Internal Revenue Service Department oahngéang 7 @ 5 8 .

S/ HOR.07-00 Washington. DC 20224
Contact Person:
XRXXX XXX XXX
XXXXX Telephone Number:
XXXXX X X X X X
In Reference to:
Attn:  XXXXX oat T:EP:RA:T2/50-06967
ale:
APR 10 2o
Legend:
Corporation M = XXXXX
Plan X = XXXxX
Plan Y = xXxxx
state A = XXXXX
Dear XXXXX:

This is in response to your letter dated May 19, 1999,
as suppl emented by correspondence dated Cctober 28, 1999,
and Novenber 22, 1999, in which your authorized
representative requested private letter rulings on your
behal f regarding the Federal incone tax consequences of a
certain transfer froma profit-sharing plan to a noney
pur chase pension. .

Corporation M is organized under the laws of State A
Corporation Mnaintains Plan X, a profit-sharing plan
wi thin the neaning of section 1.401-1(b) (1) (ii) of the
| ncome Tax Regulations. Plan X was established effective
July 1, 1956, and includes a cash or deferred arrangenent
qualified under Internal Revenue Code section 401(k) and an
enpl oyee stock option plan ("ESCP") within the meani ng of
Code section 4975(e) (7) (n). The nost recent favorable
determnation letter on the qualified status of Plan X was
i ssued July 18, 1996. The termsof Plan X provide for |unp
sum di stributions described in Code section 402(d) (4) (A).

Corporation M adopted Plan Y, a noney purchase pension
plan, on April 19, 1999, and filed for adetermnation
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letter on May 14, 1999, as to Plan Y's initia
qualification status under Code section 401(a) and tax-
exenpt status under Code section 501(a). On Novenber 19,
1999, the Service issued a favorable determ nation letter
on behal f of Plan Y.

The assets of Plan X and of Plan Y will be held in a
master trust maintained by a third party trustee. The
trustee will maintain an account for Plan Y that is
separate from the account naintained for Plan X

Under the terms of Plan Y, its participants are
provi ded a choice of self-directed investnment funds that is
identical to the choice provided to the participants of
Plan X for the investnent of their salary reduction
contributions.

Enpl oyer contributions to Plan X are invested in the
Conpany Stock Fund which is invested in Corporation M
common stock and is held under a separate trust fromthe
other assets of Plan X For purposes of Plan X
Cor porati on M comon stock constitutes "securities of the
enpl oyer corporation” within the meaning of section
1.402(a)-1(b)(l) (ii) of the Income Tax Regul ati ons.

Pl an X ESOP accounts are invested in the ESOP Shares Fund
under the Conpany Stock Fund. Corporation M common stock
is registered under the Securities Act of 1933 and is
publicly traded. Under section 11.01 of Plan X, a
participant/beneficiary may elect to receive paynents from
t he Conpany Stock Fund in the formof Corporation M common
stock, cash or both.

Section | of Plan Y defines the follow ng terms:

"Enmpl oyer", Plan Section 1.08:
Corporation Mand any subsidiary and affiliated
conmpany specifically designated by the Board of
Directors as such for the purposes of this Plan
provi ded that such subsidiary or affiliated conpany
adopts this Plan by resolution of its own board of
directors.

“"Eligible Enployee", Plan Section 1.05:
(A) an "Enpl oyee" who (i) has attained age 59 1/2, and
(i1) receives a lunp sumdistribution (within the
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meani ng of Code section 402) of his entire account
under Plan X; or

(B) a "Forner Enployee" who receives a |unp sum
(wthin the nmeaning of Code section 402) of his entire
account under Plan X

It is represented that the sole purpose of Plan Y is
to accept rollover distributions fromPlan X; thus, Plan Y
wi Il receive no annual enployer contributions. Such
rollover distributions to Plan Y wll permt active and
former enployees to enjoy favorable tax treatnent for net
unreal i zed appreciation (NUA) on Corporation M stock, while
continuing to invest the renainder of their accounts
through the same investment options available under Plan X

Based on the above facts and representations, the
follow ng rulings have been requested:

1.) For purposes of determ ning whether the gain
associated with NUA of enpl oyer stock distributed from Pl an
Xis eligible for deferral of incone recognition, in
receiving the balance to his or her credit in Plan X within
one taxable year, a Plan X participant may transfer the
assets he or she receives, other than enployer stock, on a
nont axabl e basis to Plan Y without affecting the status of
such distribution fromPlan X as a qualifying |unp sum
di stribution under Code section 402(e) (4) (B).

2.) Were a distribution is nade directly to a Plan X
participant wthin one taxable year of all enployer stock
credited to such participant under Plan X and, within the
same taxable year, all remaining assets includible in such
participant's balance to the credit under Plan X are,
pursuant to the participant's election under Code section
401 (a) (31) (A), paid directly to Plan Y, the transaction in
the aggregate constitutes a qualifying |unp sum
di stribution under section 402(e) (4)(B), allow ng such
participant to defer inconme recognition on the enpl oyer
stock until its disposition

3.) Ruling requests one and two apply to transactions
described therein that occur in 1999 or in later tax years.

Code section 402(a) provides a general rule which
states that, except as otherwi se provided in section 402,
any amount actually distributed to any distributee by any
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empl oyees' trust described in section 401(a) which is
exenpt fromtax under section 501(a) shall be taxable to
the distributee, in the taxable year of the distributee in
whi ch distributed, under Code section 72 (relating to
annuities).

Code section 402(e)(4)(B) provides that in the case of
any lunp sumdistribution which includes securities of the
enpl oyer corporation, the NUA on those securities is
excluded fromthe distributee's gross incone unless
ot herwi se elected by the distributee.

Code section 402(e)(4)(D), effective for tax years
begi nning before 1/1/2000 provides that the term"lunp sum
distribution" has the neaning given it by section
402(d) (4) (A) without regard to the m ninumyears of service
rul e under section 402(d) (4) (F).

Code section 402(d)(4) (A defines a "lunp sum
distribution" as the distribution or paynent within 1
taxabl e year of the recipient of the balance to the credit
of an enpl oyee whi ch beconmes payable to the recipient--

(i) on account of the enployee's death,

(ii) after the enpl oyee attains age 59 1/2,

(iii) on account of the enployee's separation from
service, or

(iv) after the enployee has becone disabled (within the

meani ng of Code section 72(m(7),

froma trust which forms a part of a plan described in
section 401(a) and which is exenpt fromtax under section
501 or froma plan described in section 403(a).

Code section 402(d)(4) (C provides that, for purposes
of determning the "balance to the credit" of an enployee,
all trusts which are part of a plan shall be treated as a
single trust, all pension plans maintained by the enpl oyer
shall be treated as a single plan, all profit-sharing plans
mai ntai ned by the enpl oyer shall be treated as a single
plan, and all stock bonus plans naintai ned by the enpl oyer
shall be treated as a single plan.

Code section 402(e)(4)(D)(i) and (ii), effective for
tax years beginning after 12/31/99, provides the definition
of "lunp sumdistribution" and the expl anation of
aggregation of certain trusts and plans, for purposes of
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the tax treatment of NUA as described herein for such
future tax years. The pertinent |anguage of the definition
of "lunmp sumdistribution" and the expl anation of
aggregation are identical to section 402(d) (4) (A) and (C)
for tax years beginning 1/1/2000.

Code section 402(c) (1) provides that if --

(A) any portion of the balance to the credit of an
enployee in a qualified trust is paid to the
enployee in an eligible rollover distribution

(B) the distributee transfers any portion of the
property received in such distribution to an
eligible retirenment plan, and

(C) in the case of a distribution of property other
than noney, the anmount so transferred consists of
the property distributed,

then such distribution (to the extent so transferred) shal
not be includible in gross incone for the taxable year in
whi ch pai d.

Pursuant to Code section 402{c) (4), a lunp sum
di stribution under section 402(d) (4) (A) constitutes an
eligible rollover distribution

Code section 401(a) (31) (A) provides, in general, that
a trust shall not constitute a qualified trust under this
section unless the plan of which such trust is a part
provides that if the distributee of any eligible rollover
distribution --
(i) elects to have such distribution paid directly to
an eligible retirenent plan, and
(i1) specifies the eligible retirenent plan to which
such distribution is to be paid (in such form and
at such time as the plan adm ni strator may
prescri be).

Such distribution shall be nade in the formof a direct
trustee-to trustee transfer to the eligible retirenent plan
so specified.
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The definition of an eligible rollover distribution
found under Code section 402(c) (4) is used for purposes of
Code section 401(a) (31).

Plan X and Plan Y are the only two qualified plans of
Corporation M at issue; one is a profit-sharing plan, one
is a noney purchase pension plan; and each operates
separate fromthe other. Thus, for purposes of determ ning
the balance to the credit of a Plan X participant for
purposes of a lunp sumdistribution fromPlan X, there is
no requirenent that Plan X and Plan Y be aggregated to each
other for treatnment as a single plan pursuant to Code
section 402(d) (4) (c) (and Code section 402(e) (4) (D) (ii) for
tax years beginning after 12/31/99).

Accordingly, wth respect to ruling request one, we
conclude that for purposes of determ ning whether the gain
associated with NUA of enployer stock distributed fromPl an
Xis eligible for deferral of income recognition, in
receiving the balance to his or her credit in Plan X within
one taxable year, a Plan X participant may transfer the
assets he or she receives, other than enployer stock, on a
nont axabl e basis to Plan Y without affecting the status of
such distribution fromPlan X as a qualifying |unp sum
di stribution under Code section 402(e) (4) (B).

The proposed distributions fromPlan X satisfy the
definition of a lunp sumdistribution as that termis
defined in Code sections 402(d) (4) (A and 402(e) (4) (D (i).
Nei t her the code nor the regul ations pronul gated thereunder
preclude a distribution frombeing treated as a |unp sum
under those sections for purposes of Code section
402 (e) (4) (B) even if a portion of the distribution is
either transferred directly or rolled over into another
qualified plan pursuant to Code sections 401(a) (31) or
402 (¢} .

Therefore, wth respect to ruling request two, we
conclude that where a distribution is made directly to a
Plan X participant within one taxable year of all enployer
stock credited to such participant under Plan X and, within
the same taxable year, all remaining assets includible in
such participant's balance to the credit under Plan X are,
pursuant to the participant's election under Code section
401 (a) (31) (A), paid directly to Plan Y, the transaction in
the aggregate constitutes a qualifying lunp sum
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di stribution under section 402(e)(4) (B), all owi ng such
participant to defer incone recognition on the enployer
stock until its disposition

These ruling requests apply to transactions described
herein that occur in 1999 or in later years. This ruling
i's based on the assunption that Plan X and Plan Y will

be qualified under Code section 401(a) and their trust wll
be exenpt under Code section 501(a) at all tinmes pertinent
to the transaction.

This ruling is directed only to the t axpayer who
requested it. Code section 6110(k) (3) provides that it nmay
not be used or cited by others as precedent

S¥tiyerely yo

K

oyge E. Floyd, Manager

Enpl oyee Pl ans Technical Goup 2
Tax Exenpt and Government Entities
Di vi sion

Encl osures:

Copy of ruling letter

Del eted copy of ruling letter
Notice of Intention to D sclose

CC.
XXXXX
XXXXX
XXXXX
XXXXX

xxxxx Key District Ofice
Attn: Chief, EP/EO




