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Internal Revenue Code and the regula-
tions thereunder. See §1.6041-1(f) for
rules relating to the amount to be re-
ported when fees, expenses, or commis-
sions owed by a payee to a third party
are deducted from a payment.

(e) Examples. The provisions of this
section may be illustrated by the fol-
lowing examples:

Example 1. P enters into a contract with S
for the purchase of residential property
owned by S for the price of $200,000. P is re-
quired to deposit $10,000 of earnest money
into an escrow. At closing, the $10,000 and
the interest earned thereon will be credited
against the purchase price of the property.
The escrow is a pre-closing escrow. P is tax-
able on the interest earned on the pre-clos-
ing escrow prior to closing.

Example 2. X and Y enter into a contract in
which X agrees to exchange certain con-
struction equipment for residential property
owned by Y. The contract requires X and Y
to each deposit $10,000 of earnest money into
an escrow. At closing, $10,000 and the inter-
est earned thereon will be paid to X and
$10,000 and the interest earned thereon will
be paid to Y. The escrow is a pre-closing es-
crow. X is taxable on the interest earned
prior to closing on the $10,000 of funds X de-
posited in the pre-closing escrow. Similarly,
Y is taxable on the interest earned prior to
closing on the $10,000 of funds Y deposited in
the pre-closing escrow.

(f) Effective dates—(1) In general. This
section applies to pre-closing escrows
established after February 3, 2006.

(2) Transition rule. With respect to a
pre-closing escrow established after
August 16, 1986, but on or before Feb-
ruary 3, 2006, the Internal Revenue
Service will not challenge a reason-
able, consistently applied method of
taxation for income earned by the es-
crow or a reasonable, consistently ap-
plied method for reporting the income.

[T.D. 9249, 71 FR 6202, Feb. 7, 2006]

§1.468B-8 Contingent-at-closing es-
crows. [Reserved]

§1.468B-9 Disputed ownership funds.

(a) Scope. This section provides rules
under section 468B(g) relating to the
current taxation of income of a dis-
puted ownership fund.

(b) Definitions. For purposes of this
section—

(1) Disputed ownership fund means an
escrow account, trust, or fund that—

§1.468B-9

(i) Is established to hold money or
property subject to conflicting claims
of ownership;

(ii) Is subject to the continuing juris-
diction of a court;

(iii) Requires the approval of the
court to pay or distribute money or
property to, or on behalf of, a claim-
ant, transferor, or transferor-claimant;
and

(iv) Is not a qualified settlement fund
under §1.468B-1, a bankruptcy estate
(or part thereof) resulting from the
commencement of a case under title 11
of the United States Code, or a liqui-
dating trust under §301.7701-4(d) of this
chapter (except as provided in para-
graph (¢)(2)(ii) of this section);

(2) Administrator means a person des-
ignated as such by a court having juris-
diction over a disputed ownership fund,
however, if no person is designated, the
administrator is the escrow agent, es-
crow holder, trustee, receiver, or other
person responsible for administering
the fund;

(3) Claimant means a person who
claims ownership of, in whole or in
part, or a legal or equitable interest in,
money or property immediately before
and immediately after that property is
transferred to a disputed ownership
fund;

(4) Court means a court of law or eq-
uity of the United States or of any
state (including the District of Colum-
bia), territory, possession, or political
subdivision thereof;

(5) Disputed property means money or
property held in a disputed ownership
fund subject to the claimants’ con-
flicting claims of ownership;

(6) Related person means any person
that is related to a transferor within
the meaning of section 267(b) or
707(b)(1);

(7) Transferor means, in general, a
person that transfers disputed property
to a disputed ownership fund, except
that—

(i) If disputed property is transferred
by an agent, fiduciary, or other person
acting in a similar capacity, the trans-
feror is the person on whose behalf the
agent, fiduciary, or other person acts;
and

(ii) A payor of interest or other in-
come earned by a disputed ownership
fund is not a transferor within the
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