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business which has been actively conducted Lhroughout the,

! recognized in whole or in part. S :

(2% Immediately after the dxstnbuuon the hqmdatmg
corpesation is acuively engaged in the conduct of a trade or
‘n_ “ness, which Lrad’ or business was acuvuy concGuc.ed

stribution and was not acquxred by the corporauon within
such period in a transaction in which gain or loss was
reccznized in whole or in part.
“Whether or not a distribution meets the requirements of
ragraphs (1) and (2) of this subsection shall be determined
ithoutjregard to whether or not the distribution is pro rata
itk respect to all of the shareholders of the corporation.

(<) Treatment of Certain Redemptions “—The fact that,
Witk respect to a shareholder, a distribution qualifies under

s

o4
W

g

PART III—CORPORATE ORGANIZ

Corporate orvamzauons

Special rule: dennmons

V8]
[g¢
&
Ced
o
(O

SEC. 35

0nZ Or more personc soleh m exchange for stog

Amendments
101-239, § 7203(a):
S

“r

securities’ after for stock”.

Act Sec. 7203(c)(2)«(3) provides:

123 BINDING CONTRACT.—The ame
section shall not apply to any transfer Z t
bing:ing contract in cffect on OcLoberZ 1 9 a d atalftim

thereafter before such transfer.

(31 CORPORATE TRANSFERS.—In lhe case of propertv lrans-
ferred (directly or mdnrect]y through a partnership or other-
wiser by a C corporation, paragraphs (1) and (2) shall be
appl ‘ed by substituting “July 11, 1989” for “October 2,
1982, The preceding sentence shall not applv where the
corporation meets the requirements of section 1504(a)(2) of
the Internal Revenue Code of 1986 with respect to, the
transieree corporation (and where the transfer i is not part of a
plan pursuant to which the transfcror subscquenlly fax]s to
meet such requirements).

P.L.96-589, § 5(e)(2). . o
Amended Code Sec. 351(a) by striking out the last sen-

tence. Prior to amendment, the last sentence of Code Sec.
331a) provided:

*

o ot P QJ.W Code CIV'C,GM'VMA 9.
(XY 'S.v\wu‘w\diob @.\\xaa%o T

Sec. 351

1986 Code—Subtitie A, Ch. 1C

' 3-vear period xmmednately befor¢’ the dxsmbunon which_
I trade or business'\ was not acqmred by the corporatlon within ~ ~
; such period in a transaction in - \\hxch gam ‘or Ioss was

uuzhout "the S-vear period ending on’ thé ‘date of the

—

Effects on shareholders and security
Effects on corporations.

7203(a) amended Code Sec. 351(a) by striking “or.

fi
¢ The above amendment generally apphes
after October 2, 1989, in tax years ending afte
- For exceptions, see Act Sec. 7203(c)2)-(3), be FUc (inc!

, Part iliA
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AMARUIN N

. section 302(a) (relating to redcmpnons treated as distribua-
- uons in part or full payment in exchange for slocl\) by reason

of secnon 302(b) shall not be taken into account xn determin-
ing whether the ‘distribution, with respect to stich’ sha re-
holder, is alco a.distribution in partial liquidat iorn of the
corporation.’} ‘Applicable, generally, to distribut ions- afier
:\ugmt 33, 1982, But see special ruizs for PL. 97— 248 ActL
Sex. 222(1), 10 the amcndmcrt not2s \or Code Sec 33 1<%,
P.L.97-248, §222(e)(8)(A) i >, _

Amended the heading and table of sections for subparz ID>
of part IT of subchapter C of chapter 1 toread as a bove. Prior

to amendment, the ‘heading and table of sections read as
follows:

> T

Subpart D—Definitic 1 and Sbecial Rule
Sec. 346. Definition and special -ule.
The above amendment is effective as noted abowe

¢ or securiti es issued for
issued irx return ior

property.”
For the efxecu\ e date of thisamendment, seet h e hn st or:ca |

djg,l E]ejefjrajsxcrs madc, ©Om: OorF

30 1967, an inv estmenLcompany after ““trans-
corporauon

" indCode Sec. 331(a licable wiith-
mrpnwﬂ ga ctober =,

? 1 89 809 § 203(a): .

* Amended the. first sentcnce of Code Sec 3 5 l(a) by in-
serting “(including, in the case of transfers made ©n or be fore
June 30, 1967, an investment company)” immediately afzer
“to a corporation’. Effective with respect-to Transfers of
property to investment companies, whether macle before, on,
or after November 13, 1966, the date of enactmen . - E

before Ju
ierred 10

\-aaq
s VRS o
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[Sec. 351(b)]

(b) RECEIPT OF PROPERTY.—If subsection (a) would apply to an exchange but for the fact that there is
received, in addition to the stock permitted to be received under subsection (a), other pruperty or money,
then— O 4 = n et Bt I

(1) gain (if any) to such recipient shall be recognized, but not in excess s
(A) ‘Lhe amount of money received, plus
(B) the fair market value of such other property received; and

(2) no loss to such recipient shall be recognized.

Amendments ... The above amendment generally applies to transfers
P.L. 101-239, § 7203(b)1): ter October 2, 1989, in tax yearsending after such date.
Act Sec. /7Oo(b)(1) amended Code Sec. 331(b) by stnh' }pt ions, see Act Sec. 7203(c)(2)-(3) in the amend-

“or securities” after “stock”. ollowing Code Sec. 351(a).

351 C)] _d

(¢} SPECIAL RULE.—In determining cga r p po Beimiils section, the fact that any corporate
transferor distributes part or all of the's " *h ange to its shareholders shall not
be taken into account. ; S

(d) SERVICES, CERTAIN INDEBTED,
purposes of this section, steck issuegdor

OT TREATED 4§ PROPERTY .——F or

(1) services, ‘
(2) indebtedness of the tranSierge cg £ AHION Y S pvidenced by a security, or

(3) interest on indebtednessfoi @he tramsiered’ &tigh which zccrued on or after the
beginning of the transieror’s holding j io ot

shall not be considered as issued in retur for OTODE

Amendments ' stat is required to o= filed with the Securit ies and

P.L. 101-239, § 7203(bX1): | ‘ siongma, transier of property to @An inv-est-

Act Sec. 7203(b)(1) amended Code .-!"c,_'..'..i;"_;.'.—..-.;.,— __ment comp: any shallbg patec 2s made on or before June 30.
“or securities” after “stock”. 1' "\’

The above amendment generally ap ade on or before such date,
after October 2, 1989, in tax years ending after such date ; . =
For exceptions, see Act Secy 7203(c)2 ' the ey (2) the registrationstatement was filed with the Securities
y

and E\change Commission before January 1, 19627, and the
agvrMe issue price ot the stock and securities of the

= issued in the transaciion does
ec[ n ce ount therefor specified in the
istration's as oitn= close of December 31 | 1 966.

Scc 331(d) prov 1ded and

*(d) EXCEPTION.—This sect hall not a toa lrans vestment cormpany in
fer of property to an in 4; ?1, d osited b 1
For the effective dauﬁ;ﬁ"ﬁ qzﬂes m Nm 113 l g?q ﬂ e i

comment for P.L. 96-389 finder Code Secc. 370(a).

ment notes following Code Se<. 351(a).
P.L. 96-589, § 5(e)(1):
Amended Code Sec. 351 by st
inserting in lieu thereof a new s
indicated. Prior to amendment, Co

P.L. 94-455, § 1901(aX48)B): P.L. 89-809, § 203(b):

Amended Code Sec. 331(d) to read as above, cffective with Redesignated former Code Sec. 351(d) as Sec. 3ZL(e) and
respect to transfers of property occurring aiter October 4,  added new Code Sec. 331(d} to read as above prior to
1976. Prior to amendment, Code Sec. 351(d) read as follows: amendment by P.L. 94-433. Eifective with respect to trans-

(d) APPLICATION OF JUNE 30,1967, DATE.—For purposes of  fers of property to investment companies, whether made on.
this section, if, in connection with the transaction, a registra-  before, or after November 13. 1966, the date of enact ment.

[Sec. 351(e)]
(e) E\CEPTIONS.—_—Th1< section shall not appl\ to—

(1) TRA\SF-ER OF PROPERTY TO AN INVESTMENT CO\IPAN\ —\ tramfer of propertv to an
investment company.

' (2) TITLE 11 OR SIMILAR CASE —A transfer of property of a debtor purwant to a plan \vhxle the
debtor is under the jurisdiction of a court in a title 11 or similar case (within the meaning of section
368(a)(3)(A)), to the extent that the stock recewed in the exchange is used to <at15fy the indebtedness
of such debtor. o

Internal Revenue Code Sec.*B 5 1 ( e)
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Amendments : ~-The above amendment generally applies to transfers
P.L.101-508, § 11704(a)(3): ) * after October 2, 1989, in tax years ending after such date.

Act Sec. 11704(a)(3) amended Code Sec. 351(e)2) by For exceptions, see Act Sec. 7203(cX2)<3) in the amend-
striking “are used” and inserting “is used”. - ment notes following Code Sec. 351(a).

The above amendment is effective on the date of the  P.L. 96-589, § 5(e)(1): S
enactiment of this Act. . Redesignated former Code Sec. 351(e) as Code 3ec. 351(f)
P.L. 101-239, § 7203(b)(1): and added a new Code Sec. 331(e) to read as indicated. For

Act Sec. 7203(b)(1) amended Code Sec. 351(e)(2) by strik-  the effective ddte “of this amendment, see the historical
ing “‘or securities” after “stock™. comment for P.L. 96-589 under Code Sec. 370(a).

[Sec. 351(D)] -
(f) TREATMENT OF CONTROLLED CORPOR%TIO\ —If—

(1) property is transferred to a corporatlon (hereinafter in this subsection referred to as the
“‘controlled corporation”) in an exchange \\1th respect tow hich gain or loss is not recognized (in whole
or in part) to the transferor under this sec!

(2) such exchange is

ction 311 shall apply to any ansferin :h excha ge b gofntrolled corporation in the same manner
if such transfer were a dxm bution 1% : i

Amendments / abo ammendment is effective with respect to
P.L.100-647, § 1018(d)(5)(G): : ransfers onor after June 21, 1988.
Act Sec. 1018(d(3)(G) amended Code o o\ :

nating subsection (f) as subsection g) and j
subsection (e) new subsection (1) to rezd as

se
as

(g) CROSS REFERENCES.—

(1) For special rule wher ¢ exchapge assumes a liability, or acquires
property subject to a liability, see ] il ‘
(2) For the basis of stock or
sections 358 and 362.

(3) For special rule in the case of an'es
see section 2301 and follow‘-w

ing i e
(4) For special rule in 1i&%a ‘ 4 fion but which has the effect of
the payment of compensa i i emtha=coipors ' \ e section 61{a)(1).

™ O4(b)('3).

Amendments e above amendgent applies to transfers occurring after
P. L 101-239, § 7203(b)(2): August 31, 1982, in taxable vears ending after such date. See
t Sec. 7203(b)(2) amended Fc.de Sec‘ 33 )(7) b\ P Li97-248, Act Sec. 226(c)2), in lhe amendment notes

.s.rm.ng “stock, securities, or pr i 1{]‘5 Wtrﬂl exception.
or property". ﬂ ﬂﬂ
The above amendment genegally applies to transfers L.96-58 (e)
;fc::reg;etggzixi ;ges i e o e ey Redesi n ﬂﬁd 31¢e) as Code Sec. 35 1(f).
ﬂ‘ ﬂ cnt. see the historical
Eﬁgﬁ) ﬁbﬁm u m or ec. 370(a). -

ment notes followin
P.L. 100-647, § 1018(d)(

Act Sec. 1018(d)(3XG) mended Code Sec. 351 bv redesig-
nating subsection (f) as subsection (g).

ge to which this section applies, see

Bed in this section but which resultsin a gift,

(3) For coordination of t

P.L. 89-809, § 203(b)::

The above amendment is effective with respect to Redesignated former Code Sec. 331(d) as Sec. 351(e),
transfers on or after June 21, 1988. effective with respect to transfers of property to investment
P.L.97-248, § 226(a)(1)(B): companies, whether made before, on, or after November 13,

Added Code Sec. 351(f)(5) to read as above. 1966, the date of enactment.

Subpart B—Effects on Shareholders and Security Holders

Sec. 354. Exchanges of stock and securities in certain reorganizations.
Sec. .335. Distribution of stock and securities of a controlled corporation.
Sec. 356. Receipt of additional consideration.

Sec. 357. Assumption of liability.

Sec. 338. Basis to distributees.

Sec. 351(f)



Code Sec. HHT(d}5)

“(B) Institution of baghao cducation Lo term nsututton ol
higher edutation’ means 2 cducational naitutton m any Stele
which -- i

") bty vy regudar stedoals only andoadnads havisg wocei
cate of graduvaton from a kgl school, or the tecognized equivalent
of such a cerhcate,

“(in) s legally authonzed saitun such State w provide @ program
ol cducation beyond high school,

“(in) provides an cducrtional progiam for which st awards o
bachelor’s o higher degree. provides o progiam which s aceept
able tor full credit toward such @ dogrees e ollens @ program o
traiming 1o prepaic students for gainful cmpioyment o g weeognized
health profession, and

“(1v) 15 @ pubhc or uther sonprotit mstituoen

“(3) Service as federal eaiployee. For parposes of this subsec
won, seevice ma bealth manpower shiottape eva shall be teated as
sepvice as a bederal employ o
() Quaditied witon reduc: s

S In gencral Gross s ome shall not s dade any auialile
thot fedaction

1) Quabibied tuition regacuon o purposes ol this
the teom "Qualified tuton coduchon” e 1
dacion g it prosehe S e anem oy
scibed mosection [70eb e i A ) for the education (be
graduate devel) w such or gamiation fo asother ot
scnbed tnoscction 120 s A of

“tAY such employee, oi

V() any petson licatod s oan cinpdoyes o v
ooan ciployee o) undes e pudes of sece s 1320

(3) Reduction must nod disoninaie i faaor ol highily,
sated, cte. Farsgraph (1) szl wpply with rospevt o g
Wit teducton pravided sl gespedd ooy
Lighly compensated emploses anly i sich icdociion 1s aval
sutstantally the same e 1o cqcl membee S group o
coy which 1y detined under @ easonable casstication sg
employer which does not discrimmate i favor o oflid
ot highly compensated enpioyees ™

Pi. 99814 Sec. HHden2), deleted “eiteer, owaer,
“with tespect to any, awd deleted mopae (d)2) and
sentence al the end of pasa (d)2), “olincrs, owners, or”
“discnmmate dn favor of7 effedtive Toi tan yiy begin
12/31/87

PA Y9514, Sec 1ESHInl) (3). provide
“th) Transsonal pules foc westnient o Ceiiant reductons 1 Gl
on -

(1) A ttion eductic
quirenients of secton TE7.8303) of the It
1S4

“EA) such plan would Bave met the egunicnn (Sl
(s amended by this seciws but without tegard o th
demnee that beneiis under sach plan were the subject goodd Fai
bargutming) v the day on w hich eligibihty w partiey 0 the plan
wis Closed.

) at Bl e thereater, the ko nJm uun; avintgiile
soch plan are avatlable o substantially
v|u)\('§ chigihle to participaic i such pli

“(C) the cligibihity W0 pagiboipate in un
1972, June 30, 1974, or December 31,

ey For purposes of agsplying section D ek e hicrnal
Reveaue Cade of 1954 1 &l wation weduction pl.m«\ of an ciployet
with at least 1 such plan Jescu
uon, there shall be excluded
Ctuded o the plan who are iy
by an agreement that the Secie
finds 10 be n collectve Bargaldlng sgrecoent, between ull]lll))u
tepresentatives and | of more cfliployers, of with respect to plans
other than plans described 1n paragraph (1) there is evidence that
such benebits were the subgect of good Luth barganing

“(3) Any reduction fn vzstson provided with respect 1o a full time
course of education lurnished ul the graduate level before July 1,
1988, shall npt be ncluded an gross incowse ¢

“(A) such feduction would not be ssciuded 1 gross ncome
under the Tnternal Revenue Service iegulations i eftect on the daie
of the enactinent of the Tax Reformy Act of 1984, and

“(B) such teduction gy grovided with sopeat oa student who
w: aceepted for admissive 1o such vourse of cducation before July

L1984, aad began aoch sveatu of cducaiog before Juoe W, JURS ©
ln W4, P L 9B A4, Sec 332(a), added subsec (§) elfectine for
qualified winon reductioas {as detined in Code Sec. HTAN2) [
cducation fwinished alter /3785, intax. yis end. alier 0/3iVE8S
[See P.L. 99-514, Sce. 1833(0)(2), upmdmcd abuve ]

In '82, P L. 97-248, Sec 245, substituted “1URYY for “1unl™ i
Sce. 161(h)(2) of P, 95-800 (as smended by Sec 161th) ot P
96-541), reproduced below

~--In 80, PL. 96.541, Sec S(a)(1). added subsec, (¢). effective for
wx. yrs. begin. after 12738780 ‘

L

1,286 .

Sulbing -
afoint ¢
s organt iRy g

111
from income

l' sclusion

P9 SHE Sed M6hiy sebritaed TEORET er B0a T i ey
TOLh2y ot P19 6K reprodoced telow,

P L. 96 830, Sec 200U, which added Sobchaptes 1V
Clopaer 78 o e AN EISGC [Veram” Adanmstiation Hoabin o
tewstopal Scotobasbup Progran] provides as falliowy
1S Excmption of Scholastip paymeats froos taxation

CNutwibsGiading any othier Taw, quy paymicnt o, o8 o0 bohall o
4 patticspent 1 the Scholantup Program tor tuien, cducatiens oy
penses  erog shipend under Wis subchapter sliall beoeacipt g
Lanaison ™
In "79, 1 96 167, Sec ) substttuted TESELT for O TUNG i
CLURST b TIYRET e Sew Ae) of PLY3asd seproduced b dow
o PPLowe 1o Sec Vb sabsttuted CLYB0T d “l‘)i"'k{u Sy
Pl b2y o 1L 9S8 olX), epioduced below
PR s otk Sec T61TGEE), substituted  ENSDT fey TSy
ol PEODYAsY we bvelom Seo Falape 20, bt
fug CHURY e Sec M) el PLOYE AR s below
boNev ot paovides as follawe
e servace asnds
Aty aionnh pand b, ol v b bail of
Sopriated funds 4y a pabional sesvaich oo ¢
472 af ihe Pablic Healih Servioc Ao chat l
i G tellowship grain undes seviten 117 ot abe
ode of BuSd

e previstons of sules o (b shath age
cdung caleodar years 1971 itough ad

. o subintiuted Cand 1978, aad b B v
Wl b svice feseviay oasmng b §979
craane dewonbod onosab o cbon o
cepved adber 1978 sndd bofe FORET g
[ S TR T ST B R V1T E RV B R T
e nbed i sobe o v diineg < abea
proct fe gy weenned duisg calondad o
ad B9 7 an Sec dep o P93 ARy eepee

PUOLDNR A, subtuted "o it
4 bed inosectton P70 KA NI T tor e s i
TR el 1 s e PSTEA™ e cabipay fae b A
IRTRR I and (i 2y etecnive for an sy bog

)

+ Sen Otk deleted U tensiory.” ot ot o
cocdause (M 2iaa0vy clloctive Bor lax yis bogin adics

499, Sco 213 substituted Cated 1975 and b the e
a unfogued seive (LSS AN ll.unihg B by totins

stof (o dunng war year 1976, wabi gt
Fosalenda yews 19700 19700 WTE aod
S0 AWy uE PEO9 IS sepradused be

Bl s amended by Sev 5 of BE 95 3T
) ol B |'| s b6 7 see above ] provedes as Tollows

L In goacral !

SARY wmoant reccived B appropiiated Bunds as o schela g

i dlm e valter of contntined services il atcomabodations, by

\mbn ol i umhmm.d servige who iy receiving adimng unded

\hl
Y 18
i Ssions Schodansbup Progiam e any
Ol Jungd v o ul M« 1 u W )) he Seactary of the Treasuy o his
ve Siibfladbai g shinilar objective lrom an cdaca

lluu\l v bt s ddedred e then BT b ol e e ol
e vrmue Conde of 1 Jhall be ln e an sl dardap ke
l||nl Hr“u« f1 G e, “hulul l e et 1 tecqving baing

ygragraph (11 ol this
Tl ) X U e T fiias iy slattin, ) vl
usitf oECmpiay gy ey 1 0 .ux duty 1eoaequaed o g
e Tieasaty or BiskiteReg Tl et 4 d 1l o xu ln A)l.u b

) e tmm.-u of o d savees
“Por praposes of s section. the o umloned srve o b

the mcatiang gaiven ab by section 100 of tide 37 Unaeed Seaiey
Coh

o) Elec e Date

“lhe provisions ol s section shall apply with 1.‘;5»‘.1 to
amounts seceived during calendar years 1973, 1974 and 1975 aad
in the cand ot a member of a umformed wIvice seceving laiing
alter 1975 amid before 1981 i programs described i subseciion ta),
with gespent o moants secened ater 19758 and bedore JURS

f 08, 1PE R 290, added aves th2A 0 aad Gel). ctiectne
for tax yen g alier 61

Sees HE. Coaintbutions (o the capitat of o corporation.
(a) General sule.

In the case ol a corpotation, me wcome does not
clude any contribution o the capital of the taxpaycer
(h) Countributions in aid of cnnstruc(lun, cte.

Lod™ purposes ol suhsu,(mn (a), the term “contnbution o
the capital ot the taxpayer” dnu not include any contnbu-
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¢

Exclusions from income

ton in atd of construction or any other contnbution «s @ cus
wmer or potential customer
(¢) Cross references.
(1) For basis ol property acquired by a corgs.ration
7 through a contabution o ats capital, see sechion 352
(2) For speaial rules in the case of contributions i indebt
eidiiess, see section TOB(e)6).

In 'K, P L 1K) 647, Sec TO0B()4), amended Sce. B2diuitd)
producet bedaw] ot Pl 99514, part ol thy effective dat
Choanges made by Seo 82460 of PI99-514. by subsin {
Lt agrecment” tor Tan indemnity agieement,”
ko, P U999 S14, See 824G, deleted subsec
ipiated subsec () as (c), and added new subsec
¢ aimounts eceived alter FY3186, i tax. yrs ends
wepd s provided i Sec. B24(e)(2)-(4) [as and
1 Sec HOOBE21, see wbove] of this Act. which
E 20 Treatment of certam water supply p a
4ot made by tiis secton shall not apply to an
gard by the New Jeisey Departiment of Lny
Cooconsttuction ol alternalive walcr supy
iy walet contaminatian aid which are dest
sent ey bemg aken into seount unde
prore than $4635 000 of such wmoants
pejacoeding seaieaee
(o breaument of cestan contnbutions by
Phe amendinents made by this secti
Crators anand ol construcdon by a g
1] which were dearly sdentiied mea mast
Seprember 1301084, and which wie designs
L beng tahen ot account umder tas pae
S ovxd (KKD 0f such contributions niay be designg
Sosentenee. For putposes of s paragrapl
soation authainty 1 an conty which was cred
A7 and which way establishied by an inleistaie co
Loted o by Congress i Pubhic Law 89-774, 860 1
b Dreatmient of cottan patlnerstips. - In thie g
with @ tanable year beginning May 1, 1986, 0 such p
uhed net capital gam dunng the penod begiinng v
Candi tavable yeat and ending on May 29, 19
Ldcewnung agreement dated May 6, 6,
Pt tical cach asstt fo whiclilguell

o

&

b
1ead
i

i

¢

i

23 v

Loaving been distibuted o the part
{ropeiton o then distiibutive share of
Lood by e partnership with respect

1oasct an having been suld by cach
o the asset by the pentership 1 sucl clection -
Conideigion secerved Ly the partnershy connection wilia e
b vk such assets shall be treated us having been pecened & il

{entets o conpecion with the decmed sale ’ s s la the
' ’

case ol a tered pannership, UEPOSES b
patticrstap shall be treated ay 0 'ﬂc cdpt
ity pruportionate shate ol o t Capital b ouf _gach
s which it is s patine, and tie elect tewidcd

shall apply 1 cach tier”
Foror o debetion, subsee () amd (o) ead as hdlows ‘-
che Cogatisbationn g atd of yositaction i

“eiy General o i (i I b { i
¥ 4 c tajp 1 hiiley an S
sy edeived un st (Wb [

tatton to the i

iy ot othes pto

& sharcholder) by afegulated public ubility which provides Gy
crgy. gas (hronghta Jocat istiibution aystem of franspoitaiea by
pipchnch, water, ot sewerage disposal services af

“(A) such mmount s 8 conuibution in ad of constiuction

“In where the contribution is in property which iy vihwe hian
ClOLBIC CRCTRY, gus, steam, . walcr, OF sewagy diposal Lscsdstes
uch winount meets the requiements of e expendivie tule o pa
wpfaph (2), and

~4(') such amounts (o any propeity sequited o constiucked wilh
such amounts) are not included in the taxpayer's 1ute base fus cate-
iak g PUEPOSCS

42) Expenditure sule. An aniounl mecth the sequircinents o= ahus
patagiaph il —

“tA) an amount cquil 1o such amount ts expended for the aogqut
siion wi constiuction ol tangible propeity descnibed an sestion
1231y -

“(1) which wis the purpose inotivating the contnbution, aid

“ti) which is used predominantly in the trade or business «€ fu
mishing electnic energy, gas, stedm, waler, of sewerage dispusad sc1-
VILUA,

Sl the expendituee acfeaed o dn subparagraph (A) sy
betore the end of the second taxable year after the year jo wtich
such sinount was teceived, and

“") aceutate ecotds mie kept of the smaunis contnbuted and
expenditures made on the basis of the project for which the waui-

L
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o P
v 1
th
I

112
Code See. HBe

Lation was Dide and on the basty ol e year ol vontibution vt on
pendituie

1) Detmttions For putposes ol this secqion -

“(A) Contpbutton 1 aid of vorsticton The oo “vestnbin
s ard of consttus ion’ shati be defined by regulations prosenbed by
the Secretaty; exeept tha such tet shall pot isclude amounts pad
Iy customer connectic o fees (invindiig amounts paid o cennedt the
Customer's line (o wn clectie line, o gas man. 3 steain hneo o g
Wt WAICT 0F SeWer [ine and amonnts paid as scivice cbarges bt
staiting o1 stopphing scivives)

Sy Predominanidy. The tenn Spredominantiy T scans 8O poaat
OF o

W) Regulated public uiliy The s ey

wd pubh ulidiy
luss the meaning given such term by secton T @I except
Lat such tenm shall not include any such uihin which 1y ot e

”/‘/)A W provide cecttic encigy, gas, Woltf, of snwcldge disprosal

B aces to members of the general public Gocluding w the cawe of

.—Juun:..nmiun wtility, the provision of ga» svrvices by sale ot

the general public) in is seivice ares
Sisallowance of deductiony and investmont viedit adjusied
thstanding any other prosision ob ks subdiide. no e

ion or ciedit shall b allowed Tor w by teasen et the expeidi

Conatitates acontbation s ad ol cestoos ben o whadk
su applics The wdpusted tasts o any propeity dvgui 4

tabutions i ad o constivetion o wlach thisy sabsection

[ENRIS T

{ el

Grgnayer for any tavabile yoar Bealy oie aiiQuid &y 4 o

Laxpy i deactiteed 1o subiscchion (b

)

h !

vl ) the capital b the
{ S

J i Sl taory peiod for the aoscsanent i any dobicioney o
Litalie to any part of such snowmit shall not expire betore the o
ln 4 years bom the date the Searetary 1y notticd by e
yerl soch manacr as the Secestary may presciber ol
the wiount of the expendiime wiened to m sulipatagiaps
subsection (hed)
R the Loayet’s micntivi ot to ke the capendiures e
Scd o such subpacagaph, o

() a Lailmre to tmake such expendiuie swihin the peind b
w nibed i subparagraph (B) of suhsesion (0t 23, ond

(2) such deliiency may be assessal befote the crpmabion of

aich 3 year petiod notwithstamding the provisions of any other s
e of Tew whivh weold otherwise prevent such assessiaent h

TR LG, See 103 ede agnated subsee, (0 By sulow <

e ew subined (0, cltesuye for expendituios with 1

SR e scoond tax g1 desuobed o Coede S

N d why after 12731784

- 6 SKD. Sev. 2(en2), wtmeindad sulbecs (), clective i
Wy r F wen which ocears alter 1231800 ether than a ten e
ton w I’ eeurs o procecding 1o bankispicy case o siiln
Judicigl Proceeding (o 0 a proceeding undet the Hankopiey Al
commencing on o before 12731780 See Ty and (g) of thiv At
provades!

1 o stitute Septeber 30, 1979, o Duecember 34,

N lﬁhc debtor (or debtors) tn & Datkppicy Case
il judicial proceeding may (wath the approval of the count

eleut upp!{ [subscotions 7(ad wad @) of thix Acej by subsutubiog
Seprember 0, 19T December S 9B cuch place it ap

ks ait) s D Subise ol

| LR ‘ i clec o made winder patagiaph o
e o e shall apply o i parhies o e pia
Vet

S Revowation only with conseat Ay chovtion undoo i sl
wotion may be evoked only with the cousent of the Scarclaiy ot
the Ticasury oi his delegate. )

“(4) Thne and manner of vlection Any clection under thiy b
o tion shall be made b such thne, and B s b anner. the Sew
tetary of the Treaswy o his delegate may by regulations prescibe
“(g) Delinitions.

“Far prspases of this section -

(1) Baokiuptey case. The term DankIUpIcY cas Tcaiy dny
Cane wnder title 11 of the United States Code tas recodinied by ub
he Law 95 59K).

“(2) Similw judical procecding  Ehe term Ssilar jadictal pro
ceeding' meany & teceivenship, forey lostie, W shnlar provecding i
2 Federal v State court (s modificd by section W6E{a) WD) of the
Iuternal Revenue Code of 1950)."

Poor o amendment; subsee. (©) read as follows.
“(e) Cross nefeience.

“For busis ol propetty acquired by a corporation thiough a con

wibution 1o its capital, see section 362"
I 78, P L. 98 600, See 3o ach, substiuied eledtic encigy.
pis (through a docal distibution sysiem of wansportativn by pipe
Dine), water,” tor "water” in para (b)1)}. . Sec. Yo4(a)2), subsi
ied elechic energy, gas, steam, water,” for “water™ mosubpara
MBY ... Sec. 64(a)(3), substituted “elecule encrgy. gas,

1.2
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A T S

‘ (b) The quantity of such items on the date of

AR TR R e R e S ARG

ing the five-year period immediately before the question of fact to be determined under the facts
aistribution, and and circumstances of each case.

[T.D. 6500, 25 FR 11607, Nov. 26, 1960]

distribution was not substantially in excess of the
Quantity of similar items regularly on hand in the
conduct of such business during such five-year peri-
od, or (a)(*} Section 351(a) provides, in general, for the

nonrecognition of gain or loss upon the transfer by

one or more persons of property to a corporation
- . SO in exchange for stock * * * in such corpora-
graph, if such inventory or property is sold in bulky % 8 po
in the course of termination of such trade or busi- Y

diately after the exchange, such per-

ness'a%nd if with.r.es.pect”?:o such invento. 7 areymw(;osnil;glnzge:.}rx:di:orirfslgg :ﬁ
conditions of subdivision (iii)Xa) and (b) of : hrase “one or more persons”
paragraph would havg be.en met had suc ) trusts, estates, partnerships,
ry or property been distributed on the dat jes, or corporations (see sec-
sale. To be in control of the transferee
3 n or persons must own im-
y after transfer stock possessing at
it of tal combined voting power
stock entitled to vote and at least
% number of shares of all
k of such corporation {see sec-
rmining control under this
y corporate transferor dis-
part or allof the stock which it receives in
hange t0 its shareholders shall not be taken
1 he phrase “immediately after the
" Hoes not necessarily require simulta-
nges by two or more persons, but com-
situation where the rights of the par-
n ‘previously defined and the execu-
wproceeds with an expedition
XD ocedure. For purposes of

1.351-1 Transfer to corporation con-
trolled by transferor.

"' (iv) Proceeds from the sale of inventory or prop-
erty described in subdivision (iii) of this subpara-

(c) Active conduct of a trade
For the purpose of section 346(bX1), a
shall be deemed to have actively con
or business immediately before the dist

(1) In the case of a business the asse
have been distributed in kind, the b
operated by such corporation until
distribution, or

(2) In the case of a business the proce
sale of the assets of which are distributéd, e
business was actively conducted until the date &&—necou
sale and the proceeds of such sale were distriblifed!” prebss
as soon thereafter as reasonably ..g\.fsible. ties ha

tion oOf

* X ¥

[T.D. 6500, 25 FR 11607, Nov. 26, o']f-‘

#@) Sto b @Bﬂ for services rendered or to
§ 1.346-2 Treatment of certa’? redemp- be rendered to or for the benefit of the issuing
- corporgtion will not be treated as having been

tions.
R LTy 1) e ko le
If a distribution in a red t 7 | ) ‘ |+ : ﬂf pioperty’ which 5 of

fies as a distribution in pa'rq!'or ull payment in- : . 5
; g relatively small value in comparison to the value
exchange for the stock under both section 302(a) € of the stock gad securities alrogdy owned (or to be

and this section, i i shall ) = fes rmont
applicable. None dfith i g Pxio ﬁ&m\ m ﬁﬁi who ;ns er-
shall be applicable t@ such r ption. ’ as having

been issued in return for property if the primary

[T.D. 6500, 25 FR 11607, Nov. 26, 1960] purpose of the transfer is to qualify under this
: section the exchanges of property by other persons
§ 1.346-3 Effect of certain sales. transferring property.

The determination of whether assets sold in con- For the purpose of section 351, stock rights or stock
nection with a partial liquidation are sold by the warrants are not included in the term “stock

distributing corporation or by the shareholderisa * * *.”
Sel.Fed.Tax. 1992 Ed.—24 1097




§ 1.351-1

- (2) The application of section 351(a) is illustrated
by the following examples: :

Example (1). C owns a patent right worth $25,000'and
D owns a manufacturing plant worth $75,000. C and D
organize the R Corporation with an authorized capital
stock of $100,000. C transfers his patent right to the R
Corporation for $25,000 of its stock and D transfers his

gain or loss to C or D is recognized‘.

Example (2). B owns certain real estate which
him $50,000 in 1930, but which has a fair madget}:alue of
$200,000 in 1955. He transfers the.pro ~the N
Corporation in 1955 for 78 percent of each

plant to the new corporation for $75,000 of its stock. {I:\ |
cost

“stock

114

INCOME TAX REC ("LATIONS

having no relation to the assets transferred or to the
business of the corporation) and the disproportion in the
amount of stock received constituted the payment of
compensation by A to B, B will be taxable upon the fair
market value of the 60 shares of stock received as com-
pensation for services rendered, and A will realize gain or
loss upon the difference between the basis to him of the
60 shares and their fair market value at the time of the

Example (2). Individuals C and D each transferred, to
a 9} organized. corporation, property having a fair
matket value of $4,500 in exchange for the issuance by
the cOrporation of 45 shares of its capital stock to each
transferors At 'the same time, the corporation issued to

of the corporation having a fair market W,OOO, 1 E. 25 i : : ; -
the remaining 22 percent of the stock: Tation , an, m’di'ndug[ﬁ.o shares of its capital stock in payment

having been issued by the corporation in
persons for cash. B realized a taxab
on this transaction.

Example (3). E, an individual, ow;
basis of $10,000 but which has a 4
$18,000. E also had rendered services v
Corporation F. Corporation F h
shares of common stock all of w
Corporation F issues 400 shares of i
(having a fair market value of $20,000 23
for his property worth $18,000 and if coripe 'gion- fqr
the services he has rendered worth $2,000 I Sj
diately after the transaction, E owns 80 pe
outstanding stock of Corporation F, no gain i
upon the exchange of the property for the §to - How-
ever, E realized $2,000 of ordinary income as comipensa-
tion for services rendered to Corporation F. —

: # pary

(b)(1) Where property is transferred t6 a corpo-
ration by two or more persor_f:si in exchange for
stock * * *, as described in pa 1l
section, it is not required tha# the stock * * *
received by each be substantially™in proportion to
his interest in the property im iately prior to
the transfer. However, where the stock * * * re-
ceived are received in disproportion‘f té=such inter-
est, the entire transacti
in accordance with its t
priate cases the transactin may be treated as if
the stock * * * had first been received in propér-

cagrapn (a) of this  corporation more

RIIPTEY|

for organizational and promotional services rendered by
E for the be of the corporation. E transferred no
property- to :‘:eﬁ%'poration. C and D were under no

bligation to pay for E’s services. No gain or loss is
‘recognized to C or D. E received compensation taxable as
‘ordi income to the extent of the fair market value of

‘to- “the 10 shares of stock received by him.
10y 1%

(c)ﬂ' The general rule of section 351 does not
ply, and conseguently gain or loss will be recog-
d, where proberty is transferred to an invest-
‘Company after June 30, 1967. A transfer of
rdune 30, 1967, will be considered to

sfate investment trust, or (c) a
80 percent of the value of
ng cash and nonconvertible

' m consideration) are held for
investment and are readily marketable stocks or
securities, or interests in regulated investment

co ie I T tate investment trusts.

at] f whether a corporation
an investment company shall ordinarily be made
by reference to the circums@ces in existence im-

tion' and then = * ot Sann P98 ia ransfe: stion. However,
tsed to make ;iq( :::TZ dﬂﬂ . ‘ e dirc _ ch lﬁ t_Heafbe; pursuant
i @X1), or to satisty 2.2 Pl e at' the'tiffie of the transfer,

pay compensation: (section

obligations of the transferor of any kind. i3
(2) The application of paragraph (b)1) of this

section may be illustrated as follows: = - _ -
Example (1). Individuals A and B, father and son,

organize a corporation with 100 shares of common stock
to which A transfers property worth $8,000 in exchange

for 20 shares of stock, and B transfers property worth -

$2,000 in exchange for 80 shares of stock. No gain or loss
will be recognized under section 351.. However, if it is

determined that A in fact made a gift to B, such gift will _
be subject to tax under section 2501 and following. Sim-

ilarly, if B had rendered services to A (such services

this determination shall be made by reference to
the later circumstances. i : ; :

(3) Stocks and securities will be considered
readily marketable if (and only if) they are part of
a class of stock or securities which is traded on a
securities exchange or traded or quoted regularly
in the over-the-counter market.’ For purposes of
subparagraph (1)ii)c) of this paragraph, the term
“readily marketable stocks or securities” includes
convertible debentures, convertible preferred stock,
warrants, and other stock rights if the stock for

1098




which they may be converted or exchanged is
readily marketable. Stocks and securities will be
conSIdered to be held for investment unless they
are (i) held primarily for sale to customers in the
ordinary course of business, or (ii) used in the trade
or business of banking, insurance, brokerage, or a
snmlar trade or business.

- (4) In making the determination required under
subparagraph (1XiiXc) of this-paragraph, stock and
securmes in subsidiary corporations shall be dis-
regarded and the parent corporation st
deemed to own its ratable share of its.s

' assets A corporation shall be considere

if the parent owns 50 percen more
l(::)z}n’bmed voting power of all clht‘éef stock &
tled to vote, or (ii) the total va
classes of stock outstanding. -
© (5) A transfer ordmanl

cation of the transferors’ intéreses’ i g

tion in the exchange.
transaction involves oné'«

has occurred. If there is on
two or more transferors of jit
newly organized corporation, = Wi
erally be treated as not resulting i ldife _1ﬁ
If a transfer is part of a plan to acH!é;n'-Li
tion without recognition of gain,. T &
which contemplates a subsequent"’ ra:fsfef Ho
ever delayed, of thel porate assets (or of the

VCORPORATE ADJUSTMENTS
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shares of stock. Each of the other 50 transferors trans-
fers $200 worth of readlly marketable securities in corpo-
rations other than X in exchange for one share of stock.
In determining whether or not ‘diversification has oc-
curred, all transfers will be taken into account.’ There-
fore, dners1ﬁcatlon is present and gain or loss will be

[T.D 6500 25 FR 11607 Nov. 26, 1960 as amended
by T.D. 6942, 32 FR 20977, Dec 29, 1967]

§ 1 351-—2 Recelpt of property

(a) If an exchange.. would be within the provi-
iocns of section 351(a) if it were not for the fact
i the property received in exchange consists not

ﬁ of property permitted by such subsection to be

d without the recognition of gain, but also of
operty or money, then the gain, if any, to

. rec1p1ent shall be recognized, but in an amount
‘not inexcess of the sum of such money and the fair

market value of such other property. No loss to
tha ipient shall be recognized.

(D) See section 357 and the regulations pertain-
= to that section for applicable rules as to the
‘e=tment of liabilities as “other property” in cases
sunisct . to section 351, where another party to the
Sxciange assumes a liability, or acquires property
L to a liability.

See sections 358 and 362 and the regulations
ing to those sections for applicable rules

with respect to the determination of the basis of

tock, securities, or other property received in ex-

WES abject to section 351.

stock or securities rec}i ______________________

to an investment compény in a tra.nsactim
porting to qualify for éi‘ecognitign_
treated as resuh:ing in

the original transfer will
dxversxﬁcatlon

(6) The app f d;) f
Example (1) =ni
- corporation with 1 shares of common stoc A and B
each transfers to it $10,000 worth of the ¥ class of

for one share of stock.” In determining whether
—or’ not dxverslﬁmtlon has ‘occurred, C’s partlczpanon in
é transaction will be dxsregarded There is, therefore,
0 diversification, and gain or loss will not be recognized.
ple (2). - A, together with 50 other- tramsferors,
izes. a.corporation with: 100. shares- of. sfock. - A

fransfers $10,000 worth of stock in corporatxon X, listed

“the New York Stock: Exchange, in exchangs for, 50

ok iﬁ%ﬁ%&ﬁ%ﬁ 4

1099

pert I (section 301 and following), sub-
€,-chapter 1 of the Code, and the regula-
Hereunder for applicable rules with respect
to the z&tion of dividends where a distribution by
a corporation of its stock * * * in connection with
an exchange subject to section 351(a) has the effect

Ee‘lﬂ;ﬁ n of a taxable dividend.
' R 11607, Nov. 26, 1960]

S o et

(a) Every person who recexved the stock or secu-
r1t1es of a controlled corporation, or other property

as part of the consxderatmn, in exchange for prop-
erty under section 351, shall file with his' mcome
tax return-for the taxable year in which-the & ex-
change is consummated. a-complete statement of
all facts pertinent to such exchange, mcludmg—-—"
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§ 1.351-3 INCOME TAX REGULATIONS

(1) A description of the property transferred, or (3) The following information with respect to the'

of his interest in such property, together with a capital stock of the controlled corporatlon— G
statement of the cost or other basis thereof adjust-

el bo B dete of tronstis. (i) The total issued and outstandmg capltal stock

unmedlately prior to and immediately after the

(2) With respect to stock of the controlled corpo- exchange, with a complete descrlptlon of each class
ration received in the exchange, a statement of— ¢ stock;

() The kind of stock and preferences, if any; (i1) The classes of stock and number of shares

(ii) The number of shares of each cl issued to each transferor in the exchange, and the
and \ number of shares of each class of stock ownad by

1) The fadr markes value ach transferor 1mmedlately prior to and immedi-
class at the date of the exc 2 l after the exchange, and

(3) With respect to se
corporation received in t
of— J

(i) The principal am

(ii) The fair market yaltie
change.

he fair market value of the capital stock as

date of exchange which was issued to each
Wr

* *x %

amount of money, if any, which pzassed
e’ach of the transferors in connection with the
(4) The amount of m
(5) With respect to oth ith respect to other property which passed

(i) A complete descripti transferor—

(ii) The fair market value

complete description of each separate item;
at the date of exchanges;

(iif) In the case of a corporéite giaieholdery Bhell at'the date of exchange, and
adjusted basis of the other property"in:ﬂ'm = -
the controlled corporation immediatsl Ly betore (ii) In the case of a corporate transferor, the
distribution of such othgr propérty to the asis of each separate item in the hands

wn with the vrolled corporation immediately before
Qf. - i€ diStribution of such other property to the cor-

bilities of the i e franisferor in connection with the exchange.

shareholder in conn

(6) With respect t
assumed by the cont.rollﬁco
of—

)] ’tl; following information as to the transfer-

) Thes webece of e haé it or’s liabilities assumed by the controlled corpora-
tion in the exchange—

(ii) When
ated; aﬁuu E]xa{.gc p | E I P | ?w Ej)amﬂngnt and a description thereof,

(iii) The corpdfhte business reason for assump-- (i) When and under what circumstances cre-
tion by the controlled corporation; and gated, and

@v) qﬁr%ﬁﬁﬂlgﬁ Wq ’;(ﬂﬁé}@ Hmess reason Or reasons for
transfe olled corporation.

(b) Ev ry such controlled corporation shall file
with its income tax return for the taxable year in
which the exchange is consummated—

(c) Permanent records in substantial form <ha11
be kept by every taxpayer who participates in the
type of exchange described in section 351, showmg
(1) A complete description of all the property the information listed above, in order to facilitate
received from the transferors the determination of gain or loss from a subse-

£ & shitemnant oF e b or ot Tt thereof quent disposition of stock or securities and other
in the hands of the transferors adjusted to the date property, if any, recewed m e exchange

of transfer. [T.D. 6500, 25 FR 11607 Nov 26 1960]
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(¢) Amounts paid as compensation for servic-
es or primarily for the benefit of the grantor.
(1) * * * any amount paid or allowed to, or on
behalf of, an individual to enable him to pursue
studies or research, if such amount represents ei-
ther compensation for past, present, or future em-
ployment services or represents payment for ser-
vices which zre subject to the du'ectxon or supem-
sion of the grantor.

(2) Any amount paid or allowed to, or
of, an individual to enable him to purs
research primszrily for the benefit sf

However, am:ounts paid or e_lo
of, an individzzl to enable l-um e st

research are considered to be rece ed as—--....-.- BEES00,
a scholarship or fellowshlw > :

pu
section 117 if the primary pu he s
research is to further th c

the services és—scribed i
paragraph.
required to f::r‘mlsh report
grantor, nor o
or research —zy be of some
the grantor shzll, of itself, Be
the essential character of suc
arship or fellowship grant.

[T.D. 6500, 25 FR 11402, Nov. 26, 19so:azamgq,
by T.D. 8032. 30 FR r23232, July 2 igéa] Vs
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INCOME TAX REGULATIONS

example, th= exclusion applies to she value of lang
or other property contributed to a corporation by a
government=1"unit or by a civic group for ‘the
purpose of Inducing the corporation to locate its
business in = particular community, or for the
purpose of enabling the corporation to expand its
operating facilities. . However, the exclusion does
not apply to any money or property transferre. to
the corporation in consideration for goods or servic-
es rendered, or to subsidies paid for the" purpose of
inducing the taxpayer to limit production. ~ See
t1on 362 for the basis of property’ acquired by a

ratlon through a contribution to its capital by

“on be : gpckhole.sr“ or by nonstockholders.

=5 FR 11402, Nov. 26, 1960]

10—1 Meals and lodging furnished
e convenience of the employer.

s—(1) In general. The value of meals
¢c =n employee by his employer shall be
r=2 the employee’s gross income if two
== (i) The meals are furnished on the
pr=mises of the employer, and (ii) the
“ornished for the convenience of the
yer. I rne question of whether meals are fur-
ed for t== convenience of the employer is one
t to be Cetermined by analysis of all the facts
“tircumstances in each case. If the tests de-
scribed in s=odivisions (i) and (ii) of this subpara-
aph are r==t, the exclusion shall apply i irrespec-
veof wheiz=r under an employment contract or a
Z the terms of employment such meals

§ 1.118-1 cof

a corpor=tion.

In the case cf a corpoﬁon, section 118 provid
an exclusion from gross Icome with respect to any

.

as compensation.

furnished without a charge. (i)

i mis=ed by an employer without charge to
the employes will be regarded as furnished for the

contribution of money or paogty to the capital of convemencg of the employer if such meals are

the taxpayer.
tional funds for
such funds thr
by its shareholde

LR Y

, the amounts so rec%wed being

ubstantial noncompensatory busi-
e employer. If an employer fur-
a means of providing additional

mployee (and not for a sub-

mea&
compensath:_z to

J

credited to its surplus unt_or_to nencompens business reason of the
account, é & itu eaiﬁlm lo na :ﬁ;ﬂ)}urnished will not be re-
although _rr,' the convenience of the

shares of Q:ock of the corporation. In such a case
the payments are in the nature of assessments
upon, and represent an additional price paid for,
the shares of stock held by the individual share-
holders, and will be treated as an addition to and
as a part of the operatmg capital of the company.
Section 118 also applies to contributions to capital
made by persons other than shareholders. For

employer. Conversely, if the employer furnishes
meals to his employee for a substantial noncom-
pensatory bsiness reason, the meals so furnished
will be regarded as furnished for the convenience
of the emploser, even though such meals are also
furnished for a compensatory reason. In determin-
ing the reasom of an employer for furnishing meals,
the mere declaration that meals are furnished for

910
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