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and 846) to a transaction completed be-
fore April 10, 2006’’ and must include 
the following information— 

(A) The name and E.I.N. for old tar-
get; and 

(B) The following declaration (or a 
substantially similar declaration): Old 
target has amended its income tax re-
turns for the taxable year that includes 
the deemed sale tax consequences and 
for all affected subsequent years to re-
flect the rules in §§ 1.338–11 (including 
the applicable provisions in §§ 1.197– 
2(g)(5), 1.381(c)(22)–1 and 846). All other 
parties whose income tax liabilities are 
affected by old target’s election have 
amended their income tax returns for 
all affected years to reflect the rules in 
§§ 1.338–11 (including the applicable pro-
visions in §§ 1.197–2(g)(5), 1.381(c)(22)–1 
and 846). 

[T.D. 8940, 66 FR 9954, Feb. 13, 2001, as amend-
ed by T.D. 9257, 71 FR 18003, Apr. 10, 2006; 
T.D. 9377, 73 FR 3873, 3874, Jan. 23, 2008] 

COLLAPSIBLE CORPORATIONS; FOREIGN 
PERSONAL HOLDING COMPANIES 

§ 1.341–1 Collapsible corporations; in 
general. 

Subject to the limitations contained 
in § 1.341–4 and the exceptions con-
tained in § 1.341–6 and § 1.341–7(a), the 
entire gain from the actual sale or ex-
change of stock of a collapsible cor-
poration, (b) amounts distributed in 
complete or partial liquidation of a 
collapsible corporation which are 
treated, under section 331, as payment 
in exchange for stock, and (c) a dis-
tribution made by a collapsible cor-
poration which, under section 301(c)(3), 
is treated, to the extent it exceeds the 
basis of the stock, in the same manner 
as a gain from the sale or exchange of 
property, shall be considered as ordi-
nary income. 

[T.D. 7655, 44 FR 68459, Nov. 29, 1979] 

§ 1.341–2 Definitions. 
(a) Determination of collapsible cor-

poration. (1) A collapsible corporation 
is defined by section 341(b)(1) to be a 
corporation formed or availed of prin-
cipally (i) for the manufacture, con-
struction, or production of property, 
(ii) for the purchase of property which 
(in the hands of the corporation) is 
property described in section 341(b)(3), 

or (iii) for the holding of stock in a cor-
poration so formed or availed of, with a 
view to (a) the sale or exchange of 
stock by its shareholders (whether in 
liquidation or otherwise), or a distribu-
tion to its shareholders, prior to the re-
alization by the corporation manufac-
turing, constructing, producing, or pur-
chasing the property of a substantial 
part of the taxable income to be de-
rived from such property, and (b) the 
realization by such shareholders of 
gain attributable to such property. See 
§ 1.341–5 for a description of the facts 
which will ordinarily be considered suf-
ficient to establish whether or not a 
corporation is a collapsible corporation 
under the rules of this section. See 
paragraph (d) of § 1.341–5 for examples 
of the application of section 341. 

(2) Under section 341(b)(1) the cor-
poration must be formed or availed of 
with a view to the action therein de-
scribed, that is, the sale or exchange of 
its stock by its shareholders, or a dis-
tribution to them prior to the realiza-
tion by the corporation manufacturing, 
constructing, producing, or purchasing 
the property of a substantial part of 
the taxable income to be derived from 
such property, and the realization by 
the shareholders of gain attributable to 
such property. This requirement is sat-
isfied in any case in which such action 
was contemplated by those persons in a 
position to determine the policies of 
the corporation, whether by reason of 
their owning a majority of the voting 
stock of the corporation or otherwise. 
The requirement is satisfied whether 
such action was contemplated, uncon-
ditionally, conditionally, or as a recog-
nized possibility. If the corporation 
was so formed or availed of, it is imma-
terial that a particular shareholder 
was not a shareholder at the time of 
the manufacture, construction, produc-
tion, or purchase of the property, or if 
a shareholder at such time, did not 
share in such view. Any gain of such a 
shareholder on his stock in the cor-
poration shall be treated in the same 
manner as gain of a shareholder who 
did share in such view. The existence of 
a bona fide business reason for doing 
business in the corporate form does 
not, by itself, negate the fact that the 
corporation may also have been formed 
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or availed of with a view to the action 
described in section 341(b). 

(3) A corporation is formed or availed 
of with a view to the action described 
in section 341(b) if the requisite view 
existed at any time during the manu-
facture, production, construction, or 
purchase referred to in that section. 
Thus, if the sale, exchange, or distribu-
tion is attributable solely to cir-
cumstances which arose after the man-
ufacture, construction, production, or 
purchase (other than circumstances 
which reasonably could be anticipated 
at the time of such manufacture, con-
struction, production, or purchase), the 
corporation shall, in the absence of 
compelling facts to the contrary, be 
considered not to have been so formed 
or availed of. However, if the sale, ex-
change or distribution is attributable 
to circumstances present at the time of 
the manufacture, construction, produc-
tion, or purchase, the corporation 
shall, in the absence of compelling 
facts to the contrary, be considered to 
have been so formed or availed of. 

(4) The property referred to in sec-
tion 341(b) is that property or the ag-
gregate of those properties with re-
spect to which the requisite view ex-
isted. In order to ascertain the prop-
erty or properties as to which the req-
uisite view existed, reference shall be 
made to each property as to which, at 
the time of the sale, exchange, or dis-
tribution referred to in section 341(b) 
there has not been a realization by the 
corporation manufacturing, con-
structing, producing, or purchasing the 
property of a substantial part of the 
taxable income to be derived from such 
property. However, where any such 
property is a unit of an integrated 
project involving several properties 
similar in kind, the determination 
whether the requisite view existed 
shall be made only if a substantial part 
of the taxable income to be derived 
from the project has not been realized 
at the time of the sale, exchange, or 
distribution, and in such case the de-
termination shall be made by reference 
to the aggregate of the properties con-
stituting the single project. 

(5) A corporation shall be deemed to 
have manufactured, constructed, pro-
duced, or purchased property if it (i) 
engaged in the manufacture, construc-

tion, or production of property to any 
extent, or (ii) holds property having a 
basis determined, in whole or in part, 
by reference to the cost of such prop-
erty in the hands of a person who man-
ufactured, constructed, produced, or 
purchased the property, or (iii) holds 
property having a basis determined, in 
whole or in part, by reference to the 
cost of property manufactured, con-
structed, produced, or purchased by the 
corporation. Thus, under subdivision (i) 
of this subparagraph, for example, a 
corporation need not have originated 
nor have completed the manufacture, 
construction, or production of the 
property. Under subdivision (ii) of this 
subparagraph, for example, if an indi-
vidual were to transfer property con-
structed by him to a corporation in ex-
change for all of the capital stock of 
such corporation, and such transfer 
qualifies under section 351, then the 
corporation would be deemed to have 
constructed the property, since the 
basis of the property in the hands of 
the corporation would, under section 
362 be determined by reference to the 
basis of the property in the hands of 
the individual. Under subdivision (iii) 
of this subparagraph, for example, if a 
corporation were to exchange property 
constructed by it for property of like 
kind constructed by another person, 
and such exchange qualifies under sec-
tion 1031(a), then the corporation 
would be deemed to have constructed 
the property received by it in the ex-
change, since the basis of the property 
received by it in the exchange would, 
under section 1031(d), be determined by 
reference to the basis of the property 
constructed by the corporation. 

(6) In determining whether a corpora-
tion is a collapsible corporation by rea-
son of the purchase of property, it is 
immaterial whether the property is 
purchased from the shareholders of the 
corporation or from persons other than 
such shareholders. The property, how-
ever, must be property which, in the 
hands of the corporation, is property of 
a kind described in section 341(b)(3). 
The determination whether property is 
of a kind described in section 341(b)(3) 
shall be made without regard to the 
fact that the corporation is formed or 
availed of with a view to the action de-
scribed in section 341(b)(1). 
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(7) Section 341 is applicable whether 
the shareholder is an individual, a 
trust, an estate, a partnership, a com-
pany, or a corporation. 

(b) Section 341 assets. For the purposes 
of this section, the term ‘‘section 341 
assets’’ means the following listed 
property if held for less than 3 years: 

(1) Stock in trade of the corporation, 
or other property of a kind which 
would properly be included in the in-
ventory of the corporation if on hand 
at the close of the taxable year. 

(2) Property held primarily for sale 
to customers in the ordinary course of 
a trade or business. 

(3) Property used in a trade or busi-
ness as defined in section 1231(b) and 
held for less than 3 years, except prop-
erty that is or has been used in connec-
tion with the manufacture, construc-
tion, production or sale of property de-
scribed in subparagraphs (1) and (2) of 
this paragraph. 

(4) Unrealized receivables or fees per-
taining to property listed in this para-
graph. The term unrealized receivables 
or fees means any rights (contractual 
or otherwise) to payment for property 
listed in subparagraphs (1), (2), and (3) 
of this paragraph which has been deliv-
ered or is to be delivered and rights to 
payments for services rendered or to be 
rendered, to the extent such rights 
have not been included in the income 
of the corporation under the method of 
accounting used by it. In determining 
whether the assets referred to in this 
paragraph have been held for 3 years, 
the time such assets were held by a 
transferor shall be taken into consider-
ation (section 1223). However, no such 
period shall begin before the date the 
manufacture, construction, production, 
or purchase of such assets is com-
pleted. 

§ 1.341–3 Presumptions. 
(a) Unless shown to the contrary a 

corporation shall be considered to be a 
collapsible corporation if at the time of 
the transactions described in § 1.341–1 
the fair market value of the section 341 
assets held by it constitutes 50 percent 
or more of the fair market value of its 
total assets and the fair market value 
of the section 341 assets is 120 percent 
or more of the adjusted basis of such 
assets. In determining the fair market 

value of the total assets, cash, obliga-
tions which are capital assets in the 
hands of the corporation, governmental 
obligations, and stock in any other cor-
poration shall not be taken into con-
sideration. The failure of a corporation 
to meet the requirements of this para-
graph, shall not give rise to the pre-
sumption that the corporation was not 
a collapsible corporation. 

(b) The following example will illus-
trate the application of this section: 

Example. A corporation, filing its income 
tax returns on the accrual basis, on July 31, 
1955, owned assets with the following fair 
market values: Cash, $175,000; note receivable 
held for investment, $130,000; stocks of other 
corporations, $545,000; rents receivable, 
$15,000; and a building constructed by the 
corporation in 1953 and held thereafter as 
rental property, $750,000. The adjusted basis 
of the building on that date was $600,000. The 
only debt outstanding was a $500,000 mort-
gage on the building. On July 31, 1955, the 
corporation liquidated and distributed all of 
its assets to its shareholders. In computing 
whether the fair market value of the section 
341 assets (only the building) is 50 percent or 
more of the fair market value of the total as-
sets, the cash, note receivable, and stocks of 
other corporations are not taken into ac-
count in determining the value of the total 
assets, with the result that the fair market 
value of the total assets was $765,000 ($750,000 
(building) plus $15,000 rents receivable). 
Therefore, the value of the building is 98 per-
cent of the total assets ($750,000÷$765,000). 
The value of the building is also 125 percent 
of the adjusted basis of the building 
($750,000÷$600,000). In view of the above facts, 
there arises a presumption that the corpora-
tion is a collapsible corporation. 

§ 1.341–4 Limitations on application of 
section. 

(a) General. This section shall apply 
only to the extent that the recognized 
gain of a shareholder upon his stock in 
a collapsible corporation would be con-
sidered, but for the provisions of this 
section, as gain from the sale or ex-
change of a capital asset held for more 
than 1 year (6 months for taxable years 
before 1977; 9 months for taxable years 
beginning in 1977). Thus, if a taxpayer 
sells at a gain stock of a collapsible 
corporation which he had held for six 
months or less, this section would not, 
in any event, apply to such gain. Also, 
if it is determined, under provisions of 
law other than section 341, that a sale 
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