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be the quotient of the cost or other
basis of the class of stock or security
to which such share or unit belongs, di-
vided by the number of shares or units
in the class. Within the meaning of this
subparagraph, stocks or securities in
one corporation are different in class
from stocks or securities in another
corporation, and, in general, any mate-
rial difference in character or pref-
erence or terms sufficient to distin-
guish one stock or security from an-
other stock or security, so that dif-
ferent values may properly be assigned
thereto, will constitute a difference in
class.

(b) Stock rights. If there was distrib-
uted to a shareholder in a corporation
rights to acquire common stock in a
second corporation, and if by virtue of
section 1081 (c)(2) no gain was recog-
nized to the shareholder upon such dis-
tribution, then the basis of the stock in
respect of which the distribution was
made must be apportioned between
such stock and the stock rights so dis-
tributed to the shareholder. The basis
of such stock and the stock rights re-
ceived upon the distribution shall be
determined in accordance with the fol-
lowing:

(1) The cost or other basis of the
stock in respect of which the distribu-
tion is made shall be apportioned be-
tween such stock and the stock rights
distributed, in proportion to the re-
spective values thereof at the time the
rights are issued.

(2) The basis for determining gain or
loss from the sale of a right, or from
the sale of a share of stock in respect
of which the distribution is made, will
be the quotient of the cost or other
basis, properly adjusted, assigned to
the rights or the stock, divided, as the
case may be, by the number of rights
acquired or by the number of shares of
such stock held.

(c) Cross reference. As to the basis of
stock or securities distributed by one
member of a system group to another
member of the same system group, see
§1.1082-6.
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§1.1082-6 Basis of property acquired
under section 1081(d) in trans-
actions between corporations of the
same system group.

(a) If property was acquired by a cor-
poration which is a member of a sys-
tem group, from a corporation which is
a member of the same system group,
upon a transfer or distribution de-
scribed in section 1081 (d)(1), then as a
general rule the basis of such property
in the hands of the acquiring corpora-
tion is the basis which such property
would have had in the hands of the
transferor if the transfer or distribu-
tion had not been made. Except as oth-
erwise indicated in this section, this
rule will apply equally to cases in
which the consideration for the prop-
erty acquired consists of stock or secu-
rities, money, and other property, or
any of them, but it is contemplated
that an ultimate true reflection of in-
come will be obtained in all cases, not-
withstanding any peculiarities in form
which the various transactions may as-
sume. See the example in §1.1081-6.

(b) An exception to the general rule
is provided for in case the property ac-
quired consists of stock or securities
issued by the corporation from which
such stock or securities were received.
If such stock or securities were the sole
consideration for the property trans-
ferred to the corporation issuing such
stock or securities, then the basis of
the stock or securities shall be (1) the
same as the basis (adjusted to the time
of the transfer) of the property trans-
ferred for such stock or securities, or
(2) the fair market value of such stock
or securities at the time of their re-
ceipt, whichever is the lower. If such
stock or securities constituted only
part consideration for the property
transferred to the corporation issuing
such stock or securities, then the basis
shall be an amount which bears the
same ratio to the basis of the property
transferred as the fair market value of
such stock or securities on their re-
ceipt bears to the total fair market
value of the entire consideration re-
ceived, except that the fair market
value of such stock or securities at the
time of their receipt shall be the basis
therefor, if such value is lower than
such amount.
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(c) The application of paragraph (b)
of this section may be illustrated by
the following examples:

Example 1. Suppose the A Corporation has
property with an adjusted basis of $600,000
and, in an exchange in which section 1081
(d)(1) is applicable, transfers such property
to the B Corporation in exchange for a total
consideration of $1,000,000, consisting of (1)
cash in the amount of $100,000, (2) tangible
property having a fair market value of
$400,000 and an adjusted basis in the hands of
the B Corporation of $300,000, and (3) stock or
securities issued by the B Corporation with a
par value and a fair market value as of the
date of their receipt in the amount of
$500,000. The basis to the B Corporation of
the property received by it is $600,000, which
is the adjusted basis of such property in the
hands of the A Corporation. The basis to the
A Corporation of the assets (other than cash)
received by it is as follows: Tangible prop-
erty, $300,000, the adjusted basis of such prop-
erty to the B Corporation, the former owner;
stock or securities issued by the B Corpora-
tion, $300,000, an amount equal to 550,000/
1,000,000ths of $600,000.

Example 2. Suppose that in example (1) the
property of the A Corporation transferred to
the B Corporation had an adjusted basis of
$1,100,000 instead of $600,000, and that all
other factors in the example remain the
same. In such case, the basis to the A Cor-
poration of the stock or securities in the B
Corporation is $500,000, which was the fair
market value of such stock or securities at
the time of their receipt by the A Corpora-
tion, because this amount is less than the
amount established as 500,000/1,000,000ths of
$1,100,000 or $550,000.

§1.1083-1 Definitions.

(a) Order of the Securities and Ex-
change Commission. (1) An order of the
Securities and Exchange Commission
as defined in section 1083(a) must be
issued after May 28, 1938 (the date of
the enactment of the Revenue Act of
1938 (52 Stat. 447)), and must be issued
under the authority of section 11(b) or
11(e) of the Public Utility Holding
Company Act of 1935 (15 U.S.C. 79k (b),
(e)), to effectuate the provisions of sec-
tion 11(b) of such Act. In all cases the
order must become or have become
final in accordance with law; i.e., it
must be valid, outstanding, and not
subject to further appeal. See further
sections 1083(a) and 1081(f).

(2) Section 11 (b) of the Public Utility
Holding Company Act of 1935 provides:

§1.1083-1

Sec. 11. Simplification of holding company
systems.* * *

(b) It shall be the duty of the Commission,
as soon as practicable after January 1, 1938:

(1) To require by order, after notice and op-
portunity for hearing, that each registered
holding company, and each subsidiary com-
pany thereof, shall take such action as the
Commission shall find necessary to limit the
operations of the holding-company system of
which such company is a part to a single in-
tegrated public-utility system, and to such
other businesses as are reasonably inci-
dental, or economically necessary or appro-
priate to the operations of such integrated
public-utility system: Provided, however,
That the Commission shall permit a reg-
istered holding company to continue to con-
trol one or more additional integrated pub-
lic-utility systems, if, after notice and op-
portunity for hearing, it finds that—

(A) Each of such additional systems cannot
be operated as an independent system with-
out the loss of substantial economies which
can be secured by the retention of control by
such holding company of such system;

(B) All of such additional systems are lo-
cated in one State, or in adjoining States, or
in a contiguous foreign country; and

(C) The continued combination of such sys-

tems under the control of such holding com-
pany is not so large (considering the state of
the art and the area or region affected) as to
impair the advantages of localized manage-
ment, efficient operation, or the effective-
ness of regulation.
The Commission may permit as reasonably
incidental, or economically necessary or ap-
propriate to the operations of one or more
integrated public-utility systems the reten-
tion of an interest in any business (other
than the business of a public-utility com-
pany as such) which the Commission shall
find necessary or appropriate in the public
interest or for the protection of investors or
consumers and not detrimental to the proper
functioning of such system or systems.

(2) To require by order, after notice and op-
portunity for hearing, that each registered
holding company, and each subsidiary com-
pany thereof, shall take such steps as the
Commission shall find necessary to ensure
that the corporate structure or continued ex-
istence of any company in the holding-com-
pany system does not unduly or unneces-
sarily complicate the structure, or unfairly
or inequitably distribute voting power
among security holders, of such holding-
company system. In carrying out the provi-
sions of this paragraph the Commission shall
require each registered holding company
(and any company in the same holding-com-
pany system with such holding company) to
take such action as the Commission shall
find necessary in order that such holding
company shall cease to be a holding com-
pany with respect to each of its subsidiary
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