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LDC debt for development/charity swaps can materially increase the 
amount of spendable funds available to U.S. charities with activities 
abroad. The charity either purchases some outstanding obligations of 
these less developed countries ("LDC debt") with its own funds or 
finds some LDC debtholder to make a contribution of the iDC debt. In 
a negotiated deal with the foreign government, the debt i::: then 
swapped for local currency to be devoted to the charitable purpose in 
the foreign country. The amount of local currency obtained this way 
in a purchased debt situation is generally much more than the charity 
could have gotten had it purchased the foreign currency directly. If 
the charity didn't use any of its funds because the LDC debt was 
contributed, so much the better -- but such a contribution is not a 
necessary ingredient for the charity to benefit handsomely from an 
LDC debt for charity swap. This paper addresses only tax issues, and 
not any economic or legal issues. 

Misconception that donors benefit 
There is misconception that an LDC debtholder obtains a tax advantage 
out of an debt for charity swap. Some people even believe that the 
nonexistent tax advantage can turn a loss on the LDC debt into a 
profit. 

The facts are that a bank, or other LDC debtholder, gets no special 
tax advantage from this swap. Receiving a tax deduction for an 
incur Fed loss is normal in a b~siness context. The government treats 
income as taxable, losses as deductible. There is nothing special 
about this, there is no hand-out nor any special benefit being given. 

For example, if a bank made a $1,000 LDC loan and sells the loan for 
$750, there is a tax deductible loss of $250. At best, the $250 loss 
will reduce the bank's Federal tax by $85 (34%). It's difficult to 
view the loss as a tax advantage. The result is exactly the same as 
paying $250 in wages, and yet nobody would say that a business 
achieves a ta:~ advantage from paying wages. Whether there is a $ 2 50 
wage cost or LDC loss, the after-tax cost is $165 and there is no way 
to apply tax magic to change this at all to say nothing of turning it 
into a profit. 
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The LDC debt for charity swap does not provide an LDC debtholder 
with anything more than can otherwise be obtained. To the 
contrary, the swap has the potential of actually hurting the LDC 
debtholder. In fact, the u.s. Treasury has done a good job of 
reducing the potentially negative tax aspects of LDC debt for 
charity swaps to bring it back to a more normal tax situation at 
no cost to the Treasury. Had Treasury not done this, the same 
tax deductions would still be available to the LDC debtholders 
thro11gh sale, and the charities wouldn't be in a position to 
even pursue donations of LDC debt. It is the charities and not 
the LDC debtholders who arc pursuing these issues with Treasury. 

Purchase transactions 
Let's take the simplest situation l and probably the one which 
will ultimately yield the most benefit for u.s. charities, where 
the charity purchases LDC debt at a discount in the open market 
for cash received through its norma.l contribution stream. The 
LDC debt might be purchased through the larger banks, like 
Chase, which maintain t~ading desks, or from any other source. 
Generally speaking, the u.s. charity then arranges the debt for 
charity swap with responsible officials of the foreign 
government or central bank which is obligated to pay that debt. 
This may be done through or \~ith the assistance of u.s. banks or 
others who have a presence in the foreign country and have 
experience in handling commercial swaps. If agreement is 
reached, the foreign government will make ·local currency 
available for use in the specified project in the foreign 
country. 

The advantage to the u.s. charity is in the numbers. Assume 
that the u.s. charity has $100 which it intends to spend on its 
charitable projects in the foreign country. It could merely 
convert the u.s. dollars into foreign currency and proceed to 
spend the foreign currency. Let's call the foreig~ currency a 
Peso and let's assume for illustrative purposes that the Peso is 
freely exchangeable for u.s. dollars on a one to one basis -
that is, $100 would yield P100. 

Instead, the u.s. charity goes out into the open market and buys 
some of that country's outstanding debt using its $100. The 
purchased debt is denominated in u.s. dollars -- that is, the 
foreign country had borrowed u.s. dollars and had agreed to 
repay u.s. dollars. If the LDC debt is sel~ing at a 20% 
discount, the charity could buy $125 of LDC debt for its $100. 
If the LDC debt is selling at a 50% discount, it would get $200 
of LDC debt. As 50% is an easier number to work with, let's 
assume that the u.s. charity spent its $100 for $200 face value 
of LDC debt. 

In accepting the debt for charity proposal, the foreign 
government will agree on the amount of Pesos it will exchange to 
reacquire the $200 of its debt held by the charity. Even though 
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the asswned open market exchange rate is $1 = P1, the foreign 
goverrunent WOllld not necessarily make P200 available. The 
actual amount depends on many :actors, but it's basically a 
negotiated amount. Let's assume that P180 (or 90%) is the 
agreed sum. 

Thus, instead of having P100 to spend locally if the u.s. 
charity exchanged its $100 in the open market, the u.s. charity 
winds up with P180 or 80% more. By going into the debt for 
charity swap, the u.s. charity increased its actual spending 
power by a mat.erial amount. Although an 80% increase is on th.e 
high side, the salient point is that the u.s. charity can expect 
a material increase in the funds already available to it -
something worth going after. 

This result is not dependent on getting a bank or other LDC 
debtholder to make a donation of its LDC debt. To be sure, a 
donation makes more funds available to the charitYI but basic 
analysis would indicate that the LDC debt swap transaction and 
the donation are two independent transactions. 

Donations of LDC debt 
A donation of LDC debt mus~be viewed as being independent of 
the swap, both in tax terms and economic reality. To explain 
this, we must switch our focus to the donor's (LDC debtholder's) 
viewpoint. 

On the tax level, we all know that a tax deduction for the 
contribution of property is measured by the fair market value of 
that property, with a number of exceptions not relevant here. 
The fact that the donor's cost, or tax basis, differs from the 
fair market value is irrelevant. Thus, if the LDC debt 
originated from a loan of $100 made by a bank, the bank's cost 
or tax basis would be $100. Staying with our example, if the 
fair market value of the debt is 50%, a donation of that debt 
would yield only a tax deduction of $50. The other $50 of tax 
basis disappears; no tax deduction is ever obtained for it. 

Instead, if the donor were to sell the debt for $50 and then 
contribute the $50 cash to the u.s. charity, it would obtain a 
tax deduction for the $50 loss on the sale and the $50 
contribution making for a total of $100, the full original 
cost. This is a normal tax situation; there is nothing 
nefarious about it. A business asset normally yields tax 
deductions equal to its cost, whether the asset is sold or is 
depr~ciated over time. It is the charitable contribution 
situation which creates a tax hazard, because one must look at 
fair market value rather than cost. And the situation is 
particularly troublesome with respect to LDC debt because the 
fair market values are today lower than cost. 
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Many ~anks have established reserves on their accounting books 
against their LDC debt por~folios to reflect the problems 
relating to that debt. Colloquially, this is viewed as having 
taken an accounting loss on this debt. But this "hit" to the 
financial statements is not a tax recognized event -- that is, 
the accounting loss does not represent a tax deductible item. 
Thus, a bank establishing a reserve against its LDC debt, would 
not get a tax deduction for the book loss. For tax purposes, 
the cost or tax basis for the $100 of LDC debt remains at $100. 

A charitable contribution of that debt would still result in tax 
basis "wa~tage" measured by the difference between the $100 and 
the fair market value of that debt, just as though the book loss 
not been taken. (The foregoing does not apply, and a tax 
deduction is obtained where there has been a mandated 
charge-off; which was not the case with the large special 
reserve additions.) 

Also, many charities have assumed tha.t the accounting l':>sses 
already taken on LDC debt portfolios make donations of that debt 
easier to obtain. As long as the debt remains on the books, 
donation would entail a charge to the special reserves or 
expense and the normal charitable contribution budget hurdles 
must be faced. And, as we've seen, there are no tax benefits to 
offset the budgetary impact. 

Because of the tax "wastage" inherent in the charitable 
contribution of LDC debt, direct contributions of LDC debt to 
charities shouldn-t be expected. But the u.s. Treasury has 
approved a mechanism in Revenue Ruling 87-124 which makes 
possible indirect contributions of LDC debt in three party debt 
for charity swaps. 

Revenue Ruling 87-124 
In an LDC debt for charity swap, the bank or other holder of the 
debt, the issuer of the debt (the foreign government or its 
central bank) and the u.s. charity effectinely enter into a 
contract on a swap proposal. The donor gives up the debt, the 
issuer provides local currency and the u.s. charity has the 
currency available for spending in the foreign country for an 
agreed purpose. 

Revenue Ruling 87-124 separates this transaction into two parts 
and concludes that the donor first disposed of the LDC debt in 
exchange for the local currency and, second, the local currency 
was contributed by the donor to the u.s. charity. 

With this construction, two separate tax recognized events take 
place. In the first, a tax deductible loss is realized measured 
by the difference between the donor's tax basis in the LDC debt 
and the fair market value of the local currency. Using the 
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numbers ..... 'e have asswned in our exa.mple, the $100 of LDC ;::·::-bt 
would have been converted into P90, ' . .;hich we assumed was 'worth 
$90 based on the asswned exchange rate of $1 = P1 (more as to 
valuation late-r). 

Thus, the donor would have a tax deductible loss of $10 on the 
first transaction and have a $90 tax cost or basis in the local 
currency, which gives rise to a $90 tax deductible charitable 
donation on the second transaction. In total, the donor gets 
$100 in tax deductions for its $100 of LDC debt, which is what 
it would have oetained if it sold the debt in the open market 
and contributed the proceeds to th: charity. . 

In addition to separating the swap into two transactions, 
Revenue Ruling 87-124 also specifies the sequence. The swap for 
the local currency is deemed to have taken place before the 
contribution. Had the contribution been deemed to have taken 
place first, followed by the swap, the donor would have been in 
the tax wastage situation -- that is, getting a $50 fair market 
value tax deduction for a $100 asset, the difference being 
disappearing tax basis. Hereinafter, all references to a 
"donation" of LDC debt or "donor" contemplates the indirect 
swaps and not direct contributions of the LDC debt to the 
charity. 

The Eugene Steuerle Iptter 
The foregoing was the situation on November 23, 1987, when 
Revenue Ruling 87-121 was issued. Since that time, a number of 
Senators became interested in the matter and had proposed 
legislation to clarify some open items. Since these matters 
were largely interpretative, the u.S. Treasury decided to handle 
them in an unusual fashion. 

On March 29, 1988, Mr. C. Eugene Steuerle, Deputy Assistant 
Secretary (Tax Analysis), u.S. Treasury Department, wrote to 
Senator John H. Chafee, Senate Finance Committee member, 
clarifying the scope of Revenue Ruling 87-124. A tax attorney 
might advise, on a technical level, that that letter has no 
offic~al status (like the Revenue Ruling it interprets) and that 
one relies on it at one's peril. However, it's a good bet that 
everyone will accept the lett~r as authoritative, especially 
since the rationale advanced seems sound. 

Mr. Steuerle's letter addresses the issues directly. He points 
out that the swap transaction may possibly be viewed as either 
an exchange of the debt followed by a contribution or as a 
contr~bution followed by the exchange. He supports the former 
view, as specified in Revenue Ruling 87-124. By pointing out 
that this type of analysis does not depend on the identity of 
the issuer of the debt nor the type of consideration received on 
the d~sposition of the debt, the scope of Revenue Ruling 87-124 
is ef=ectively expanded. 
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Revenue Ruling 87-124 referred only to the debt of the foreign 
sovereian being swapped at its central bank, while Mr. 
Steuerl~'s letter says that the debt of other entities might be 
the subject of the exchange. While the terms foreign government 
and central bank may have been used interchangeably, it is clear 
'Chat the letter would cover private sector debt and government 
agency debt as well as sovereign debt. Actuallv, it would not 
seem to matter what was exchanged, since it is the bifucation of 
the transaction and the ordering sequence thereof which are the 
important elements. 

Similarly, the nature of the consideration received is not 
important. It doesn't matter whether local currency or newly 
issued bonds are given. On the same token, it would not seem to 
matter if something else were given - you name it. The only 
condition specified is that the item received must be 
sufficiently different from the debt given up. 

This would restrict potential problem areas to those situations 
where new debt is issued in exchange for the LDC debt. This 
potential problem arises where the f.oreign government doesn't 
want to make the local currency available immediatelY, and the 
mechanism of issuing new debt is used to delay and spread the 
payments. 

Newly issued debt for the swaEEed debt 
The Steuerle letter notes that no loss will be recognized on the 
swap unless the newly issued debt differs sufficiently from the 
old dp.bt. Traditionally, the exchange of one property interest 
fo~ another is a taxable event if the properties are different. 
If the property interests arp 9ssentially the same, the tax laws 
would not impose a tax on a gain nor allow deduction of a loss. 

This represents a tax haz.ard area for the donor of the LDC 
debt. Upon the exchange, the donor is treated as the owner of 
the newly issued bond which it is deemed to have contributed to 
the charity. The tax issue j~ ~nether the donor realized a tax 
deductible loss on the exchange of the LDC debt for the newly 
issued bond. 

If the two instruments are es~~entially the same, no loss is 
recognized and the donors $100 cost or tax basis for the old LDC 
debt is ascribed to the nevlly issued debt. If this happens, the 
donor is right back in the tax "wastage" situation; the 
contribution for the newly issued debt on the second transaction 
produces a tax deduction based on the fair market value of the 
newly issued debt, a value which is presumably the same $50 as 
the essentially similar LDC debt. 

The tax risk here clearly belongs to the donor. The charity, 
while it does not have the tax risk, risks losing the charitable 
donation if the issue cannot be readily resolved. 

\
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Normally, i~'s not sufficient to say that the donor can rely on 
the opinion of counsel. That rarely provides absolute certainty 
especially since many optionG are available. Nor is it usually 
sufficient to say that a tax ruling could be obtained from the 
Internal Revenue Service. This takes time (3 to 4 months at 
best) and keeps the donor involved. Since the donor doesn't 
achieve a tax advantage, the donor mi1ht not like the time and 
effort required to give property away when it's easier to sell 
it and make a cash contribution. Further, the donor might not 
want to get involved in negotiating the terms of the bond with 
the foreign government. 

There are no clear statutory or regulatory rules or standards 
regarding when instruments are significantly different. A body 
of precedent exists, and that makes some people comfortable. 
Others shy away from issues relying on case law interpretation, 
seeing it as a situation that just promises more litigation. 
The determination is based on the various elements involved. 
The obligor on the new and the old debt may be the same, which 
is not a favorable factor. The interest rates and maturity of 
the two instruments may differ sufficiently, or not. As the old 
LDC debt is invariably payable in u.s. dollars, denomination of 
the new debt in local currency (not u.s. dollars) would seem to 
be a very significant difference. But denomination of the new 
instrument in local currency might not be desired economically 
since it does not protect purchasing power from local 
inflation. If the newly issued local currency instrument is 
indexed to the u.s. dollar, the difference isn't as clear cut. 
Over time, the issuance of IRS rulings on specific transactions 
may clarify matters and establish acceptable models. 

This substantial difference reservation i .. the Steuerle letter, 
which is technically sound and warranted, does not represent a 
death knell for LDC debt for newly issued debt swaps. Rather, 
it suggests only that donors may be reluctant to participate in 
these transactions because of the potential uncertainties or the 
required involvement, time and effort. 

But there is no reason why the u.s. chari~ies shouldn't pursue 
these LDC debt for newly issued debt swaps where they have 
purchased the LDC debt in the oper. market. As indicated 
previously, it is believed that these open market purchases will 
be the mainstay in this area since they maximize the funds 
already available to the charity by such material amounts. The 
u.s. charity need not be concerned that the newly issued debt is 
essentially the same as the old, since in that case there would 
be no difference -- $50 cost for the old debt, $50 value for the 
new. On the other hand, should the new debt be deemed to be 
worth more, say $90, one would hardly expect the IRS to attempt 
to tax the u.s. charity. 
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The reasons for a swap into n0wly issued debt fall outside the 
tax area. No special tax benefit is conferred. Economic, 
budgetary and legal reasons may exist either on the part of the 
charities or the foreign government. 

The valuation issue 
Revenue Ruling 87-i2'1 specifically points out that the LDC 
debtholder in a bifucated s\vap transaction must value the 
foreign currency received to compute the tax deductible loss on 
that leg of the transaction, and then use that value for the or 
charitable contribution on the second leg. We made that easy by 
assuming a given value for the local currency -- $100 LDC debt 
swapped for P90, worth $90 ($1 = PI). 

That ruling provides that the restrictions the use of the local 
currency, as agreed to in the swap itself, will generally reduce 
the fair market value below the free market exchange rate. 
Thus, even though the free market exchange rate may be 1 to 1 
($1 = PI) as we assumed, the Pesos obtained in the swap 
transaction cannot be freely converted back into U.S. dollars as 
an unrestricted Peso might, and is therefore worth less. 

The restrictions in a commercial swap might be along the lines 
that a specific commercial asset must be purchased with the 
foreign currency and that asset cannot be sold, converted back 
into U.S. dollars or remitted for 12 years. For illustrative 
purposes, let us assume then that the fair market value of the 
P90 is only $80 because of the restrictions. In tha~ case, the 
$100 LDC debtholder would have a $20 tax deductible loss on the 
swap and have an $80 cost or tax basis for the commercial asset 
acquired. 

One encounters difficulty in applying this rationale in the debt 
for charity situation. It would seem that the restrictions have 
no meaning in the charity situation. The u.s. charity is not 
purchasing an asset which has a restricted value because it 
can't be sold and remitted back to the United State~ for a J.ong 
period of time. 

Rather, the U.s. charity is spending the mOl ley concurrently. It 
is fulfilling its purpose in exactly the same way and amount as 
if instead it went out and purchased local currency at the free 
rate. It could t.ake $90 and buy P90 in the free exchange market 
and that P90 would be spent, presumably getting a full $90 of 
"charitable value". Obtaining P90 through a swap would seem to 
place it in the same position, the local currency still being 
worth $90 in terms of spendable "charitable value lt

• The fact 
that the local currency is restricted for use in the agreed to 
project, which is the U.s. charity's purpose and desire, should 
not reduce the Peso value. 
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Nor should the fact that the donor IS ~eemed to receive the P90 
on the ~wap m2.ke a difference. The donor is rcs~ricted in 
using that P90 and cannot convert and remit it back to the 
United States like a free P90. Eowever, the salient point 
remains that the P90 is being contributed to the U.s. charity 
concurrently ~nd no restrictions inhibit remittanc2 because the 
funds are for spending, not investing in a commercial sense. 
The Internal Revenue Service might not agree with this view. 

This valuation matter does not have tax deduction significance 
to the donor pecause the sum of the two parts - th~ loss and the 
donation - must equal the $100 LDC debt cost or tax basis. If 
the P90 is worth $90, there is a $10 loss and a $90 donation. 
If the P90 is worth $80, there is a $20 loss and an $80 
donation. Either way, it equals $100 of tax deductions; and 
baring limitation problems, the valuation issue is not likely to 
be of tax deductibility concern. 

However, there could be other tax or accounting significance to 
this. The financial and tax accounts could reflect a $10 or $20 
LDC loss, and a $90 or $80 donation respectively, and there 
could be some significance to these differences. 

U.S. vs. foreign charities 
The U.s. tax laws do not permit a deduction for a charitable 
contribution to a foreign charity. Nor can a U.S. charity 
collect earmarked contributions as a conduit for a foreign 
charity. However, a U.S. charity may spend funds abroad in 
furtherance of its charitable purposes and may solicit funds for 
such a specific purpose, and funnel the funds through a foreign 
charity, as long as certain conditions are met. 

Obviously, a fine line has to be drawn as to whether an 
impermissible earmarking or conduit situation exists. In a swap 
tr,'.nsaction, a specific proposal must be presented to the 
foreign government and, if approved, a contractual type 
situation arises. While the contribution is being made to the 
U.S. charity, the "deal" may well have the funds wind up in a 
foreign charity. At the point the contribution is considered 
made, the destination of the funds is clear and fixed. 

Both Revenue Ruling 87-124 and the Steuerle letter recognize 
this and specifically condone the four party transactions (now 
including the foreign charity) if the funds are to be expended 
in furtherance of the u.s. charities charitable purposes and 
adequate approvals and controls exist. This does not represent 
a change in existing law. 

Thus, the mere fact that a foreig~ charity winds up with the 
funds does not necessarily dest~oy u.s. tax deductions. 
However, the requirements delineated in Revenue Ruling 87-124 
and the Steuerle letter must be met. Both of these refer to 
other Revenue Rulings and judicial cases which might be viewed 
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as being incorporated by reference, and may be interpreted as 
specifying still more requirements to be satisfied. For 
example, both a 1966 ruling and a 1975 ruling indicated that the 
board of directors of the charities involved had the authority 
to cancel their previous approval of a grant and use the funds 
for other purposes, a matter which is difficult to square with 
these swaps. 

At this point, a potential donor might become concerned as to 
whether these c,~nditions will be met. Donors normally do not 
deal with such matters. Ultimately, these matters are under the 
control of the u.s. charity, and a donor might be reluctant to 
take on the role of an auditor. Unless the IRS clarifies the 
situation, one could hardly expect donors to enter into four 
party swaps where a foreign charity winds up with the funds. 

But again, all is not lost fC7 the charities. These concerns 
largely disappear in the mainstay situation where the u.s. 
charity purchases LDC debt for charity Rwaps so as to increase 
purchasing power. A cash contributor to a u.s. charity which 
undertakes activities outside the United States does not get 
involved in issues concerning foreign grants as long a~ the 
charity has its qualifying ruling. If the contributors even 
thought about it, they would aSSUITle that the charity is handling 
its affairs correctly. Disqualification of the charity, by 
itself or coupled with disallowances of contributor tax 
deductions, is hardly to be considered under normal 
circumstances. 

In the purchased debt situations, there is no specific taxpayer 
at risk as there would be in the contributed debt situation, and 
earmarking and conduct concerns should disappear. The u.s. 
charity is using its unfettered cash contributions, exercising 
its powers, and approving transactions as it normally would. 
The swap transaction with the foreign government is strictly 
between the u.s. charity and the foreign government and 
shouldn't add any significant new elements not previously 
encountered by u.s. charities making grants abroad. All this 
makes the purchased debt swap a much easier transaction to 
pursue and probably much more viable, than the donated debt 
swaps where foreign charities are involved. 

Timing of the charitable donation 
Swap programs wjll necessarily differ in detail from country to 
country. They may have different features and controls as to 
how the local currency funds are actually distributed. If the 
foreign currency is actually expended, or credited to an account 
of the e.s. charity, or credited to an account of a foreign 
charity through which the u.s. charity is working, a 
distribution of the funds has taken place. As the charitable 
donation is deemed to take place upon the transfer of the 
foreign currency, that event has clearly taken place. 
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However, if the foreign currency remains in an "open account!' 
with the foreign government to be drawn down when invoices, 
payrolls or other operating documentation is provided over the 
course of the project, there may be an issue as to when the 
charitable donation is deemed to have been made. Delayed 
deductions would also necessitate revaluations on the delayed 
dat~s, and generally add to the uncertainties and complexities. 

It is hoped that the swap procedures and documentation as they 
develop in practice would eliminate this timing problem, but 
that is at best likely to vary by country. The IRS might 
clarify this issue, hopefully treating it as a closed 
transaction for the donor when the swap is approved, the LDC 
debt yielded, and the swap contract is finalized. At that 
point, it's reasonable to conclude that the donor is out of the 
picture and the contribution has been made. 

In conclusion 
The u.s. Treasury has done much to make debt for charity swaps 
possible without violating traditional tax rules. The remaining 
tax uncertainties may deter some donations of LDC debt for 
charity swaps. Purchased debt swaps are very viable as a means 
of materially increasing the purchasing power of the funds 
available to u.s. charities. 

671 
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u. S. UNIVERSITIES 00 DEB'r FOR DEVELOPMENl' 

f?ollt'rt L. ClodlLJs. PI('\ldt'li! 

u.s. universities have a long history of commitment and leadership in 
the broad area of international education and international development. 
They have played a crucial role in education, training, institutional 
development and scientific and technical assistance to developing 
countries--programs which proro~te economic growth and well-being at all 
levels. 

The National Association of State Universities and Land Grant Colleges 
(NASULGC), the nation's oldest higher education association, has offered 
st rong leadership to the uni versi ty communi ty in this international 
area. Among the first national groups to respond to President Harry S. 
Truman's famous "Point Four" program in 1949, NASULGC universities have 
been involved in foreign assistance programs for almost four decades. 
These land-grant uni versi ties have been in the forefront in bringing 
modern methods of agricultural research and technology to help oth~r 
nations help themselves in the fight against hunger and malnutrition. 
NASULGC represents 149 state and lar.d-grant universities which enroll 
more than 2.6 million students; annually invest more than $13 billion in 
teaching, research, and public service programs, and award about 468,000 
degrees annually, including: 33.5 percent of all bachelor's, 33.3 
percent of all master's, 27.6 percent of all first professional, and 60 
percent of all doctoral degrees. 

As the lead association, NASULGC is now working closely with other 
higher education associations in represer::ting the total university 
conununi ty interested in continuing thei r linkages and collaborative 
programs in developing countries. For this purpose, an ad hoc comrrdttee 
on Debt for Development has been established which is chaired by 
Dr. Elwin Svenson, University of California, Los Angles. Vice Chair is 
Dr. Cecil Mackey, former president of Texas Tech and Michigan state 
Universities. Represented on the Committee ~re the American Council un 
Education, the umbrella organization for some 1,400 higher education 
institutions in the U.S., and the Association of American Universities, 
whose members include 56 of the leading private and public research 
institutions in America (54 U.S. and two Canadian) with strong programs 
of graduate and professional education and research. 

While a list of specific linkages and collaboration with uther countries 
and institutions would be too lengthy and difficult to attach, a few 
examples may be illustrative of the types of programs in which U.S. 
universities are involved and which have contributed to the economic 
growth and resources of those countries at that time. 

One Dupont Circle. N.W • SUite 710 • Washington. D.C. 20036-1191 . 202/778-0818 



They should include such programs as: 

University of Wisconsin cooperating with the Federal University of 
Rio Grade do SuI, Brazil, in improving the training of 
agriculturalists, encouraging improved soil and crop management 
practises, laying the foundation for rapid expansion of agricultural 
production. 

Six midwest universities (Illinois, Missouri, Ohio state, Penn 
state, Tennessee, and Kansas state) in building agricultural 
institutions ir. India, which led to the Green Revolution. 

Cornell University and the University of Phillipines which have 
cooperated formally in agricultural education and research for more 
than three decad~s 

University of Rhode Island in collaboration with the National Health 
Service Clf Chile on the problems of high-protein food for low-income 
families. 

Michigan state University, Oregon state University and other 
university programs working on agricultural and forestry development 
in Venezuela 

University of California, Los Angles language-learning and research 
programs in Mexico, China, Egypt, as well as other countries. 

In Costa Rica, university programs in natural resource managment, 
agricul tural and envi rr~nlTlental planning, marine and coastal 
resources development, assistance in developing tourism, 
professional training in health, marine biology and coastal zone 
planning. 

In Brazil, cooperative research in veterinary sciences, in the 
storage and marketing of fruits and vegetables; research on the 
soils of the tropics; on-site teacher training; and in developing 
pdmary health care programs. 

In the Phillipines, health research; watershed management; 
assistance in food science research, handling of fruits; provide 
assistance in rural education, teacher training, development of 
farming systems. 

In Mexico, scientific and technical cooperation in many fields of 
agricul ture, rangeland management, border control of diseases, 
collaborative reserach on vegetable, fruit and pecan product:i.o.n; 
research in new and traditional arid and semi-arid crops. 

Through their graduates ami successful development programs in almost 
all Third World countrie~! universities have been effective development 
partners. Universities offer effective and long term relationships with 
research and education insti tutions in the developing countries which 
ca, provide effective tools for economic growth and development. 

" 
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Part I 

Sectioo 1001. - DttmniDatioa at Amoaat 
of and RecocniUOlI of Gail! « to. 

21 erR 1.1 001-1: ComputaUoa at GaW « Loa 
(Also 5«tIoa 170; 1.170A·1.) 

ReT. Rul. 17-114 

ISSUE 
What an the foderal iDcome t.u COOMqoeDCel rwsWtmc 

from vanous transactiOOl. ~ below. that u. part of 
a foreicn C'OWltry'l procram to ~uc. the IUDOGJ:It of 1ta 
OUt.SWldin, Uaned StateJ dollar deoominat.od debt'! 

FACI'S 
X. a Uni~ State\! C'OIllInfftiaJ bank. bolda a United Stat. 

dollar deDomina~ cid)t (!.be OblilIlUoa) of tile cetnJ b&Dt 
(the Central &ra) of forti~ country Fe. The ObUptioa 
eV1~ a loan of '100 that X mado to the CftItnJ BaAk. 
X's adjusted basis in the ObUplioa. u dct.mn.i.DIId IU)6ar 
sectioo 1011 of the lnt.unJ.l Revenot ~ of UII. lIIlDO. 
Under the lAws of Fe. t.b4 ObUptUw:! ca.nDO< be bald by an 
Fe entity. 

Y is ell doroelItic: c:orporaUoa. F X 11 a corporatioa fIt'p
nm-d in Fe and tIl,aced in busm. III Fe bot DOt ID tbt 
Uni~ Stata Pnor to the trl.DSK'dOOl dacrlbed below. 
th~ was no C:I'OSS-<lwnenltip amoo, X. Y. FX. and the 
C entrll Sa nk. Tbe hmctiOO&J CUTm'oC')'. AI defined in MCt.ioa 
9!~ of the Code. of X ADd Y is the Llnit.ec: Slat.el dollar. 

The local currerK')' of Fe II tbt Le. CD July 1. 1'17, Lbe 
free market udwl,e rate • ., U ... 10 Lea. 

Fe Us I procn.m (~ ProIram) wbertby a bolder of 
United States dollar denominated cMbt of Fe ean DfIOtlata 
wlth.the CeDtral B.ank to deliver the Fe debt to the CeatnJ 
Bank for LCs if !.be bolder &IJ'"I to lIlYe8t tbe LCI in ~ 
of aD Fe corporatioo or otbentiM QIII the LClla Fe III ~. 
m al1Dt!r 'a pproved III .dvADCI by the aonrnmerrt of Fe. TIw 
Prorram controlJ the LCI by either (1) f'Im1WDc tat Lea to, 
or cnctiun, Lbem to the aceow:t 01. &.D Fe e«poraUca tilat 
issues caplt.al stoc:i to the~. c:r' (2) CIC.bcnriM eblnnelln, 
the LCs to tbci.r 6elipatad l1li til Fe. iii the CUI 01 a ItDCk 
investment i.rl aD Fe corpontklfS. tbe stock ee~ t:. DeI« 
olberw LSe traDatcnwd to FC etitiH. 1be a.moaJrt ot LCI tM 
Central Bant will Ii" tbI boldlr III .ltcU.Dp fel' 1M Mbt 
\' aries accordi.n.& LIl bow tM LCI are aed. 

Ii! .ccor-da.la .nUt • pru.rruced pl.a.a pI!'Ia&Dt to tM 
:"I"Oanm. Uw folknrllll, tnDsaCtioaI oc:curnd oa Jill, 1, 
1:117: 

SituUoa I 
Y purc:1wed tM Obli,aUoa from X for NO, ftJdlwa 1M 

faU' RUBel value of .wn.Uar Fe cieb¢ la tbI MCOadarJ 
markets outsIde of Fe. x. oa bebalI of y, dlUnred Lbe 
Obli,auon to lbe Central Bank. .hldl crtd1tad ID accocmt of 
FX .t the! Central &nk Wlth toO LeI. FX thea iIIued Illata 
c:aplt.al stock to Y. 

L\ W AND ANAL YSI5 

Sltaabl 
UDder IIctioa 110 1(.) of tb Coda. tM &mOODt 01 &CIa from 

& sall 01 PfOSIiI"' 11 t.bI ~ at t.bI pi operty'l adjusted 
bWa onr t.bI amowrt rull.t by tbe Miler. r, sale of the 
ObllpUOD to Y prociQc:eI a _ at WI (1100 - S60). Y', 
adjulUd basil III t.bI 0bUp t10a II NO; , It -=tioa 1011. The 
rem.tiDdtr 01 the trJ.mact1oa will btl truted for federal 
iDcome tu purpc:oes u if Y rtIC'ei"-.'tI 900 u:, from the 
<Antral Ba.ai LD ucb'np for tbt OblilaUcc.. and then 
coatributad tbe too LCI 1.0 FX LD .vMn~ for FX stock. 
Stt IIctioa 1%71(.)(1); L&u:CU v. Earl. %81 U.s. 111 (lg30). 

With rapect to Y. LeI &f'if ~dutd ~ ut Rev. 
Rill. 74-7. lij,,-l C.B. 191. ThUl, Y h.u a lain OIl the 
tttlwlce 01 tM ObUptioa ior 1)00 LeI 'llith ~ ~tn I 
&nil to ~ .xtalt the fair marbt nIce of the ~ LCJ 
esC'Nda 1&0, Y', 4dfust,ed baW ID tbe Obli,alioa. The fair 
maritt ValDl of tbI toO LCI ia ~ by tailn, into 
aCCOWlt all t.bt facu ADd ~ 01 the udwl,e. 
n. limJLlUoa OIl Y', .. at the toO LeI=Otr t.bI Pro«nm 
will poera.1ly rtchw::t tbetr fair marUt n.lDl below S.'XI (tbt 
nJae ~, tot LCI eoa,..uw. al tba rr. maRat Ud.11.I1 
nw). 
r, bail ill tM ... LCI .. ... pD tbt p.iJl. if &.Dy. 

recopizoIl oa Lbe n efta .. ne fair marlit .. lot of the 
FX ItDdt 11 pcwwDId to aqul tM fair marilt valoe of tbe 
toO Lea. r, baAiI in eM FX Itoc:t rwcctnd III nc:w,t for 
t.IIie toO LeI equla UaI fair marUt Y&J~ 01 UM 1100 Lea. 

. SItu a. t 
ne uaJptJ II tbt UIM .. til Sit1&Gcioft 1. ~ that X 

will be trutad .. if It receiftd tot LeI fTOa1 tbe CeO'al 
8aDk III uchuce for UaI ObUptioD aDd theD coatributed 
tbe too Lea to FX la udwlCt for FX JtoCL X recopiJeI a 
1_ 011 tAt tlchan .. of the OblipUOD for too LCI equal to 
tbe Isc. DC r,adj1alt.8d basil iD the OOUptioa (1100) over 
tbe fair martlt nlUl at t.bI NO LCI. 
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SltutiaG 1 
The a.D&lylil is tbe same .. bl Sin&ation ,. aeept that X 

WIll be uut.ed as if it receind tbe toO Lei from t.be Ctutrtl 
&ni. In eJc:h.atI:~ for the ObUptioa and tben cootribu~ 
the too LCs to Z. X ~. kdIIl ot'I the udwllt of t.bt 
{)bUll tioo for iOO LCJ equal to the UCtIII 01 X'I adjUlU!d 
b&siJ in the {)bU,1 tion (n 00) «m'l' tM fAIr ma.rUt nJ .. 01 
t~ tOO LCI. 1D additioo. asaum.i.n& X and Z satisfy all 
requiremeflll of the Code rei&till, to clwitablt eootribu
uoas. X ii m::~.iUed to • dl.anU bIt coatriboJtioa Oedoctioo 
~ wctioo 170 of the eocs. equal to the fair m.e.rUt mot 
of tb~ too LCJ at the time of the coatributioc; "~ Mct.Ioa 
1.170A·l(c~1) of the IDcome Tu IUculatioal. 

HOLDINGS 
Und4!r the fleu described abo<re. tbt f~ ~ r.u 

~uences to X and Yare as foUows: 

-SUuUoiB I 
(1) X ~ 1\ loa of $-40 00 the we of t..be ObUIltioo 

to Y. 
(l) Y ~ I CaUl OIl the e.Jchan,e of tbt Oblltfatioc 

for the m LCl to the enetlt the faJ!' martel valin cf the toO 
LC.a el:C«-ds .60. 

Sltuao. % 
(1) X recopi%eIa - 011 the e:u:hance at the Ohli,ltiOO 

for t.be too LCs to tbe uteat 01 tbe ucea of its adjumd 
buiI in the Obliptioo (UOO) o.,.r the Wr manet value of 
the too LCs. 

(2) X ~ CO pin oc the ~ of tbe too LCs 
for FX It.Od: becalUll i~ buia in the LCI eqU&lJ the stock's 
fair m.arltet ~De. 

5Jtaaciaa 1 
(1) X ~ I 1011 0C1 the n.'iw1ct 01 the Obli,ltiOfl 

for t.be VOO LCs to tbe ute:ll of the UCUIS of iU adjusted 
basis in the Obliptioa (1100) Oft!' the fAIr rnarUt value of 
t.be ~ LCs. 

(2) U To aod Z otbenr\N QtiJty all requi.reaM':nu of tht 
Code ",latin« to charitable cootnbutiOOl. X it entitled to a 
ctwlLlblc CODtributioc ~oo equal to the fair rrurket 
vLlue of Lbe too LCI at the time (If eM cootributiOil. 

(End of Text) 

-- End of Section J --
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