Lesson 13 (2)
26 U.S. Code § 368 - Definitions relating to corporate reorganizations
(a) Reorganization
(2) Special rules relating to paragraph (1)
(B) Additional consideration in certain paragraph (1)(C) cases If—
(i) one corporation acquires substantially all of the properties of another corporation,
26 U.S. Code § 358 - Basis to distributes
(a) General rule In the case of an exchange to which section 351, 354, 355, 356, or 361 applies—
(1) Nonrecognition property The basis of the property permitted to be received under such section without the recognition of gain or loss shall be the same as that of the property exchanged—
(A) decreased by—
(i) the fair market value of any other property (except money) received by the taxpayer,
(ii) the amount of any money received by the taxpayer, and
(iii) the amount of loss to the taxpayer which was recognized on such exchange, and
(B) increased by—
(i) the amount which was treated as a dividend, and
(ii) the amount of gain to the taxpayer which was recognized on such exchange (not including any portion of such gain which was treated as a dividend).
(2) Other property
The basis of any other property (except money) received by the taxpayer shall be its fair market value.

26 U.S. Code § 361 - Nonrecognition of gain or loss to corporations; treatment of distributions
(c) Treatment of distributions
      (4) Coordination with other provisions
Section 311 and subpart B of part II of this subchapter shall not apply to any distribution referred to in paragraph (1)
26 U.S. Code § 336 - Gain or loss recognized on property distributed in complete liquidation
(c) Exception for liquidations which are part of a reorganization
For provision providing that this subpart does not apply to distributions in pursuance of a plan of reorganization, see section 361(c)(4)

26 U.S. Code § 356 - Receipt of additional consideration
26 U.S. Code § 331 - Gain or loss to shareholders in corporate liquidations
(a) Distributions in complete liquidation treated as exchanges
Amounts received by a shareholder in a distribution in complete liquidation of a corporation shall be treated as in full payment in exchange for the stock.
(b) Nonapplication of section 301
Section 301 (relating to effects on shareholder of distributions of property) shall not apply to any distribution of property (other than a distribution referred to in paragraph (2)(B) of section 316(b)) in complete liquidation.
(c) Cross reference
For general rule for determination of the amount of gain or loss recognized, see section 1001.
26 U.S. Code § 362 - Basis to corporations
(b) Transfers to corporations
If property was acquired by a corporation in connection with a reorganization to which this part applies, then the basis shall be the same as it would be in the hands of the transferor, increased in the amount of gain recognized to the transferor on such transfer. This subsection shall not apply if the property acquired consists of stock or securities in a corporation a party to the reorganization, unless acquired by the exchange of stock or securities of the transferee (or of a corporation which is in control of the transferee) as the consideration in whole or in part for the transfer.
26 CFR 1.368-2 - Definition of terms.
(d) In order to qualify as a reorganization under section 368(a)(1)(C), the transaction must be one described in subparagraph (1) or (2) of this paragraph:
(4(ii) The following examples illustrate the principles of this paragraph (d)(4):) 
Example 1.
Corporation P (P) holds 60 percent of the Corporation T (T) stock that P purchased several years ago in an unrelated transaction. T has 100 shares of stock outstanding. The other 40 percent of the T stock is owned by Corporation X (X), an unrelated corporation. T has properties with a fair market value of $110 and liabilities of $10. T transfers all of its properties to P. In exchange, P assumes the $10 of liabilities, and transfers to T $30 of P voting stock and $10 of cash. T distributes the P voting stock and $10 of cash to X and liquidates. The transaction satisfies the solely for voting stock requirement of paragraph (d)(2)(ii) of this section because the sum of $10 of cash paid to X and the assumption by P of $10 of liabilities does not exceed 20% of the value of the properties of T.



Lesson 13 (3)
26 U.S. Code § 351 - Transfer to corporation controlled by transferor
(g) Nonqualified preferred stock not treated as stock
(1) In generalIn the case of a person who transfers property to a corporation and receives nonqualified preferred stock—
(A) subsection (a) shall not apply to such transferor, and
(B) if (and only if) the transferor receives stock other than nonqualified preferred stock—
(i) subsection (b) shall apply to such transferor; and
(ii) such nonqualified preferred stock shall be treated as other property for purposes of applying subsection (b).
B&E 3.05(4) Debt-Like preferred stock as Boot
Proposed legislation in the Adminstration’s budget bill of 1995 classified certain “debt-like” preferred stock as “boot” for purposes of section 351 and section 356, thus resulting in taxable gain but no loss to the recipient of such stock. Preferred stock subject to boot classification treatment generally must be limited and preferred as to dividends, and “capped” on the upside (i.e., it has no significant participation in growth). In addition, the stock must either be (1) mandatorily redeemable (by the issuer or a related party), (2) subject to a holder put to the issuer (or to a Section 267(b) related affiliate, (3) subject to a call by the issuer (or a related Party) that is more likely than not to be exercised, and (4) one that has a floating dividend rate (e.g., Dutch auction preferred). 
Several exceptions to boot treatment were provided for various recapitalization exchanges, and regulation authority was granted to provide for Section 453 treatment and for the consequences under other Code sections (e.g, sections 304, 306, 318, and 368(c). However, the 1997 version states that these regulations will be prospective only.
Among the many unanswered questions spawned by this unfortunate foray into subchapter C are the following: (1) what impact, if any, will such stock have under section 1504(a); (2) will this stock count in determining section 368(c) control, or general continuity of interest limitations; (3) will it qualify for the section 243 dividends-received deduction; (4) how will the stock be treated under section 332 and section 337; (5) how will it be treated under section 338; (6) will it constitute boot for section 368(a) definitional purposes if it votes; and (7) who on earth ever thought of such a disruptive and unnecessary provision? The provision passed in 1997, and we are stuck with it, although the Conference Report makes clear that this boot-tainted stock is merely “equity boot” for gain recognition purposes under section 351(b), and that its status as “stock” continues for all other purposes unless and until prospective, regulations under section 351(g)(4) change its status as such.
Lesson 13 (4)
Regs. section 1.368-2(d)(4) refer to question 2. 
Section 332 (see extra pages)


26 U.S. Code § 1032 - Exchange of stock for property
(a) Nonrecognition of gain or loss
No gain or loss shall be recognized to a corporation on the receipt of money or other property in exchange for stock (including treasury stock) of such corporation. No gain or loss shall be recognized by a corporation with respect to any lapse or acquisition of an option, or with respect to a securities futures contract (as defined in section 1234B), to buy or sell its stock (including treasury stock).
(b) Basis
For basis of property acquired by a corporation in certain exchanges for its stock, see section 362.
26 U.S. Code § 334 - Basis of property received in liquidations
(a) General rule
If property is received in a distribution in complete liquidation, and if gain or loss is recognized on receipt of such property, then the basis of the property in the hands of the distributee shall be the fair market value of such property at the time of the distribution.
(b) Liquidation of subsidiary
(1) In generalIf property is received by a corporate distributee in a distribution in a complete liquidation to which section 332 applies (or in a transfer described in section 337(b)(1)), the basis of such property in the hands of such distributee shall be the same as it would be in the hands of the transferor; except that, in the hands of such distributee—
(A) the basis of such property shall be the fair market value of the property at the time of the distribution in any case in which gain or loss is recognized by the liquidating corporation with respect to such property, and
(B) the basis of any property described in section 362(e)(1)(B) shall be the fair market value of the property at the time of the distribution in any case in which such distributee’s aggregate adjusted basis of such property would (but for this subparagraph) exceed the fair market value of such property immediately after such liquidation.
(2) Corporate distributee
For purposes of this subsection, the term “corporate distributee” means only the corporation which meets the stock ownership requirements specified in section 332(b).
26 U.S. Code § 361 - Nonrecognition of gain or loss to corporations; treatment of distributions
	(a) General rule	
No gain or loss shall be recognized to a corporation if such corporation is a party to a reorganization and exchanges property, in pursuance of the plan of reorganization, solely for stock or securities in another corporation a party to the reorganization
26 U.S. Code § 331 - Gain or loss to shareholders in corporate liquidations
(a) Distributions in complete liquidation treated as exchanges
Amounts received by a shareholder in a distribution in complete liquidation of a corporation shall be treated as in full payment in exchange for the stock.
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26 U.S. Code § 355 - Distribution of stock and securities of a controlled corporation
(b) Requirements as to active business
(1) In generalSubsection (a) shall apply only if either—
(A) the distributing corporation, and the controlled corporation (or, if stock of more than one controlled corporation is distributed, each of such corporations), is engaged immediately after the distribution in the active conduct of a trade or business, 
Regs. Section 1.355-4 Non pro rata distributions,etc
Section 355 provides for nonrecognition of gain or loss with respect to a distribution whether or not (a) the distribution is pro rata with respect to all of the shareholders of the distributing corporation, (b) the distribution is pursuant to a plan of reorganization within the meaning of section 368 (a) (1)(D), or (c) the shareholder surrenders stock in the distributing corporation. Under section 355, the stock of a controlled corporation may consist of common stock or preferred stock. (See, however, section 306 and the regulations thereunder.) Section 355 does not apply, however, if the substance of a transaction is merely an exchange between shareholders or security holders of stock or securities in one corporation for stock or securities in another corporation. For example, if two individuals, A and B, each own directly 50 percent of the stock of corporation X and 50 percent of the stock of corporation Y, section 355 would not apply to a transaction in which A and B transfer all of their stock of X and Y to a new corporation Z, for all of the stock of Z, and Z then distributes the stock of X to A and the stock of Y to B.
