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When Amy transfers property to a corporation in exchange for stock,
understanding the tax implications is vital for both Amy and the corporation.
This transaction involves several tax concepts, including basis, fair market
value, and potential gains or losses. This article provides a comprehensive
overview of the tax consequences of such a transfer, focusing on the scenario
where Amy’s property has a tax basis of $900 and a fair market value (FMV) of
$600.

Understanding Property Transfer in Exchange for
Stock

What Constitutes a Qualified Exchange?

A transfer of property to a corporation in exchange for stock is generally
considered a taxable event unless it qualifies for specific exceptions
provided under the Internal Revenue Code (IRC). The key factors include:

- The nature of the transfer (e.g., contribution to capital).

- The type of property transferred.

- The purpose of the transfer (e.g., formation, recapitalization, or other
corporate restructuring).

When Is the Transfer Taxable?

Typically, if Amy transfers property to a corporation in exchange for stock,
the transaction may trigger a recognition of gain or loss unless it qualifies
as a tax-free exchange under IRC Section 351.

- Section 351 allows for non-recognition of gain or loss if:

- The transferors (Amy) are in control of the corporation immediately after
the transfer.

- The transfer is solely of property to the corporation.

- The transferors receive stock representing at least 80% of the
corporation’s equity.

In this case, assuming Amy and other transferors meet control and other



requirements, the transfer could qualify for non-recognition, meaning she
won't recognize gain or loss at the time of transfer.

Tax Basis and Fair Market Value in the Transfer

Tax Basis of the Property

Amy’s tax basis in the property is $900, representing her original cost or
adjusted basis for tax purposes. Basis is crucial because it determines her
potential gain or loss upon sale or other disposition.

Fair Market Value of the Property

The FMV of the property is $600. FMV is the price the property would fetch on
the open market. In most property transfers, FMV is relevant for determining
the value of the property exchanged and potential tax consequences.

Implications of the Difference Between Basis
and FMV

In Amy’s case, her basis ($900) exceeds the FMV ($600). This difference has
specific tax implications:

- Loss Recognition: If the transfer qualifies under IRC Section 351, Amy
generally does not recognize a loss. Losses are not recognized when property
is transferred to a corporation in exchange for stock, even if the FMV 1is
less than the basis.

- Adjusted Basis in Stock: Her basis in the stock received generally equals
her basis in the property transferred, increased by any gain recognized, or
decreased by any loss recognized, which in this case, is typically zero under
IRC Section 351.

Key Point: When property with a basis higher than FMV is transferred in a
qualifying exchange, the transferor’s basis in the stock received is
generally the same as the basis of the property transferred, with some
adjustments.

Tax Consequences for Amy



Scenario Assuming a Qualifying Section 351 Exchange
If Amy’s transfer qualifies under IRC Section 351:

- No Gain or Loss Recognized: Amy does not recognize any gain or loss at the
time of transfer.

- Basis in Stock: Her basis in the stock received becomes $900 (her original
basis).

- Holding Period: The holding period for the stock includes her holding
period for the property transferred.

What if the Transfer Does Not Qualify for Section
3517

If the transfer fails to meet the requirements of IRC Section 351:

- Recognition of Loss: Amy would recognize a loss equal to the difference
between her basis ($900) and FMV ($600), which is $300.

- Tax Implication: She would realize a capital loss of $300, which could
potentially offset other capital gains, subject to limitations.

Impact on the Corporation

The corporation’s basis in the property received is generally the same as
Amy’s basis in the property, i.e., $900, assuming the transfer qualifies
under IRC Section 351.

Important Considerations:

- The corporation must record the property at Amy’s basis for future
depreciation, amortization, or gain/loss calculations.

- The FMV ($600) may influence the corporation’s initial basis for financial
reporting but does not affect tax basis unless specific circumstances apply.

Additional Considerations and Planning Tips

Valuation and Documentation
Proper valuation and documentation are essential:
- Obtain an independent appraisal if FMV is contested.

- Document the transfer and the control requirements to ensure compliance
with IRC Section 351.



Potential Tax Planning Strategies

Some strategies to consider include:

- Timing the transfer to align with other tax planning goals.

- Structuring the transfer as part of a larger corporate reorganization.
- Addressing possible tax implications of recognizing gain or loss if the
transfer does not qualify under IRC Section 351.

Consulting with Tax Professionals

Given the complexities involved, consulting with tax professionals is
recommended to:

- Ensure compliance with tax laws.
- Optimize tax outcomes.
- Properly document the transfer.

Summary

Amy’s transfer of property with a tax basis of $900 and FMV of $600 to a
corporation in exchange for stock has nuanced tax consequences. Under IRC
Section 351, if the transfer qualifies, she generally does not recognize gain
or loss, and her basis in the stock received is the same as her basis in the
property, i.e., $900. However, if the transaction does not meet the
requirements of Section 351, she would recognize a capital loss of $300.

Understanding these implications helps ensure compliance with tax law and
optimal planning for both Amy and the corporation. Proper valuation,
documentation, and professional guidance are essential elements of a
successful property transfer in a corporate context.
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Frequently Asked Questions

What are the tax implications for Amy when
transferring property with a basis of $900 and FMV
of $600 to a corporation in exchange?

Amy generally recognizes a gain of $300 ($900 basis - $600 FMV) upon



transfer, unless the transfer qualifies for specific exceptions like a
transfer to a corporation in a tax-free reorganization.

Does Amy recognize any loss on the transfer of
property valued below her basis?

No, in most cases, transfers to a corporation are non-recognition events for
loss, so Amy would not recognize a loss even though the FMV is less than her
basis.

Is the transfer of property to a corporation taxable
as a sale or exchange?

It depends; if the transfer is part of a taxable transaction, Amy may
recognize gain. However, if it qualifies as a tax-free reorganization, the
transfer may be non-recognition, deferring gain or loss.

How does the fair market value of the property
affect Amy's transfer and potential tax
consequences?

The FMV determines whether Amy recognizes a gain or loss; a higher FMV
relative to her basis could result in taxable gain, while a lower FMV
generally limits recognition to the extent of the gain.

What are the reporting requirements for Amy after
transferring the property to the corporation?

Amy must report the transfer on her tax return, typically using Form 8283 if
non-cash property is involved, and may need to file additional forms if a
gain is recognized or if the transaction is part of a reorganization.

Could this transfer qualify as part of a tax-free
reorganization, and what conditions are necessary?

Yes, if the transfer meets specific criteria—such as the corporation
acquiring the property in a reorganization—then the transaction can be tax-
free, deferring gain recognition, provided certain legal and structural
conditions are met.

What are the potential consequences if the IRS
classifies this transfer as a taxable event?

Amy would need to recognize the gain of $300, potentially resulting in tax
liability, and may need to pay capital gains tax on the difference between
basis and FMV.



How does the transfer impact the corporation's basis
in the property received?

The corporation generally takes a carryover basis equal to Amy'’'s basis of
$900 in the property, which can affect future depreciation and gain/loss
calculations.

Additional Resources

Amy Transfers Property With A Tax Basis Of $900 And A Fair Market Value Of
$600 To A Corporation In Exchange

When considering the transfer of property to a corporation in exchange for
stock, the tax implications are a critical factor that can significantly
influence the decision-making process. In this scenario, Amy is transferring
property with a tax basis of $900 and a fair market value (FMV) of $600 to a
corporation. This transaction raises important questions about gain
recognition, basis adjustments, and potential tax planning strategies.
Understanding the nuances of such a transfer is essential for both the
transferor and the corporation to navigate the tax rules effectively.

Overview of Property Transfers to a Corporation
in Exchange

Transferring property to a corporation in exchange for stock is a common
occurrence in business formation, restructuring, or capital infusion
activities. These transfers can be classified under different tax provisions
depending on the nature of the transfer and the specific circumstances
involved.

Key Concepts:

- Section 351 of the Internal Revenue Code (IRC): Provides tax deferral
provisions for transfers of property to a corporation in exchange for stock
if certain requirements are met.

- Tax Basis and FMV: The transferor’s basis in the property and the
property's fair market value are crucial in determining gain or loss
recognition.

- Type of Property: Capital assets, inventory, or other property types have
different implications.

Main Objective: To determine whether Amy's transfer qualifies for non-
recognition of gain or loss under Section 351, and to understand the
resulting basis in the stock received.



Section 351: The Tax Deferral Framework

Eligibility and Requirements

Section 351 generally allows a taxpayer to transfer property to a corporation
without recognizing gain or loss if:

- The transfer is solely in exchange for stock.

- The transferor(s) are in control of the corporation immediately after the
exchange (control being at least 80% ownership).

- The transfer involves property, which can include real estate, equipment,
or other assets.

In Amy’s case, assuming she transfers property to a corporation in exchange
for stock and maintains control (or gains control) post-transfer, the
transaction would likely qualify under Section 351.

Implications for Amy’s Transfer

- Gain or Loss Recognition: Since the transfer meets the criteria, Amy
generally does not recognize gain or loss at the time of transfer.

- Basis in Stock: Amy's basis in the stock received will be determined based
on her basis in the property transferred, adjusted for any liabilities
assumed by the corporation or other factors.

Tax Basis and Fair Market Value Considerations

Amy’s Original Property Basis vs. FMV

Amy’'s property has:
- Tax basis: $900
- Fair market value: $600

This discrepancy between basis and FMV is significant because it impacts gain
recognition and basis calculations.

Key points:



- Under Section 351, Amy's gain is deferred, but the basis in the stock is
generally equal to her basis in the property transferred, adjusted for any
liabilities and other considerations.

- The difference between basis and FMV indicates a potential built-in loss if
Amy sells or disposes of the property later.

Impact of the FMV on the Transaction

In this scenario, the FMV is less than Amy’s basis, indicating a potential
loss if the property is sold outside of the transfer context. Since the
transfer qualifies under Section 351, the loss is generally not recognized at
the time of transfer. However, the loss can affect the basis calculations and
future sale considerations.

Tax Consequences for Amy

Gain or Loss Recognition

- No immediate recognition: Amy does not recognize a gain or loss upon
transferring property to the corporation if the transfer qualifies under
Section 351.

- Potential loss: If Amy’s basis exceeds the FMV, she has a built-in loss
which is generally not recognized at transfer but may impact her basis and
future tax consequences.

Basis in the Stock Received

Amy’s basis in the stock received in the corporation will be computed as:

Her basis in the property transferred: $900

Adjusted for any liabilities assumed by the corporation.

Reduced by the FMV of the property transferred if the transaction involves
a loss (not typical in a standard Section 351 transfer).

Result: Her basis in the stock will generally be $900, which is her basis in
the property, unless other liabilities or considerations apply.



Implications for the Corporation

Receipt of Property and Basis in the Property

The corporation’s basis in the property received is generally the same as
Amy’s basis, which is $900.

Potential Tax Attributes and Future Considerations

- The corporation assumes the property with a basis of $900.

- Future sale or disposition of the property will be subject to capital gains
or losses based on the difference between the sale price and the basis.

- If the property has a lower FMV at the time of transfer, the corporation
may inherit a built-in loss, which could affect future tax planning.

Special Considerations and Planning Strategies

Built-in Losses and Their Limitations

- When property with a basis higher than FMV is transferred, the loss 1is
generally deferred and not recognized immediately.

- The loss may be recognized upon a subsequent sale or disposition outside
the corporation.

Liability Assumption

- If the corporation assumes liabilities associated with the property, this
can affect the basis calculations.

- Proper documentation and valuation are essential to avoid unintended tax
consequences.

Potential for Gain Recognition

- If Amy receives property other than stock or if the exchange involves boot
(non-stock consideration), gain recognition may be triggered.
- Analyzing the structure of the transaction is vital to ensure tax



efficiency.

Alternative Strategies

- Contributing property with a higher FMV to achieve a different tax outcome.
- Structuring the transfer to minimize liabilities or capitalize on potential
tax deferrals.

- Consulting with tax professionals to analyze specific circumstances and
optimize tax positions.

Pros and Cons of the Transfer

Pros:

- Tax deferral under Section 351: Amy does not recognize gain or loss
immediately.

- Simplified basis transfer: Her basis in stock reflects her original basis
in the property.

- Facilitates business formation or restructuring: Transferring property in
exchange for stock is a common way to inject assets into a corporation.

Cons:

- Potential for built-in loss: If FMV is lower than basis, the loss is
deferred and may be limited.

- Future tax implications: Future sale of the property or stock may trigger
gains or losses.

- Complexity: Proper structuring and documentation are necessary to ensure
compliance and optimal tax outcomes.

Conclusion

Transferring property with a tax basis of $900 and a FMV of $600 to a
corporation in exchange for stock involves nuanced tax rules primarily
governed by Section 351. While Amy can enjoy deferral of gain or loss
recognition, careful attention must be paid to basis adjustments,
liabilities, and future tax implications. Such transactions provide
opportunities for strategic tax planning, but they also require meticulous
analysis to ensure compliance and optimal outcomes. Consulting with tax
professionals and conducting detailed valuation and planning are essential
steps to successfully navigate this complex area of tax law. Whether forming
a new corporation or restructuring an existing one, understanding these
principles helps maximize benefits and minimize unforeseen tax liabilities.
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