Sozie of the option holders of ¥ also
owncd stock of ¥ oso that thcy reccived
both X voting stock and X dptions in
the transaction. The A options con-
tzired the same tenos as the Y options
cxoept for relating to X stock with the
r-unler of shares being twice the num-
ter of shares of Y ostock. The substi-
t:tion of options was not a modification
of the Y options, as defined in section
4257h' {3) of the Code, so that it was
not considered the granting of new
options under section 125(h) (1) of the
Code.

Section 368(a (13 (B) of the Code
nrovides, in part, that a reorganization
inclades the acquisition by one corpo-
ratier, in exchange solely for all or
wart of its voting stock, of stock of
arciler corperztion if, immediately
after the acquisition, the acquiring cor-
peratien has control of such other
coriscration

Seotien 368-2{(‘) of the Income
T'ax Regulations provides in pertinent
par

In cider to qualify as a “rcorganization”
sinder section 368(a) (1) (B), the acquisi-
ti-n by the acquiring corporation of stock
of ar.ether corporation must be in exchange
ssicly for all or a part of the voting stock
of the acquiring corporation, and the acquir-
g ¢ rporation must be in control of the
~r corporatin immediately after the
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troscs tion oxe Al'\ll[:(s ]]OH\.UUHV
t cl cr binds in addition to all

¢ stovk in the ecquisi-
ration ¥, the trane-
ation under sc(‘l G
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of ¥ stock under the ¥ options, no addi-
tional benefits inured to the share-
holders on the substitution of the
options.

Accordingly, in the instant case. only
voting stock was utilized as considera-
tion “in the acquisition of stock” within
the meaning of section 1.368-27¢) of
the regulations and the “solely for
# % * yoting stock” requirement con-
tained in section 368(a) (1) (B) of the
Code is satisfied.

Section 508—Special Rules With
Respect to Secticn 501(c)(3)
Orgenizetions

Two samples of governing instru-
ments of privete foundations pro-
vide a guide for determining v'hethc-r
th ay m cet the requirements of s
the Code.

Rev. Rul. 78-27C

Advice has been requested whether
the governing instrument provisions
sct out in the two situations below meet
the requirements of section 5087¢) of
the Internal Revenue Code of 1954, In
cach sitnation the organization is a
private foundation as dcfined in sec-
tion 509(a) of the Code and, apart
from the charter restrictions imposed
by section 508 (¢}, qualifics {for exemp-
tion from Federal income tax as a

Lle o'ganv ation _deseribed in

(lmln 1

ton 3N%eY of the Cols (as
nddr‘d l:} section 1017a) of the Tox
Reform Art of 1067, Public Law 012
172, €D 1960-30 10 provides that

found tirn ¢l nat he

a_ private
exenpt under eoction A7 a0 unlese 11q

Tany Tt o _seli-¢.

4G¢,

+9¥(d)

47V-3(<')

HG %

4a¥s(a) |

.

defined- in_s scction WHUH, fu-m nnm-
ing anwexces business 1
in seetion 48

vesuneptsn such ul.mnu_n.i_LuﬂuLJ th‘
foundation to tax_under scction_ 1941 and
from_naking anv taxable eapendituic ias

defined Ty_section 1345 (d)). i
Situation 1. 'The organization’s articles
of incarporation invlude the following
provisions:
GENERAL

(1) The corporation shall distiibute its
mmv'u' for cach taxable year at such time

and in such manner as_not to become sub-
lc(l to, !TF ln\ on istributed inco

Revenue Llr;(e 0 195~}. or_corresponding
pravisions_of _any subscquent Federal tax
laws.

T”) The corporation shall not engage in
efincd 10 secion
e Internal Revenue Code of
or_corresponding _provisions of any
5‘1 ssequent Fedepaltox laws,

(3) The corporation shall net rctain any
excess business holdings as defin od in sec-
tion 1913 {c) of the Internal Reveruz Coge
of 1854 or corresponding prosisiors o any
sucscquort Federa! tax laws.

(4) The corporation shall not makc any

invesunents in such l“"‘g:(’_r__:;J_Q_}...qu\l
it tn tax under section 1044 o of thic_Internal
R_tmuc Codd of 195+, or corrcsponding
proyisions_of mqvcm Tederal tax
laws.

NE)) Thc mrpfwntmvx clm” mt male any

Lﬁf&wmwrw
subsequent Federal tax laws.

The provisions sct out above require
the organization to distribute its in-
come in such manner as to aveid the
Imposition of tax under section 4912 of
the Clode, and pmhlht the oreaniza-
tion from engaging In any arcts contrary
to scctions - l.(’fl. 4913, 4011, and 1915,
Accordingly, it is held that the provi-
sione mret the requirements of soction
508 ¢ of the Code,

Situction 2
inT decment oo trast ndenture, The

indenture inelades the

The oreonization’s creat-

{ollowing pro-

yieinma:

its income for
tim~ and inosnlhoman
subjoct to the tax cn undisti! Lt in

394 627° T0

0
w0

imposed by section 1912 of the Int ol
Revenue Code of 1951, or corresponding
provisions of any subsequent Federal tac
L,

Any other procisions of this instocies
notwithstanding,  the  tustees shall nat
engage inany act of self-dealing as delined
insection 1M 1ids of the Internal Revenue
Code of 1954, ar conesponding provisions
of any subsequent Federal tax laws: nor
retain CHARONUUN l'usmus holdings as de-
fined dnosection 4993 00) of the Tuternal
Revenae Code of lf’.")!, orocorresponding
provisions of any subsequent Federal tax
laws: nor aazke any invesunents in such
manner as to incur tax lability under sec-
tion 4914 of the Internal Revenue Code of
1951, or corresponding provisions nf any
suLs:qm nt Federal tax laws; nor m,.:.c any
taxable expenditures as defined in section
4945(d) of the Internal Revenue Codde of
1654, or mnmpunmxg’ provistons of any
subscquent Tederal tav Draws,

The provisions set out above re; e
the organization to distribute its in-
conic in such manner as to avoid the
imposition of tax under section 1912 of
the Code, and ]).oiub.L tlu organiza-
tion {rom cnq.m.w inany acts contrary
to sections 4941, 1915, '(’I 1, and 4915,
Accordingly, it is held that the provi-
sions meet the reguirenicnds of section

F037¢) of the Code.

Section 1001.—Determination of
Amount of and Recognition of

Gain or Loss

26 CFR 1.1001-1: Computation of gain or
lva\'_i,

(Also Sectivns 354,
1.1612-1.)

Tax consequences o an acquired
corpoieticn and its sherehciders
wicre the cerperation transfers
stock received forits asseisin a sce-
tion 2€S(a)(1)(C) recrganization 1o

discharge certain liabilitics and the
sharchelders assume a liability.

Rev. Rul. 7C-271

Advice has been requested ceneern.
ing the tax treatient
and its sharchelders,

charee or as

1012; 1.351-1,

to o (‘v'w:p.;z“uu::

tha CGis-

ol the

corp ol Vi o

acquisition of its 2sscis pursuent (o a




