Notice of Proposed Rulemaking tions (26 CFR part 1) under section 368doctrine applied to disqualify the trans-
and Notice of Public Hearing The proposed regulations establish ruleaction from reorganization treatment,
o ) providing that for certain reorganizationsCongress at times responded by amend-
Continuity of Interest and Business  transfers by the acquiring corporation ofng the relevant Code section and over-
Enterprise target corporation assets or stock tdurning the result. For example, Rev.
certain controlled corporations and unRul. 63-234 (1963-2 C.B. 148) held
REG-252233-96 der prescribed conditions transfers othat remote continuity remained an issue
AGENCY: Internal Revenue Servicetarget assets to partnerships, will nofor section 368(a)(1)(B) reorganizations.
(IRS), Treasury disqualify the transaction from satisfyingThe following year Congress responded
, the continuity of interest and continuityby amending section 368(a)(1)(B), per-
ACTION: Notice of proposed rulemak- of pysiness enterprise requirements. ~ mitting P to acquire T's stock in ex-

ing and notice of public hearing. . ~ change for stock of the corporation
SUMMARY: This document proposesEXPlanation of Proposed Regulatlonsc'on;rmgng P(a trialngular B :jeodrganizfi-
rules providing that for certain reorgani-aA. Remote Continuity of interest tion). Congress also amended section
zations, transfers by the acquiring corpo- Y 368(a)(2)(C) to provide that P can trans-
ration of target assets or stock to certaifk. Overview fer T stock acquired in a reorganization
controlled corporations, and under pre- under section 368(a)(1)(B) to S without

assets to partnerships, will not disquali Code) provides general nonrecognition gimilarly, when Rev. Rul. 67-326

: o “treatment for reorganizations specifically1967—2 C.B. 143) held that a meraer of
the transaction from satisfying the conti-yascribed in section 368 of the Code:(r o S exche)mge for_stock oEfll the

nuity of interest and continuity of busi- . ; :

ness enterprise requirements. This docyz, . . - : : :
ment also provides notice of a publictlfeqUIrementS is not sufficient, however,mangu|ar merger) violated the continu-

hearing on these proposed regulations - nonrecognition treatment. ity of interest doctrine, Congress re-
. The Supreme Court, inGroman V. sponded in the following year by enact-
DATES: Comments must be received byCommissioner302 U.S. 82 (1937), and ing section 368(a)(2)(D), which provides

April 3, 1997. Requests to speak andHelvering v. Bashford 302 U.S. 454 that a forward triangular merger quali-
outlines of topics to be discussed at th¢1938), established the basis of what hages as a section 368(a)(1)(A) reorgani-
public hearing scheduled for Wednesdayhecome known as the “remote continu—zgtion.

May 7, 1997 must be received byity of interest doctrine.” Under this |n contrast, Rev. Rul. 64-73 (1964-1
Wednesday, April 16, 1997. doctrine, stock consideration received byc B. 142) held that a transaction quali-

) I the target corporation’s (T) shareholdersied as a section 368(a)(1)(C) reorgani-
ADPRES.SES' _Send SUDMISSIONS 10565 not provide continuity unless th&zation where P and P's second tier
CC:DOM:CORP:R (REG-252233-96), - o . ;

'target assets or stock are ultimately heldybsidiary acquired all the T assets in
room 5228, Internal Revenue Service . . .
- - by the corporation that issued the stockexchange for P stock. The transaction
POB 7604, Ben Franklin Station, Wash.l.hus if T transfers its assets to any . L f
ington, DC 20044. Submissions may b ) as viewed as an acquisition of substan-

hand delivered between the hours of geduiring corporation (P), in exchangegally all the T assets by P.

) ) .for stock of the corporation controlling
am. and 5 pm. to CC:DOM:CORP:R (seeGroman), or if P acquires the T 2. Transfers of T assets or stock to

(REG-252233-96), Courier's Desk, IN-p oors ¢ pursuant to the plan of reoicontrolled corporations

:ﬁyr:a}l\vzr?xgmlj\le\/vssl\r/\gscﬁi’n éttlnl gg‘sg'lt_ugamz_a.tlon transfers them to a controlled The proposed regulations curtail the
ternativelv. taxpavers mav submitSubsidiary (S) (sedashford, the conti- remote continuity of interest doctrine by

Y. bay may nuity of interest requirement is not satisproviding that assets can be transferred
comments electronically via the !nternel'ﬁed. among members of a “qualified group.”
:)hyesleéesctmg n:gep;gg Fétrégsy Zﬂtl;cr)r?itt(i)r?g Congress has substantially limited the\ qualified group consists of one or

comments directly to’ the IRS Internetremote continuity of interest doctrine. _Inmore chains of corporations connected
1954, Congress enacted sectiothrough stock ownership with the “issu-

site at http://www.|rs.ustreas.gov/prod/368(a)(2)(c) which provides that P'sing corporation.” but only if the issuing

tax_regs/comments.html. The public . . ) ) .
hearing will be held in the Auditorium transfer of T assets acquired in a reorgaeorporation owns directly stock meeting
Internal Revenue Building, 1111 Consti-nization under section 368(a)(1)(A)the requirements of section 368(c) in at
tution Avenue NW, Washington DC.(Merger or consolidation) or sectionleast one other corporation, and stock
368(a)(1)(C) (asset acquisition) to Smeeting the requirements of section
FOR FURTHER INFORMATION CON- does not disqualify the reorganization368(c) in each of the corporations (ex-
TACT: Concerning the regulations,Section 368(a)(1)(C) was also amendedept the issuing corporation) is owned
Marlene Peake Oppenheim, (202) 622to provide that P can acquire T assetdirectly by one of the other corpora-
7750; concerning submissions and thelirectly in exchange for voting stock oftions. The issuing corporation is the
hearing, Christina Vasquez, (202) 622-a corporation in control of P (a triangu-acquiring corporation (as that term is
6808 (not toll-free numbers). lar C reorganization). used in section 368(a)), except in trans-
In the 1960's, the Treasury Depart-actions where use of stock of a corpora-
SUPPLEMENTARY INFORMATION:  ment and IRS issued several revenution in control of the acquiring corpora-
rulings attempting to clarify to what tion is permitted. Where stock of the
extent the remote continuity doctrinecontrolling corporation is used, the con-
This document contains proposechad remaining vitality. Where the guid-trolling corporation is the issuing corpo-
amendments to the Income Tax Regulaance held that the remote continuityration.

scribed conditions, transfers of targe

Background



The proposed regulations generallyB. Continuity of business enterpriseregulations also state that the fact that
permit transfers or successive transferjs_ Overview PTR meets the business continuity re-
of assets or stock to members of the” quirements of § 1.368-1(d)(2)(i) and
qualified group. Thus, continuity of in- Section 1.368-1(b) requires that reord(d)(3) through active and substantial
terest is not violated where there argyanizations afford a continuity of busi-management of a PRS business tends to
transfers or successive transfers of Tess enterprise under modified corporatestablish COBE, but the fact that PTR
stock (or transfers of the T assets after form. COBE requires that P either (i)conducts a PRS business is not alone
T stock acquisition) or T assets (orcontinue T’s historic business (businessufficient.
transfers of the acquiring corporation’scontinuity) or (ii) use a significant por-
stock after a T asset acquisition) amongion of T’s historic business assets in
members of the qualified group. Thebusiness (asset continuity). § 1.368— The proposed regulations apply only
Treasury Department and IRS solicitl(d)(2). The proposed regulations profor the purpose of determining the effect
comments on whether the qualifiedvide a framework for applying the exist-that transfers of assets or stock follow-
group should be defined other than byng COBE regulations to situationsing a reorganization have on the conti-
reference to section 368(c). where the T assets or stock are transwity of interest and COBE require-

The proposed regulations are limitederred to certain controlled corporationsments. They do not address any other
to asset or stock transfers followingor assets are transferred to partnershipgsues concerning the qualification of a
transactions that otherwise qualify a ransaction as a reorganization.
section 368(a)(1)(A), (B), (C), or (G)Séér;[:g{;g;e::o?go}rat?;sets or stock to d Thus, the proposed regulations do not
(meeting the requirements of sections expand the scope of triangular reorgani-
354(b)(1)(A) and (B)) reorganizations The proposed regulations provide thatzations. Under current law, a T asset or
(covered reorganizations). Sectioridnder prescribed conditions, COBE isstock acquisition in exchange for stock
368(a)(2)(C) by its terms does not applynot violated by reason of the fact thatof a grandparent (or higher tier) corpo-
to acquisitive section 368(a)(1)(D) orpart or all of the T assets or stock ar@ation does not qualify as a reorganiza-
section 368(a)(1)(F) reorganizations. Théransferred among members of a qualition. See Rev. Rul. 74-564 (1974-2
Treasury Department and IRS soliciffied group. Thus, the COBE requiremenC.B. 124) and Rev. Rul. 74-565
comments as to whether the rules in thé not violated where there are transfer§1974-2 C.B. 125). The proposed regu-
proposed regulations should be extende@® successive transfers of T stock (otations do not change this result.
to these other reorganization provisiongransfers of the T assets after a T stock The proposed regulations do not pro-
or to section 355 divisive transactionsacquisition) or T assets (or transfers ofide guidance on whether the “solely

the acquiring corporation’s stock after afor voting stock” requirement is satis-
3. Transfer of T assets to a partnershiff asset acquisition) among members ofied in a section 368(a)(1)(C) reorgani-
Whether the transfer of assets to éhe qualified group. .Zigﬂﬂixvghi%riggt?géagggumirtt:ragrétﬂ}f
partnfershlp (PRS) by tdhe c?;porateﬁ- Transfer of T assets' oa par'tnersh@bi”ties' See generally Rev. Rul. 70-107
transferor partner (PTR) disqualifies an tpe proposed regulations provide that(1970-1 C.B. 78),
gg?}er&/gsgn%iailgylngtcoverehd trheorg;R”ga'under_ prescribed conditions, COBE is Furthermore, the proposed regulations

( P part on whether 'Hiot violated by reason of the fact thatdo not modify the section 381 regula-
viewed as an aggregat? of |tshpartners ?art or all of the T assets are transferredons which provide rules concerning
'Ia'ieatr;eZ?rtggnf%?aPrgtse arsor:ntae Fr):rg;:r o PRS by PTR. The proposed regulawhich entity inherits the tax attributes of
entity must be determined ong?hegbasi%ns adopt an aggregate approach i in an asset acquisition.
of the characterization most appropriata(at-e“-ﬁmmng whether COBE has been The Treasury Department and IRS

alat Qatisfied when T assets are transferred tplicit comments on these issues.
for the situation. H.R. Conf. Rep. No.pRrg following a T asset or T stock
2543, 83d Cong., 2d Sess. 59 (1954) . isition. Thus, the proposed regulaProposed Effective Date
Cf. § 1.701-2(e)(1) of the Income TaX(ons provide that for purposes of the . g .
Regulations. business continuity test, PTR will be 1 N€ revisions and additions in the

The Treasury Department and IRSreated as conducting a business of pRrJOPosed regulations apply to transac-
believe it is appropriate to treat PRS ag PTR has active and substantial mantionS_occurring after these regulations
an aggregate of its partners in analyzinggement functions as a partner witfﬁre published as final regulations in the
a transaction with respect to continuityregard to the business (cf. Rev. Rulcderal Register except that they shall
of interest. Thus, the proposed regulago—17 (1992-1 C.B. 142)) or if PTR's 'Ot @PPly to transactions occurring pur-
tions provide that PTR's transfer of Tpartnership interest in PRS represents ?iuan_t to a written agreement which is
assets to PRS does not violate theignificant interest in the PRS businesst>UPIECt to customary conditions) bind-
continuity of interest requirement. Furthermore, in determining whether"9 00 OF before these regulations are

The proposed regulations do not perPTR satisfies the asset continuity test (igUbIISheOI as final regulations in the

. . : deral Register
mit the transfer of stock to PRS wherePTR will be treated as owning the asset e 9
the Code imposes a control requiremendf PRS in accordance with PTR'’s inter-
in section 368. See sections 368(a)(1)(Bgst in PRS, and (ii) PTR will be treatedEffeCt on Other Documents
and (C), sections 368(a)(2)(D) and (E)as conducting a business of PRS under The Treasury Department and IRS
and section 368(a)(2)(C). In addition,the rules applicable to business continusolicit comments on what IRS publica-
the transfer of T assets to PRS mayty. tions should be modified or obsoleted
violate the continuity of business enter- COBE requires a facts and circum-when the proposed regulations are pub-
prise (COBE) requirement. stances analysis. Thus, the proposdished as final regulations.

aC. Effect on other authorities



Special Analyses Drafting Information continuity of business enterprise require-

. . . . ment of paragraph (d)(1) of this section
It has been determined that this notice The principal author of the proposedis“.yissiad with respect to transactions

of proposed rulemaking is not a signifi-regulations is Marlene Peake Op-,0qyise qualifying as reorganizations
cant regulatory action as defined in EQpenheim of the Office of Assistant Chiefunder section 368(a)(1)(A), (B), (C), or
12866. Therefore, a regulatory asses$-ounsel (Corporate), IRS. However, G) (meeting the requirerﬁenté of sec-
ment is not required. It has also beemther personnel from the Treasury andi - 354(b)(1)(A) and (B))

determined that section 553(b) of thdRS participated in their development. ™ rrancters to members of a quali-

’éﬁ;;'trgrs"g;'vzozgocﬁg?r%@ﬁ; (Stou.tﬁéié oo fied group Continuity of business enter-
regulations, and because the regulatiof¥oposed Amendments to the Reguidy 2 ERLES 2 0F SEEIEL W
do not impose a collection of informa-fons fers of target (T) stock (or transfers of T
tion on small entities, the Regulatory accordingly, 26 CFR Part 1 is pro- assets after a stock acquisition) or T
Flexibility Act (5 U.S.C. chapter 6) doesPosed to be amended as follows: assets (or transfers of the acquiring
not apply. Pursuant to section 7805(f) o corporation’s stock after a T asset acqui-

the Internal Revenue Code, this noticART 1—INCOME TAXES sition) among members of a qualified

of proposed rulemaking will be submit- Para S : :
X graph 1. The authority citation forgroup as defined in paragraph (d)(5)(iii)
ted to the Chief Counsel for Advocacypart 1 continues to read in part aof this section.

of the Small B_usmess Administration fo.rfollows: (i) Qualified group A qualified
comment on its impact on small busi- Authority: 26 U.S.C. 7805 * * * group is one or more chains of corpora-
NEss. Par. 2. Section 1.368—1 as proposed ttons connected through stock ownership
. . be amended at 61 FR 67514 is amendedlith the issuing corporation as defined
Comments and Public Hearing by: in paragraph (d)(5)(iv) of this section,
Before these proposed regulations are 1. Adding two sentences after thebut only if the issuing corporation owns
adopted as final regulations, considersSixth sentence of paragraph (b). directly stock meeting the requirements
ation will be given to any written com- 2. Redesignating paragraph (d)(5) aef section 368(c) in at least one other
ments (a signed original and eight copParagraph (d)(6). corporation, and stock meeting the re-

ies) that are submitted timely to the 3. Adding a new paragraph (d)(5).quirements of section 368(c) in each of
Internal Revenue Service. Alternatively, 4. Adding three sentences to the enthe corporations (except the issuing cor-
taxpayers may submit comments elecof newly designated paragraph (d)(6poration) is owned directly by one of

tronically via the Internet by selectingintroductory text. the other corporations. o
the “Tax Regs” option on the IRS 5. Adding Example 6 through Ex- (iv) Issuing corporation The issuing

Home Page, or by submitting commentgmple 10to newly designated paragraphcorporation is the acquiring corporation

directly to the IRS Internet site at(d)(6). (as that term is used in section 368(a)),
http://www.irs.ustreas.gov/prod/tax_regs/ 6. Adding paragraph (f). except in transactions where the use of
comments.html. All comments will be The additions read as follows: stock_ (_)f a corporation m_control o_f the
available for public inspection and copy- acquiring corporation is permitted.
ing. P P PYs 1.368-1 Purpose and scope of excepwhere stock of the controlling corpora-

aion of reorganization exchanges. tion is used, the controlling corporation
e x %k is the issuing corporation.

(v) Partnerships—(A) For purposes
of the business continuity test of para-
graph (d)(3) of this section, the corpo-
rate transferor partner (PTR) will be

A public hearing has been schedule
for Wednesday, May 7, 1997, beginning
at 10 a.m., in the Auditorium, Internal (b) * * * Rules concerning continuity
Revenue Building, 1111 COﬂStitUtiOﬂof interest as app“ed to section
A]yenue, NW,t\/_\/c'it_shilngtt_)lﬂ_i DC. _lEISeca;UbS%GS(a)(l)(A), (B), (C), or (G) (meeting
Ol access restrictions, visitors will not bethe requirements of sections . !
admitted beyond the Internal Rgvenu%54(b)(1)(?o\) and (B)) are in paragraphtrgﬁ:]eedrsﬁis ggggl;cxﬂgr:_busmess of a
Building lobby more than 15 minutes(f) of this section. The preceding sen’ (1) PTRp has active and substantial
before the hearing starts. tence applies to transactions oCCuMing,aiqement functions as a partner with

The rules of 26 CFR 601.601(a)(3)after these regulations are published 3%spect to the PRS business; or
apply to the hearing. final regulations in thé=ederal Register (2) PTR’s interest in PRS' represents

Persons who wish to present orafxcept that it shall not apply to anyy gignificant interest in the PRS busi-
comments at the hearing must request t@ansactions occurring pursuant to _
speak, and submit an outline of topics tovritten agreement which is (subject 10 g) For purposes of the asset continu-
be discussed and the time to be devoteelstomary conditions) binding on Orjy" test of paragraph (d)(4) of this
to each topic by Wednesday, April 16,before these regulations are published ag tion—

1997. final regulations in theFederal Regis- (1) pTR will be treated as owning the
A period of 10 minutes will be allo- ter. *** assets of PRS in accordance with PTR’s

cated to each person for making com- LA S S interest in PRS; and

ments. (d) *** (2) PTR will be treated as conducting

An agenda showing the scheduling of (5) Transfers of assets or stock toa PRS business if PTR meets the re-
the speakers will be prepared after theontrolled corporations and partner- quirement of paragraph (d)(5)(v)(AX
deadline for receiving outlines hasships—(i) Scope The following rules of or (2) of this section.
passed. Copies of the agenda will b@aragraphs (d)(5)(ii) through (vi) of this (C) The fact that PTR is treated as
available free of charge at the hearingsection apply in determining whether theconducting a business of PRS under



paragraph (d)(5)(v)(A) of this sectionreceived in the operation of its full service gas (b) Continuity of business enterpriseUnder
tends to establish the requisite continustation. No S1 subsidiary will be an auto partsparagraph_(d)(5)(v)(A)(2_), PTR is trgatgd_ as being
. . . . distributor. in the business of owning and maintaining ware-
ity, but is not alone sufficient. (b) Continuity of business enterprisB, S1, and house space because of PTR’s significant interest
(vi) This paragraph (d)(5) applies tothe respective subsidiaries are members of & PRS. Furthermore, under paragraph (d)(5)(v)(B)
transactions occurring after these regu|a1??::fled grtpup eLle geflned in pe;]ra(g(]jr)e(tg)h(__gd)(f)tﬂ!l)olt tg;geptlon, PTS is treatetg ats ow?lng tthe asif]ets
: ; : ; is section. Under paragra ii) of thiso in accordance with its interest in the
fuons are pUb“Shed. as final regmatl.onggection, continuity of bupsinegss znterprise continuepartnership. Thus, the continuity of business enter-
in the Federal Register except _that It to be satisfied where all of T's historic businessprise requirement is satisfied because PTR contin-
shall not apply to any transactions OCassets are transferred among members of thees to use a significant portion of T's historic
curring pursuant to a written agreemengualified group. Even though no one corporatiorassets in a business.
which is (subject to customary Condi-is L_Jsing a signi_ficant po_rtion of T's hi_sto_ric (c) pontinqity of‘ interest Un_de!’ par:_;\graph
fi bindi bef th | business assets in a business, the continuity ¢f)(1)(ii) of this section, the continuity of interest
!Ons) Inding (_)h or be Or_e ese reg_u Apusiness enterprise requirement is satisfied becausequirement continues to be satisfied even though
tions are published as final regulationshe qualified group is using a significant portion ofthe assets are transferred to PRS in exchange for

in the Federal Register T's historic business assets in a business. an interest in PRS.
Example 8. Transfer of a historic T business to * * * * *
* k% % i R i i . N .
(6) All corporations have only PRS active and substantial management (f) Continuity of interest and asset or

one class of common stock outstandind@® Facts T manufactures custom ski boots. T
ransfers all of its assets to P solely in exchangStOCK transfers (1) Scope The follow-

Example 6through Example 100f thi§ for P voting stock, which T then distributes to itsing rules apply to transactions otherwise
paragr_aph (d)(6) apply to transactionghareholders. P plans to continue manufacturingualifying as a reorganization under sec-
occurring after these regulations areki boots and to expand this operation. As part ofjqp 368(a)(1)(A), (B), (C), or (G)

published as final regulations in thethe expansion, P and R (an unrelated party) form fmeeting the requirements of sections

; new partnership (PRS). As part of the plan of
Federal Registerexcept that they shall reorganization, P (PTR) transfers T's ski boot354(b)(1)(A) and (B)):

not apply to any transactions OCCUITiNG, siness to PRS in exchange for a 20 percent (i) Transfers to members of a quali-
purs_uant to a written agreeme_nt Whl(?h ISnterest in PRS. R transfers cash in exchange fdfied group Continuity of interest is
(subject to customary conditions) bind-its interest in PRS. PTR performs active a”dsatisfied where there are transfers or

ing on or before these regulations aré&ubstantial management functions for PRS includ= .
l?blished as final re uIat?ons in theind the decision-making regarding significant pusi-Successive transfers of target (T) stock
P g ness decisions of PRS and regular participation iOr transfers of T assets after a stock

Federal Register The examples are asthe overall supervision, direction and control ofacquisition) or T assets (or transfers of
follows: the employees of PRS in operating the ski boofhe acquiring corporation’s stock after a

business. S
(b) Continuity of business enterpriseUnder T asset achISItIOI’l) among members of

B _ _paragraph (d)(5)(v)(AJ) of this section, PTR is @ qualified group as defined in para-
Example 6. Qualified group and business contitreated as conducting T's historic business becausgraph (d)(5)(iii) of this section.

nuity. (a) Facts. T operates a bakery which makegne officers of PTR perform active and substantial (ji) Partnerships Continuity of inter-

and supplies delectable pastries and cookies to Banagement functions for the ski boot business i ti tisfied h T t

few select locations. The acquiring corporatéprs. Thus, the continuity of business enterpris St 1S Salistied even Where 1 assels (or

group consists of numerous corporations whichequirement is satisfied because PTR is treated tansfers of T assets following a T stock

produce a variety of baked goods for distributioncontinuing to conduct T's historic business. acquisition) are transferred to a partner-

around the world. Holding Company (HC) owns () Continuity of interest Under paragraph ship in exchange for a partnership inter-

80 percent of the stock of P. Pursuant to a plan, Tf(1)(ii) of this section, the continuity of interest

transfers all of its assets to P solely in exchanggequirement is satisfied even though the assets are . .
for HC voting stock, which T distributes to its tra?nsferred to PRS in exchange fgr an interest in_(2) Example The rules of this para-

shareholders. P owns 80 percent of the stock gbRs. graph (f) are illustrated by the following

S1; S1 owns 80 percent of the stock of S2, which Eyample 9. Transfer of a historic T business toexample. P represents the acquiring cor-
also makes and supplies pastries and cookies. ¥Rg — significant interest(a) Facts The facts poration and T represents the target

amalgamate the T business into HC's affiliatedyre the same as in Example 8 except that PTR’ .
group, P would like to operate T's business in S2qfiicers do not operate the ski boot business, an%orporatlon' Also se&xample &through

Pursuant to the plan, P transfers the T assets to SBR owns a 33 1/3 percent interest in PRS. xample 10in paragraph (d)(6) of this
S1 then transfers the T assets to S2. (b) Continuity of business enterpriseUnder S€ction. The example is as follows:

(b) Continuity of business enterpriselC, P, S1, paragraph (d)(5)(v)(A)(2) of this section, PTR is Example. Transfers to corporations in the quali-
and S2 are members of a qualified group asreated as conducting T's historic ski boot busines§ed group (a) Facts T manufactures playground
defined in paragraph (d)(5)(iii) of this section. pecause PTR’s 33 1/3 percent interest in PR&quipment, including launch ramps and half pipes
Under paragraph (d)(5)(ii) of this section, continu-represents a significant interest in the PRS skior skateboarding, in-line skating, and bicycling.
ity of business enterprise continues to be satisfiedoot business. The P affiliated group is engaged in architectural
where T's historic business is transferred to a (c) Continuity of interest Under paragraph design and construction. A holding company (HC)
member of the qualified group. The same resultgf)(1)(ii) of this section, the continuity of interest OWns 80 percent of the stock of each of P and S1.
would occur if T had been acquired by P for HCrequirement is satisfied even though the assets afel in turn, owns 80 percent of the stock of S2,
voting stock in a reorganization described intransferred to PRS in exchange for an interest ignd S2 owns 80 percent of the stock of S3. T
section 368(a)(1)(B) and the T stock had beerpRrs. transfers all of its assets to P in exchange for HC
transferred from P to S1 and from S1 to S2. Example 10. Transfer of T’ historic assets tovoting stock, which T distributes to its sharehold-

Example 7. Transfers of assets to multiplePRS (a) Facts T manufactures silk. T transfers rs. HC transfers all of the P stock to S1. S1 in
controlled corporations (a) Facts T operates an all of its assets to P solely in exchange for FUrn transfers all of the P stock to S2, and S2
auto parts distributorship. Pursuant to a plan, Woting stock, which T then distributes to its transfers the P stock to S3.
merges into P and the T shareholders receivehareholders. P manufactures clothing and has (b) Continuity of interestHC, P, S1, S2 and S3
solely P stock. P owns 80 percent of the stock obeen buying silk from T. P (PTR) and R (anare members of a qualified group as defined in
S1. S1 owns 80 percent of the stock of terunrelated party) own interests in a partnershiparagraph (d)(5)(iii) of this section. Under para-
subsidiaries, S2 through S11. S2 through S11 eadPRS) which owns and maintains warehouse faciligraph ()(1)() of this section, the successive
separately operate a full service gas station. Aies. As part of the plan of reorganization, PTRtransfers of the P stock to other members of the
part of the plan, P transfers T's auto parts to Sltransfers the T assets to PRS, increasing PTR@uUalified group do not violate the continuity of
which in turn transfers some of the parts to eaclpercentage interest in PRS from 20 to 33 1/3nterest requirement.
of its ten subsidiaries. No one subsidiary receivepercent. PTR decides to buy its silk from a .
a significant portion of T's historic business assetsdifferent manufacturer and converts T's plantPar. 3. In 8 1.368-2, paragraph (f) is
Each of S1's subsidiaries will use the T assetsacilities into warehouses. amended by removing the second sen-

* * * * *



tence and adding two new sentences
its place to read as follows:

§ 1.368-2 Definition of terms.

(f) * * * A corporation remains a
party to the reorganization even thougl
assets are transferred among members
a qualified group as defined in § 1.368-
1(d)(5)(iii). The preceding sentence ap
plies to transactions occurring aftel
these regulations are published as fin:
regulations in theFederal Registerex-
cept that it shall not apply to any
transactions occurring pursuant to
written agreement which is (subject ftc
customary conditions) binding on or
before these regulations are published :
final regulations in the Federal Registel

* % %

Margaret Milner Richardson,
Commissioner of Internal Revenue

(Filed by the Office of the Federal Register on
January 2, 1997, 8:45 a.m., and published in th
issue of the Federal Register for January 3, 199
62 F.R. 361)



