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obligation may be an obligation
principally secured by an interest in real
property. This section is applicable only
to obligations issued after December 31,
1991.

(B) Example. The following example
illustrates the principles of this
paragraph (d)(3)(ii):

Example. At the time it is originated, an
obligation has an adjusted issue price of
$300,000 and is secured by a $70,000 loan
principally secured by an interest in a single
family home, a fifty percent co-ownership
interest in a $400,000 parcel of land, and
$80,000 of stock. Under paragraph
(d)(3)(ii)(A) of this section, the obligation is
treated as secured by interests in real
property and under paragraph (d)(3)(i)(A) of
this section, the obligation is treated as
principally secured by interests in real
property.

(e) Two or more maturities—(1) In
general. For purposes of section
7701(i)(2)(A)(ii), debt obligations have
two or more maturities if they have
different stated maturities or if the
holders of the obligations possess
different rights concerning the
acceleration of or delay in the maturities
of the obligations.

(2) Obligations that are allocated
credit risk unequally. Debt obligations
that are allocated credit risk unequally
do not have, by that reason alone, two
or more maturities. Credit risk is the risk
that payments of principal or interest
will be reduced or delayed because of a
default on an asset that supports the
debt obligations.

(3) Examples. The following examples
illustrate the principles of this
paragraph (e):

Example 1. (i) Corporation M transfers a
pool of real estate mortgages to a trustee in
exchange for Class A bonds and a certificate
representing the residual beneficial
ownership of the pool. All Class A bonds
have a stated maturity of March 1, 2002, but
if cash flows from the real estate mortgages
and investments are sufficient, the trustee
may select one or more bonds at random and
redeem them earlier.

(ii) The Class A bonds do not have
different maturities. Each outstanding Class
A bond has an equal chance of being
redeemed because the selection process is
random. The holders of the Class A bonds,
therefore, have identical rights concerning
the maturities of their obligations.

Example 2. (i) Corporation N transfers a
pool of real estate mortgages to a trustee in
exchange for Class C bonds, Class D bonds,
and a certificate representing the residual
beneficial ownership of the pool. The Class
D bonds are subordinate to the Class C bonds
so that cash flow shortfalls due to defaults or
delinquencies on the real estate mortgages
are borne first by the Class D bond holders.
The terms of the bonds are otherwise
identical in all relevant aspects except that
the Class D bonds carry a higher coupon rate
because of the subordination feature.

(ii) The Class C bonds and the Class D
bonds share credit risk unequally because of
the subordination feature. However, neither
this difference, nor the difference in interest
rates, causes the bonds to have different
maturities. The result is the same if, in
addition to the other terms described in
paragraph (i) of this Example 2, the Class C
bonds are accelerated as a result of the issuer
becoming unable to make payments on the
Class C bonds as they become due.

(f) Relationship test—(1) In general.
For purposes of section
7701(i)(2)(A)(iii), payments on debt
obligations under which an entity is the
obligor (liability obligations) bear a
relationship to payments (as defined in
paragraph (f)(2) of this section) on debt
obligations an entity holds as assets
(asset obligations) if under the terms of
the liability obligations (or underlying
arrangement) the timing and amount of
payments on the liability obligations are
in large part determined by the timing
and amount of payments or projected
payments on the asset obligations. For
purposes of the relationship test, any
payment arrangement, including a swap
or other hedge, that achieves a
substantially similar result is treated as
satisfying the test. For example, any
arrangement where the timing and
amount of payments on liability
obligations are determined by reference
to a group of assets (or an index or other
type of model) that has an expected
payment experience similar to that of
the asset obligations is treated as
satisfying the relationship test.

(2) Payments on asset obligations
defined. For purposes of section
7701(i)(2)(A)(iii) and this section,
payments on asset obligations include—

(i) A payment of principal or interest
on an asset obligation, including a
prepayment of principal, a payment
under a credit enhancement contract (as
defined in paragraph (c)(4)(ii) of this
section) and a payment from a
settlement at a discount (other than a
substantial discount);

(ii) A payment from a settlement at a
substantial discount, but only if the
settlement is arranged, whether in
writing or otherwise, prior to the
issuance of the liability obligations; and

(iii) A payment from the foreclosure
on or sale of an asset obligation, but
only if the foreclosure or sale is
arranged, whether in writing or
otherwise, prior to the issuance of the
liability obligations.

(3) Safe harbor for entities formed to
liquidate assets. Payments on liability
obligations of an entity do not bear a
relationship to payments on asset
obligations of the entity if—

(i) The entity’s organizational
documents manifest clearly that the

entity is formed for the primary purpose
of liquidating its assets and distributing
proceeds of liquidation;

(ii) The entity’s activities are all
reasonably necessary to and consistent
with the accomplishment of liquidating
assets;

(iii) The entity plans to satisfy at least
50 percent of the total issue price of
each of its liability obligations having a
different maturity with proceeds from
liquidation and not with scheduled
payments on its asset obligations; and

(iv) The terms of the entity’s liability
obligations (or underlying arrangement)
provide that within three years of the
time it first acquires assets to be
liquidated the entity either—

(A) Liquidates; or
(B) Begins to pass through without

delay all payments it receives on its
asset obligations (less reasonable
allowances for expenses) as principal
payments on its liability obligations in
proportion to the adjusted issue prices
of the liability obligations.

(g) Anti-avoidance rules—(1) In
general. For purposes of determining
whether an entity meets the definition
of a taxable mortgage pool, the
Commissioner can disregard or make
other adjustments to a transaction (or
series of transactions) if the transaction
(or series) is entered into with a view to
achieving the same economic effect as
that of an arrangement subject to section
7701(i) while avoiding the application
of that section. The Commissioner’s
authority includes treating equity
interests issued by a non-REMIC as debt
if the entity issues equity interests that
correspond to maturity classes of debt.

(2) Certain investment trusts.
Notwithstanding paragraph (g)(1) of this
section, an ownership interest in an
entity that is classified as a trust under
§ 301.7701–4(c) will not be treated as a
debt obligation of the trust.

(3) Examples. The following examples
illustrate the principles of this
paragraph (g):

Example 1. (i) Partnership P, in addition to
its other investments, owns $10,000,000 of
mortgage pass-through certificates guaranteed
by FNMA (FNMA Certificates). On May 15,
1997, Partnership P transfers the FNMA
Certificates to Trust 1 in exchange for 100
Class A bonds and Certificate 1. The Class A
bonds, under which Trust 1 is the obligor,
have a stated principal amount of $5,000,000
and bear a relationship to the FNMA
Certificates (within the meaning of
§ 301.7701(i)–1(f)). Certificate 1 represents
the residual beneficial ownership of the
FNMA Certificates.

(ii) On July 5, 1997, with a view to
avoiding the application of section 7701(i),
Partnership P transfers Certificate 1 to Trust
2 in exchange for 100 Class B bonds and
Certificate 2. The Class B bonds, under which


