§361

Code in transactions described in paragraph (1) in-
volving S corporations rather than partnerships.”

SUBPART C—EFFECTS ON CORPORATION

Sec.
361. Nonrecognition of gain or loss to corpora-
tions; treatment of distributions.
362. Basis to corporations.
[363. Repealed.]
AMENDMENTS

1988—Pub. L. 100-647, title I, §1018(d)(5)(F), Nov. 10,
1988, 102 Stat. 3580, substituted ‘‘corporations; treat-
ment of distributions.” for ‘‘transferor corporation;
other treatment of transferor corporation; etc.” in
item 361.

1986—Pub. L. 99-514, title XVIII, §1804(g)(3), Oct. 22,
1986, 100 Stat. 2806, substituted ‘‘to transferor corpora-
tion; other treatment of transferor corporation; etc.”
for ‘‘corporations’’ in item 361.

1976—Pub. L. 94-455, title XIX, §1901(b)(13), Oct. 4,
1976, 90 Stat. 1795, struck out item 363 ‘‘Effect on earn-
ings and profits’’.

§361. Nonrecognition of gain or loss to corpora-
tions; treatment of distributions

(a) General rule

No gain or loss shall be recognized to a cor-
poration if such corporation is a party to a reor-
ganization and exchanges property, in pursuance
of the plan of reorganization, solely for stock or
securities in another corporation a party to the
reorganization.

(b) Exchanges not solely in kind

(1) Gain

If subsection (a) would apply to an exchange
but for the fact that the property received in
exchange consists not only of stock or securi-
ties permitted by subsection (a) to be received
without the recognition of gain, but also of
other property or money, then—

(A) Property distributed

If the corporation receiving such other
property or money distributes it in pursu-
ance of the plan of reorganization, no gain to
the corporation shall be recognized from the
exchange, but

(B) Property not distributed

If the corporation receiving such other
property or money does not distribute it in
pursuance of the plan of reorganization, the
gain, if any, to the corporation shall be rec-
ognized.

The amount of gain recognized under subpara-
graph (B) shall not exceed the sum of the
money and the fair market value of the other
property so received which is not so distrib-
uted.

(2) Loss

If subsection (a) would apply to an exchange
but for the fact that the property received in
exchange consists not only of property per-
mitted by subsection (a) to be received with-
out the recognition of gain or loss, but also of
other property or money, then no loss from
the exchange shall be recognized.

(3) Treatment of transfers to creditors

For purposes of paragraph (1), any transfer
of the other property or money received in the
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exchange by the corporation to its creditors in
connection with the reorganization shall be
treated as a distribution in pursuance of the
plan of reorganization. The Secretary may
prescribe such regulations as may be nec-
essary to prevent avoidance of tax through
abuse of the preceding sentence or subsection
(¢)(3). In the case of a reorganization described
in section 368(a)(1)(D) with respect to which
stock or securities of the corporation to which
the assets are transferred are distributed in a
transaction which qualifies under section 355,
this paragraph shall apply only to the extent
that the sum of the money and the fair market
value of other property transferred to such
creditors does not exceed the adjusted bases of
such assets transferred (reduced by the
amount of the liabilities assumed (within the
meaning of section 357(c))).

(c) Treatment of distributions
(1) In general

Except as provided in paragraph (2), no gain
or loss shall be recognized to a corporation a
party to a reorganization on the distribution
to its shareholders of property in pursuance of
the plan of reorganization.
(2) Distributions of appreciated property
(A) In general
If—

(i) in a distribution referred to in para-
graph (1), the corporation distributes prop-
erty other than qualified property, and

(ii) the fair market value of such prop-
erty exceeds its adjusted basis (in the
hands of the distributing corporation),

then gain shall be recognized to the distrib-
uting corporation as if such property were
sold to the distributee at its fair market
value.
(B) Qualified property

For purposes of this subsection, the term
“‘qualified property’ means—

(i) any stock in (or right to acquire stock
in) the distributing corporation or obliga-
tion of the distributing corporation, or

(ii) any stock in (or right to acquire
stock in) another corporation which is a
party to the reorganization or obligation
of another corporation which is such a
party if such stock (or right) or obligation
is received by the distributing corporation
in the exchange.

(C) Treatment of liabilities

If any property distributed in the distribu-
tion referred to in paragraph (1) is subject to
a liability or the shareholder assumes a li-
ability of the distributing corporation in
connection with the distribution, then, for
purposes of subparagraph (A), the fair mar-
ket value of such property shall be treated
as not less than the amount of such liability.

(3) Treatment of certain transfers to creditors

For purposes of this subsection, any transfer
of qualified property by the corporation to its
creditors in connection with the reorganiza-
tion shall be treated as a distribution to its
shareholders pursuant to the plan of reorga-
nization.
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