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(916) 324-96594

August 16, 1584

Application of Exerption fron
Change of Ownership

Dear "

In your letter of July 13, 1984, you asked that we
confirm your understanding that the transfer of real property
in connection witn the corporate reorganization described
below would not constitute a change in ownership under 138
California Administrative Coda, Saction 462(j) (2) (B).

The land in question is oresently owned by a corpo-
ration identifiad as "X Corp.™ All outstanding shares of
X Corp. ara held by two individuals referred to herein as °A*
and "B". A and B each own 53 percant of the outstanding
shares of X Corp. X Corp. plans to transfer real property to
a new corporation to ke formed whic¢h is referred to herein
as "Y Corp." Upon the transfer, ¥ Corp. will issue all of
its outstanding shares to X Corp. which will immediately
distribute 508 percent of suca shares to A and 50 percent of
such shares to B. As a result, title to the land previously
vestaed in X Corp. (which is owned 50-50 by A and B) will be
vested in Y Corp. (which is aiso owned 50-50 by A and B).
The reorganization will be exampt from federal incorme tax
under Internal Revenue Code Sections 355 and 368 (a) (1) (D).

13 California Administrative'Code, Section 462(3) (2)
(B) excludes from the changa in ownsership provisions: :

*Transfaers of real property between separate

legal entities or by an “individual(s) to a.

legal entity (or vice versa), which result

solely in a change in the nethod of holding.

title and in which tlhe proportional ownership

interzsts in the property remain the same '
- aftar the transfec."
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'To the sama effact ara Revenue and Taxation Code Section €2(a) (2)
‘and 18 Callfornia Administrative Coce Suction 462 (m) (5).

The first example of the operation of the above
quoted rule describes a transfar from A and B as equal
cotenants to X Corp. whereby A and B each take pack 50 perceat
of the stock. The only differeancas between that example and
the transaction proposed hera 1s that the provosed transaction
does not evan result in a change in the method of helding
titla. Titla would continue to be held in corporate foram

v ooemee—afer tha- transfer as it was bafore the transfer. Accordingly,

.. wWe balieve that under the provisions gquoted and cited above,
. the prupcScd,transfer.would,not.constitute a changa in owner-
. ship. 1In reaching this conclusion, we racognize that when
"~ the transaction is analyzed step by step, the distribution of
b 4 Lorp. stock to A and B appears to be a change in ownership
undaer Revenuas and Taxation Code Section 64 (d). As indicated
above, however, since the proportional ownership intarests of
A and B in the real property transferred would remain the same
after the transaction, wa believe that the Legialature intended
to excluds such transactions under Revenue and Taxation Coda
Section 62(a) (2) and that tha related provisions of 13
California Administrative Code, séction 462, apply.

: The views.expressed in this letter are, of coursas,
only advisory in nature. They are not binding upon the
assessor of any county. You may wish to coasult tha appropriate
asgessor(s) in oréer to confirm that the described property
will boe assessed in a manner*consistant with the conclusions
stated above.

Very truly yours,

 EBric P. Eisenlauer
Tax Counsel
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