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26 U.S. Code § 354 - Exchanges of stock and securities in
certain reorganizations

(@)

GENERAL RULE

(1) IN GENERAL

No gain or loss shall be recognized if stock or securities in a corporation a party to a
reorganization are, in pursuance of the plan of reorganization, exchanged solely for stock
or securities in such corporation or in another corporation a party to the reorganization.

(2) LimiTATION
(A) Excess principal amount Paragraph (1} shall not apply if—

(i) the principal amount of any such securities received exceeds the principal amount of any
such securities surrendered, or

(ii) any such securities are received and no such securities are surrendered.

(B) Property attributable to accrued interest

Neither paragraph (1) nor so much of section 356 as relates to paragraph (1) shall
apply to the extent that any stock (including nonqualified preferred stock, as defined in
section 351(g)(2)), securities, or other property received is attributable to interest which
has accrued on securities on or after the beginning of the holder’s holding period.

{C) Nonqualified preferred stock

(1) In general

Nongqualified preferred stock (as defined in section 351(g)(2)) received in exchange
for stock other than nonqualified preferred stock (as so defined) shall not be treated
as stock or securities.

(ii) Recapitalizations of family-owned corporations

(1) In general
Clause (i) shall not apply in the case of a recapitalization under section 368(a)
(1)E) of a family-owned corporation.

{li) Family-owned corporation

For purposes of this clause, except as provided in regulations, the term “family-
owned corporation” means any corporation which is described in clause (i) of
section 447(d)(2)(C) ! throughout the 8-year period beginning on the date



12/3/2018 26 U.8. Code § 354 - Exchanges of stock and securities in certain reorganizations | US Law | L/ Legal Informaticn Institute

DUPPUIL UD!

which is 5 years before the date of the recapitalization. For purposes of the
preceding sentence, stock shall not be treated as owned by a family member
during any period described in section 355(d)(6)(B).

(i) Extension of statute of limitations

The statutory period for the assessment of any deficiency attributable to a
corporation failing to be a family-owned corporation shall not expire before the
expiration of 3 years after the date the Secretary is notified by the corporation
(in such manner as the Secretary may prescribe) of such failure, and such
deficiency may be assessed before the expiration of such 3-year period
notwithstanding the provisions of any other law or rule of law which would
otherwise prevent such assessment. |

(3) CROSS REFERENCES

(A) For treatment of the exchange if any property is received which is not permitted to be received under
this subsection {inciuding nonqualified preferred stock and an excess principa!l amount of securities
received over securities surrendered, but not including property to which paragraph (2)(B) applies), see
section 356.

{B) For treatment of accrued interest in the case of an exchange described in paragraph (2)(B}, see
section 61.

{b) EXCEPTION

(1) IN GENERAL Subsection (a) shall not apply to an exchange in pursuance of a plan of reorganization
within the meaning of subparagraph (D) or (G) of section 368(a)(1), unless—

{(A) the corporation to which the assets are transferred acquires substantially all of the assets of the
transferor of such assets; and

(B) the stock, securities, and other properties received by such transferor, as well as the other
properties of such transferor, are distributed in pursuance of the plan of reorganization.

(2) CROSS REFERENCE
For special rules for certain exchanges in pursuance of plans of reorganization within the
meaning of subparagraph (D) or (G) of section 368(a)(1), see section 355.

{c) CERTAIN RAILROAD REORGANIZATIONS

Notwithstanding any other provision of this subchapter, subsection (a)(1) (and so much of
section 356 as relates to this section) shall apply with respect to a plan of reorganization
(whether or not a reorganization within the meaning of section 368(a)) for a railroad confirmed
under section 1173 of title 11 of the United States Code, as being in the public interest.

(Aug. 16, 1954, ch. 736, 68A Stat. 112; Pub. L. 94-253, § 1(¢), Mar. 31, 1976, 90 Stat. 296; Pub. L. 95-473,

§

2(a)(2)(F), Oct. 17, 1978, 92 Stat. 1465; Pub. L. 96-589, §§ 4(e)(1), (h)(1), 6(1)(2), Dec. 24, 1980, 94 Stat.

3403, 3404, 3410; Pub. L. 101-508, title XI, § 11801(c)(8)(D), Nov. 5, 1990, 104 Stat. 1388-524; Pub. L. 104—
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26 U.S. Code § 356 - Receipt of additional consideration

(a) GAIN ON EXCHANGES
{1) RECOGNITION OF GAIN |f—

(A) section 354 or 355 would apply to an exchange but for the fact that

(B) the property received in the exchange consists not only of property permitted by section 354 or
355 to be received without the recognition of gain but also of other property or money,

then the gain, if any, to the recipient shall be recognized, but in an amount not in excess of the
sum of such money and the fair market value of such other property.

{2) TREATMENT AS DIVIDEND

If an exchange is described in paragraph {1) but has the effect of the distribution of a
dividend (determined with the application of section 318(a)), then there shall be treated as
a dividend to each distributee such an amount of the gain recognized under paragraph (1)
as is not in excess of his ratable share of the undistributed earnings and profits of the
corporation accumulated after February 28, 1913. The remainder, if any, of the gain
recognized under paragraph (1) shall be treated as gain from the exchange of property.

(b} ADDITIONAL CONSIDERATION RECEIVED IN CERTAIN DISTRIBUTIONS [f—

(1) section 355 would apply to a distribution but for the fact that

(2) the property received in the distribution consists not only of property permiited by section 355 to be
received without the recognition of gain, but aiso of other property or money,

then an amount equal to the sum of such money and the fair market value of such other property shall
he treated as a distribution of property to which section 301 applies.

(c) Loss {f—

(1) section 354 would apply to an exchange or section 355 would apply to an exchange or distribution,
but for the fact that

(2) the property received in the exchange or distribution consists not only of property permitted by
section 354 or 355 to be received without the recognition of gain or loss, but also of other property or

money,

then no loss from the exchange or distribution shall be recognized.
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(d) SECURITIES AS OTHER PROPERTY For purposes of this section—

(1) In GENERAL
Except as provided in paragraph (2}, the term “other property” includes securities.

(2) EXCEPTIONS

(A) Securities with respect to which nonrecognition of gain would be permitted

The term “other property” does not include securities fo the extent that, under section
354 or 355, such securities would be permitted to be received without the recognition
of gain.

(B) Greater principal amount in section 354 exchange f—

(i) in an exchange described in section 354 (other than subsection (¢} thereof), securities of a
corporation a party to the reorganization are surrendered and securities of any corporation a
party to the reorganization are received, and

{if} the principal amount of such securities received exceeds the principal amount of such
securities surrendered,

then, with respect to such securities received, the term “other property” means only the fair
market value of such excess. For purposes of this subparagraph and subparagraph (C), if no
securities are surrendered, the excess shall be the entire principal amount of the securities
received.

(C) Greater principal amount in section 355 transaction

if, in an exchange or distribution described in section 355, the principal amount of the
securities in the controlled corporation which are received exceeds the principal
amount of the securities in the distributing corporation which are surrendered, then,
with respect to such securities received, the term “other property” means only the fair
market value of such excess.

{e) NONQUALIFIED PREFERRED STOCK TREATED AS OTHER PROPERTY For purposes of this section—

(1) IN GENERAL.
Except as provided in paragraph (2), the term “other property” includes nonqualified
preferred stock (as defined in section 351(g)(2)).

{2} EXCEPTION

The term “other property” does not include nonqualified preferred stock (as so defined) to
the extent that, under section 354 or 355, such preferred stock would be permitted to be
received without the recognition of gain.

(F) EXCHANGES FOR SECTION 306 STOCK

Notwithstanding any other provision of this section, to the extent that any of the other property
(or money) is received in exchange for section 306 stock, an amount equal to the fair market
value of such other property (or the amount of such money) shall be treated as a distribution of
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property to which section 301 applies.

(g) TRANSACTIONS INVOLVING GIFT OR COMPENSATION For special rules for a transaction described in
section 354, 355, or this section, but which—

(1) results in a gift, see section 2501 and following, or

{2) has the effect of the payment of compensation, see section 61{a)(1).

(Aug. 16, 1954, ch. 736, 68A Stat. 115; Pub. L. 94-253, § 1(c), Mar. 31, 1976, 90 Stat. 296: Pub. L. 97--248, title
11, § 227(b), Sept. 3, 1982, 96 Stat. 492; Pub. L. 101508, title XI, § 11801(c)(8)(E), Nov. 5, 1990, 104 Stat.
1388-524; Pub. L. 105-34, title X, § 1014(d), Aug. 5, 1997, 111 Stat. 821.)
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