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<para id="a@met5rlpl">The IRS rejected <emph>Rothstein</emph> in <cite.agency.doc ref="IRS\RevRul\85-13">Rev. Rul. 85-13</cite.agency.doc>,
(footnote id="a@m@t5rlp2"><footnote.marker><superior>59</superior></footnote.marker><footnote.text><para id="a@met5rlp3">A sample transactional diagram,
(emph><cite.url ref="https://www.bloomberglaw.com/product/tax/document/8567792680">Estates, Gifts and Trust: Rev. Rul. 1985-13: Grantor Deemed Owner of
frust under §675(3)</cite.url>,</emph> is included in the Bloomberg Tax Transactional Diagrams Library.</para></footnote.text></footnote> Kinclude

er of Trust under §675(3)</cite.

in which, on identical facts, it ruled that the trust and the grantor are a single entity, making a bona fide sale or debt obligation impossible.
This analysis should apply whether the sale is made for cash, an installment obligation, or a private annuity obligation. In each case, the grantor and the
:rust would be treated, for income tax purposes, as if no transfer had occurred.<footnote i aemet5rilp4d"><footnote.marker><superior>60</superior>
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b>Notes and sounces:</emph><line.break/> <sUperior>a</superior> <emph face="b"><cite.url
ref="https://www.bloomberglaw.com/product/tax/document/XOFIHS18?jcsearch=26+usc+358#section(a)(a)(1)_0">§358(a)(1)</cite.url> </emph> is applicable to an
exchange to which <emph face="b"><cite.url ref="https://www.bloomberglaw.com/product/tax/document/XOFIHPH8?jcsearch=26+usc+351#jcite">§351</cite.url>
</emph>,<emph face="b"><cite.url ref="https://www.bloomberglaw.com/product/tax/document/XOFIHQ18?jcsearch=26+usc+354#jcite">§354</cite.url></emph>, <emph
face="b"><cite.url ref="https://www.bloomberglaw.com/product/tax/document/XOFIHR18?jcsearch=26+usc+355#jcite">§355¢</cite.url></emph>, <emph face="b">
<cite.url ref="https://www.bloomberglaw.com/product/tax/document/XOFIHRH8?jcsearch=26+usc+356#jcite">§356</cite.url></emph>, or <emph face="b"><cite.url
ref="https://www.bloomberglaw.com/product/tax/document/XOFIHTH8?jcsearch=26+usc+361#jcite">§361</cite.url></emph> applies. The basis of other property
(except money) received equals its FMV. <emph face="b"><cite.url ref="https://www.bloomberglaw.com/product/tax/document/XOFIHS18?
jecsearch=26+usc+358#section(a)(a)(2)_0">§358(a)(2)</cite.url></emph>. For further discussion, see <emph face="b"><cite.url
ref="https://www.bloomberglaw.com/product/tax/toc_view_menu/132144268?exp_all=true">758 T.M.</cite.url></emph>, <emph face=

>Transfers to Controlled

Corporations: In General.</emph> xcept money. <emph face="b"><cite.url
ref="https://www.bloomberglaw.com/produc ax/document/XOFIHS18?jc rch=26+usc+358#section(a)(a)(1)(a)(1)(A)(a)(1)(A)(i)_0">§358(a)(1)(A)(i)</cite.url>
</emph>.<line.break/> i In general, if the taxpayer's liability is assumed by another party to the exchange as part of the taxpayer's

consideration, the assumption is treated as money received by the taxpayer. <emph face="b"><cite.url
ref="https://www.bloomberglaw.com/product/tax/document/XOFIHS18?jcsearch=26+usc+358#section(d)(d)(1)_0">§358(d)(1)</cite.url></emph>. <emph face=
</emph> <emph face="b"><cite.url ref="https://www.bloomberglaw.com/product/tax/document/XOFIHS18?jcsearch=26+usc+358#section(d)(d)(2)_0">§358(d)(2)
</cite.url></emph> (exception for liability excluded under <emph face="b"><cite.url ref="https://www.bloomberglaw.com/product/tax/document/XOFIHQH8?
jecsearch=26+usc+357#section(c)(c)(3)_0">§357(c)(3)</cite.url></emph>)

* Not including any portion of the gain which was
treated as a dividend. <emph face="b"><cite.url>§358(a)(1)(B)(ii)</cite.url></emph>.<line.break/> To download this Formula Illustrated, click <cite.url
ref="https://www.bloomberglaw com/prii"iitax/document/XBOSBJGKGBBBGG"><emph face="b">here.</emph></cite.url> </caption>
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(@ Portfolio 758-3rd: Transfers to Controlled Corporations: In General, VII. Basis.
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Two rules govern the basis of stock or boot recelved by a transferor in a §351 exchange: (1)
the basis of stock received by 3 transferor is equal to the basis of the property transferred. 2
© the controlled corporation, decreased by the amount of money and the fair market

Value of other property received by the transferar and increased by the amount of gain

recognized by the transferor,** and (2) the basis of any boot received by the transferoris
‘equal to s fair market value **

52 5358(a)1). The statute provides that the bassof the property received
by the transieror s 3o ncressed by the amouns reated a5 3 dnidend
3nd dacresses by any los resognized by the ransieror on the sxchange.
(Nt rowever it the ransferar recognizes o loss on 2 4351

‘xchange. For  visualdepiction of the formula n §358(a)(1) see.
Formulas lustrated, $358(0)1): Basis to Distributees. See M. sbove, for
3 disussion ofcrcumstances in which property recehed by a ransferor s
Crested 22 2 didnd rar than ot

52 6358(a)2). Th IS has suggestes hat f: may disregar the 6358 rles
fordetermining basis when a capital confsbution arificially increases the
basisof 2 controlled corporasionts stock: See FSA 199939014 a corporate
parent contributed cash to 5 whally onned subsidiary. which then lent
contributed money back o parent the parantlatersold the subsidiary and
climediIos: the National Ofc, ting Gregory . Hebvering, 293 US. 465
(1935, chised tha the parent was ot entied o he loss because t
ufered o real sssnamc oss onthe seiesofransacions).

§358(a)(1) Basis to Distributees

Summar. I crt nonvecagton ranssctions, e base of ropet parTited o o fecoes wiout g
orIos 10cogiuion e S3mo 5 1l of e rogery xchanged, cuye o aciustmarts.

Notes and sources:
= S358(a)1) s applicable o an exchange t which 5351, 5354, 6355, 6356
or §361 appiies.Tne basis of cther property (st money) received
‘equals s . §368(a)) . For further discussion, see 758 TM., Transers
o Controlled Corporations: i General.

© Except mony. SISBAKTNAND)

© i general.  he taxpayer' abiliy s sssumed by snsther party o the
‘xchange as partof the texpayer's considaration, he assumplion s
trested 33 money receied by e taxpayer. S358(0)(1) . Butsee 3S8ANZ)
(exception for ably excuded under S357(c)3)).

@ Notincucing any porsion of the gan which was reated 2 a didend.
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