FIGURE 2-1
Classification of Straight Debt Instruments Under the Section 385 Regulations
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y FIGURE 2-2 _
Classification of Hybrid Instruments Under the Section 385 Regulations

Hydrid instrument

. ‘ Y
Does proportionality exist between

the hybrid instrument and the stock
holdings?

e ey e e

e s

Yes No

o P s 2 e S s i 25 e e e

U
i ) .
%_ ‘ Is at least 20% of the ciass \I‘z:herénsetr;urpent Issuied N
T of instruments held by property: ©
R independent creditors? Yes '
3 .} . Yes
=l} E '
oo y
F ; :f Is present value of Is present value of
1 b p p
l, i No straight debt features straight debt features
g at |east 50% of the at least 50% of the
i instrument’s fair Yes instrument’s fair Yes
] market value? market value?
FM No
Y A Y Y Y Y
Investment is Investment is Investment is Sec. 385 does investment is Investment is
classified as classified as classified as net apply to classified as classified as
stock. stock, debt. the investment. stock. debt.
Must look to
case law. .

The clrer & Feom A 1784 TarBwk A
o AOT  REFREBNT PepctnT LA . Bor T
DepREsoN TS 1RepsuRY DEPT THynes e o
The  SuRTeoT /D TS MAY sceve AS
kK Gope T» AdfLYstS




