I.R.S. Revokes 1969 I.T.T. Tax Ruling
That Led to Hartford Fire Co. Mergei

l .
\Conglomerate to Appea

Actién Could Be Costly to

H olders! of Stock

By E. W. KENWORTHY
Special to The New York Times

WASHINGTON, March 6—
The Internal Revenue Service
revoked today a tax ruling it
gave the International Tele-
phone and Telegraph Corpora-
tion in 1969 that enabled the
multinational conglomerate to
acquire the Hartford Fire In-
surance Company a year later
.in the largest corporate merger
in the nation’s history.

The revocation of the ruling,
which is retroactive, could cost
shareholders who exchanged
their shares of Hartford stock

for ILT.T. stock an estimated
$35-million to $100-million in
capital gains taxes that had
been deferred under the ruling.

The $1.5-billion Hartford Fire
acquisition had long been
planned by ILT.T.s president,
Harold S. Geneen, and he re-
garded the prize as the crown
of the conglomerate empire he
has put together in the last 15
years. ,

Revocation of the ruling was
announced by ILT.T. today in

United Press International
Harold S. Geneen

confirmed by the Revenue
Service in Washington. Neither
made any immediate comment.

IT.T. said later that it was in
“complete disagreement” with
the action of the LR.S. and that
it would appeal the revocation

Retroactive Move

LR.S. decides that the original
ruling was “in error” or “not
in accord with the current
views of the service.”
However, tax lawyers pointed
out here today that it was not
usual for the LR.S. to revoke
a ruling retroactively, as it did
today, unless it discovered that
the taxpayer requesting the
ruling had misstated or omitted
“material facts” in its“applica-
tion, or wunless facts subse-
quently ‘developed by the LR.S.
proved to be “materially dif-
ferent” from the facts on which
the ruling was based.

These lawyers said, further,
that there was precedent for

- pend trading in the COmpany’s

retroactive revocation of a rul-
ing, but no precedent in such a
massive case affecting so many
stockholders in a merger.

Last April 17, the New York
district office of the LR.S. had

in court.

In response to inquiries, it
also said that™ it was satisfied
that the revocation of the rul-
ing would not affect the Hart-
ford acquisition.

recommended to the service’s
headquarters that the 1969 tax
ruling, long a matter of con-
troversy among tax lawyers,
be revoked.

In the last three months,

Tax regulations provide for

New York, and subsequently

revocation  of a ruling if the

T sure.
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Representative J. J. Pickle, of
Texas, who is the ranking
Democrat of the investigations
subcommittee of the House
Commerce: Committee, has
been pressing Donald C. Alex-
ander, LR.S. Commissioner, to
act on the New York office’s
recommendation, Mr. Pickle
pointed out to Mr. Alexander
that, unless the service acted
by April 15, the statute of lim-
itations would run out on the
original ruling and no recov-
ery of taxes would be possible.

Mr. Pickle asserted to Mr,
Alexander that there was ma-

terial in the files of the Securi-
ties and Exchange Commission

that cast doubt on the legality|.
of the 1969 ruling; and he|
raised the question as to|
whether the ruling had been:
made under White House pres-||

. stances surrounding the ruling

" Congressional Joint Committee

- voke the ruling is one more

- has no place in our government
_ processes.”

* who unsuccessfully waged bat.

Jaworski, the special Watergate
prosecutor, to look into circum-

and the possibility of political
pressure on the LR.S. Mr. Ja-

worki replied that he would do|!

so. Mr. Pickle also asked the

on Interna] Revenue Taxation
to look into the matter, and the
committee is doing so,
‘Favoritism Has No Place’
Today Mr. Pickle said:
“For months I have main-
tained that LT.T. had not met
thes conditions of a 1969 LR.S.
tax ruling. The decision to re-

step in restoring our people’s
faith in government. Favoritism

Reuben B. Robertson, a law-
yer associated with Ralph Na-
der, the consumer advocate,

tles in state and Federal courts

to prevent the merger, sajg:
- “It must now be ’du's 11'
how LT.T managed to gecz; otsheifsi
illegal ruling in the first place|i
and what was the role of White|
House pressure on-the TRS. |
EVe .behevltla flull Congressi'oziai
earings should now be
tths case.” Seid en
‘T.T. said in its annoypee.
ment that it had asked altimgg.
mestic stock exchanges to sus-

stock until further notic ]
New York Stock Exchangé Ta}rlf
- nounced suspension of trading
in LT.T. stock and its Subsi-
dxf;r%,TAvis, Inc.

.L.T. said it would h

further statement when i:v:;a%sl
told the reasons behind the
revocation. Last April, when
-LT.T. announced that the New
York office of the IR.S. had
‘recommended revocatino, it said
that a reversal of the ruling
would result in g one-time
charge “that would not be
matenall to the ability of 17T
-to continue its growth in sajes
and earnings.” This statement
was reaffirmed by a company
gp%ll{ﬁsmanhtoday. ‘
, less charges of fraud
later brought by the Gove?ff
ment and sustained in court
pction, it is thought unlikely
that revocation of the tax ryl-
ing would not threaten the mer-
ger itself. The merger was
finally approved by the Justijce

epartment in a consent decree
in July, 1971,—after the actyal
merger, and after the Govern-
ment had brought suit to re-
guire LT.T. to divest itself of
gglz;gford and two other acquisi-

The 1969 tax rulin W
Integral part of I.T.T.'sg stréz:.stean
or the Hartford take-over, T,
et the necessary approval of
¥ :;tfoéd i sléareholders, LT.T.|
evised a two-
plan, Pronced
First, it would give Ha;
hareholders a 38 per. tor0
zrez_mum on the exchange ofll
VI.T. for Hartford stock. Sec-|
smd, it would ask the IRS. to
le -the exchange not Subject
immediate capital gaing
es. g
The Tax Code provides ¢,
wch a tax-free exchange ?;
. tondition that the aCquiring
' lompany “unconditionally” sell
. ts'own shares in the Compan
1o be acquired before the stock-
. iolders vote on the merger,
° To pressure Hartford execy.
ves into agreeing to the
erger, LT.T. had bought j.
41,348 Hartford shares, 8 pe,
- jent of the outstanding stock
. ;;I‘.T. had paid prices oftey
bstantlal.ly above the 8oing
Earket price to acquire theg

ares, and an immedjate sal
satisfy the law wotld hay,
e _t?xled a loss of about $32
i GHION,
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