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Wisconsin
Counties of Milwaukee, Ozaukee,
Washington, and Waukesha

Severe storms and flooding June 21-23, 1997

Section 280F.—Limitation on
Depreciation for Luxury
Automobiles; Limitation Where
Certain Property Used for
Personal Purposes

26 CFR 280F–7: Property leased after December
31, 1986.

This procedure provides owners and lessees of
passenger automobiles designed to be propelled pri-
marily by electricity and built by an original equip-
ment manufacturer (electric automobiles) with ta-
bles detailing the limitations on depreciation
deductions for owners of electric automobiles first
placed in service after August 5, 1997, and before
January 1, 1998, and the amounts to be included in
income by lessees of electric automobiles first
leased after August 5, 1997, and before January 1,
1998. See Rev. Proc. 98–24, page 31.

Section 280G.—Golden
Parachute Payments

Federal short-term, mid-term, and long-term
rates are set forth for the month of March 1998. See
Rev. Rul. 98–11, page 13.

Section 354.—Exchanges of
Stock and Securities in Certain
Reorganizations

26 CFR 1.354–1: Exchanges of stock and securities
in certain reorganizations.

The revenue ruling provides that an acquisition
of stock for voting stock, accompanied under the re-
organization plan by an exchange of securities for
securities that are of equal fair market value and
equal principal amout, qualifies as a corporate reor-
ganization under § 368(a)(1)(B) of the Code. The
revenue ruling also provides that the securities-for-
securities exchange is governed by the nonrecogni-
tion provisions of § 354(a)(1). Rev. Ruls. 68–637,
69–142, 70–41, 70–269, and 78–408 modified, su-
perseded, amplified, as applicable. See Rev. Rul.
98–10 on this page.

Section 368.—Definitions
Relating to Corporate
Reorganizations

26 CFR 1.368-2:  Definition of terms.
(Also § 354; § 1.354–1.)

Reorganizations; exchange of securi-
ties. An acquisition of sock for solely vot-
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ISSUE

Where a stock for stock acquisition
otherwise qualifying under § 368(a)(1)(B)
of the Internal Revenue Code is accompa-
nied by an exchange of securities, how
should the transaction be treated?

FACTS

The facts are substantially similar to
the facts in Rev. Rul. 69–142, 1969–1
C.B. 107.

Corporation X acquires all of the out-
standing capital stock of Corporation Y in
exchange for voting stock of X.  Corpora-
tion Y is a solvent corporation.  Prior to
the exchange, Y has an issue of six per-
cent fifteen-year debentures outstanding.
Pursuant to the plan of reorganization, X
acquires all the outstanding debentures of
Y in exchange for an equal principal
amount of new six percent fifteen-year
debentures of X.  Some of the debentures
of Y are held by its shareholders, but a
substantial proportion of the Ydebentures
are held by persons who own no stock.

X is in control of Y immediately after
the acquisition of the Y stock.  The X and
Y debentures constitute “securities” with-
in the meaning of § 354(a)(1) and, thus,
do not represent an equity interest.  Disre-
garding the exchange of debentures, the
transaction meets the requirements of 
368(a)(1)(B).  

LAWAND ANALYSIS

Section 368(a)(1)(B) provides that a re-
organization includes the acquisition by
one corporation, in exchange solely for all
or a part of its voting stock, of stock of
another corporation if, immediately after
the acquisition, the acquiring corporation
has control of such other corporation.

Section 1.368–2(c) of the Income Tax
Regulations provides:

In order to qualify as a “reorgani-
zation” under section 368(a)(1)(B),
the acquisition by the acquiring cor-
poration of stock of another corpora-
tion must be in exchange solely for
all or a part of the voting stock of the
acquiring corporation . . . , and the
acquiring corporation must be in con-
trol of the other corporation immedi-
ately after the transaction.  If, for ex-
ample, Corporation X in one
transaction exchanges nonvoting pre-
ferred stock or bonds in addition to
all or a part of its voting stock in the
acquisition of stock of Corporation Y,
the transaction is not a reorganization
under section 368(a)(1)(B).
Section 354(a)(1) provides that no gain

or loss will be recognized if stock or secu-
rities in a corporation a party to a reorga-
nization are, in pursuance of the plan of
reorganization, exchanged solely for
stock or securities in another corporation
a party to a reorganization.

In the circumstances set forth above,
the Y shareholders receive exclusively
voting stock of X as consideration for the
exchange of their Y stock.  The fact that a
substantial proportion of the Y debentures
is held by bondholders who own no stock
in Y has the effect of ensuring that the
value of the debentures issued by X in ex-
change for the debentures of Y realisti-
cally reflects the value of the Ydebentures
alone and does not constitute indirect
nonqualifying consideration for the Y
stock.  Because the Y shareholders, in
their capacity as shareholders, receive
only X voting stock, the transaction con-
stitutes a reorganization within the mean-
ing of § 368(a)(1)(B).

Although the acquisition by X of the
debentures of Y in exchange for deben-
tures of X occurs as part of the overall
transaction, it is not a part of the stock-
for-stock exchange which qualifies as a
reorganization.  It is, however, an ex-
change of securities in parties to a reorga-
nization which occurs in pursuance of the
plan of reorganization, and, therefore,
meets all the conditions of § 354(a)(1).



Accordingly, any gain or loss realized by
the debenture holders of Y as a result of
their exchange of their Y debentures for
an equal principal amount of debentures
of X will not be recognized.  Section
354(a)(1).  If, under different facts, the
principal amount of the debentures of X
was greater than the principal amount of
the debentures of Y, §§ 354(a)(2) and
356(d) would apply to require the deben-
ture holders of Y to recognize some or all
of any gain realized.

HOLDING

The exchange of Y stock for X stock is
a reorganization described in § 368(a)-
(1)(B); and any gain or loss realized by
the shareholders of Y as a result of the ex-
change will not be recognized.  Section
354(a)(1).

The separate exchange of Y debentures
for X debentures is an exchange in pur-
suance of the plan of reorganization de-
scribed in § 368(a)(1)(B).  Thus, any gain
or loss realized by the debenture holders
of Yas a result of their exchange of their Y
debentures for an equal principal amount
of debentures of X will not be recognized.
Section 354(a)(1).

In certain cases, rights to acquire stock
of a party to a reorganization are “securi-
ties” for purposes of § 354.  See§ 1.354–
1(e) (as amended by T.D. 8752, 1998–9
I.R.B. 4, effective for exchanges occur-
ring on or after March 9, 1998).  An ex-
change of such rights, although separate
from a § 368 exchange, may also be in
pursuance of the plan of reorganization.
In such cases, any gain or loss realized by
the holder of such rights as a result of the
exchange will not be recognized.  Section
354(a)(1). 

EFFECT ON OTHER REVENUE
RULINGS

Rev. Rul. 69–142, which dealt with
substantially identical facts, is modified
and superseded.

Rev. Rul. 70–41, 1970–1 C.B. 77, deals
with a stock-for-stock exchange accom-
panied by an exchange of Acquired
debentures for Acquiring stock.  It is
modified such that § 354 applies to the
exchange of debentures for stock.

Rev. Rul. 78–408, 1978–2 C.B. 203,
deals with a stock-for-stock exchange ac-
companied by a warrant-for-warrant ex-

change.  It is modified such that § 354 ap-
plies to the exchange of warrants pro-
vided that the warrants constitute securi-
ties.  See § 1.354–1(e).

Rev. Ruls. 68–637, 1968–2 C.B. 158,
and 70–269, 1970–1 C.B. 82, similarly
deal with reorganization exchanges ac-
companied by exchanges of warrants or
options.  Each is amplified such that 
§ 354 applies to the exchange of warrants
or options, provided that, as in Rev. Rul.
78–408 above, the warrants or options
constitute securities.

PROSPECTIVE APPLICATION 

Section 7805(b) provides that the Sec-
retary may prescribe the extent, if any, to
which any ruling relating to the internal
revenue laws shall be applied without
retroactive effect.  Pursuant to the author-
ity contained in § 7805(b), this revenue
ruling will be applied only to corporate
reorganizations in which the exchange of
securities occurs on or after March 9,
1998, the date this revenue ruling is pub-
lished in the Internal Revenue Bulletin.
Transactions in which the exchange of se-
curities occurs prior to this date will con-
tinue to be governed by the rules as they
existed prior to publication of this rev-
enue ruling.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Michael J. Danbury of the Office
of Assistant Chief Counsel (Corporate).
For further information regarding this
revenue ruling, contact Mr. Danbury on
(202) 622-7750 (not a toll-free call).

Section 382.—Limitation on Net
Operating Loss Carryforwards
and Certain Built-In Losses
Following Ownership Change

The adjusted federal long-term rate is set forth
for the month of March 1998. See Rev. Rul. 98–11,
page 13.

Section 412.—Minimum Funding
Standards

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of March 1998. See Rev. Rul. 98–11, page 13.

Section 467.—Certain Payments
for the Use of Property or
Services

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of March 1998. See Rev. Rul. 98–11, page 13.

Section 468.—Special Rules for
Mining and Solid Waste
Reclamation and Closing Costs

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of March 1998. See Rev. Rul. 98–11, page 13.

Section 482.—Allocation of
Income and Deductions Among
Taxpayers

Federal short-term, mid-term, and long-term
rates are set forth for the month of March 1998. See
Rev. Rul. 98–11, page 13.

Section 483.—Interest on
Certain Deferred Payments

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of March 1998. See Rev. Rul. 98–11, page 13.

Section 642.—Special Rules for
Credits and Deductions

Federal short-term, mid-term, and long-term
rates are set forth for the month of March 1998. See
Rev. Rul. 98–11, page 13.

Section 807.—Rules for Certain
Reserves

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of March 1998. See Rev. Rul. 98–11, page 13.

Section 846.—Discounted
Unpaid Losses Defined

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of March 1998. See Rev. Rul. 98–11, page 13.

Section 985.—Functional
Currency

The Treasury Department and the IRS are solicit-
ing comments on the tax issues raised by the conver-
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sion of certain European countries’ currencies to a
single European currency (euro). See Announce-
ment 98–18, page 44.

26 CFR 1.985–5: Adjustments Required Upon
Change in Functional Currency

The Treasury Department and the IRS are solicit-
ing comments on the tax issues raised by the conver-
sion of certain European countries’ currencies to a
single European currency (euro). See Announce-
ment 98–18, page 44.

Section 989.—Other Definitions
and Special Rules

The Treasury Department and the IRS are solicit-
ing comments on the tax issues raised by the conver-
sion of certain European countries’ currencies to a
single European currency (euro). See Announce-
ment 98–18, page 44.

Section 1274.—Determination
of Issue Price in the Case of
Certain Debt Instruments Issued
for Property

(Also Sections 42, 280G, 382, 412, 467, 468, 482,
483, 642, 807, 846, 1288, 7520, 7872.)

Federal rates; adjusted federal rates;
adjusted federal long-term rate, and
the long-term exempt rate. For purposes
of sections 1274, 1288, 382, and other
sections of the Code, tables set forth the
rates for March 1998. 

eral rates (AFR) for the current month for
purposes of section 1274(d) of the Inter-
nal Revenue Code.  Table 2 contains the
short-term, mid-term, and long-term ad-
justed applicable federal rates (adjusted
AFR) for the current month for purposes
of section 1288(b).  Table 3 sets forth the
adjusted federal long-term rate and the
long-term tax-exempt rate described in
section 382(f).  Table 4 contains the ap-
propriate percentages for determining the
low-income housing credit described in
section 42(b)(2) for buildings placed in
service during the current month.  Finally,
Table 5 contains the federal rate for deter-
mining the present value of an annuity, an
interest for life or for a term of years, or a
remainder or a reversionary interest for
purposes of section 7520.   
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REV. RUL. 98–11 TABLE 1

Applicable Federal Rates (AFR) for March 1998

Period for Compounding

Annual Semiannual Quarterly Monthly

Short-Term
AFR 5.39% 5.32% 5.29% 5.26%

110% AFR 5.94% 5.85% 5.81% 5.78%
120% AFR 6.48% 6.38% 6.33% 6.30%
130% AFR 7.04% 6.92% 6.86% 6.82%

Mid-Term
AFR 5.59% 5.51% 5.47% 5.45%

110% AFR 6.15% 6.06% 6.01% 5.98%
120% AFR 6.72% 6.61% 6.56% 6.52%
130% AFR 7.29% 7.16% 7.10% 7.06%
150% AFR 8.44% 8.27% 8.19% 8.13%
175% AFR 9.87% 9.64% 9.53% 9.45%

Long-Term
AFR 5.91% 5.83% 5.79% 5.76%

110% AFR 6.51% 6.41% 6.36% 6.33%
120% AFR 7.12% 7.00% 6.94% 6.90%
130% AFR 7.72% 7.58% 7.51% 7.46%


