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and $30 of cash provided by S in exchange for 
their T stock. The transaction is a reorga-
nization to which sections 368(a)(1)(A) and 
(a)(2)(D) apply. 

(b) Basis adjustment. Under § 1.358–6(c)(1), 
P’s $100 basis in its S stock is increased by 
the $60 basis in the T assets deemed trans-
ferred. Under § 1.358–6(d)(1), the $60 adjust-
ment is decreased by the $30 of cash provided 
by S in the reorganization. Consequently, P 
has a net adjustment of $30 in its S stock, 
and P has a $130 basis in its S stock as a re-
sult of the reorganization. 

(c) Appreciated asset. The facts are the same 
as in paragraph (a) of this Example, except 
that in the reorganization S provides an 
asset with a $20 adjusted basis and $30 fair 
market value instead of $30 of cash. The 
basis results are the same as in paragraph (b) 
of this Example. In addition, S recognizes $10 
of gain under section 1001 on its disposition 
of the asset in the reorganization. 

(d) Depreciated asset. The facts are the same 
as in paragraph (c) of this Example, except 
that S has a $60 adjusted basis in the asset. 
The basis results are the same as in para-
graph (b) of this Example. In addition, S rec-
ognizes $30 of loss under section 1001 on its 
disposition of the asset in the reorganiza-
tion. 

(e) P stock. The facts are the same as in 
paragraph (a) of this Example, except that in 
the reorganization S provides P stock with a 
fair market value of $30 instead of $30 of 
cash. S acquired the P stock in an unrelated 
transaction several years before the reorga-
nization. S has a $20 adjusted basis in the P 
stock. The basis results are the same as in 
paragraph (b) of this Example. In addition, S 
recognizes $10 of gain on its disposition of 
the P stock in the reorganization. See 
§ 1.1032–2(c). 

(e) Cross-reference regarding triangular 
reorganizations involving members of a 
consolidated group. For rules relating to 
stock basis adjustments made as a re-
sult of a triangular reorganization in 
which P and S, or P and T, as applica-
ble, are, or become, members of a con-
solidated group, see § 1.1502–30. How-
ever, if a transaction is a group struc-
ture change, stock basis adjustments 
are determined under § 1.1502–31 and not 
under § 1.1502–30, even if the trans-
action also qualifies as a triangular re-
organization otherwise subject to 
§ 1.1502–30. 

(f) Effective/applicability dates—(1) 
General rule. Except as otherwise pro-
vided in this paragraph (f), this section 
applies to triangular reorganizations 
occurring on or after December 23, 1994. 

(2) Special rule for reverse triangular 
mergers. For a reverse triangular merg-

er occurring before December 23, 1994, P 
may— 

(i) Determine the basis in its T stock 
as if paragraph (c)(2)(i) of this section 
applied; or 

(ii) Determine the basis in its T stock 
acquired as if P acquired such stock 
from the former T shareholders in a 
transaction in which P’s basis in the T 
stock was determined under section 
362(b). 

(3) Triangular G reorganization and 
special rule for triangular reorganizations 
involving members of a consolidated 
group. Paragraphs (b)(2)(v) and (e) of 
this section shall apply to triangular 
reorganizations occurring on or after 
September 17, 2008. However, taxpayers 
may apply paragraph (b)(2)(v) of this 
section to triangular reorganizations 
occurring before September 17, 2008 and 
on or after December 23, 1994. 

[T.D. 8648, 60 FR 66079, Dec. 21, 1995; 61 FR 
11547, Mar. 21, 1996; T.D. 9243, 71 FR 4282, Jan. 
26, 2006; T.D. 9424, Sept. 17, 2008; 73 FR 62204, 
Oct. 20, 2008] 

§ 1.358–7 Transfers by partners and 
partnerships to corporations. 

(a) Transfers by partners of partnership 
interests. For purposes of section 358(h), 
a transfer of a partnership interest to a 
corporation is treated as a transfer of 
the partner’s share of each of the part-
nership’s assets and an assumption by 
the corporation of the partner’s share 
of partnership liabilities (including 
section 358(h) liabilities, as defined in 
paragraph (d) of this section). See para-
graph (e) Example 2 of this section. 

(b) Transfers by partnerships. If a cor-
poration assumes a section 358(h) li-
ability from a partnership in an ex-
change to which section 358(a) applies, 
then, for purposes of applying section 
705 (determination of basis of partner’s 
interest) and § 1.704–1(b), any reduction, 
under section 358(h)(1), in the partner-
ship’s basis in corporate stock received 
in the transaction is treated as an ex-
penditure of the partnership described 
in section 705(a)(2)(B). See paragraph 
(e) Example 1 of this section. This ex-
penditure must be allocated among the 
partners in accordance with section 
704(b) and (c) and § 1.752–7(c). If a part-
ner’s share of the reduction, under sec-
tion 358(h)(1), in the partnership’s basis 
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in corporate stock exceeds the part-
ner’s basis in the partnership interest, 
then the partner recognizes gain equal 
to the excess, which is treated as gain 
from the sale or exchange of a partner-
ship interest. This paragraph does not 
apply to the extent that § 1.752–7(j)(4) 
applies to the assumption of the § 1.752– 
7 liability by the corporation. 

(c) Assumption of section 358(h) liability 
by partnership followed by transfer of 
partnership interest or partnership prop-
erty to a corporation—trade or business 
exception. Where a partnership assumes 
a section 358(h) liability from a partner 
and, subsequently, the partner trans-
fers all or part of the partner’s partner-
ship interest to a corporation in an ex-
change to which section 358(a) applies, 
then, for purposes of applying section 
358(h)(2), the section 358(h) liability is 
treated as associated only with the 
contribution made to the partnership 
by that partner. See paragraph (e) Ex-
ample 2 of this section. Similar rules 
apply where a partnership assumes a 
section 358(h) liability of a partner and 
a corporation subsequently assumes 
that section 358(h) liability from the 
partnership in an exchange to which 
section 358(a) applies. 

(d) Section 358(h) liabilities defined. For 
purposes of this section, section 358(h) 
liabilities are liabilities described in 
section 358(h)(3). 

(e) Examples. The following examples 
illustrate the provisions of this sec-
tion. Assume, for purposes of these ex-
amples, that the obligation assumed by 
the corporation does not reduce the 
shareholder’s basis in the corporate 
stock under section 358(d). The exam-
ples are as follows: 

Example 1. Transfer of partnership property 
to corporation. In 2004, in an exchange to 
which section 351(a) applies, PRS, a cash 
basis taxpayer, transfers $2,000,000 cash to 
Corporation X, also a cash basis taxpayer, in 
exchange for Corporation X shares and the 
assumption by Corporation X of $1,000,000 of 
accounts payable incurred by PRS. At the 
time of the exchange, PRS has two partners, 
A, a 90% partner, who has a $2,000,000 basis in 
the PRS interest, and B, a 10% partner, who 
has a $50,000 basis in the PRS interest. As-
sume that, under section 358(h)(1), PRS’s 
basis in the Corporation X stock is reduced 
by the accounts payable assumed by Cor-
poration X ($1,000,000). Under paragraph (b) 
of this section, A’s and B’s bases in PRS 
must be reduced, but not below zero, by their 

respective shares of the section 358(h)(1) 
basis reduction. If either partner’s share of 
the section 358(h)(1) basis reduction exceeds 
the partner’s basis in the partnership inter-
est, then the partner recognizes gain equal 
to the excess. A’s share of the section 358(h) 
basis reduction is $900,000 (90% of $1,000,000). 
Therefore, A’s basis in the PRS interest is 
reduced to $1,100,000 ($2,000,000 ¥ $900,000). 
B’s share of the section 358(h) basis reduction 
is $100,000 (10% of $1,000,000). Because B’s 
share of the section 358(h) basis reduction 
($100,000) exceeds B’s basis in the PRS inter-
est ($50,000), B’s basis in the PRS interest is 
reduced to $0 and B recognizes $50,000 of gain. 
This gain is treated as gain from the sale of 
the PRS interest. 

Example 2. Transfer of partnership interest to 
corporation. In 2004, A contributes undevel-
oped land with a value and basis of $4,000,000 
in exchange for a 50% interest in PRS and an 
assumption by PRS of $2,000,000 of pension li-
abilities from a separate business that A 
conducts. A’s basis in the PRS interest im-
mediately after the contribution is A’s basis 
in the land, $4,000,000, unreduced by the 
amount of the pension liabilities. PRS devel-
ops the land as a landfill. Before PRS has 
economically performed with respect to the 
pension liabilities, A transfers A’s interest in 
PRS to Corporation X, in an exchange to 
which section 351 applies. At the time of the 
exchange, the value of A’s PRS interest is 
$2,000,000, A’s basis in PRS is $4,000,000, and A 
has no share of partnership liabilities other 
than the pension liabilities. For purposes of 
applying section 358(h), the transfer of the 
PRS interest to Corporation X is treated as 
a transfer to Corporation X of A’s share of 
PRS assets and an assumption by Corpora-
tion X of A’s share of the pension liabilities 
of PRS ($2,000,000). Because the pension li-
abilities were not assumed by PRS from A in 
an exchange in which the trade or business 
associated with the liability was transferred 
to PRS, the transfer of the PRS interest to 
Corporation X is not excepted from section 
358(h) under section 358(h)(2). See paragraph 
(c) of this section. Under section 358(h), A’s 
basis in the Corporation X stock is reduced 
by the $2,000,000 of pension liabilities. 

(f) Effective date. This section applies 
to assumptions of liabilities by a cor-
poration occurring on or after June 24, 
2003. 

[T.D. 9207, 70 FR 30341, May 26, 2005] 

EFFECTS ON CORPORATION 

§ 1.361–1 Nonrecognition of gain or 
loss to corporations. 

Section 361 provides the general rule 
that no gain or loss shall be recognized 
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