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shall be determined under the rules of 
this section. 

(C) If an actual shareholder of the 
issuing corporation is deemed to re-
ceive a nominal share of stock of the 
issuing corporation described in § 1.368– 
2(l), such shareholder must, after allo-
cating and adjusting the basis of the 
nominal share in accordance with the 
rules of this section and § 1.358–1, and 
after adjusting the basis in the nomi-
nal share for any transfers described in 
§ 1.368–2(l), designate the share of stock 
of the issuing corporation to which the 
basis, if any, of the nominal share will 
attach. 

(a)(2)(iv) through (c), Example 14 [Re-
served] For further guidance, see 
§ 1.358–2(a)(2)(iv) through (c), Example 
14. 

Example 15. (i) Facts. Each of Corporation X 
and Corporation Y has a single class of stock 
outstanding, all of which is owned by J, an 
individual. J acquired 100 shares of Corpora-
tion X stock on Date 1 for $1.50 each. On 
Date 2, Corporation Y acquires the assets of 
Corporation X for $100 of cash, their fair 
market value, in a transaction described in 
§ 1.368–2(l). Pursuant to the terms of the ex-
change, Corporation X does not receive any 
Corporation Y stock. Corporation X distrib-
utes the $100 of cash to J in liquidation. Pur-
suant to § 1.368–2(l), Corporation Y will be 
deemed to issue a nominal share of Corpora-
tion Y stock to Corporation X in addition to 
the $100 of cash actually exchanged for the 
Corporation X assets, and Corporation X will 
be deemed to distribute all of the consider-
ation to J. J will have a basis of $50 in the 
nominal share of Corporation Y stock under 
section 358(a). 

(ii) Analysis. Under paragraph (a)(2)(iii) of 
this section, J is the actual shareholder of 
Corporation Y, the issuing corporation, 
deemed to receive the nominal share of Cor-
poration Y stock described in § 1.368–2(l). 
Therefore, J must designate any share of 
Corporation Y stock to which the basis of $50 
in the nominal share of Corporation Y stock 
will attach. 

Example 16. (i) Facts. Each of Corporation X 
and Corporation Y has a single class of stock 
outstanding, all of which is owned by Cor-
poration P. Corporation T has a single class 
of stock outstanding, all of which is owned 
by Corporation X. The corporations do not 
join in the filing of a consolidated return. 
Corporation X acquired 100 shares of Cor-
poration T stock on Date 1 for $1.50 each. On 
Date 2, Corporation Y acquires the assets of 
Corporation T for $100 of cash, their fair 
market value, in a transaction described in 
§ 1.368–2(l). Pursuant to the terms of the ex-
change, Corporation T does not receive any 

Corporation Y stock. Corporation T distrib-
utes the $100 of cash to Corporation X in liq-
uidation. Pursuant to § 1.368–2(l), Corporation 
Y will be deemed to issue a nominal share of 
Corporation Y stock to Corporation T in ad-
dition to the $100 of cash actually exchanged 
for the Corporation T assets, and Corpora-
tion T will be deemed to distribute all of the 
consideration to Corporation X. Corporation 
X will have a basis of $50 in the nominal 
share of Corporation Y stock under section 
358(a). Corporation X will be deemed to dis-
tribute the nominal share of Corporation Y 
stock to Corporation P. Corporation X does 
not recognize the loss on the deemed dis-
tribution of the nominal share to Corpora-
tion P under section 311(a). Corporation P’s 
basis in the nominal share is zero, its fair 
market value, under section 301(d). 

(ii) Analysis. Corporation X is deemed to 
receive the nominal share of Corporation Y 
stock described in § 1.368–2(l). However, under 
paragraph (a)(2)(iii) of this section, Corpora-
tion X is not an actual shareholder of Cor-
poration Y, the issuing corporation. There-
fore, Corporation X cannot designate any 
share of Corporation Y stock to which the 
basis, if any, of the nominal share of Cor-
poration Y stock will attach. Furthermore, 
Corporation P cannot designate a share of 
Corporation Y stock to which basis will at-
tach because Corporation P receives the 
nominal share with a basis of zero. 

(d) Effective/applicability date. This 
section applies to exchanges and dis-
tributions of stock and securities oc-
curring on or after November 21, 2011. 

(e) Expiration date. This section ex-
pires on or before November 18, 2014. 

[T.D. 9558, 76 FR 71879, Nov. 21, 2011] 

§ 1.358–3 Treatment of assumption of 
liabilities. 

(a) For purposes of section 358, where 
a party to the exchange assumes a li-
ability of a distributee or acquires 
from him property subject to a liabil-
ity, the amount of such liability is to 
be treated as money received by the 
distributee upon the exchange, whether 
or not the assumption of liabilities re-
sulted in a recognition of gain or loss 
to the taxpayer under the law applica-
ble to the year in which the exchange 
was made. 

(b) The application of paragraph (a) 
of this section may be illustrated by 
the following examples: 

Example 1. A, an individual, owns property 
with an adjusted basis of $100,000 on which 
there is a purchase money mortgage of 
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$25,000. On December 1, 1945, A organizes Cor-
poration X to which he transfers the prop-
erty in exchange for all the stock of Corpora-
tion X and the assumption by Corporation X 
of the mortgage. The capital stock of the 
Corporation X has a fair market value of 
$150,000. Under sections 351 and 357, no gain 
or loss is recognized to A. The basis in A’s 
hands of the stock of Corporation X is 
$75,000, computed as follows: 
Adjusted basis of property transferred ................ $100,000 
Less: Amount of money received (amount of li-

abilities assumed) ............................................ —25,000 

Basis of Corporation X stock to A ............ 75,000 

Example 2. A, an individual, owns property 
with an adjusted basis of $25,000 on which 
there is a mortgage of $50,000. On December 
1, 1954, A organizes Corporation X to which 
he transfers the property in exchange for all 
the stock of Corporation X and the assump-
tion by Corporation X of the mortgage. The 
stock of Corporation X has a fair market 
value of $50,000. Under sections 351 and 357, 
gain is recognized to A in the amount of 
$25,000. The basis in A’s hands of the stock of 
Corporation X is zero, computed as follows: 
Adjusted basis of property transferred ................ $25,000 
Less: Amount of money received (amount of li-

abilities) ............................................................ —50,000 
Plus: Amount of gain recognized to taxpayer ..... 25,000 

Basis of Corporation X stock to A ............ 0 

§ 1.358–4 Exceptions. 
(a) Plan of reorganization adopted after 

October 22, 1968. In the case of a plan of 
reorganization adopted after October 
22, 1968, section 358 does not apply in 
determining the basis of property ac-
quired by a corporation in connection 
with such reorganization by the ex-
change of its stock or securities (or by 
the exchange of stock or securities of a 
corporation which is in control of the 
acquiring corporation) as the consider-
ation in whole or in part for the trans-
fer of the property to it. See section 362 
and the regulations pertaining to that 
section for rules relating to basis to 
corporations of property acquired in 
such cases. 

(b) Plan of reorganization adopted be-
fore October 23, 1968. In the case of a 
plan of reorganization adopted before 
October 23, 1968, section 358 does not 
apply in determining the basis of prop-
erty acquired by a corporation in con-
nection with such reorganization by 
the issuance of stock or securities of 
such corporation (or by the issuance of 
stock or securities of another corpora-
tion which is in control of such cor-

poration) as the consideration in whole 
or in part for the transfer of the prop-
erty to it. The term issuance of stock or 
securities includes any transfer of stock 
or securities, including stock or securi-
ties which were purchased or were ac-
quired as a contribution to capital. See 
section 362 and the regulations per-
taining to that section for rules relat-
ing to basis to corporations of property 
acquired in such cases. 

[T.D. 7422, 41 FR 26569, June 28, 1976] 

§ 1.358–5 Special rules for assumption 
of liabilities. 

(a) In general. Section 358(h)(2)(B) 
does not apply to an exchange occur-
ring on or after May 9, 2008. 

(b) Effective/Applicability date. For ex-
changes occurring on or after June 24, 
2003, and before May 9, 2008, see § 1.358– 
5T as contained in 26 CFR part 1 in ef-
fect on April 1, 2007. 

[T.D. 9397, 73 FR 26322, May 9, 2008] 

§ 1.358–6 Stock basis in certain tri-
angular reorganizations. 

(a) Scope. This section provides rules 
for computing the basis of a control-
ling corporation in the stock of a con-
trolled corporation as the result of cer-
tain reorganizations involving the 
stock of the controlling corporation as 
described in paragraph (b) of this sec-
tion. The rules of this section are in 
addition to rules under other provi-
sions of the Internal Revenue Code and 
principles of law. See, e.g., section 1001 
for the recognition of gain or loss by 
the controlled corporation on the ex-
change of property for the assets or 
stock of a target corporation in a reor-
ganization described in section 368. 

(b) Triangular reorganizations—(1) No-
menclature. For purposes of this sec-
tion— 

(i) P is a corporation— 
(A) That is a party to a reorganiza-

tion, 
(B) That is in control (within the 

meaning of section 368(c)) of another 
party to the reorganization, and 

(C) Whose stock is transferred pursu-
ant to the reorganization. 

(ii) S is a corporation— 
(A) That is a party to the reorganiza-

tion, and 
(B) That is controlled by P. 
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