| NTERNAL REVENUE SERVI CE

| ndex Nunbers: 355.01-00, 355.04-00
Nunmber: 199909031
Rel ease Date: 3/5/1999

CC: DOM CORP: 1- PLR-112419-98
Decenber 3, 1998

Re:

Di stributing =

Controll ed =

Shar ehol der A =

Shar ehol der B =

Ret ai | Busi ness =

Rent al Busi ness =

State A =
Court =
Cust odi an =
X =
Dear

This is in response to a letter dated June 9, 1998,
requesting a ruling as to the federal incone tax consequences of
a proposed transaction. Additional information was submtted in
letters dated July 20, and Novenber 24, 1998.

Distributing, a State A corporation that uses the accrua
nmet hod and a cal endar year, has for nany years been engaged in
two businesses: Retail Business and Rental Business.
Distributing has outstanding a single class of voting conmon
stock hel d 50% each by Sharehol ders A and B, who fornerly were
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husband and wi fe.

Controlled is a new corporation formed under the | aws of
State A It will use the accrual nethod and a cal endar year.
Controlled will have outstanding solely voting common stock, al
of which will initially be held by D stributing.

The financial information received indicates that the Retail
Busi ness and Rental Business of Distributing each have had gross
recei pts and operating expenses representative of the active
conduct of a trade or business for each of the past 5 years.

Shar ehol ders A and B were divorced approxi mately a year ago.
Marital discord, which existed for a considerable tine prior to
t he divorce, resulted in nmanagenent deadl ock for Distributing and
the eventual court appointnent of an unrelated third party as
Distributing’s Custodian. 1In order to resolve the deadl ock, the
Court approved the Custodian’s recomrendation that Distributing
be di vi ded between Sharehol ders A and B. Shareholder Ais to
recei ve the Rental Business which is his area of expertise and
the portion of the business historically managed by him
Shareholder B is to receive the Retail Business which is her area
of expertise and the portion of the business historically nmanaged
by her. Accordingly, the follow ng steps are proposed:

(I') Distributing will transfer Rental Business assets and
associated liabilities to Controlled in exchange for

all the outstanding stock in Controlled. In addition,
in order to equalize the values of Distributing and
Controlled, Distributing will also transfer

approxi mately x in cash and notes receivable to
Control | ed.

(I'l) Thereafter, Shareholder A will exchange all of his
stock in Distributing for all the outstanding stock in
Control | ed.

The follow ng representati ons have been nade in connection
with the transaction:

(a) The total adjusted basis and the fair nmarket val ue of
the assets transferred to Controlled by D stributing
wi Il each equal or exceed the sumof the liabilities
assuned by Controlled plus any liabilities to which the
transferred assets are subject.

(b) The liabilities to be assuned by Controlled in the
transfer, and the liabilities to which the transferred
assets are subject, were incurred in the ordinary
course of business and are associated with the assets
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transferred.

(c) Distributing neither accunmul ated its receivabl es nor
made extraordi nary paynents of its payables in
anticipation of this transaction.

(d) None of the property transferred fromDi stributing to
Controlled is property with regard to which any
investment credit under § 46 of the Internal Revenue
Code has or will be claimed or with regard to which any
investment credit is required to be recaptured.

(e) Neither Distributing nor Controlled has, or at the time
of the transactions will have, any securities,
warrants, or options outstanding.

(H The transaction will not constitute a disqualified
distribution within the meaning of 8355(d). None of
the outstanding Distributing stock was acquired by
either Shareholder A or B by purchase within the
meaning of 8 355(d)(5), and none of the stock in
Distributing or Controlled will be "disqualified stock™
within the meaning of 8§ 355(d)(3).

(g) Shareholder A will receive solely stock in Controlled
in exchange for his stock in Distributing.

(h) Distributing, Controlled, and the shareholders will
each pay their own expenses incurred in connection with
the transaction.

() The fair market value of the stock of Controlled
received by Shareholder A will approximately equal the
fair market value of the Distributing stock surrendered
by such shareholder in the exchange.

() No part of the stock in Controlled received by
Shareholder A is being received as a creditor,
employee, or in any capacity other than as a
shareholder of Distributing.

(k) Following the proposed transaction, Distributing will
continue, independently and with its separate
employees, the active conduct of Retail Business which
Distributing has actively conducted throughout the
5-year period immediately prior to the proposed stock
distribution.

() Following the proposed transaction, Controlled will
continue, independently and with its separate
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enpl oyees, the active conduct of Rental Business which

I
w || have been actively conducted by Distributing
t hroughout the 5-year period i mediately prior to step
(1) above.

(m The 5 years of financial information submtted on
behal f of Distributing for each of the two busi nesses
is representative of each such business’ present
operations, and there have been no substantial
operational changes since the date of the last
financial statements submitted.

(n) No intercorporate debt will exist between Distributing
and Controlled at the time of, or subsequent to, step

().

(o) Itis not planned or intended for there to be any
continuing transactions between Distributing and
Controlled following step (II). If any transactions
occur, payments made in connection with all continuing
transactions between Distributing and Controlled will
be for fair market value based on terms and conditions
arrived at by the parties bargaining at arm's length.

(p) The distribution of the stock of Controlled in step
(1) is being carried out for the following corporate
business purposes: (i) to comply with a court approved
recommendation by the Custodian; and (ii) to eliminate
shareholder deadlock and enable each business to be
operated by the person most knowledgeable of the
business.

(@) There is no plan or intention to liquidate either
Distributing or Controlled, to merge either
Distributing or Controlled with any other corporation,
or to sell or otherwise dispose of the assets of either
Distributing or Controlled, subsequent to the
transaction, except in the ordinary course of business.

() There is no plan or intention by either Distributing or
Controlled, directly or through any subsidiary, to
purchase any of its outstanding stock after the
transaction.

(s) There is no plan or intention by the shareholders of
Distributing to sell, exchange, transfer by gift, have
redeemed, or otherwise dispose of any of their stock in
Distributing or Controlled subsequent to the
transaction.
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(t)

(u)

(v)

(w)

There is no plan or intent for Shareholder B to | ose
control of Distributing (that is, to cease to hold over
50 percent of both (i) the total conbi ned voting power
and (ii) the total value of shares of all classes of
stock in Distributing).

There is no plan or intent for Shareholder A to |ose
control of Controlled (that is, to cease to hold at

| east 50 percent of both (i) the total conbined voting
power and (ii) the total value of shares of all classes
of stock in Controlled).

Nei ther Distributing nor Controlled is, plans, or
intends to be an S corporation within the neani ng of
§ 1361(a).

No two parties to the transaction (that is,
Distributing and Controlled) are investment companies
as defined in § 368(a)(2)(F)(iii) and (iv).

Based solely on the information submitted and on the
representations set forth above, it is held as follows:

(1)

)

®3)

(4)

(5)

(6)

The transfer in step (1) by Distributing to Controlled
of assets, as described above, followed by the
distribution in step (I) by Distributing of all of the
Controlled stock to Shareholder A is a reorganization
within the meaning of 88 368(a)(1)(D) and 355.
Distributing and Controlled each will be a "party to a
reorganization” within the meaning of § 368(b).

No gain or loss will be recognized by Distributing upon
the transfer of assets, subject to liabilities, to
Controlled in exchange for Controlled stock, as
described above (88 361(a) and 357(a)).

No gain or loss will be recognized by Controlled on the
receipt of Distributing assets in exchange for
Controlled stock (§ 1032(a)).

The basis of the assets received by Controlled will be
the same as the basis of such assets in the hands of
Distributing immediately prior to the transfer
(8 362(b)).

The holding period of the assets received by Controlled
will include the period during which such assets were
held by Distributing (8§ 1223(2)).

No gain or loss will be recognized by Distributing upon
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the distribution to Shareholder A of all the Controll ed
stock (8 361(c)(1)).

(7) No gain or loss will be recognized by (and no amount
will be included in the income of) Shareholder A upon
receipt of the Controlled stock (§ 355(a)(1)).

(8) The basis of the Controlled stock in the hands of
Shareholder A will, for each share, be the same as the
basis of the Distributing stock surrendered in exchange
therefor (8 358(a)(1)).

(9) The holding period of the Controlled stock received by
Shareholder A will include the holding period of the
Distributing stock surrendered in exchange therefor,
provided that the Distributing stock is held as a
capital asset by such shareholder on the date of the
distribution (8§ 1223(1)).

(10) Proper allocation of earnings and profits will be made
between Distributing and Controlled under § 1.312-10(a)
of the regulations (& 312(h)).

No opinion is expressed about the tax treatment of the
proposed transaction under any other provisions of the Code or
regulations or about the tax treatment of any conditions existing
at the time of, or effects resulting from, the proposed
transaction not specifically covered by the above rulings.

This ruling is directed only to the taxpayers who requested
it. Section 6110(j)(3) of the Code provides that it may not be
used or cited as precedent.

It is important that a copy of this letter be attached to
the federal income tax returns of the taxpayers involved for the
taxable year in which the transaction covered by this letter is
consummated.

Pursuant to the power of attorney on file in this matter, a

copy of this letter is being sent to your authorized
representatives.

Sincerely yours,

Assistant Chief Counsel (Corporate)



PLR-112419-98
7

By

Howard W St ai man
Assi stant Branch Chief, Branch 1



