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Reg. Section 1.1374-3(a) 
Net unrealized built-in gain 

(a) In general. An S corporation's net unrealized built-in gain is the total of the following- 
(1) The amount that would be the amount realized if, at the beginning of the first day of 
the recognition period, the corporation had remained a C corporation and had sold all its 
assets at fair market value to an unrelated party that assumed all its liabilities; decreased 
by 
(2) Any liability of the corporation that would be included in the amount realized on the 
sale referred to in paragraph (a)(1) of this section, but only if the corporation would be 
allowed a deduction on payment of the liability; decreased by 

(3) The aggregate adjusted bases of the corporation's assets at the time of the sale referred 
to in paragraph (a)(1) of this section; increased or decreased by 

(4) The corporation's section 481 adjustments that would be taken into account on the 
sale referred to in paragraph (a)(1) of this section; and increased by 

(5) Any recognized built-in loss that would not be allowed as a deduction under section 
382, 383, or 384 on the sale referred to in paragraph (a)(1) of this section. 
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