
Notice of Proposed Rulemaking
and Notice of Public Hearing

Continuity of Interest and Business
Enterprise

REG–252233–96

AGENCY: Internal Revenue Service
(IRS), Treasury

ACTION: Notice of proposed rulemak-
ing and notice of public hearing.

SUMMARY: This document proposes
rules providing that for certain reorgani-
zations, transfers by the acquiring corpo-
ration of target assets or stock to certain
controlled corporations, and under pre-
scribed conditions, transfers of target
assets to partnerships, will not disqualify
the transaction from satisfying the conti-
nuity of interest and continuity of busi-
ness enterprise requirements. This docu-
ment also provides notice of a public
hearing on these proposed regulations.

DATES: Comments must be received by
April 3, 1997. Requests to speak and
outlines of topics to be discussed at the
public hearing scheduled for Wednesday,
May 7, 1997 must be received by
Wednesday, April 16, 1997.

ADDRESSES: Send submissions to:
CC:DOM:CORP:R (REG–252233–96),
room 5228, Internal Revenue Service,
POB 7604, Ben Franklin Station, Wash-
ington, DC 20044. Submissions may be
hand delivered between the hours of 8
a.m. and 5 p.m. to CC:DOM:CORP:R
(REG–252233–96), Courier’s Desk, In-
ternal Revenue Service, 1111 Constitu-
tion Avenue, NW, Washington, DC. Al-
ternatively, taxpayers may submit
comments electronically via the Internet
by selecting the ‘‘Tax Regs’’ option on
the IRS Home Page, or by submitting
comments directly to the IRS Internet
site at http://www.irs.ustreas.gov/prod/
tax_regs/comments.html. The public
hearing will be held in the Auditorium,
Internal Revenue Building, 1111 Consti-
tution Avenue NW, Washington DC.

FOR FURTHER INFORMATION CON-
TACT: Concerning the regulations,
Marlene Peake Oppenheim, (202) 622–
7750; concerning submissions and the
hearing, Christina Vasquez, (202) 622–
6808 (not toll-free numbers).

SUPPLEMENTARY INFORMATION:

Background

This document contains proposed
amendments to the Income Tax Regula-

tions (26 CFR part 1) under section 368.
The proposed regulations establish rules
providing that for certain reorganizations
transfers by the acquiring corporation of
target corporation assets or stock to
certain controlled corporations and un-
der prescribed conditions transfers of
target assets to partnerships, will not
disqualify the transaction from satisfying
the continuity of interest and continuity
of business enterprise requirements.

Explanation of Proposed Regulations

A. Remote Continuity of interest

1. Overview

The Internal Revenue Code of 1986
(Code) provides general nonrecognition
treatment for reorganizations specifically
described in section 368 of the Code.
Literal compliance with the statutory
requirements is not sufficient, however,
for nonrecognition treatment.
The Supreme Court, inGroman v.

Commissioner, 302 U.S. 82 (1937), and
Helvering v. Bashford, 302 U.S. 454
(1938), established the basis of what has
become known as the ‘‘remote continu-
ity of interest doctrine.’’ Under this
doctrine, stock consideration received by
the target corporation’s (T) shareholders
does not provide continuity unless the
target assets or stock are ultimately held
by the corporation that issued the stock.
Thus, if T transfers its assets to an
acquiring corporation (P), in exchange
for stock of the corporation controlling
P (seeGroman), or if P acquires the T
assets but pursuant to the plan of reor-
ganization transfers them to a controlled
subsidiary (S) (seeBashford), the conti-
nuity of interest requirement is not satis-
fied.
Congress has substantially limited the

remote continuity of interest doctrine. In
1954, Congress enacted section
368(a)(2)(C) which provides that P’s
transfer of T assets acquired in a reorga-
nization under section 368(a)(1)(A)
(merger or consolidation) or section
368(a)(1)(C) (asset acquisition) to S
does not disqualify the reorganization.
Section 368(a)(1)(C) was also amended
to provide that P can acquire T assets
directly in exchange for voting stock of
a corporation in control of P (a triangu-
lar C reorganization).
In the 1960’s, the Treasury Depart-

ment and IRS issued several revenue
rulings attempting to clarify to what
extent the remote continuity doctrine
had remaining vitality. Where the guid-
ance held that the remote continuity

doctrine applied to disqualify the trans-
action from reorganization treatment,
Congress at times responded by amend-
ing the relevant Code section and over-
turning the result. For example, Rev.
Rul. 63–234 (1963–2 C.B. 148) held
that remote continuity remained an issue
for section 368(a)(1)(B) reorganizations.
The following year Congress responded
by amending section 368(a)(1)(B), per-
mitting P to acquire T’s stock in ex-
change for stock of the corporation
controlling P (a triangular B reorganiza-
tion). Congress also amended section
368(a)(2)(C) to provide that P can trans-
fer T stock acquired in a reorganization
under section 368(a)(1)(B) to S without
disqualifying the reorganization.
Similarly, when Rev. Rul. 67–326

(1967–2 C.B. 143) held that a merger of
T into S in exchange for stock of the
corporation controlling S (a forward
triangular merger) violated the continu-
ity of interest doctrine, Congress re-
sponded in the following year by enact-
ing section 368(a)(2)(D), which provides
that a forward triangular merger quali-
fies as a section 368(a)(1)(A) reorgani-
zation.
In contrast, Rev. Rul. 64–73 (1964–1

C.B. 142) held that a transaction quali-
fied as a section 368(a)(1)(C) reorgani-
zation where P and P’s second tier
subsidiary acquired all the T assets in
exchange for P stock. The transaction
was viewed as an acquisition of substan-
tially all the T assets by P.

2. Transfers of T assets or stock to
controlled corporations

The proposed regulations curtail the
remote continuity of interest doctrine by
providing that assets can be transferred
among members of a ‘‘qualified group.’’
A qualified group consists of one or
more chains of corporations connected
through stock ownership with the ‘‘issu-
ing corporation,’’ but only if the issuing
corporation owns directly stock meeting
the requirements of section 368(c) in at
least one other corporation, and stock
meeting the requirements of section
368(c) in each of the corporations (ex-
cept the issuing corporation) is owned
directly by one of the other corpora-
tions. The issuing corporation is the
acquiring corporation (as that term is
used in section 368(a)), except in trans-
actions where use of stock of a corpora-
tion in control of the acquiring corpora-
tion is permitted. Where stock of the
controlling corporation is used, the con-
trolling corporation is the issuing corpo-
ration.
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The proposed regulations generally
permit transfers or successive transfers
of assets or stock to members of the
qualified group. Thus, continuity of in-
terest is not violated where there are
transfers or successive transfers of T
stock (or transfers of the T assets after a
T stock acquisition) or T assets (or
transfers of the acquiring corporation’s
stock after a T asset acquisition) among
members of the qualified group. The
Treasury Department and IRS solicit
comments on whether the qualified
group should be defined other than by
reference to section 368(c).
The proposed regulations are limited

to asset or stock transfers following
transactions that otherwise qualify as
section 368(a)(1)(A), (B), (C), or (G)
(meeting the requirements of sections
354(b)(1)(A) and (B)) reorganizations
(covered reorganizations). Section
368(a)(2)(C) by its terms does not apply
to acquisitive section 368(a)(1)(D) or
section 368(a)(1)(F) reorganizations. The
Treasury Department and IRS solicit
comments as to whether the rules in the
proposed regulations should be extended
to these other reorganization provisions
or to section 355 divisive transactions.

3. Transfer of T assets to a partnership

Whether the transfer of assets to a
partnership (PRS) by the corporate
transferor partner (PTR) disqualifies an
otherwise qualifying covered reorganiza-
tion depends in part on whether PRS is
viewed as an aggregate of its partners or
as an entity separate from the partners.
The treatment of PRS as an aggregate or
entity must be determined on the basis
of the characterization most appropriate
for the situation. H.R. Conf. Rep. No.
2543, 83d Cong., 2d Sess. 59 (1954).
Cf. § 1.701–2(e)(1) of the Income Tax
Regulations.
The Treasury Department and IRS

believe it is appropriate to treat PRS as
an aggregate of its partners in analyzing
a transaction with respect to continuity
of interest. Thus, the proposed regula-
tions provide that PTR’s transfer of T
assets to PRS does not violate the
continuity of interest requirement.
The proposed regulations do not per-

mit the transfer of stock to PRS where
the Code imposes a control requirement
in section 368. See sections 368(a)(1)(B)
and (C), sections 368(a)(2)(D) and (E),
and section 368(a)(2)(C). In addition,
the transfer of T assets to PRS may
violate the continuity of business enter-
prise (COBE) requirement.

B. Continuity of business enterprise

1. Overview

Section 1.368–1(b) requires that reor-
ganizations afford a continuity of busi-
ness enterprise under modified corporate
form. COBE requires that P either (i)
continue T’s historic business (business
continuity) or (ii) use a significant por-
tion of T’s historic business assets in a
business (asset continuity). § 1.368–
1(d)(2). The proposed regulations pro-
vide a framework for applying the exist-
ing COBE regulations to situations
where the T assets or stock are trans-
ferred to certain controlled corporations
or assets are transferred to partnerships.

2. Transfer of T assets or stock to a
controlled corporation

The proposed regulations provide that,
under prescribed conditions, COBE is
not violated by reason of the fact that
part or all of the T assets or stock are
transferred among members of a quali-
fied group. Thus, the COBE requirement
is not violated where there are transfers
or successive transfers of T stock (or
transfers of the T assets after a T stock
acquisition) or T assets (or transfers of
the acquiring corporation’s stock after a
T asset acquisition) among members of
the qualified group.

3. Transfer of T assets to a partnership

The proposed regulations provide that,
under prescribed conditions, COBE is
not violated by reason of the fact that
part or all of the T assets are transferred
to PRS by PTR. The proposed regula-
tions adopt an aggregate approach in
determining whether COBE has been
satisfied when T assets are transferred to
PRS following a T asset or T stock
acquisition. Thus, the proposed regula-
tions provide that for purposes of the
business continuity test, PTR will be
treated as conducting a business of PRS
if PTR has active and substantial man-
agement functions as a partner with
regard to the business (cf. Rev. Rul.
92–17 (1992–1 C.B. 142)) or if PTR’s
partnership interest in PRS represents a
significant interest in the PRS business.
Furthermore, in determining whether
PTR satisfies the asset continuity test (i)
PTR will be treated as owning the assets
of PRS in accordance with PTR’s inter-
est in PRS, and (ii) PTR will be treated
as conducting a business of PRS under
the rules applicable to business continu-
ity.
COBE requires a facts and circum-

stances analysis. Thus, the proposed

regulations also state that the fact that
PTR meets the business continuity re-
quirements of § 1.368–1(d)(2)(i) and
1(d)(3) through active and substantial
management of a PRS business tends to
establish COBE, but the fact that PTR
conducts a PRS business is not alone
sufficient.

C. Effect on other authorities

The proposed regulations apply only
for the purpose of determining the effect
that transfers of assets or stock follow-
ing a reorganization have on the conti-
nuity of interest and COBE require-
ments. They do not address any other
issues concerning the qualification of a
transaction as a reorganization.
Thus, the proposed regulations do not

expand the scope of triangular reorgani-
zations. Under current law, a T asset or
stock acquisition in exchange for stock
of a grandparent (or higher tier) corpo-
ration does not qualify as a reorganiza-
tion. See Rev. Rul. 74–564 (1974–2
C.B. 124) and Rev. Rul. 74–565
(1974–2 C.B. 125). The proposed regu-
lations do not change this result.
The proposed regulations do not pro-

vide guidance on whether the ‘‘solely
for voting stock’’ requirement is satis-
fied in a section 368(a)(1)(C) reorgani-
zation when a corporation other than the
acquiring corporation assumes target li-
abilities. See generally Rev. Rul. 70–107
(1970–1 C.B. 78).
Furthermore, the proposed regulations

do not modify the section 381 regula-
tions which provide rules concerning
which entity inherits the tax attributes of
T in an asset acquisition.
The Treasury Department and IRS

solicit comments on these issues.

Proposed Effective Date

The revisions and additions in the
proposed regulations apply to transac-
tions occurring after these regulations
are published as final regulations in the
Federal Register, except that they shall
not apply to transactions occurring pur-
suant to a written agreement which is
(subject to customary conditions) bind-
ing on or before these regulations are
published as final regulations in the
Federal Register.

Effect on Other Documents

The Treasury Department and IRS
solicit comments on what IRS publica-
tions should be modified or obsoleted
when the proposed regulations are pub-
lished as final regulations.
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Special Analyses

It has been determined that this notice
of proposed rulemaking is not a signifi-
cant regulatory action as defined in EO
12866. Therefore, a regulatory assess-
ment is not required. It has also been
determined that section 553(b) of the
Administrative Procedure Act (5 U.S.C.
chapter 5) does not apply to these
regulations, and because the regulations
do not impose a collection of informa-
tion on small entities, the Regulatory
Flexibility Act (5 U.S.C. chapter 6) does
not apply. Pursuant to section 7805(f) of
the Internal Revenue Code, this notice
of proposed rulemaking will be submit-
ted to the Chief Counsel for Advocacy
of the Small Business Administration for
comment on its impact on small busi-
ness.

Comments and Public Hearing

Before these proposed regulations are
adopted as final regulations, consider-
ation will be given to any written com-
ments (a signed original and eight cop-
ies) that are submitted timely to the
Internal Revenue Service. Alternatively,
taxpayers may submit comments elec-
tronically via the Internet by selecting
the ‘‘Tax Regs’’ option on the IRS
Home Page, or by submitting comments
directly to the IRS Internet site at
http://www.irs.ustreas.gov/prod/tax_regs/
comments.html. All comments will be
available for public inspection and copy-
ing.
A public hearing has been scheduled

for Wednesday, May 7, 1997, beginning
at 10 a.m., in the Auditorium, Internal
Revenue Building, 1111 Constitution
Avenue, NW, Washington, DC. Because
of access restrictions, visitors will not be
admitted beyond the Internal Revenue
Building lobby more than 15 minutes
before the hearing starts.
The rules of 26 CFR 601.601(a)(3)

apply to the hearing.
Persons who wish to present oral

comments at the hearing must request to
speak, and submit an outline of topics to
be discussed and the time to be devoted
to each topic by Wednesday, April 16,
1997.
A period of 10 minutes will be allo-

cated to each person for making com-
ments.
An agenda showing the scheduling of

the speakers will be prepared after the
deadline for receiving outlines has
passed. Copies of the agenda will be
available free of charge at the hearing.

Drafting Information

The principal author of the proposed
regulations is Marlene Peake Op-
penheim of the Office of Assistant Chief
Counsel (Corporate), IRS. However,
other personnel from the Treasury and
IRS participated in their development.

* * * * *

Proposed Amendments to the Regula-
tions

Accordingly, 26 CFR Part 1 is pro-
posed to be amended as follows:

PART 1—INCOME TAXES

Paragraph 1. The authority citation for
part 1 continues to read in part as
follows:
Authority: 26 U.S.C. 7805 * * *
Par. 2. Section 1.368–1 as proposed to

be amended at 61 FR 67514 is amended
by:
1. Adding two sentences after the

sixth sentence of paragraph (b).
2. Redesignating paragraph (d)(5) as

paragraph (d)(6).
3. Adding a new paragraph (d)(5).
4. Adding three sentences to the end

of newly designated paragraph (d)(6)
introductory text.
5. Adding Example 6 through Ex-

ample 10to newly designated paragraph
(d)(6).
6. Adding paragraph (f).
The additions read as follows:

§ 1.368–1 Purpose and scope of excep-
tion of reorganization exchanges.

* * * * *

(b) * * * Rules concerning continuity
of interest as applied to section
368(a)(1)(A), (B), (C), or (G) (meeting
the requirements of sections
354(b)(1)(A) and (B)) are in paragraph
(f) of this section. The preceding sen-
tence applies to transactions occurring
after these regulations are published as
final regulations in theFederal Register
except that it shall not apply to any
transactions occurring pursuant to a
written agreement which is (subject to
customary conditions) binding on or
before these regulations are published as
final regulations in theFederal Regis-
ter. * * *

* * * * *
(d) * * *
(5) Transfers of assets or stock to

controlled corporations and partner-
ships—(i) Scope. The following rules of
paragraphs (d)(5)(ii) through (vi) of this
section apply in determining whether the

continuity of business enterprise require-
ment of paragraph (d)(1) of this section
is satisfied with respect to transactions
otherwise qualifying as reorganizations
under section 368(a)(1)(A), (B), (C), or
(G) (meeting the requirements of sec-
tions 354(b)(1)(A) and (B)).
(ii) Transfers to members of a quali-

fied group. Continuity of business enter-
prise continues to be satisfied where
there are transfers or successive trans-
fers of target (T) stock (or transfers of T
assets after a stock acquisition) or T
assets (or transfers of the acquiring
corporation’s stock after a T asset acqui-
sition) among members of a qualified
group as defined in paragraph (d)(5)(iii)
of this section.
(iii) Qualified group. A qualified

group is one or more chains of corpora-
tions connected through stock ownership
with the issuing corporation as defined
in paragraph (d)(5)(iv) of this section,
but only if the issuing corporation owns
directly stock meeting the requirements
of section 368(c) in at least one other
corporation, and stock meeting the re-
quirements of section 368(c) in each of
the corporations (except the issuing cor-
poration) is owned directly by one of
the other corporations.
(iv) Issuing corporation. The issuing

corporation is the acquiring corporation
(as that term is used in section 368(a)),
except in transactions where the use of
stock of a corporation in control of the
acquiring corporation is permitted.
Where stock of the controlling corpora-
tion is used, the controlling corporation
is the issuing corporation.
(v) Partnerships—(A) For purposes

of the business continuity test of para-
graph (d)(3) of this section, the corpo-
rate transferor partner (PTR) will be
treated as conducting a business of a
partnership (PRS) where—
(1) PTR has active and substantial

management functions as a partner with
respect to the PRS business; or
(2) PTR’s interest in PRS represents

a significant interest in the PRS busi-
ness.
(B) For purposes of the asset continu-

ity test of paragraph (d)(4) of this
section—
(1) PTR will be treated as owning the

assets of PRS in accordance with PTR’s
interest in PRS; and
(2) PTR will be treated as conducting

a PRS business if PTR meets the re-
quirement of paragraph (d)(5)(v)(A)(1)
or (2) of this section.
(C) The fact that PTR is treated as

conducting a business of PRS under
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paragraph (d)(5)(v)(A) of this section
tends to establish the requisite continu-
ity, but is not alone sufficient.
(vi) This paragraph (d)(5) applies to

transactions occurring after these regula-
tions are published as final regulations
in the Federal Register except that it
shall not apply to any transactions oc-
curring pursuant to a written agreement
which is (subject to customary condi-
tions) binding on or before these regula-
tions are published as final regulations
in the Federal Register.

(6) * * * All corporations have only
one class of common stock outstanding.
Example 6through Example 10of this
paragraph (d)(6) apply to transactions
occurring after these regulations are
published as final regulations in the
Federal Registerexcept that they shall
not apply to any transactions occurring
pursuant to a written agreement which is
(subject to customary conditions) bind-
ing on or before these regulations are
published as final regulations in the
Federal Register. The examples are as
follows:

* * * * *
Example 6. Qualified group and business conti-

nuity. (a) Facts. T operates a bakery which makes
and supplies delectable pastries and cookies to a
few select locations. The acquiring corporate
group consists of numerous corporations which
produce a variety of baked goods for distribution
around the world. Holding Company (HC) owns
80 percent of the stock of P. Pursuant to a plan, T
transfers all of its assets to P solely in exchange
for HC voting stock, which T distributes to its
shareholders. P owns 80 percent of the stock of
S1; S1 owns 80 percent of the stock of S2, which
also makes and supplies pastries and cookies. To
amalgamate the T business into HC’s affiliated
group, P would like to operate T’s business in S2.
Pursuant to the plan, P transfers the T assets to S1;
S1 then transfers the T assets to S2.
(b) Continuity of business enterprise. HC, P, S1,

and S2 are members of a qualified group as
defined in paragraph (d)(5)(iii) of this section.
Under paragraph (d)(5)(ii) of this section, continu-
ity of business enterprise continues to be satisfied
where T’s historic business is transferred to a
member of the qualified group. The same results
would occur if T had been acquired by P for HC
voting stock in a reorganization described in
section 368(a)(1)(B) and the T stock had been
transferred from P to S1 and from S1 to S2.
Example 7. Transfers of assets to multiple

controlled corporations. (a) Facts. T operates an
auto parts distributorship. Pursuant to a plan, T
merges into P and the T shareholders receive
solely P stock. P owns 80 percent of the stock of
S1. S1 owns 80 percent of the stock of ten
subsidiaries, S2 through S11. S2 through S11 each
separately operate a full service gas station. As
part of the plan, P transfers T’s auto parts to S1,
which in turn transfers some of the parts to each
of its ten subsidiaries. No one subsidiary receives
a significant portion of T’s historic business assets.
Each of S1’s subsidiaries will use the T assets

received in the operation of its full service gas
station. No S1 subsidiary will be an auto parts
distributor.
(b) Continuity of business enterprise. P, S1, and

the respective subsidiaries are members of a
qualified group as defined in paragraph (d)(5)(iii)
of this section. Under paragraph (d)(5)(ii) of this
section, continuity of business enterprise continues
to be satisfied where all of T’s historic business
assets are transferred among members of the
qualified group. Even though no one corporation
is using a significant portion of T’s historic
business assets in a business, the continuity of
business enterprise requirement is satisfied because
the qualified group is using a significant portion of
T’s historic business assets in a business.
Example 8. Transfer of a historic T business to

PRS — active and substantial management.
(a) Facts. T manufactures custom ski boots. T
transfers all of its assets to P solely in exchange
for P voting stock, which T then distributes to its
shareholders. P plans to continue manufacturing
ski boots and to expand this operation. As part of
the expansion, P and R (an unrelated party) form a
new partnership (PRS). As part of the plan of
reorganization, P (PTR) transfers T’s ski boot
business to PRS in exchange for a 20 percent
interest in PRS. R transfers cash in exchange for
its interest in PRS. PTR performs active and
substantial management functions for PRS includ-
ing the decision-making regarding significant busi-
ness decisions of PRS and regular participation in
the overall supervision, direction and control of
the employees of PRS in operating the ski boot
business.
(b) Continuity of business enterprise. Under

paragraph (d)(5)(v)(A)(1) of this section, PTR is
treated as conducting T’s historic business because
the officers of PTR perform active and substantial
management functions for the ski boot business in
PRS. Thus, the continuity of business enterprise
requirement is satisfied because PTR is treated as
continuing to conduct T’s historic business.
(c) Continuity of interest. Under paragraph

(f)(1)(ii) of this section, the continuity of interest
requirement is satisfied even though the assets are
transferred to PRS in exchange for an interest in
PRS.
Example 9. Transfer of a historic T business to

PRS — significant interest. (a) Facts. The facts
are the same as in Example 8 except that PTR’s
officers do not operate the ski boot business, and
PTR owns a 33 1/3 percent interest in PRS.
(b) Continuity of business enterprise. Under

paragraph (d)(5)(v)(A)(2) of this section, PTR is
treated as conducting T’s historic ski boot business
because PTR’s 33 1/3 percent interest in PRS
represents a significant interest in the PRS ski
boot business.
(c) Continuity of interest. Under paragraph

(f)(1)(ii) of this section, the continuity of interest
requirement is satisfied even though the assets are
transferred to PRS in exchange for an interest in
PRS.
Example 10. Transfer of T’s historic assets to

PRS. (a) Facts. T manufactures silk. T transfers
all of its assets to P solely in exchange for P
voting stock, which T then distributes to its
shareholders. P manufactures clothing and has
been buying silk from T. P (PTR) and R (an
unrelated party) own interests in a partnership
(PRS) which owns and maintains warehouse facili-
ties. As part of the plan of reorganization, PTR
transfers the T assets to PRS, increasing PTR’s
percentage interest in PRS from 20 to 33 1/3
percent. PTR decides to buy its silk from a
different manufacturer and converts T’s plant
facilities into warehouses.

(b) Continuity of business enterprise. Under
paragraph (d)(5)(v)(A)(2), PTR is treated as being
in the business of owning and maintaining ware-
house space because of PTR’s significant interest
in PRS. Furthermore, under paragraph (d)(5)(v)(B)
of this section, PTR is treated as owning the assets
of PRS in accordance with its interest in the
partnership. Thus, the continuity of business enter-
prise requirement is satisfied because PTR contin-
ues to use a significant portion of T’s historic
assets in a business.
(c) Continuity of interest. Under paragraph

(f)(1)(ii) of this section, the continuity of interest
requirement continues to be satisfied even though
the assets are transferred to PRS in exchange for
an interest in PRS.

* * * * *
(f) Continuity of interest and asset or

stock transfers. (1) Scope. The follow-
ing rules apply to transactions otherwise
qualifying as a reorganization under sec-
tion 368(a)(1)(A), (B), (C), or (G)
(meeting the requirements of sections
354(b)(1)(A) and (B)):
(i) Transfers to members of a quali-

fied group. Continuity of interest is
satisfied where there are transfers or
successive transfers of target (T) stock
(or transfers of T assets after a stock
acquisition) or T assets (or transfers of
the acquiring corporation’s stock after a
T asset acquisition) among members of
a qualified group as defined in para-
graph (d)(5)(iii) of this section.
(ii) Partnerships. Continuity of inter-

est is satisfied even where T assets (or
transfers of T assets following a T stock
acquisition) are transferred to a partner-
ship in exchange for a partnership inter-
est.
(2) Example. The rules of this para-

graph (f) are illustrated by the following
example. P represents the acquiring cor-
poration and T represents the target
corporation. Also seeExample 8through
Example 10in paragraph (d)(6) of this
section. The example is as follows:
Example. Transfers to corporations in the quali-

fied group. (a) Facts. T manufactures playground
equipment, including launch ramps and half pipes
for skateboarding, in-line skating, and bicycling.
The P affiliated group is engaged in architectural
design and construction. A holding company (HC)
owns 80 percent of the stock of each of P and S1.
S1 in turn, owns 80 percent of the stock of S2,
and S2 owns 80 percent of the stock of S3. T
transfers all of its assets to P in exchange for HC
voting stock, which T distributes to its sharehold-
ers. HC transfers all of the P stock to S1. S1 in
turn transfers all of the P stock to S2, and S2
transfers the P stock to S3.
(b) Continuity of interest. HC, P, S1, S2 and S3

are members of a qualified group as defined in
paragraph (d)(5)(iii) of this section. Under para-
graph (f)(1)(i) of this section, the successive
transfers of the P stock to other members of the
qualified group do not violate the continuity of
interest requirement.

Par. 3. In § 1.368–2, paragraph (f) is
amended by removing the second sen-
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tence and adding two new sentences in
its place to read as follows:

§ 1.368–2 Definition of terms.
* * * * *

(f) * * * A corporation remains a
party to the reorganization even though
assets are transferred among members of
a qualified group as defined in § 1.368–
1(d)(5)(iii). The preceding sentence ap-
plies to transactions occurring after
these regulations are published as final
regulations in theFederal Registerex-
cept that it shall not apply to any
transactions occurring pursuant to a
written agreement which is (subject to
customary conditions) binding on or
before these regulations are published as
final regulations in the Federal Register.
* * *

* * * * *

Margaret Milner Richardson,
Commissioner of Internal Revenue.

(Filed by the Office of the Federal Register on
January 2, 1997, 8:45 a.m., and published in the
issue of the Federal Register for January 3, 1997,
62 F.R. 361)

Rev. Proc. 97–10; Correction

Announcement 97–15

This announcement is a correction to
Rev. Proc. 97–10, 1997–2 I.R.B. 59,
which provides the exclusive procedure
for making the election under § 1120 of
the Small Business Job Protection Act
of 1996 to treat a retail motor fuels
outlet placed in service before August
20, 1996, as 15-year property under
§ 168 of the Code. As the result of a
printing error, two dates were omitted
from the revenue procedure. The date
‘‘July 14, 1997,’’ should be inserted in
section 5.04(1) of the revenue proce-
dure. The date ‘‘January 13, 1997,’’
should be inserted in section 5.06(2) of
the revenue procedure.
The principal author of this announce-

ment is Mark Pitzer of the Office of
Assistant Chief Counsel (Passthroughs
and Special Industries). For further in-
formation regarding this announcement,
contact Mark Pitzer at (202) 622–3110
(not a toll-free call).

Announcement 97–16

The following correction should be
made to Notice 97–9, Adoption Assis-
tance, 1997–2 I.R.B. 35.
The second sentence of the first para-

graph of Section VI. ‘‘Comments on

Future Guidance Invited’’ should be cor-
rected to read: ‘‘The Service requests
that written comments be submitted by
April 14, 1997.’’ It currently says ‘‘The
Service requests that written comments
be submitted by [INSERT DATE THAT
IS [90] DAYS AFTER DATE OF PUB-
LICATION OF THIS DOCUMENT IN
THE INTERNAL REVENUE BULLE-
TIN].’’ A new sentence three is added as
follows: ‘‘All comments will be avail-
able for public inspection and copying.’’

Foundations Status of Certain
Organizations

Announcement 97–17

The following organizations have
failed to establish or have been unable
to maintain their status as public chari-
ties or as operating foundations. Accord-
ingly, grantors and contributors may not,
after this date, rely on previous rulings
or designations in the Cumulative List
of Organizations (Publication 78), or on
the presumption arising from the filing
of notices under section 508(b) of the
Code. This listing doesnot indicate that
the organizations have lost their status
as organizations described in section
501(c)(3), eligible to receive deductible
contributions.

Former Public Charities. The follow-
ing organizations (which have been
treated as organizations that are not
private foundations described in section
509(a) of the Code) are now classified
as private foundations:
A Cord, Inc., Princeton, NJ
Active Community Coalition Efforts
Sponsored by Students, Philadelphia,
PA

Adolescent Health Partnership Inc.,
Philadelphia, PA

Alliance for Developmentally Disabled
Adults, Inc., Quincy, MA

Alpha Alpha Scholarship Fund, Inc.,
Stamford, CT

American Friends of Manchester
Seminary for Girls, Brooklyn, NY

Annapolis Childrens Foundation Inc.,
Annapolis, MD

Archetype Dance Company,
Philadelphia, PA

Archway Foundation Inc., Atco, NJ
Arcland Properties, Inc., Rochester, NY
Arc Partnership of the District of
Columbia, Inc., Washington, DC

Arthur Ashe Athletic Association, New
York, NY

Baby Steps, Inc., Norfolk, VA
Backbone Housing Inc., Baltimore, MD

Belleview Parkview Players, Inc.,
Belleview, FL

Bienvenidos, Inc., Alexandria, VA
Birmingham CDC Inc., Birmingham,
AL

Brunswick Bruins Hockey Booster Club,
Inc., Greenwich, CT

Bryant & Stratton Alumni Association
of Western NY, Buffalo, NY

Buffalo League of Public Housing
Tenants, Buffalo, NY

Building the Way, Temecula, CA
Butterfly Property Management,
Freehold, NJ

Carolina Community Development
Corporation, Raleigh, NC

Center for Community Education
Action, Inc., Northampton, MA

Center for Education and Economic
Development, Washington, DC

Center for Partnership Education,
Middletown, NY

Center for Perpetual Help, Inc.,
Brooklyn, NY

Chadd of Lebanon County, Lebanon, PA
Chain Lightning Theatre, Inc., New
York, NY

Chester Economic Development and
Tenant Management Corporation,
Chester, PA

Chestnut House Living History Center,
Glen, NY

Childrens World of Safety Inc., Dayton,
OH

Chimes Metro Inc., Baltimore, MD
Christian Community Challenge for
Change, Inc., Bronx, NY

Christmas in April-Atlanta Inc., Atlanta,
GA

Christmas in April of Richmond,
Richmond, VA

Christmas in April New Haven, Inc.,
New Haven, CT

Citizens for a Maryland Monument in
Gettysburg, Inc., Baltimore, MD

City of Manassas Housing Trust Fund
Incorporated, Manassas, VA

Coalition for Pregnant and Parenting
Teens, North Plymouth, MA

Committee for New York City 340th
Anniversary Celebration, Inc., New
York, NY

Community Counseling Center of
Worcester County Inc., Snowhill, MD

Concerns About Kids Environment,
Freeport, ME

Concerts at the Old Library Theatre,
Inc., Fairlawn, NJ

Connecticut Senior Housing
Improvement Program, Inc.,
Manchester, CT

Connecticut Suicide Education
Foundation, Inc., West Hartford, CT
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