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IN&\GENCY: Internal Revenue Service

:_'gﬁRS), Treasury.
igi*

9,ACTION: Notice of proposed rulemak:
al-ing.
m-
duBUMMARY: This document contains ¢
ftaproposed regulation that clarifies th
1asgreatment of the transfer or extinguish
| bment of rights under an intercompan
obligation. The existing regulation ha
caused uncertainty concerning the te
treatment of such transactions. The pr
|1aPosed regulation affects corporations th
is-are members of consolidated groups, th
\C_subsidiaries, and their shareholders.

neI{,JATES: Comments and requests for

r]public hearing must be received by Marc
22,1999.

ADDRESSES: Send submissions tc
ionrSC:DOM:CORP:R (REG-105964-98)
room 5228, Internal Revenue Service
O°POB 7604, Ben Franklin Station, Wast
ington, DC 20044. Submissions may k
hand delivered Monday through Frida
between the hours of 8 a.m. and 5 p.m. 1
foCC:DOM:CORP:R (REG-105964-98)
y i€ourier’'s Desk, Internal Revenue Sel
vice, 1111 Constitution Avenue NW.
Washington, DC. Alternatively, taxpayer



may submit comments electronically vigExplanation dProvisions also includes certain conforming adjust-
the Internet by selecting th&dx Regs” . . ments.
option on the IRS Home Page, or by sub- 1h€ existing regulation does not apply the proposed regulation retains the
mitting comments directly to the IRS In-t0 transagtmns in W_h'Ch the amount_ of Ntule that the deemed satisfaction and reis-
ternet site at http://ww.irs.ustreas.gov/ C°Me: 9ain, deduction, or loss realized ig ;3nce amounts are determined under the
prod/tax_regs/comments.html. zera This rule was intended to avoid apyinciples of the OID provisions if the
!ollcat!on of the regulanon t.o transactiongyapy is transferred for propgrThe IRS
FOR FLRTHER INFORMATION CON- N which preservation of gain or 10ss l0cag  Treasury recognize that an alternate
TACT: Concerning the proposed regulat!on. an objecgve of §1.1502-13(9) ¢ providing for a fair market value de-
tion, Theresa A. Abell(202 622-7790; Would notbe atissue. Howayéhe deter- o ination of the deemed satisfaction
concerning submissions of commentgTination of whether the amount of in-p 4 yaissance amounts might (in theory)
LaNita Van Dyke, (202) 622-7180 (notcOme, gain, deduction, or loss realized i§, o 5ccurately preserve location of eco-
toll-free numbers). zero might depend on the fair markef,ie ain or loss. In such an alternate

value of property received. in ane regime, howeve the inherent dficulty
SUPPLEMENARY INFORMATION: change The dificulty and manipulability of valuing intercompany obligations
of that valuation is a reason for the enact,

Backgound i isi ‘qi
g ment of. certain provisions of the pngmalers and the IRS and may provide signifi-
ssue discount (OID) rules, particularl

. . ! Yy .
This document contains proposed .. cant potential for abuse when member
amendments to §1.1502-13(g) of the |n§eCt|onb1|27tATo th% et>r<]ter;t that t;‘Xp""tyefrsobIigations are transferred. Certain provi-
come Tax Regulations. Section 1.1502—Were able fo avol € deemed salislags < of the OID rules are intended to ad-

. . [ [ I [ tel , . o
13(g) prescribes rules relating to the trea logn?gi?]i;elsaﬁﬁi grﬁogﬁtlrg?ﬁﬁzg?nee&ress the dificulty and manipulability o
9 this valuation. Other developments in the

meh’lt of thettransfer or e>|<3t||_ngtt1_|(')s:m_ent B ain, deduction, or loss realized is Z€rQy. |aw have recoanized that issue price
rights an intercompany obligatioAn In- taxpayers could avoid those OID rules . 9 price,
tercompany obligation is generally de- ) . . .~ ~“as determined under the OID rules, is the
. C 2 and could inappropriately shift gain or . .
fined as an obligation between member, surrogate for fair market value in the case

foss among member¥he IRS ad Trea- C
of a consolidated group, but only for thesLjry havegconcluded that the better anof a debt obllgz_e\tlon. qu exam_ple_,
1.100-1(g) provides that issue price is

IOe”obd dur;nﬁ gl EOth bty o more administrable approach is not tused in determining the amount realized
members of the groufThe current regu- ¢4 qition the application of the regulatio 9

lation provides that if a member of a CONG N 4 realization of some amount of ini°™ the receipt of a debt instrument. For

solidated group realizes an amount (Othelyme  gain, deduction, or loss other thafh €S€ reasons, and consistent with the ob-
than zero) of income, gain, deduction, 0j¢q Accoréingy the r,egulation as pro_leC“Ve of promoting single entity treat-

loss upon the transfer or extinguishmenfoseqd will apply to all transactions ipment of the group, the IRS aireasury

of all or part of its remaining rights or\hich any amount is realized due to thé:ontinue to believe that the use of the OID

obligations under an intercompany obligyansfer or extinguishment of rights in arProvisions is appropriate and desirable in
ation, the obligation is treated as satisfiegytercompany obligation. determining the deemed satisfaction
(and the transferts basis in the property  The |RS ad Treasury believe the ex-2M0UNt and the amount for which the
received is adjusted to reflect the satisfageption from the operation of this provi_9b|lgat|0n is deemed reissueiccord-
tion amount) and , if the obligatio®r sjon for transactions that will not have"9!: the regulation as proposed contin-
mains outstanding, it is treated as reissuaggnificant dfect on any persos Federal “€S to use the OID provisions to deter-
as a new obligation. income tax liability for any year is unclear™'!N€ both the amount repaid in the
The current regulation is, howayam- i its application and scope. Furthéhe de€med satisfaction and the issue price of
biguous regarding the form of the recasixception tfers little, if ary, relief from the reissued obligation in cases involving
transaction, i.e., the deemed transactiofe requirements of the provisioac- 1€ €xchange of an intercompany obliga-
that encompasses the satisfaction,reigordingly, the exception is eliminatedton for CQS_’h or propeyt _
suance, and actual transaction. Under ofgm the regulation. In addition, the proposed regulation
interpretation of the regulation, there is a The proposed regulation clarifies thef'arifies that the term “conversionhi
potential that the form of the recast jeopform and timing of the recast applied toCIUOIeS only CONVersions pursuant to the
ardizes the tax-free treatment of commoftansactions subject to the regulation. IFFTMS Of the instrument.
corporates restructuring transfactionq_oartic_ula, it clarifies that the deemed Salproposed Effective Date
While it is not clear the regulation@r isfaction proceeds (rather than the obliga-
duces such consequences, the IRS afidn) are treated as transferred by the ini- The regulation is proposed to biee-
Treasury believe that any such cens tial creditor in the actual transaction andive on the date that the final regulation is
quences would be inappropriate and urthen advanced by the transferee to thgublished in thé~ederal Registe. For
necessary to achieve the objectives of ttdebtor in the deemed reissuance of thaurposes of determining the tax treatment
regulation Accordingly, the IRS and obligation The proposed regulatiom-i of transactions undertaking prior to such
Treasury propose to amend the regulatioriudes an example to illustrate clearly theffective date, taxpayers may rely on the
as described belo mechanics of the proposed regulation. form and timing of the recast transaction,

ould prove burdensome to both taxpay-
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as clarified by these proposed regulation®ART 1—INCOME TAXES (B) ***
No inference is intended, howeyas to S (3) The amount realized is from the
the correct interpretation of the existing aragraph IThe authority citation for .qnyersion of an obligation (under the

regulation. part 1 continues to read in part as followsg g of the instrument) into stock of the
Authority: 26 U.S.C. 7805 *** obligor.
Special Analyses Section 1.1502-13 also issued under 26 (i) Satisfactin—(A) General rule If
U.S.C. 1502.

a creditor member sells an intercompany
qebt for cash, the debt is treated as satis-
fied by the debtor immediately before the

'sale for an amount equal to the amount of
the cash. If the debt is transferred for

propery, the debt is treated as satisfied

immediately before the transaction for an

amount equal to the issue price (dete

It has been determined that this notice p5 2 gection 1.1502—13 is amende
of proposed rulemaking is not a signifi, .

cant regulatory action as defined in EO™ ¢ Revising paragraphs (g)(3)(i)(A)
12866 Therefore, a regulatory assessyg)(3)(i)(B)(3), (g)(3)(ii)(A), and (g)(3)-
ment is not required. It is hereby certifie ii), and removing paragraph (g)(3)(i)-
that these regulations will not have a 3i9¥B)(4).
nificant impact on a substantial number of 5 Revising paragraph (g)(4)(i)(B).
small entities This cert|f|cat|on. is bas'ed' 3. Amending paragraph (g)(5) by: red under section 1293 or section
on the fact that thes_e regy_lat|ons piiie”  a. Removing the language “Exam—1274) of a new debt issued on the date of
paly dfect corporatlons filing cons_oh- ple 2" in each place it appears in gar the transaction, with identical terms, for

dated Feqlerz'il income tax returm/a!l- graphs (d), (e) and (f) of Example 2 an%uch ropeyt If ,this aragraph ( )(3)7&1 ’

able data indicates that many consolidategliing “Example 3" in its place. o Ft))efause e gebtgr (?r crgeditorFE)e-
rewrn fllers are feger companies (not b. Removing the language “Exam'gomes a nonmembehe debt is treated as

small businessesYherefore, a Regula- o i i e . .
¥ It ple 3" in each place it appears in @ar ¢, iictied for cash in an amount equal to its

tory Flexibility Analysis under the Regu-granh (¢) and (d) of Example 3 and.. ) )
latory Flexibility ct (5 U.S.C. chapter 6) isgddie]g SELampIe(42 o pIaceF.) cfalr market value immediately before the

i i . debtor or creditor becomes a honmembe
nat required. Bursuant to sect|on_ 7805(0 ¢. Removing the language “Exam—lf the debt is transferred for cash or prop-
of the Internal Revenue Code, this noticgje 5" in each place it appears in gar prop

Cg erty, the proceeds of the deemed satisfac-

of proposed rulemaking will be submittedy 5n f Exampl n ina “Ex-.
to the Chief Counsel fodvocacy of the. ample 6°in it pacer tion are treated as transerted by the cred-
Small qumesAdmlnlstranon fqr com- d. Redesignating Examples 2, 3, 4, 000 oo h of broneSimilar
ment on its impact on small business.  and 5 as Examples 3, 4, 5 and 6 a iicﬁ)lgs ac:)plyetgetl)stheor t?aﬁgiction:and
adding a new Example 2.'. }0 transactions involving intercompany
Th.e revisions and additions read as foc')bligations other than debt. For example,
i o lows: if a corporation assumes the detddia-
Before this proposed regulation is

, , : 1.1502-13 Intacompany transactions. Pility in exchange for property of the
e_tdopte_d as a_flnal regulauon_, conS|dera§- debta, the debt is treated as satisfied for
tion will be given to any written com- %k %k % %

ments (preferably a signed original and an amount equal to the issue price (deter-

i ion 127 i
eight copies) that are timely submitted to (9) ™ _ ) _ r1n2|;1§)d0;1 gdneezvsde:gltczgsued s;notrh;, %(;ttlg gf
the IRS All comments will be available (3) Deemed satisfaction andeis-

for public inspection and copying pub- Suance of intecompany obligatios—(i) the transaction,_with identigal terms,. for
lic hearing may be scheduled if requeste@iPPlication—(@) In general If a member such propei If, in & transaction o which
in writing by any person that timely sub-"e@lizes an amount from the assignmeljp!s Paragraph (g)(3) applies, the obtig

mits written comments. If a public hear-C" extinguishment of all or part of its re-on is extinguished, including in a trans-

ing is scheduled, notice of the date, timéMaining rights or obligations under an inaction in which the creditor and debtor
and place of the hearing will be published€rcompany obligation, the intercompany©come the same efithe obligation is

s . treated as satisfied for an amount equal to
i : obligation is treated for all Federai-i X ‘ , X
in the Federal Registe. come tax purposes as satisfied under paild€ issue price (determined under section

Drafting Information graph (g)(3)(ii) of this section and, if it re- 1273 OF section 1274) of a new debt |
mains outstanding (either as ar§ued on the date of the transaction, with

_ : AlioN;htercompany obligation or a nonimte 'déntical terms, to a third pgrtfor prop-
isThereslA. Abell of the Ofice o Assis- company obligations), reissued undefrty that is not publicly traded.
tant Chief Counsel (Corporate), IRSparagraph (9)(3)(iii) of this section. Simi- X ok ok %
Howeva, other personnel from the IRS

Weve, P n Slar principles apply under this paragraph
ard Treasury Department participated ingy(3) it a member realizes an amount, di- (i) Reissuance. If an intercompany
its development. rectly or indirecty, from a comparable debt is transferred for cash or progeit

* ok ok ok k transaction (for example, a marking-tois treated as a new debt (with a new hold-

. market of an obligation or a bad debt deng period but otherwise identical terms)
Proposal Amendments to the Regulatlonsduction), or if an intercompany obligationissued to the transferee in exchange for

Accordingly, 26 CFR part 1 is pro- becomes an obligation that is not an intethe proceeds of the deemed satisfaction as
posed to be amended as follows: company obligation. determined under paragraph (g)(3)(ii) of

March 22, 1999 1999-12 |.R.B.

Comments and Requests for a Public
hearing

The principal author of this regulation



this section. If this paragraph (g)(3) apef this section, B is treated as reissuing the note t
plies because the debtor or creditor bder $100. Ps basis in the note is $100.

comes a nonmembhehe debt is treated as * % % % %

a new debt (with a new holding period but

otherwise identical terms) issued to the Robert EWenzel,
creditor for the deemed satisfaction pro- Deputy Commissioner of
ceeds. Similar principles apply to other Internal Revenue.

transactions and to transactions involving

intercompany Obligations other than debt(Filed by the Gfice of the Federal Register on De
cember 18, 1998, 8:45 a.m., and published in t

* ok ok k% issue of the Federal Register for December 21, 19
63F.R. 70354)

(4) *kk

(I) *kk

(B) Exception This paragraph (g)(4)
does not apply to an obligation if the
obligation becomes an intercompany
obligation by reason of an event described
in §1.108-2(e) (exceptions to the applica-
tion of section 108(e)(4)).

* *k k * %

(5) Examples.

* *k k * %

Example 2 Nonrecognition transactions. (a)
Facts. On January ¥ ¥ear 1, B borrows $100 from
S in return for Bs not providing for $10 of interest
annually at the end of each yeand repayment of
$100 at the endfdrear 5. B fully performs its oblig-
ations with the same tax consequences as described
in paragraph (a) of Example At the end 6Year 3,

S transfers the note to a newly formed subsydiar
Newco, in exchange for Newco stock. Section 351
applies to the exchang&he interest is adequate
stated interest within the meaning of section
1274(c)(2) (determined on the date of the transfer).
Neither Bs not nor Newcis stock is publicly
traded.

(b) Deemed satisfaction and reissuance of note.
Under paragraph (g)(3)(ii) of this sectiorisBote is
treated as satisfied for $100 (the issue price of the
reissued note, determined under section 1273(b)(4))
immediately before 'S transfer of the note to
Newco. Zero gain or loss is recognized by S and B
on the deemed satisfaction ofsBnote. S is then
treated as transferring the deemed proceeds of the
satisfaction of the note ($100) to Newco in exchange
for the Newco stock.’S basis in the Newco stock is
$100. Under paragraph (g)(3)(iii) of this section, B
is treated as reissuing the note to Newco for $100.
Newcds basis in Bs note is $100.

(c) Intercompany obligation transferred incse
tion 332 transactianThe facts are the same as in
paragraph (a) of this Example 2, except that S trans-
fers the note td® in a complete liquidation under
section 332. Under paragraph (g)(3)(ii) of this sec-
tion, B's note is treated as satisfied for $100 (the
issue price of the reissued note, determined under
section 1273(b)(4)) immediately beforés Sransfer
of the note td® Zero gain or loss is recognized by S
and B on the deemed satisfaction of the note. S is
then treated as transferring the deemed proceeds of
the satisfaction of the note, with its other assets, to P
in complete liquidation. Under paragraph (g)(3)(iii)



