Lesson 9 In Class Exercise 

Apple Corporation acquires all of Tangerine Corporation’s assets and liabilities in exchange for $1.2 million of Apple voting stock.  Tangerine distributes the Apple stock to its sole shareholder Sam in exchange for all his Tangerine stock.  Tangerine’s assets have a fair market value of $1.4 million and an adjusted basis of $600,000.  Apple assumes Tangerine’s liabilities of $200,000.  Tangerine has $500,000 of E&P.  Sam’s basis for his Tangerine stock is $400,000.
a. What is Tangerine’s realized gain in the transaction?  What is its recognized gain? 

b.  How much gain does Apple realize on the exchange of its stock for Tangerine’s assets?  How much gain does it recognize?  What basis does it take in Tangerine’s assets?


c.  How much gain does Sam realize and recognize on the surrender of his Tangerine shares?  What basis does he take in the Apple shares he receives?  Does his holding period for the new shares tack?

d.  What happens to Tangerine’s E&P of $500,000?

