Washington, DC. Alternatively, taxpayerserence to interest rates, commaodity prices,
may submit comments electronically vieor other similar indices. Factors (1), (2),
the Internet by selecting the “Tax Regsand (3) above will cause an instrument to
option on the IRS Home Page or by sullse NQPS only if the right or obligation
mitting comments directly to the IRS In-may be exercised within 20 years of the
ternet site at date the instrument is issued and suckh
http://www.irs.ustreas.gov/tax_regs/regslright or obligation is not subject to a con-
st.html. The public hearing will be heldtingency which, as of the issue date,
in the NYU Classroom, Room 2615, In-makes remote the likelihood of the re-
ternal Revenue Building, 1111 Constitudemption or purchase.

tion Avenue, NW., Washington, DC. These rights or obligations do not cause
FOR FURTHER INFORMATION CON- preferred stock to be NQPS in certain _Cir-
) . cumstances described in section
TACT: Concerning the proposed regula:

tions, Richard E. Coss, (202) 622-7790:2-(@(2)(C). In one such exception, con-

Notice of Proposed Rulemaking  concerning submissions of comments, in@ined in section 351(g)(2)(C)()(!1), a re-

and Notice of Public Hearin : . gemption or purchase right shall not cause
g hearing, and/or to be placed on the buil stock to be NQPS if the stock containing

. . ing access list to attend the hearin N . . .
Guidance Under Section 356 LaNita Van Dyke, (202) 622-7180 (no%he right is transferred in connection with
the performance of services for the issuer

Relating to the Treatment of toll-free numbers)
Nonqualified Preferred Stock ' or a related person (and represents reasor
and Other in Certain Exchanges SUPPLEMENTARY INFORMATION: able compensation), and the right may be

P . exercised only upon the holder’s separa-
and Distributions Background tion from serv?/ce.p P

This document contains proposed The NQPS provisions also provide cer-

REG-105089-99 amendments to the Income Tax Reguld@in exceptions to the treatment of NQPS
i i s boot. Under sections 354(a)(2)(C),

AGENCY: Internal Revenue Servicetions (26 CFR part 1) under sections 354 X

(IRS), Treasury. 355, 356, and 1036 of the Internal Rev25(2)(3)(D), and 356(e)(2), NQPS is

enue Code (the Code). Section 1014 dfeated as stock, and not other property, ir
ACTION: Notice of proposed rulemak-ne Taxpayer Relief Act of 1997 (TRA of C8Ses where the NQPS is received in ex

ing and notice of public hearing. 1997), Public Law 105-34, enacted orfhange for, or in a distribution with re-
SUMMARY: This document contains August 5, 1997, amended sections 358P€Ct 10, NQPS.  As a result, the receipt
proposed regulations providing guidancé®4, 355, 356, and 1036 of the Code. iy NI?PS " excrange for N?PS will not
relating to nonqualified preferred stockamended, these sections, in general, prBE'SJ dm gain olr 0SS refcogr:; |(?[n. K
The proposed regulations address the éfide that nonqualified preferred stock (615II r:j_der p?or avt\{'t ptre;zrr(?[  stock gener-
fective date of the definition of nonquali-defined in section 351(g)(2)) (NQPS) re&'V ¢1d N0 conds_ : u_k(:. 00 m; reorgant-
fied preferred stock and the treatment di€ived in an exchange or distribution willzgf:_')or:c (r)]r '2 ?j 'S_;[_rr: ultlo_n l“r_‘ eL_SeCt'O”f
nonqualified preferred stock and similafOt be treated as stock or securities bl{%ﬁ ﬁ tPeS ode. 'he .e%'.s a:we thlstto(r:yo
preferred stock received by shareholdef§stead, will be treated as “other prop™® Q prowsmnds 'E cates that t-on-
in certain reorganizations and distribu€rty” or “boot.” As a result, the receipt of9'SS Was cor_1cerrr11_e ha out nonreco?mno(;
tions. This document also provides notic®/QPS in a transaction occurring after thganska_ctlons in whic a_segu_re preherre
of a public hearing on these proposed re?\lQPS provisions are effective will, un-?tOC instrument is received in exchange
ulations. ess a specified exception applies, resulp! common stock or riskier preferred
in gain (or, in some instances, loss) reco stock. The committee reports state that
DATES: Written or electronic commentspition. Section 351(g)(4) provides au- [clertain preferred stocks have been

and requests to speak (with outlines ahority to issue regulations to carry out thé/idely used in corporate transactions to
oral comments) at a public hearing SChe(b‘urposes of these provisions. afford taxpayers non-recognition treat-
uled for 10 a.m., May 31, 2000, must be Section 351(g)(2)(A) defines NQPS adnent, even though the taxpayers may re-
received by May 10, 2000. preferred stock if (1) the holder has th&€1Ve relatively secure instruments in ex-

ADDRESSES: Send submissions tofight to require the issuer or a related pefhange f(?‘r relatively risky investments,”

CC:DOM:CORP:R (REG-105089-99) 50N 10 redeem or purchase the stock, (de that “[t]he Commlttee_ believes that
Room 5226, Internal Revenue Servicdhe issuer or a related person is required yghen such preferred stock instruments are
POB 7604, Ben Frankiin Station, Washfedeem or purchase the stock, (3) the i§ecelved in certain transactions, it Is ap-
ington, DC 20044. Submissions may b&Uer or a related person has the right to rRropriate to view such instruments as tax-

hand delivered Monday through Fridayjeem or purchase the stock and, as of tﬁgle consideration, since the investor has

pften obtained a more secure form of in-

between the hours of 8 a.m. and 5 p.m. té$sue date, it is more likely than not tha .
CC:DOM:CORP:R (REG—105089—99),SUCh right will be exercised, or (4) thevestment.” H.R. Rep. No. 148, 105

Courier’s Desk, Internal Revenue Serdividend rate on the stock varies in whol&onﬁq" £ Sests. 472 (1997); S. Rep. 33,
vice, 1111 Constitution Avenue, NW.,Or in part (directly or indirectly) with ref- 105" Cong., £ Sess. (1997).



The NQPS provisions apply to transaclieve that this represents the proper intestock represents a continuation of the
tions after June 8, 1997, but will not applypretation of the NQPS provisions; a coneriginal investment in the T stock.
to any transaction (1) made pursuant to taary interpretation would give rise to re- The proposed regulations provide a
written agreement which was binding orsults that are inconsistent with otherule that treats the P stock received in
such date and at all times thereafter, (NQPS provisions and their underlyingsuch transactions as QPS if the P stock i
described in a ruling request submitted tpolicy. substantially identical to the T preferred
the IRS on or before such date, or (3) de- For example, assume that corporatioatock surrendered (or the T stock on
scribed in a public announcement or filindT) issues preferred stock described iwhich a distribution is made). The sub-
with the Securities and Exchange Comsection 351(g)(2) to shareholder (X) irstantially identical requirement is neces-
mission on or before such date. Sectioh996, and that X surrenders the T stockary to ensure that this rule does not per
1014(f) of TRA of 1997. and receives NQPS of acquiring corporamit the NQPS provisions to be
A temporary regulation published adion (P) in a reorganization occurring aftecircumvented through exchanges of QPS
T.D. 8753 (1999-9 I.R.B. 6) in theed- June 8, 1997 (when the NQPS provision®r more secure NQPS. The P stock is
eral Registeron January 6, 1998, pro-are effective). If the T preferred stock reconsidered to be substantially identical tc
vides that, notwithstanding contemporaeeived in 1996 is not NQPS, X will recog-the T stock if two conditions are met. The
neously issued final regulations treatingiize gain (if any) on the exchange. Thidirst condition is that the P stock does not
certain rights to acquire stock as securitiegsult is unwarranted, because X is not reontain any terms which, in relation to the
that can be received tax-free in reorganeeiving a more secure type of investmerterms of the T stock, decrease the periof
zations and section 355 distributions, &or a relatively risky type of investment,in which a redemption or purchase right
right to acquire NQPS received in exand exchanges of NQPS for NQPS arwill be exercised, increase the likelihood
change for stock other than NQPS (or footherwise governed by the nonrecognitiothat such a right will be exercised, or ac-
a right to acquire stock other than NQPSjules of sections 354, 355, and 356. celerate the timing of the returns from the
will not be treated as a security, and that The second issue addressed by the prstock instrument (including the receipt of
NQPS received in exchange for stoclkosed regulations is the treatment odividends or other distributions). The
other than NQPS (or for a right to acquirdNQPS received in a reorganization in exsecond condition is that, as a result of the
stock other than NQPS) will not bechange for (or in a distribution with re-receipt of P stock in the transaction, the
treated as stock or a security. The tempspect to) preferred stock that is not NQP8xercise of the right or obligation does not
rary regulation added 81.356—6T, and aysolely because, at the time the origindbecome more likely than not to occur
plies to NQPS (or a right to acquire suclstock was issued, a redemption or pumithin a 20-year period beginning on the
stock) received in connection with achase right was not exercisable until afteéssue date of the T stock. To illustrate the
transaction occurring on or after March 9a 20-year period beginning on the issugvo conditions, if the P stock contains a
1998 (other than transactions described mhate, or a redemption or purchase rightrm that permits the stock to be re-
section 1014(f)(2) of TRA of 1997). was exercisable within a 20-year periodleemed before the date on which the T
but was subject to a contingency whiclstock could be redeemed, or if, at the time
made remote the likelihood of the re-of the transaction, the T stock is not more
The proposed regulations address thréﬂéamption_ or purchase, or, in the case of dikely than npt to be_ re(_jeemed Within a
technical issues relating to the question dgsuer’s right to redeem or purchase stock0-year period beginning on the issue
whether certain preferred stock instrudescribed in section 351(g)(2)(A)(iii), date of the T stock but the P stock is more
ments qualify as NQPS. was unlilfely to b_e e_xercised Wi_thin a 20dikely than npt to be_ re(_jeemed Within a
The first issue addressed by the prof€ar period beginning on the issue date0-year period beginning on the issue
posed regulations is whether stock gdor because 01_‘ any combination of thesdate pf th_e T s_tock, the P stock is not sub
scribed in section 351(g)(2) that was isreasons). To illustrate, assume that aftstantially identical to the T stock.
sued in a transaction on or before June égne 8, 1997, T issues preferred stock to Under this rule, the P stock received
1997, qualifies as NQPS (even though thg that permits the holder to require T towill continue to bg treated as_QPS in sub
receipt of such stock would not have beefpdeem the stock on demand, but not beequent transactions, and similar princi-
boot because the transaction in which fere the stock is held for 22 years. Asples will apply to those transactions. For
was received occurred prior to the NQPSUMe that seven years later, the T stock é&xample, if the P stock is later exchangec
provisions’ effective date). Although the®Xchanged in a reorganiza_tion for P_pre'fl a reorganization for subs_tantially iden-
NQPS provisions generally are effectivderred stock Wlt_h substantially |dent_|calt|cal stock of a_nother acquiring corpora-
with respect to transactions occurrinig'rms that permits the holder to require Bon, the acquiring corporation stock will
after June 8, 1997, neither the effectiv redeem the stock after 15 years. also be treated as QPS. However, if the |
date provisions of section 1014(f) of TRA _Technically, this transaction could besto_ck is_Iater gxchanged for stogk de-
of 1997 nor the legislative history of theviewed as a taxable exchange becausesgribed in section 351(g)(2) that is not
NQPS provisions addresses this issue. i_s receiving P_stock that meets the definisubstan_tially identical, the receipt of the
The proposed regulations provide tha_tﬂon of NQPS in exchange for T stock thastock W|Il_be _treated as boot.
stock described in section 351(g)(2) i& not NQPS (QI?S). However, the IRS The third issue z_iddressed_ by the pro
NQPS regardless of the date on which tHehd Treasury believe that nonrecognitioposed regulations is how to interpret the
stock is issued. The IRS and Treasury pdreatment is appropriate because the [ftovision that exempts from the definition

Explanation of Provisions



of NQPS certain preferred stock contain- The proposed regulations are proposethted between Constitution and Pennsyl
ing a purchase or redemption right thato be effective for transactions on the dateania Avenues, NW. In addition, all visi-
may only be exercised on the holder’shat final regulations are published in theors must present photo identification to
separation from service (compensatiofrederal Register Notwithstanding the enter the building. Because of access re
stock). To be exempted from the definiprospective effective date of the proposestrictions, visitors will not be admitted be-
tion of NQPS under this provision, stockegulations, the IRS and Treasury believgond the immediate entrance area mort
must be “transferred in connection withthat the regulations prescribe the propehan 15 minutes before the hearing starts
the performance of services” and mudreatment of the transactions they addresSor information about having your name
represent “reasonable compensation.” And the IRS generally will not challengeplaced on the hearing access list to atten
commentator has questioned how thegeturn positions consistent with the reguthe hearing, see the “FOR FURTHER IN-
requirements apply in the context of a relations. However, a transaction involvingcFORMATION CONTACT” section of
organization or distribution. The concerrrights to acquire NQPS that occurs beforthis preamble.
is that, when an employee of T receives the effective date of §1.356—6T will be The rules of 26 CFR 601.601(a)(3) apply
preferred stock in a reorganization in extreated in accordance with the law gowvto the hearing. Persons who wish to preser
change for T stock of equal value, the Rrning rights to acquire stock in effect abral comments at the hearing must reque:
stock received could be considered tranghat time. to speak, and submit written comments an(
ferred in exchange for stock (rather than . an outline of the topics to be discussed an
for services), or could be considered nopPecial Analyses the time to be devoted to each topic (signe
to represent reasonable (_:omp_ensation (be-1t has been determined that this noticgriginal and_eight (8) cppies) b_y May 10,
cause the P stock received in the _e_quek proposed rulemaking is not a signifi-zooo' A period of 10 mmute_s will be allot-
value exch_ange represents no additiongl, ¢ regulatory action as defined in Exeded to each person for making c_omments
f:om_pensz_mon to the employee). T_h_e legiiive Order 12866. Therefore, a reguIaAn agenda_showmg the scheduling of the
islative history of the NQPS Provisionsyyry assessment is not required. It ha%oeaker_s WI|| be prepared after the deadl_ml
does not address these amb|gwtles. also been determined that section 553(69r receiving outllnes has pz_issed. Copie
The IRS and Treasury believe that thg¢ he Administrative Procedures Act (5of the agenda will be available free of

exemption for compensation stock is inyy g ¢ chapter 5) does not apply to thesdharge at the hearing.

tended to apply in situations where an em ; ; . .

ployee previously received compensati(r)%ig;lﬁt:;npsosg 2’ cté)?lce?:ltjizi g;? n;g?#]gfnﬁaﬁmg Information

stock and then surrenders that stock in @ rgf small entities, the Regulatory Flexibil-  The principal author of these proposed
organization in exchange for new compengy, act (5 U.S.C. chapter 6) does notregulations is Richard E. Coss, Office of
sation stock containing a similar purchasgy sy pyrsuant to section 7805(f) of théssistant Chief Counsel (Corporate).
or redemption right that can only be exererna| Revenue Code, this notice of proHowever, other personnel from the IRS
cised upon separation from service. ThEqseq rulemaking will be submitted to theand Treasury participated in their devel-
proposed regulations provide a rule thathiet counsel for Advocacy of the Smallopment.

treats the P preferred stock received in SU§}) siness Administration for comment on X x * ok *

transactions as satisfying the “transferred g impact on small business.
connection with the performance of ser- Proposed Amendments to the
vices” and the “reasonable compensatiorlComments and Public Hearing Regulations

requirements if the T stock surrendered (or . . .
the T stock on which a distribution is made) Before these proposed regulations are Accordingly, 26 CFR part 1 is pro-

was originally transferred to the T em-2dopted as final regulations, considergosed to be amended as follows:

ployee in connection with the performancéIon will be given to any erttgr} com-
of services and represented reasonadie€nts (preferably a signed original an
compensation at the time of the transfefi9Nt (8) copies, if written) that are sub- paragranh 1. The authority citation for
This rule applies regardless of whether th@itted timely (in the manner described inyart 1 is amended by adding the following
T stock is common or preferred stock. N&€ ADDRESSES portion of this preams

entries in numerical order to read in part
inference is intended regarding the mea

fart 1I-INCOME TAXES

ble) to the IRS. The IRS and Treasur¥g toliows:

ing of the phrases “transferred in connecSPecifically request comments on the clar- o thority: 26 U.S.C. 7805 * * *
tion with the performance of services” andY ©f the proposed regulations and how gection 1.354-1 also issued under 2¢
“reasonable compensation” for purposel'® regulations may be made easier to ufy g ¢ 351(g)(4).
other than the exemption from the definiderstand. All comments will be available  gection 1.355-1 also issued under 2¢
tion of NQPS in section 351(g)(2)(C)(i)(I1). for public inspection and copying. U.S.C. 351(g)(4). * * *

The proposed regulations also provide A Public hearing has been scheduled ggction 1.356-7 also issued under 2¢
that the principles of the rules describefP” May 31, 2000, beginning at 10 am., in, g ¢ 351(g)(4). * * *
above apply to transactions involvingh® NYU Classroom, Room 2615, Inter-  getion 1.1036-1 also issued under 2¢
rights to acquire NQPS that are subject t§2! Revenue Building, 1111 Constitution g ¢ 351(g)(4). * * *

§1.356-6T. Avenue, NW., Washington, D.C. Due t0p5, 5 section 1.354-1 is amended b
building security procedures, visitors

, adding paragraph (f) as follows:
Proposed Effective Date must enter at the ¥0Street entrance, lo-



81.354-1 Exchanges of stock and securi- (i) The original preferred stock is QPSsonable compensation) within the mean
ties in certain reorganizations. solely because, on its issue date, a right org of section 351(g)(2)(C)(i)(ll), if such
*okok ok k obligation described in clause (i), (ii), orpreferred stock is received in exchange
() Nonqualified preferred stockSee (iii) of section 351(g)(2)(A) was not exer-for (or in a distribution with respect to)
81.356—7(a) and (b) for the treatment ofisable until after a 20-year period beginexisting stock containing a similar right or
nonqualified preferred stock (as definedhing on the issue date, the right or obligasbligation (exercisable only upon separa-
in section 351(g)(2)) received in certairtion was exercisable within the 20-yeation from service) and the existing stock
exchanges for nonqualified preferregeriod beginning on the issue date buvas transferred in connection with the
stock or preferred stock. See 81.356—7(@)as subject to a contingency which madperformance of services for the issuer or ¢
for the treatment of preferred stock reremote the likelihood of the redemptiorrelated person (and represented reasor
ceived in certain exchanges for commoor purchase, or the issuer’s (or a relateable compensation when transferred). Ir
or preferred stock described in sectioparty’s) right to redeem or purchase thapplying the rules relating to NQPS, the

351(g)2)(C)() (). stock was not more likely than not to bereferred stock received will continue to

Par. 3. Section 1.355-1 is amended bgxercised within a 20-year period beginbe treated as transferred in connectiot
adding paragraph (d) as follows: ning on the issue date, or because of amyith the performance of services (and
81.355-1 Distributions of stock and secueombination of these reasons; and representing reasonable compensation) i
rities of a controlled corporation. (ii) the stock received is substantiallysubsequent transactions involving suct
*okok ok k identical to the original preferred stock. stock, and the principles of this paragrapt

(d) Nonqualified preferred stockSee (2) Substantially identical. The stock (c) apply to such transactions.
81.356—7(a) and (b) for the treatment ofeceived is substantially identical to the (d)Rights to acquire stock-or purposes
nonqualified preferred stock (as definedriginal preferred stock if — of 81.356—6T, the principles of paragraphs
in section 351(g)(2)) received in certain (i) the stock received does not contaiig@a), (b), and (c) of this section apply.
exchanges for (or in certain distribution@ny term or terms which, in relation to (e) Examples The following examples
with respect to) nonqualified preferredany term or terms of the original preferredllustrate paragraphs (a), (b), and (c) of
stock or preferred stock. See 81.356—7(s}ock, decrease the period in which a righihis section. For purposes of the exam
for the treatment of the receipt of pre-or obligation described in clause (i), (ii),ples in this paragraph (e), T and P are cor
ferred stock in certain exchanges for (oor (iii) of section 351(g)(2)(A) may be ex-porations, Ais a shareholder of T, and, ex:
in certain distributions with respect to)ercised, increase the likelihood that such@ept for inExample 1 A surrenders and
common or preferred stock described inight or obligation may be exercised, oreceives (in addition to the stock ex-

section 351(g)(2)(C)()(I). accelerate the timing of the returns fronthanged in the examples) common stocl
Par. 4. Section 1.356—7 is added tthe stock instrument, including the timingn the reorganizations described.
read as follows: of actual or deemed dividends or other Example 1 In 1995, A transfers property to T

§ 1.356—7 Rules for treatment of nonqualdistributions received on the stock; and :ggti;icgg’f(s )Izg’:ifir{;dn:;i’g';;hﬁdi;C;isc‘:ig?]eg;l’
ified preferred stock and other preferred (ii) as a result of the exchange or distriz 9

. : ) A ) ’ ’ . >~ 'In 2002, pursuant to a reorganization under sectior
stock received in certain transactions.  bution, exercise of the right or obligationsgg(a)(1)(B), A surrenders the T preferred stock in

(a) Stock issued prior to effective datedoes not become more likely than not texchange for P NQPS. Under paragraph (a) of this
Stock described in section 351(g)(2) i®ccur within a 20-year period beginningsection, the T preferred stock issued to Ain 1995 is
nonqualified preferred stock (NQPS) reon the issue date of the original preferrefQPS- However, because section 351(g) does nc
gardless of the date on which the stock stock. fhpf I¥ tﬁérsgssvifr;;? Eg;ﬂ?g :)Oefzrrf thﬁh?n 1@27
issued. However, sections 351(g), (3) Treatment of stock receivedThe meaning of section 351(b) the,? isgued in 1995.
354(a)(2)(C), 355(a)(3)(D), 356(e), andstock received will continue to be treatedinder sections 354(a)(2)(C) and 356(¢)(2), the F
1036(b) do not apply to any transactioras QPS in subsequent transactions invol%QPS received by Ain 2002 is not “other property”
occurring prior to June 9, 1997, or to anyng such stock, and the principles of thi/ithin the meaning of section 356(2)(1)(B) because

b . . itis received in exchange for NQPS.

transaction occurring after June 8, 199°paragraph (b) apply to such transactions Example 2 T issues OPS to A on January 1,
that is described in section 1014(f)(2) oks though the stock received is the origbooo that is not NQPS solely because the holde
the Taxpayer Relief Act of 1997, Publicnal preferred stock issued on the sam@nnot require T to redeem the stock until January 1
Law 105-34, 111 Stat. 788, 921. date as the original preferred stock. 2022. In 2007, pursuant to a reorganization unde

(b) Receipt of preferred stock in ex- (c) Stock transferred for servicegsor ~Section 368(a)(1)(A) in which T merges into P, A
change for (or distribution on) substan-purposes of sections 354(a)(2)(C)(i)SLrJ;g?rizrsst?:kT,V';Leg:ﬁg tsrfgtczrlg %chrlir;?iof%:
tially identical preferred stock— (1) 355(a)(3)(D), and 356(e)(2), prefe”ec{)erms of the T preferred stock, including the term
General rule. For purposes of sectionsstock containing a right or obligation de-that the holder cannot require the redemption of the
354(a)(2)(C)(i), 355(a)(3)(D), andscribed in clause (i), (i) or (i) of section stock until January 1, 2022. Because the P stock an
356(e)(2), preferred stock is not NQPS351(g)(2)(A) that is exercisable only upor T stock have identical terms, and because the re
even though it is described in sectiotthe holder’s separation from service fronﬁigsﬁt\z?hi?]'(:hzoztotfsngqpirzgzrtehgrgggfgsagnnggéa
351(9)(2), if it is received in exchange forthe issuer or a related person (as describgg 1, 2000 (which is the issue date of the T pre-
(or in a distribution with respect to) pre-in section 351(g)(3)(B)) will be treated aderred stock) as a result of the exchange, under par:
ferred stock (the original preferred stockjransferred in connection with the perforgraph (b) of this section, the P preferred stock

that is not NQPS (QPS), provided —  mance of services (and representing refEceived by Ais treated as QPS. Thus, the P pre
ferred stock received is not “other property” within



the meaning of section 356(a)(1)(B). Thus, the P preferred stock received by Ais QPS.
Example 3 The facts are the same agiample (f) Effective datesThis section applies

2, except that, in addition, in 2010, pursuant to a %0 transactions occurring on or after the
capitalization of P under section 368(a)(1)(E), A ex-

changes the P preferred stock above for P NQPS thqgte these regulatlons are pUbIIShed €

permits the holder to require P to redeem the stock final re9U|ati0n5. in thé&ederal RegiSter
2020. Under paragraph (b) of this section, the P pre- Par. 5. Section 1.1036-1 is amende
ferred stock surrendered by Ais treated as QPS. Bby adding paragraph (d) as follows:

cause the P preferred stock received by A in the '$1.1036—1 Stock for stock of the sam
capitalization is not substantially identical to the P__ .
orporation.

preferred stock surrendered, the P preferred stock rg* .
ceived by A is not treated as QPS. Thus, the P pre-
ferred stock received is “other property” within the (d) Nonqualified preferred stockSee
meaning of section 356(a)(1)(B). 81.356-7(a) for the applicability of the
Example 4 T issues preferred stock to Aon Jangefinjtion of nonqualified preferred stock

uary 1, 2000 that permits the holder to require T to . . .
redeem the stock on January 1, 2018, or at any tir#a. section 351(9)(2) for stock issued prior

thereafter, but which is not NQPS solely because, 48 June'9, 1997, a'nd for stock issued i
of the issue date, the holder’s right to redeem is subfansactions occurring after June 8, 1997
ject to a contingency which makes remote the likelithat are described in section 1014(f) of the

gggg Ogrige’:rﬁ’tﬁ?: Z”rg;:’ge;?]fe ;t"_’g‘r‘:arr{dlérzgggt'_ohi"axpayer Relief Act of 1997, Public Law
, pursu ization u i

368(a)(1)(A) in which T merges into P, A surrender 05-34, 111 Stat. 788, 921.
the T preferred stock in exchange for P preferred Robert E. Wenzel,
stock with terms that are identical to the terms of the Deputy Commissioner
T preferred stock. Immediately before the ex-
change, the contingency to which the holder’s right
to cause redemption of the T stock is subject makes ) )
remote the likelihood of redemption before Januarg):IIEd by the Office of the Federa] Reglgter on Janu
1, 2020, but the P stock, although subject to th ry 21, 2000, 8:45 a.m., and published in the issue ¢
same contingency, is more likely than not to be ret- e Federal Register for January 26, 2000, 65 FF
deemed before January 1, 2020. Because, as a result
of the exchange of T stock for P stock, the exercise
of the redemption right became more likely than not
to occur within the 20-year period beginning on the
issue date of the T preferred stock, the P preferred
stock received by A is not substantially identical to
the T stock surrendered, and is not treated as QPS.
Thus, the P preferred stock received is “other prop-
erty” within the meaning of section 356(a)(1)(B).

Example 5 The facts are the same ag&xample
4, except that, immediately before the merger of T
into P in 2007, the contingency to which the holder’s
right to cause redemption of the T stock is subject
makes it more likely than not that the T stock will be
redeemed before January 1, 2020. Because exercise
of the redemption right did not become more likely
than not to occur within the 20-year period begin-
ning on the issue date of the T preferred stock as a
result of the exchange, the P preferred stock re-
ceived by A is substantially identical to the T stock
surrendered, and is treated as QPS. Thus, the P pre-
ferred stock received is not “other property” within
the meaning of section 356(a)(1)(B).

Example 6 Ais an employee of T. In connection
with A's performance of services for T, T transfers to
Ain 2000 an amount of T common stock that repre-
sents reasonable compensation. The T common
stock contains a term granting A the right to require
T to redeem the common stock, but only upon A's
separation from service from T. In 2005, pursuant to
a reorganization under section 368(a)(1)(A) in
which T merges into P, A receives, in exchange for
As T common stock, P preferred stock granting a
similar redemption right upon A's separation from
P’s service. Under paragraph (c) of this section, the
P preferred stock received by A is treated as trans-
ferred in connection with the performance of ser-
vices (and representing reasonable compensation)
within the meaning of section 351(g)(2)(C)(i)(I1).

of Internal Revenue.




