income by the exchanging 
shareholder. 

Additionally, application of 
§ 1.367(b)–4(b)(1) can, in some 
instances, create administrative burdens 
and be problematic. Section 1.367(b)–
4(b)(1) requires a determination of the 
type and amount of stock received in 
the deemed section 351 exchange to 
determine whether the necessary 
section 1248 shareholder status and 
controlled foreign corporation status is 
maintained. Moreover, the application 
of § 1.367(b)–4(b)(1) to a section 
304(a)(1) transaction often can be 
problematic because the necessary 
section 1248 shareholder status and 
controlled foreign corporation status 
may be treated as satisfied in the 
construct of the deemed section 351 
exchange even though such status is 
immediately lost as a result of the 
deemed redemption transaction. For 
instance, the necessary section 1248 
shareholder status and controlled 
foreign corporation status may be 
satisfied immediately after the deemed 
section 351 exchange when a U.S. 
corporation transfers a controlled 
foreign corporation (the foreign issuing 
corporation) to a foreign acquiring 
corporation in a section 304(a)(1) 
transaction, by taking into consideration 
the deemed issued stock by the foreign 
acquiring corporation. However, if both 
the U.S. corporate transferor and the 
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foreign acquiring corporation are wholly 
owned by the same foreign parent, the 
necessary section 1248 shareholder 
status and controlled foreign 
corporation status will not be satisfied 
immediately after the deemed 
redemption transaction. 

For the reasons listed above, the IRS 
and Treasury have decided to exercise 
their regulatory authority under section 
367(b) such that section 367(b) will not 
apply to deemed section 351 exchanges 
resulting from section 304(a)(1) 
transactions. 

E. Request for Comments 
Section 304(b)(6) grants the Secretary 

authority to prescribe regulations that 
are appropriate in order to eliminate 
multiple inclusions of any item of 
income by reason of section 304(a) and 
to provide appropriate basis 
adjustments (including modifications to 
the application of sections 959 and 961) 
in section 304(a) transactions in which 
the acquiring or issuing corporation is a 
foreign corporation. The IRS and 
Treasury are considering whether to 
issue regulations under section 304(b)(6) 
to adjust (1) the acquiring corporation’s 
basis of the issuing corporation stock it 
acquires in the transaction, and (2) the 
transferor’s basis of the issuing 
corporation stock in situations in which 
the transferor continues to own issuing 
corporation stock immediately after the 
transaction, to the extent that the 
transferor is treated under section 
304(b)(2)(B) as receiving a distribution 
from the earnings and profits of the 
issuing corporation. Comments are 
requested regarding how such 
adjustments should be made, 
particularly if different classes of 
issuing corporation stock are acquired 
or retained in the section 304(a)(1) 
transaction. Comments also are 
requested as to how, and to what extent, 
these types of adjustments should be 
made outside the context of section 
304(b)(6) (e.g., in a section 304(a)(1) 
transaction in which both the acquiring 
corporation and issuing corporation are 
domestic corporations). 

Effective Dates 
The proposed regulations are 

proposed to apply to section 304(a)(1) 
transactions occurring on or after the 
date of publication of these regulations 
as final in the Federal Register. 

Effect on Other Documents 
If these proposed regulations are 

adopted as final regulations, Rev. Rul. 
91–5 (1991–1 C.B. 114) and Rev. Rul. 
92–86 (1992–2 C.B. 199) will be 
modified to the extent inconsistent with 
such final regulations. 

Special Analyses 

It has been determined that this notice 
of proposed rulemaking is not a 
significant regulatory action as defined 
in Executive Order 12866. Therefore, a 
regulatory assessment is not required. It 
has also been determined 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, a 
Regulatory Flexibility Analysis under 
the Regulatory Flexibility Act (5 U.S.C. 
chapter 6) does not apply. Pursuant to 
section 7805(f) of the Internal Revenue 
Code, this notice of proposed 
rulemaking will be submitted to the 
Chief Counsel for Advocacy of the Small 
Business Administration for comment 
on its impact. 

Comments and Public Hearing 

Before these proposed regulations are 
adopted as final regulations, 
consideration will be given to any 
written (a signed original and eight (8) 
copies) or electronic comments that are 
submitted timely to the IRS. The IRS 
and Treasury Department request 
comments on the clarity of the proposed 
rules and how they can be made easier 
to understand. All comments will be 
available for public inspection and 
copying. A public hearing may be 
scheduled if requested in writing by any 
person who timely submits written 
comments. If a public hearing is 
scheduled, notice of the date, time, and 
place of the hearing will be published 
in the Federal Register. 

Drafting Information 

The principal author of these 
regulations is Tasheaya L. Warren 
Ellison, Office of the Associate Chief 
Counsel (International). However, other 
personnel from the IRS and Treasury 
Department participated in their 
development.

List of Subjects in 26 CFR Part 1

Income taxes, Reporting and 
recordkeeping requirements.

Proposed Amendments to the 
Regulations 

Accordingly, 26 CFR part 1 is 
proposed to be amended as follows:

PART 1—INCOME TAXES 

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

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

Par. 2. Section 1.367(a)–3 is amended 
as follows: 

1. A sentence is added to paragraph 
(a) immediately following the second 
sentence. 

2. The new fourth sentence of 
paragraph (a) is amended by removing 
the language ‘‘However’’ and adding 
‘‘Additionally’’ in its place. 

3. The first sentence of paragraph 
(e)(1) is removed and two sentences are 
added in its place. 

The additions read as follows:

§ 1.367(a)–3 Treatment of transfers of 
stock or securities to foreign corporations. 

(a) In general. * * * However, if, 
pursuant to section 304(a)(1), a U.S. 
person is treated as transferring stock of 
a domestic or foreign corporation to a 
foreign corporation in exchange for 
stock of such foreign corporation in a 
transaction to which section 351(a) 
applies, such deemed section 351 
exchange is not a transfer to a foreign 
corporation subject to section 367(a). 
* * *
* * * * *

(e) Effective dates—(1) In general. The 
rules in paragraphs (a), (b) and (d) of 
this section generally apply to transfers 
occurring on or after July 20, 1998. 
However, the third sentence of 
paragraph (a) of this section shall apply 
to section 304(a)(1) transactions 
occurring on or after the date these 
regulations are published as final 
regulations in the Federal Register. 
* * *
* * * * *

Par. 3. In § 1.367(b)–4, a sentence is 
added to the end of paragraph (a) to read 
as follows:

§ 1.367(b)–4 Acquisition of foreign 
corporate stock or assets by a foreign 
corporation in certain nonrecognition 
transactions. 

(a) Scope. * * * However, if pursuant 
to section 304(a)(1), a foreign acquiring 
corporation is treated as acquiring the 
stock of a foreign acquired corporation 
in a transaction to which section 351(a) 
applies, such deemed section 351 
exchange is not an acquisition subject to 
section 367(b).
* * * * *

Par. 4. Section 1.367(b)–6 is amended 
by revising paragraph (a)(1) to read as 
follows:

§ 1.367(b)–6 Effective dates and 
coordination rules. 

(a) Effective date.—(1) In general. 
Sections 1.367(b)–1 through 1.367(b)–5, 
and this section, generally apply to 
section 367(b) exchanges that occur on 
or after February 23, 2000. However, the 
last sentence of paragraph (a) in 
§ 1.367(b)–4 shall apply to section 
304(a)(1) transactions occurring on or 
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after the date these regulations are 
published as final regulations in the 
Federal Register.
* * * * *

Cono R. Namorato, 
Acting Deputy Commissioner for Services and 
Enforcement.
[FR Doc. 05–10267 Filed 5–20–05; 2:48 pm] 
BILLING CODE 4830–01–P

DEPARTMENT OF HOMELAND 
SECURITY 

Coast Guard 

33 CFR Part 165

[CGD01–05–042] 

RIN 1625–AA00

Safety Zone; Town of Hingham Fourth 
of July Fireworks Display, Hingham 
Inner Harbor, MA

AGENCY: Coast Guard, DHS.
ACTION: Notice of proposed rulemaking.

SUMMARY: The Coast Guard proposes 
establishing a temporary safety zone for 
the Hingham Fourth of July Fireworks 
Display in Hingham, Massachusetts. 
This safety zone is necessary to protect 
the life and property of the maritime 
public from the potential hazards 
associated with a fireworks display. The 
safety zone would temporarily prohibit 
entry into or movement within a portion 
of Hingham Harbor during the closure 
period.

DATES: Comments and related material 
must reach the Coast Guard on or before 
June 24, 2005.
ADDRESSES: You may mail comments 
and related material to Sector Boston 
427 Commercial Street, Boston, MA. 
Sector Boston maintains the public 
docket for this rulemaking. Comments 
and material received from the public, 
as well as documents indicated in this 
preamble as being available in the 
docket are part of docket CGD01–05–
042 and are available for inspection or 
copying at Sector Boston, 427 
Commercial Street, Boston, MA, 
between the hours of 8 a.m. and 3 p.m., 
Monday through Friday, except Federal 
holidays.
FOR FURTHER INFORMATION CONTACT: 
Chief Petty Officer Paul English, Sector 
Boston, Waterways Management 
Division, at (617) 223–3010.
SUPPLEMENTARY INFORMATION: 

Request for Comments 

We encourage you to participate in 
this rulemaking by submitting 

comments and related material. If you 
do so, please include your name and 
address, identify the docket number for 
the rulemaking (CGD01–05–042), 
indicate the specific section of this 
document to which each comment 
applies, and give the reason for each 
comment. Please submit all comments 
and related materials in an unbound 
format, no larger than 8.5 by 11 inches, 
suitable for copying. If you would like 
to know that your submission reached 
us, please enclose a stamped, self-
addressed postcard or envelope. We will 
consider all comments and material 
received during the comment period. 
We may change this proposed rule in 
view of them. 

Public Meeting 

We do not plan to hold a public 
meeting. But you may submit a request 
for a meeting by writing to Sector 
Boston at the address under ADDRESSES 
explaining why one would be 
beneficial. If we determine that one 
would aid this rulemaking, we will hold 
one at a time and place announced by 
a later notice in the Federal Register. 

Background and Purpose 

This rule proposes to establish a 
safety zone on the waters of Hingham 
Harbor within a 400-yard radius of 
Button Island located at approximate 
position 42°15′5″ N, 070°53′5″ W. The 
safety zone would be in effect from 9 
p.m. until 10:30 p.m. on July 2, 2005. 
The rain date for the fireworks event is 
from 9 p.m. until 10:30 p.m. on July 3, 
2005. 

The safety zone would temporarily 
restrict movement within this portion of 
Hingham Harbor and is needed to 
protect the maritime public from the 
potential dangers posed by a fireworks 
display. Marine traffic may transit safely 
outside the zone during the effective 
period. The Captain of the Port does not 
anticipate any negative impact on vessel 
traffic due to this event. Public 
notifications will be made prior to the 
effective period of this proposed rule via 
safety marine information broadcasts 
and Local Notice to Mariners. 

Discussion of Proposed Rule 

The Coast Guard is establishing a 
temporary safety zone in Hingham 
Harbor Inner, Hingham, Massachusetts. 
The safety zone would be in effect from 
9 p.m. until 10:30 p.m. on July 2, 2005, 
with a rain date of 9 p.m. until 10:30 
p.m. on July 3, 2005. Marine traffic may 
transit safely outside of the zone in the 
majority of Hingham Harbor during the 
event. This safety zone will control 
vessel traffic during the fireworks 

display to protect the safety of the 
maritime public. 

Due to the limited time frame of the 
firework display, the Captain of the Port 
anticipates minimal negative impact on 
vessel traffic due to this event. Public 
notifications will be made prior to the 
effective period via local media, Local 
Notice to Mariners and marine 
information broadcasts. 

Regulatory Evaluation 
This proposed rule is not a 

‘‘significant regulatory action’’ under 
section 3(f) of Executive Order 12866, 
Regulatory Planning and Review, and 
does not require an assessment of 
potential costs and benefits under 
section 6(a)(3) of that Order. The Office 
of Management and Budget has not 
reviewed it under that Order. It is not 
‘‘significant’’ under the regulatory 
policies and procedures of the 
Department of Homeland Security 
(DHS).

The Coast Guard expects the 
economic impact of this proposed rule 
to be so minimal that a full Regulatory 
Evaluation under the regulatory policies 
and procedures of DHS is unnecessary. 

Although this rule would prevent 
traffic from transiting a portion of 
Marblehead Harbor during the effective 
period, the effects of this rule will not 
be significant for several reasons: 
Vessels will be excluded from the 
proscribed area for only one and one 
half hours, vessels will be able to 
operate in the majority of Hingham 
Harbor during the effective period, and 
advance notifications will be made to 
the local maritime community by 
marine information broadcasts and 
Local Notice to Mariners. 

Small Entities 
Under the Regulatory Flexibility Act 

(5 U.S.C. 601–612), the Coast Guard 
considered whether this proposed rule 
would have a significant economic 
impact on a substantial number of small 
entities. The term ‘‘small entities’’ 
comprises small businesses, not-for-
profit organizations that are 
independently owned and operated and 
are not dominant in their fields, and 
governmental jurisdictions with 
populations of less than 50,000. 

The Coast Guard certifies under 5 
U.S.C. 605(b) that this proposed rule 
would not have a significant economic 
impact on a substantial number of small 
entities. 

This proposed rule would affect the 
following entities, some of which may 
be small entities: the owners or 
operators of vessels intending to transit 
or anchor in the effected portion of 
Hingham Harbor from 9 p.m. to 10:30 
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