terms of a debt instrument results in &
exchange of the original debt instrumel
for a modified instrument thatféiérs ma-
terially either in kind or in extent. Undel
§ 1.1001-3, a modification of a debt in
strument results in an exchange for pu
poses of § 1.1001-1(a) if the modifica
tion is significant A modification that is
d not significant does not result in ar-e
change for purposes of 8§ 1.1001-1(s
Section 1.1001-3 applies to any modif
S cation of a debt instrument, regardless
ule- the form of the modification (including
B. an exchange of a new instrument for ¢
existing instrument).
'gest- .03 Under § 1.1001-3(c), a modifica
tion means any alteration, including an

ce

'::e deletion or addition, in whole or in part

are of a legal right or obligation of the issue

or a holder of a debt instrument, wheth

the alteration is evidenced by an expre

ro- agreement (oral or written), conduct c
FR6 CFR 601.601: Rules amelgulations. the parties, or otherwise.

}b_(AIso Part I, sections 1001; 1.1001-3, 1.1275-2.) 04 In general, a modification of a det

Rev. Proc. 99-18 instrument is a significant modificatior

under 8§ 1.1001-3 only if, based on all tf

SECTION 1. PURPOSE facts and circumstances, the legal righ

. . or obligations that are altered and the d
al), This revenue procedure provides for an

- election that will facilitate the substitutiongree to which they are altered areoec

4. of some or all of the debt instruments fronI?omlcally significant.  Section 1.1001-

reéwo or more outstanding issues of deb%(e) provides rules to determine wheth

with debt instruments from a new issu certain modifications, such as a change

Under the election, taxpayers can treat 4€ld Or the timing of payments, const
substitution of debt instruments, in certaifUt€ significant modifications.
circumstances, as a realization event for -09 If the terms of a debt instrument a
federal income tax purposes even thoughodified to defer one or more paymen
> it does not result in a significant modifica-2nd the modification does not result in e
vidkion under § 1.1001-3 of the Incerfiax €Xchange under § 1.1001-3, § 1.127:
erRegulations (and, therefore, is not an ex(j) provides rules to account for the moc
sckchange for purposes of § 1.1001-1(a))fied debt instrument. Under § 1.1275
f Under section 4 of this revenue procedur@(j), solely for purposes of §§ 1272 an
tiotaxpayers do not recognize any realizeti273 of the Internal Revenue Code, tt
ydegain or loss on the date of the substitutiomebt instrument is treated as retired at
arknstead, the gain or loss generally is takethen reissued on the date of the modific
into account as income or deductions ovefon for an amount equal to the instru
Il the term of the new debt instruments. ments adjusted issue price on that dat
::SECTION > BACKGROUND }As a r.e§ult, Fhe deb'F instrument is retesti
or original issue discount based on tt
k01 Under § 1.1001~1(a), gain or loss igstruments adjusted issue price and th
realized from the exchange of propertyemaining payments, as modified, to k
for other property dfering materially ei- made on the instrument. If the debt i
ther in kind or in extent. strument has original issue discount as
/al .02 Section 1.1001-3 provides rules toesult of the modification, both the issue
 determine whether a modification of theand the holder account for the origine



issue discount over the remaining term of .06 Neither the new debt nor the old (a) identify the old debt for which

the instrument.Se= 88 163(e) and 1272. debt is— new debt was substituted,

.06 An issuer may want to refinance (1) a contingent payment debt instru- (b) identify the new debt that was
and consolidate debt instruments (“oldnent (within the meaning of § 1.1275-4)substituted for the old debt,
debt”) from two or more outstanding is- (2) a tax-exempt obligation (as de- (c) indicate the issue price of the
sues of debt into debt instruments (“neviined in § 1275(a)(3)), or new debt, and
debt”) from a single new issue. In gen-  (3) a convertible debt instrument (d) indicate that the election was

eral, if the terms of the new debt are ndwithin the meaning of § 1.1272-1(e)). made under this revenue procedure.
materially dfferent from the terms of the .07 All payments on the old debt and .02 Treatment of substitutionlf an
old debt, substituting the new debt for théhe new debt are denominated in, or deteglection is made under this revenue proce-
old debt does not result in a significantmined solely by reference to, U.S. dollarsgure, the issuer and the electing holders
modification of the old debt underand the functional currency of the bus must report the substitution for federal in-
§ 1.1001-3 Therefore, the substitution of ness unit issuing the new debt is the U.8ome tax purposes as a repurchase of the
the new debt for the old debt in the condollar. old debt in exchange for the new debt in
solidation is not a realization event for .08 The issuer and one or more holderthe taxable year in which the substitution
federal income tax purposes. Howeveof the old debt make the election providedccurs. Howeue the issuer must account
under § 1.1275-2(j), some or all of then section 4.01 of this revenue procedurefor this deemed exchange under the rules
new debt may have original issuesdi described in section 4.03 of this revenue
count in varying amounts, dependingSECTION 4APPLICATION procedure and each electing holder must
upon the terms of the old debt for which - o1 Ejection, account for this deemed exchange under
the new debt was substituteds a result, (1) Manner of making the election.the rules described in section 4.04 of this
the new debt may not be fungible. The issuer and the holders make the elet@venue procedure.
SECTION 3. SCOPE tion u_nde_r thi;_ revenue procedure_ by -03 Issue’s reatment The issuer must
agreeing in writing to treat the substit take into account over the term of the new
This revenue procedure applies to théion as a realization event for federal indebt any diference between the adjusted
substitution of new debt for old debt if allcome tax purposes and to comply with thigsue prices of the old debt and the issue
of the following conditions are satisfied: provisions of this revenue procedufghe Price of the new debt (as determined
.01 Debt instruments from a single newvritten agreement must be entered into nénder § 1.1273-2). If the aggregate issue
issue are being substituted for debt instruiater than the last day of the month irPrice of the new debt that is transferred to
ments from two or more old issues ofvhich the substitution occurs. electing holders as a substitute for the old
debt. (It is not necessarhoweve, for ~ For example, the written agreement t@ebt is greater than the aggregate adjusted
any single holder of the old debt to havenake the election may be evidenced by igsue prices of the old debt for which it is
held debt instruments from more than onstatement in theftering documents for substituted, the issuer treats thietence
of the old issues.) the substitution that— as a reduction in the aggregate issue price
.02 The substitution does not result in a (a) the issue by distributing the of the new debt As a result, the fier-
significant modification of the old debtdocuments, elects under this revenue prénce is taken into account by the issuer
under § 1.1001-3 and, therefore, is not @dure to treat the substitution as a reapver the term of the new debt as increased
realization event under § 1.1001-1. ization event for federal income tax puroriginal issue discount or as reduced bond
.03 The new debt and the old debt argoses, issuance premium (within the meaning of
publicly traded (within the meaning of (b) any holder of old debt that§ 1.163-13). If the aggregate issue price
§ 1.1273-2(f)). tenders its old debt for new debt as part ¢ff the new debt that is transferred to elect-
.04 The old debt was issued at par othe substitution thereby makes thecele ing holders as a substitute for the old debt
with a de minimis amount of originaltion under this revenue procedure, and is less than the aggregate adjusted issue
issue discount or premium. (For purposes (c) the issuer and the holders wherices of the old debt for which it is sub-
of this condition, the de minimis amounthave tendered their old debt for the newtituted, the issuer treats théfeience as
for premium is determined using the prindebt (“electing holders”) will comply an increase in the aggregate issue price of

ciples of § 1.1273-1(d).) with the provisions of this revenue procethe new debtAs a result, the ffierence is
.05 The new debt is issued at par odure. taken into account by the issuer over the
with a de minimis amount of original (2) Statement attached teturn If term of the new debt as reduced original

issue discount or premium. (For purposesn election is made under section 4.01(i3sue discount or increased bond issuance
of this condition, the issue price of theof this revenue procedure, the issuer muptemium.

new debt is determined under § 1.1273-2ttach a signed statement to its timely .04 Electing holde’s reatment.

rather than under § 1.1275-2(j), and théled (including extensions) federal in- (2) In general Notwithstanding any
de minimis amount for premium is detercome tax return for the taxable year iprovision of subtitt A of the Internal
mined using the principles of § 1.1273-which the substitution occurs. On théRevenue Code (including 88 356(a) and
1(d).) statement, the issuer must— 1276(a)), an electing holder does not rec-
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ognize any gain or loss as a result of theubstitution, as accrued market discour8ECTION 7.PAPERWORK
deemed exchange. Instead, the ho&le on the new debt. (Solely for purposes dREDUCTION ACT
basis (immediately after the substitutionyletermining the accruals of any additional ] ) .
in the new debt is the same as the hotde market discount on the new debt, the The collections of information con-
adjusted basis (determined as of the dakelde’s basis is increased by the amourj@in€d in this revenue procedure have
of the substitution) in the debt instrumentsf the accrued market discount on the ol§€€n reviewed and approved by the O
for which the new debt was substituteddebt that is treated as accrued market dii¢® of Management and Budget (OMB)
In addition, the holdés holding period count on the new debt.) in accordance with the Paperwork Reduc-
for the new debt includes the hotde (3) Bond pemium If the holde’s tion Act (44 U.S.C. 3507) under control
holding period for the old debt. basis in the new debt (immediately aftePumber 1545-1647.

(2) Market discount. the substitution) is greater than the stated AN agency may not conduct or sponso

(@) In general If the stated re- redemption price at maturity of the newand & person is not required to respond to,

demption price at maturity of the newdebt (as determined under § 1.1273—1(b)3 collection of information unless the col-
debt (as determined under § 1.1273-1(b)he holder treats the flierence as bond lection of information displays a valid
is greater than the holde basis (immedi- premium on the new debSe §§ 1.171—- OMB control numbe
ately after the substitution) in the newl through 1.171-5 for the treatment of The collections of information in this

debt, the holder treats thefigirence as bond premium. revenue procedure are in section 4.01.
market discount on the new debt and the This information is required to determine
new debt as a market discount bond (uRECTION 5. EFFECTIVE PERIOD whether a taxpayer has made the election
e hsCouTt 1 4 This revenue procecure applies 1o T 08 IS evee procecth col

9 9%titutions that occur between March ﬂlons orin ormatlgn are required to obtain
§ 1278(a)(2)(C)). Se= 88 1276 and 1278 1999 and June 30. 2000 a benefit The likely respondents are
for the treatment of market discount”™ "™ ’ ' business or other feorofit institutions.
(The issue date of the old debt rather tha®ECTION 6. REQUES FOR The estimated total annual reporting
the issue date of the new debt is used WOMMENTS and/or recordkeeping burden is 75 hours.
determine whether the new debt is a The estimated annual burden per r

short-term obligation for purposes of The Internal Revenue Service requests,qen/recordkeeper varies from 1/2
§ 1278(a)(1)(B)(i).) See sectioncomments on this revenue procedure, i, 14 1 hoy depending on individual
4.04(2)(b) below for the treatment of anyeluding comments on whether thisvie . tances, with an estimated average

accrued market discount on the old debt.enue procedure should be made prm ¢ /1 1o The estimated number of re-

(b) Accrued market discounfThe nent. Persons that wish to comment Oglpondents is 100.

rules in this section 4.04(2)(b) apply if, aghis revenue procedure may submit com-", =~ .o o o) frequency of re-
of the date of the substitution, there is anjnents by May 31, 1999, to: CC:DOM:sponses is on occasion

accrued market discount on the old detORP:R (RP-102721-99), room 5226, Books or records rellating to a collec-
that has not been taken into account bipternal Revenue Service, POB 7604, Be{i1on of information must be retained as
the holder as ordinary income. If, undeFranklin StationWashington, DC 20044. long as their contents may become mater-
section 4.04(2)(a) above, there is no mafubmissions may be hand deliveresi b ial in the administration of any internal
ket discount on the new debt or thdween the hours of 8 a.m. and 5 p.m. tc}:evenue lv. Generally tax ret{lrns and
amount of any market discount on th&C:DOM:CORP:R (RP_102721_99)'tax return ir;formation gre confidential, as
new debt is a de minimis amount, th&€ourie’s Desk, Internal Revenue Ser-"" " '
amount of accrued market discount on theice, 1111 Constitutiot Avenue, NV, required by 26 U.S.C. 6103.

new debt is zero, and the accrued mark¥fashington DC Alternatively, com- coONTACT PERSON

discount on the old debt is ignored. Ifments may be submitted via the Internet

under section 4.04(2)(a) above, thdy selecting theTax Regs” option of the  For further information regarding this
amount of market discount on the newRS Home Page or by submitting them direvenue procedure, contadilliam E.
debt is more than a de minimis amountectly to the IRS Internet site atBlanchard of the @ice of Assistant Chief
the lesser of this market discount and thiettp://www.irs.ustreas.gov/prod/tax_regs/Counsel (Financial Institutions and Prod-
accrued market discount on the old debt somments.html. Comments will be avail-ucts) on (202) 622-3950 (not a toll free

treated by the holdgeas of the date of the able for public inspection. call).
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