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Washington, DC 20224
SIN: 4975.04-02

Contact Person:
Telephone Number:

In Reference to:
OP:E:EP:T:2

Dale:

NOV | 6

Legend:

Taxpayer A =
Plan B =
Plan C =
Company D =
Company E =
Company F =
Company G =
Dear :

This iz in response to a letter of Decenber 15, 1997, as
suppl emented by letters dated May 4, 1998, February 2, 1999, and
May 4, 1999 submtted by your authorized representative, in
which a ruling was requested on your behalf regarding the
éﬁderal I ncone tax consequences of the transaction set out

el ow.

Your authorized representative submtted the follow ng
facts and representations:

Taxpayer A is engaged in conpression and other gas handling
services in the oilfield services industry. It specializes in
the handling of gases for naxinizing t he recoveQ¥ of hydrocarhbon
resources.  Taxpayer A maintains Plans B and C. Plan Cis a
profit sharing plan that neets the requirenment:: of §401(a) and
its trust is exenpt from federal incometaxes under §501(a).

Plan 3, which is a stock bonus plan that includes an
enpl oyee st:ck ownership plan, was effective as of October 1,
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1988. Plan B neets the requirenents of §s401(a), 409, and
4975(e)(7) asto its formand operation and Plan A's trust is
exenpt from federal income taxes under §so0i(a). Effective July
7. 1989, Plan B initially borrowed $2.9 mllion to purchase
shares of Conpany D's common stock at $1.00 par value (“First
Plan Loan"). At that time and at all relevant tines up to the
effective tine of the nerger of Cbnpan% Dwth a wholly-owed
acqui sition subsidiary of Conpany E (the "Merger"), Conpany D
owned all of the issued and outstanding capital stock of Conpany
A Plan B nade periodic payments of principal and interest due
under the First Plan Loan which was ultimately paid in full on
Sept enber 30, 1994. Approxinatelg 358,000 shares of Conpany D s
common stock were purchased by Plan B and allocated to
participants' accounts incident to Plan B's anortization of the
anmounts due under the First Plan Loan.

As of August 1, 1993, Plan B borrowed from Conpany D
approximately $3.5 mllion to purchase additional shares of
Conmpany D s common stock in 1993 and also in 1394 ("the Second
Pl an Loan"). The Second Plan Loan is an exenpt |oan as
described in §4975(d) (3) and the regul ations issued thereunder.
The | oan provides for quarterly installments of principal and
I nterest comencing on Decenber 31, 1993 with the last quarterly
instal |l ment being due on Septenber 30, 2000. Substantial and
recurring contributions have been made by Taxpayer A to Plan B
during the termof the Second Plan Loan resulting in reduction
of the principal amount due under the Second Plan Loan nore
rapidly than is required under the anortization schedul e for
such loan. As of September 30, 1997, approximately $2.2 million
in principal payments had been made under the Second Pl an Loan
| eaving a principal bal ance of $1.3 nillion.

At thic tinme, Taxpayer A's business unit parent is Conpany
E. Effective July 13, 1997, as a result of the Merger, Conpany
D became a second-tier subsidiary of Conpany E. Under the
merger agreenent relating to this transaction (the "Merger
Agreenment”), shares of Conpany E common stock fplus additional
consi deration) were exchanged for shares of Conpany D's conmon
st ock. One consequence of such nmerger was that shares of
Conpany D s common stock held by Plan B were exchanged for
shares of Conpany E's comon stock (plus additiona
consi deration).

I n August of 1998, all of the issued and outstandi ng
capital stock of Conpany E was acquired by Conpany F, a wholly-
owned subsidiary of mpany G in exchange for shares of Conpan
G common stock, $.01 par value. Al shares of Conpany E stoc
held by Plan B were exchanged for shares of Conpany G Conmon
Stock. = At least initially, Conpany G has determ ned to operate
Conpany E and its downstream controlled group, including
Taxpayer A, as separate entities rather than as divisions or in
sone ot her configuration.
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Under the Merger Agreement, Conpany E agreed to provide
Company D' s enployees, Taxpayer A and their affiliates with
enpl oyee benefit plans no | ess favorable in the aggregate than
t hose enpl oyee benefit plans provided to such enpl oyees as of
the date of the Merger Agreenent, February 27, 1997. The Merger
A%reenent expressly provides that Conpany E shall have no
0 |IPatI0n to make (or cause Taxpayer A to nake) contributions
to Plan B.

Conpany E currently sponsors and maintains for eligible
nonr epresented enpl oyees (i) a qualified thrift plan which, in
addition to other participant 1nvestnment direction options,
offers a conpany stock fund that invests primarily in Conpany G
common stock and (ii) a qualified defined benefit plan.
Addi tional |y, Conpany E maintains a single-enployer collectively
bargai ned qualified thrift plan (with terms and provisions that
are substantially simlar to the terns and provisions of Conpany
E's qualified thrift plan for nonrepresented enployees) and two
si ngl e-enpl oyer collectively bargained defined benefit plans.

Based on a careful study and anal yses of Plans B and C
following the Merger, Conpany E has determ ned not to continue
Plan B and Plan C ?as in effect on the effective date of the
Merger Agreenent) after Septenber 30, 1998 because they do not
integrate well With its thrift and defined benefit plans that
are maintained for the benefit of eligible nonrepresented
enpl oyees (including Conpany D and Taxpayer A) that are required
to be aggregated with Conpany E under sections 414(b) and (c).
Conpany D also wants to avoid coverage issues involving Plans B
and C after the grace period under §410(b)6)(C) ended on
Sept enber 30, 1998.

Conpany E has determned that Plan C should be anended and
restated to becone a mrror image of its thrift plan, effective
as of July 1, 1998. Wth respect to Plan B, Conpany E has
determ ned that Taxpayer A should nerge Plan B into Plan C
whi ch merger was conpl eted on February 24, 1999, effective
Sept enber 30, 1998. Conpany E has determ ned that Taxpayer A
shoul d continue paynents of quarterly installnents due on the
Second Pl an Loan through Septenber 30, 1998 as of which-tinme, in
anticipation Of merging Plan B into Plan C, Conpany E determ ned
that it was advisable to instruct Taxpayer A to make a
contribution to Plan B that was sufficiently | arge enough to
pay off th: Second Pl an Loan. As of Septenber 30, 1998,
Taxpayer A paid the total outstanding balance of the Second Pl an
Loan and allocated all of the stock in the suspense account to
participants' accounts in accordance with the terms of Plan B
whi ch include |anguage designed to inplenment the limtations of
section 415. Furthermore, Conpany E caused Taxpayer A to amend
Plan B (1) to ensure conpliance with the appiicable | aw and
re?ulat|on t hrough the Taxpayer Relief Act of 1997, (ii) to
delete the ESOP features an instant after repaynent of the
Second Plan Loan (with preservation of Plan B's features
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required to be protected under applicable provisions of the
Internal Revenue Code) and (iii) to freeze eligibility, suspend
contributions, to allocate the stock in the suspense account to
participants' accounts and to fully vest all participants'
accounts, effective imediately before the Septenber 30, 1998
effective date of the Merger of Plan B into Plan C As a
result, former participants in Plan B were covered in Plan C and
nggany F's defined benefit plan, effective as of Cctober 1,
1998.

Based on the foregoing facts and representations, your
aut horized representative has requested the follow ng ruling:

Taxpayer A' s accelerated paynment as of Septenber 30,
1998 of the total outstanding bal ance of the Second
Pl an Loan, did not and will not cause the Second Pl an
Loan or any part thereof to fail to nmeet the exenption
requi rements set forth in Section 4975(d)(3) and the
requl ations thereunder because under the above facts
and circunstances, such paynent was and is primrily
for the benefit of Plan B participants and
beneficiaries.

An ESOP is an arrangenent designed to invest primarily in
enpl oyer securities. An ESOP nust be part of a stock bonus plan
qual i fied under section 401(a? of the Code, or a stock bonus
Plan and a noney purchase plan qualified under §401(a). A

everaged ESOP horrows funds which it uses to purchase enployer
securities, wusually from the enployer. The ESCP loan is
general ly guaranteed by the enpl oyer. The acquired enployer
securities are held in a suspense account pending allocation to
the accounts of plan participants in accordance with the rules
of section 54.4975-11(d) of the Excise Tax Regul ati ons. The
ESCP general ly uses enployer contributions to the plan to repay
t he exenpt |oan

Under section 4975(d)(3)(A) of the Code, an ESCP | oan
generally is exenpt from the prohibitions provided in section
4975(c) and the excise taxes inposed by sections 4975(aY and (b)
only 1f the loan is primarily for the benefit of the
participants and beneficiaries of the plan (the "primary benefit
requirenent"). Section 54.4975-7(b)(3) of the regulations
provides that all of the surrounding facts and circunstances
Wi || be considered in determning whether an ESCP | oan satisfies
the primary benefit requirenment. Among the relevant facts and
circunstances are whether the transaction pronotes enployee
ownership of enployer stock, whether contributions to the ESOP
are recurring and substantial, and the extent to which the
met hod of repaynent of the loan benefits the enployees. Al
aspects of' the loan transaction, including the nethod of
repayment, wll Dbe scrutinized to determ ne whether the prinary
benefit requirement is satisfied.
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~ You represent that Taxpayer A made periodic payments of
principal and interest due under the First Plan Loan which was
ultimately paid in full on Septenber 30, 1994. Approxinately
358, 000 shares of Conpany D's common stock were purchased by
Plan B and were allocated to participants' accounts as a result
of the anortization of the anpbunts due under the First Plan
Loan.  You also represent that substantial and recurrin
contributions have been made by Taxpayer A during the termo
the Second Plan Loan resulting in reduction of the principa
amount due under the Second Plan Loan nore raﬁidly than is
required und=r the anortization schedul es for such loan. As of
Sept enber 30, 1997, approximately $2.2 mllion in principal
paynments had been made under the Second Plan Loan |eaving a
principal balance of $1.3 nillion. You represent that effective
July 13, 1997, Taxpayer A's parent, Taxpayer D, nerged with
TaxPayer E. You also assert that based on a careful study and
anal yses of Plans B and C, Conpany E has determned, follow ng
the nmerger of Company D with Conmpany E, to anend Plan C to nake
it amrror imge of Conpany E's thrift plan and not to continue
Plan B, but to nerge it into Plan C, as anmended and restat ed.
Fornmer participants of Plans B will be covered in Plan C and
Company F's defined benefit plan, effective October 1, 1998.

Upon consi deration of all of the surrousding facts and
circunstances of this case, in accordance with section 54.4975-
7(b)(3) of. the Regulations, we conclude with respect to your
ruling request that Taxpayer A' s accel erated paynent as of
Sept enber 2n, 1998 of the total outstanding bal ance of the
Second Plzn Loan with respect to which the |ast quarterly
install ment was not due until Septenber 30, 2000, did not and
wi Il not cause the Second Plan Loan or any part thereof to fai
to nmeet the exenption requirenments set forth in section
4975(d) (3) of the Code and the regul ations thereunder because
under the above facts and circunstances, such payment was and is
Br|narLIy_ for the benefit of Plan B's participants and

eneficiaries.

This ruling is directed only to the taxpayer who requested
It Section 6110(k)(3) of the Internal Revenue Code provides
that it may not be used or cited by others as precede?&

A copy of this letter has been sent to your authorized
esentative in accordance with a power of zttorney on file

represer
th this office.

W
Sincerely,

(aigned) JUTCH B. FLOTD

Joyce E. Floyd
Chief, Enployee Plans
Techni cal Branch 2
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Encl osur e:

Del eted copy of this ruling
Notice 437

CC.

200006054
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