Section 1.368-2(c) of the Incom Tax
Regulations provides:

In order to qualify as a “reggani-
zation” under section 368(a)(1)(B),
the acquisition by the acquiring cor-
poration of stock of another corpora-
tion must be in exchange solely for
all or a part of the voting stock of the

s of acquiring corporation . . ., and the
d phe Vs Rul. 98-10 acquiring corporation must be in con-
P |SSUE trol of the other corporation immedi-
-t ately after the transaction. If, for ex-
'f?rzt Where a stock for stock acquisition ample, Corporatio X in one
orotherwise qualifying under § 368(a)(1)(B)  transaction exchanges nonvoting pre-
ed f the Internal Revenue Code is accompa- ferred stock or bonds in addition to
firsnied by an exchange of securities, how all or a part of its voting stock in the

'y khould the transaction be treated? acquisition of stock of Corporatiy,
the transaction is not a re@anization
FACTS under section 368(a)(1)(B).

The facts are substantially similar to Section 354(a)(1) provides that no gai
the facts in Re. Rul. 69-142, 1969-1 or loss will be recognized if stock or secu
C.B. 107. rities in a corporation a party to a raga-

.rm  Corporatim X acquires all of the out- nization are, in pursuance of the plan ¢
Sestanding capital stock of Corporatityin reorganization, exchanged solely fo
exchange for voting stockfiX. Corpora- stock or securities in another corporatio
tion Y is a solvent corporation. Prior toa party to a reoganization.
the exchangeY has an issue of six per- In the circumstances set forth above
cent fifteen-year debentures outstandinghe Y shareholders receive exclusivel
Pursuant to the plan of reganizationX voting stock d X as consideration for the
acquires all the outstanding debentures ekchange of theiY stock The fact that a
~Yin exchange for an equal principakubstantial proportion of thY debentures
"®3mount of new six percent fifteen-yeais held by bondholders who own no stoc
debentures 6X. Some of the debenturesin Y has the dfect of ensuring that the
tioof Y are held by its shareholders, but &alue of the debentures issuedybin ex-
> 'substantial proportion of @Y debentures change for the debenturesf¥ realisti-
Safr?é‘fe held by persons who own no stock. cally reflects the value of tef debentures
eor. X IS In control o Y immediately after alone and does not constitute indirec
Théhe acquisition of tleY stock TheXand nonqualifying consideration for #Y
oY debentures constitute “securities” withstock. Because tBY shareholders, in
ggrih the meaning of § 354(a)(1) and, thusheir capacity as shareholders, receiy
, do not represent an equity interest. Disrenly X voting stock, the transaction con
,_garding the exchange of debentures, thitutes a reaganization within the mean
transaction meets the requirements afig of § 368(a)(1)(B).
368(a)(1)(B). Although the acquisition pX of the
LAVAND ANBYSIS debentures 6Y in exchange for deben-
tures d X occurs as part of the overal

Section 368(a)(1)(B) provides that a retransaction, it is not a part of the stock
organization includes the acquisition byfor-stock exchange which qualifies as
one corporation, in exchange solely for alteorganization. It is, howeve an ex-
or a part of its voting stock, of stock ofchange of securities in parties to a rega-
another corporation if, immediately aftemization which occurs in pursuance of th

i- the acquisition, the acquiring corporatiorplan of reaganization, and, therefore
t- has control of such other corporation.  meets all the conditions of § 354(a)(1)
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Accordingly, any gain or loss realized bychange. Itis modified such that § 354 apSection 467.—Certain Payments
the debenture holders dfas a result of plies to the exchange of warrants profor the Use of Property or

their exchange of theiy debentures for vided that the warrants constitute securiseryices

an equal principal amount of debenturees. See § 1.354-1(e). _ _ ,
of X will not be recognized. Section Rev. Ruls. 68-637, 1968—-2 C.B. 158fer;hZ;{?ﬁ‘;ﬁgﬂ;‘&ﬂ;@i‘irf:i‘;ﬁ'oft*?fr(‘)}tf;fg'm rg'rf'th
354(a)(1). If, under different facts, theand 70-269, 1970-1 C.B. 82, similarly ;- - 1998. See Rev. Rul. 98-11, page 13.
principal amount of the debentures %f deal with reorganization exchanges ac-

was greater than the principal amount afompanied by exchanges of warrants or

the debentures of, 8§ 354(a)(2) and options. Each is amplified such thatSection 468.
356(d) would apply to require the deben§ 354 applies to the exchange of warranﬁ
ture holders ol to recognize some or all or options, provided that, as in Rev. Rul

—Special Rules for
ining and Solid Waste
geclamation and Closing Costs

of any gain realized. 78-408 above, the warrants or option
constitute securities. The adjusted applicable federal short-term, mid-
HOLDING term, and long-term rates are set forth for the month
PROSPECTIVE APPLICATION of March 1998. See Rev. Rul. 98-11, page 13.

The exchange of stock forX stock is
a reorganization described in § 368(a)- Section 7805(b) provides that the Sec-
(2)(B); and any gain or loss realized byetgry may prgscribe the extent, !f any, '&ection 482.—Allocation of
the shareholders ofas a re;ult of the ex- which any ruling relating to t.he 'nt,emallncome and Deductions Among
change will not be recognized. Sectiomevenue laws shall be applied W'thouﬁ'axpayers
354(a)(1). retroactive effect. Pursuant to the author-
The separate exchangeYotlebentures ity contained in § 7805(b), this revenue Federal short-term, mid-term, and long-term
for X debentures is an exchange in puruling will be applied only to corporate 'S are setforth for the month of March 1998. See
suance of the plan of reorganization deeorganizations in which the exchange o?ev' Rul. 98-11, page 13.
scribed in § 368(a)(1)(B). Thus, any gairsecurities occurs on or after March 9,
or loss realized by the debenture holders998, the date this revenue ruling is pubs .
of Y as a result of their exchange of théir lished in the Internal Revenue BuIIetin.SeCth_n 483.—lInterest on
debentures for an equal principal amourfransactions in which the exchange of Se(_:ertaln Deferred Payments
of debentures oX will not be recognized. curities occurs prior to this date will con- The adjusted applicable federal short-term, mid-
Section 354(a)(1). tinue to be governed by the rules as the§rm, and long-term rates are set forth for the month
In certain cases, rights to acquire stockxisted prior to publication of this rey-°f March 1998. See Rev. Rul. 98-11, page 13.
of a party to a reorganization are “securienue ruling.
ties” for purposes of § 354See§ 1.354— ) .
1(e) (as amended by T.D. 8752, 1998_§RAFTING INFORMATION Section 642.—Special Rules for

.R.B. 4, effective for exchanges occur- te principal author of this revenuelredits and Deductions

ring on or after March 9, 1998). An €Xruling is Michael J. Danbury of the Office  Federal short-term, mid-term, and long-term
change of such rights, although separajg assistant Chief Counsel (Corporate)rates are set forth for the month of March 1998. See

from a § 368 exchange, may also be ifo; fyrther information regarding this ¢ Rul. 98-11, page 13.

pursuance of the plan of reorganizatione,enye ruling, contact Mr. Danbury on
In such cases, any gain or loss realized *&02) 622-7750 (not a toll-free call).

the holder of such rights as a result of the Section 807.—Rules for Certain
exchange will not be recognized. Section Reserves

354(a)(1). Section 382.—Limitation on Net The adjusted applicable federal short-term, mid-
EFFECT ON OTHER REVENUE Operating Loss Carryforwards term, and long-term rates are set forth for the month

. . of March 1998. See Rev. Rul. 98-11, page 13.
RULINGS and Certain Built-In Losses pag

_ . Following Ownership Change
Rev. Rul. 69-142, which dealt with

substantially identical facts, is modified The adjusted federal long-term rate is set fortSeCtion 846.—Discounted

and superseded. for the month of March 1998. See Rev. Rul. 98—11Unpaid Losses Defined
age 13.
Rev. Rul. 70-41, 19701 C.B. 77, deal8 The adjusted applicable federal short-term, mid-
with a stock-for-stock exchange accom- term, and long-term rates are set forth for the month
anied by an exchange of Acquire . . . of March 1998. See Rev. Rul. 98-11, page 13.
P y g . dSectlon 412.—Minimum Funding

debentures for Acquiring stock. It is
modified such that § 354 applies to thét"’mdards Section 98 e . |
exchange of debentures for stock. The adjusted applicable federal short-term, mid: ection 5.—Functiona

Rev. Rul. 78-408, 1978-2 C.B. 203term, and long-term rates are set forth for the monteUrrency
deals with a stock-for-stock exchange af March 1998. See Rev. Rul. 98-11, page 13. The Treasury Department and the IRS are solicit-
companied by a warrant-for-warrant ex- ing comments on the tax issues raised by the conver-
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sion of certain European countriesurrencies to a Saction 1274.—Determination

single European currency (euro). 8éAnnounce- . .

ment 9818, page 44. of Issge Price in the Case of
Certain Debt Instruments Issued

for Property

26 CFR 1.985-5Adjustments Reqgud Upon
Change in Functional Cuency (Also Sections 42, 280G, 382, 412, 467, 468, 482,

483, 642, 807, 846, 1288, 7520, 7872.)
The Treasury Department and the IRS are solicit-

ing comments on the tax issues raised by the conver- Federal rates; adjusted federal rates;

sipn of certain European countriesurrencies to a adjusted federal long-term rate, and

single European currency (euro). 8éAnnounce- the | t t rate.F

ment 98-18, page 44. e ong- erm exempt rate.ror purposes
of sections 1274, 1288, 382, and othe

sections of the Code, tables set forth tt

rates for March 1998.

Section 989.—O0ther Definitions
and Special Rules

The Treasury Department and the IRS are solicit-
ing comments on the tax issues raised by the conver-
sion of certain European countriesurrencies to a
single European currency (euro). 8éAnnounce-
ment 98-18, page 44.




