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reduce the adjusted basis of the remaining units of property by the portion of the unrecognized gain which is
not absorbed in the first application of
the rule. For such purpose the adjusted
basis of the remaining units shall be
the adjusted basis for determining gain
reduced by the amount of the adjustment previously made under this section. The process shall be repeated
until the entire amount of the unrecognized gain has been absorbed.
(3) The application of the provisions
of this section may be illustrated by
the following example:
Example: Using the facts given in the example set forth in § 1.1071–2(c), except that the
taxpayer elects to reduce the basis of depreciable property in accordance with paragraph (a)(1)(iii) of § 1.1071–2, the computation
may be illustrated as follows:
Sale price of X Corporation stock .......
Basis for gain or loss ...........................

$100,000
75,000

Realized gain (recognized except for
the election under § 1.1071–1) ........

$25,000

Adjusted basis of other depreciable
property in hands of A immediately
after sale:
Building .....................................
Transmitter ................................
Fixtures .....................................

80,000
16,000
4,000

Total ...................................

100,000

Computation of reduction:
Building
(80,000/
100,000)×$25,000 (gain) ...........
Transmitter
(16,000/
100,000)×$25,000 .....................
Fixtures (4,000/100,000)×$25,000

20,000
4,000
1,000

Total reduction .......................

25,000

New basis of assets:
Building ($80,000 minus $20,000)
Transmitter
($16,000
minus
$4,000) ......................................
Fixtures ($4,000 minus $1,000) ...

60,000
12,000
3,000
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Total adjusted basis after reduction under section 1071

75,000

Realized gain upon sale of X Corporation stock ..........................................
Less: Amount applied as a reduction
to basis of depreciable property ......

25,000

Recognized gain for tax purposes .................................

None

25,000

(b) Special cases. With the consent of
the Commissioner, the taxpayer may,
however, have the basis of the various
units of property of the class specified
in section 1071 and this section adjusted in a manner different from the
general rule set forth in paragraph (a)

of this section. Variations from such
general rule may, for example, involve
adjusting the basis of only certain
units of such property. The request for
variations from such general rule
should be filed by the taxpayer with his
return for the taxable year in which he
elects to have the basis of property reduced under section 1071. Agreement
between the taxpayer and the Commissioner as to any variations from such
general rule shall be effective only if
incorporated in a closing agreement
entered into under the provisions of
section 7121.
§ 1.1071–4

Manner of election.

(a) An election under the provisions
of section 1071 shall be in the form of a
written statement and shall be executed and filed in duplicate. Such
statement shall be signed by the taxpayer or his authorized representative.
In the case of a corporation, the statement shall be signed with the corporate name, followed by the signature
and title of an officer of the corporation empowered to sign for the corporation, and the corporate seal must be affixed. An election under section 1071 to
reduce the basis of property and an
election under such section to treat the
sale or exchange as an involuntary conversion under section 1033 may be exercised independently of each other. An
election under section 1071 must be
filed with the return for the taxable
year in which the sale or exchange occurs. Where practicable, the certificate
of the Federal Communications Commission required by § 1.1071–1 should be
filed with the election.
(b) If, in pursuance of an election to
have the basis of its property adjusted
under section 1071, the taxpayer desires
to have such basis adjusted in any
manner different from the general rule
set forth in paragraph (a) of § 1.1071–3,
the precise method (including allocation of amounts) should be set forth in
detail on separate sheets accompanying the election. Consent by the
Commissioner to any departure from
such general rule shall be effected only
by a closing agreement entered into
under the provisions of section 7121.
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26 CFR Ch. I (4–1–09 Edition)

EXCHANGES IN OBEDIENCE TO S.E.C.
ORDERS
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§ 1.1081–1 Terms used.
The following terms, when used in
this section and §§ 1.1081–2 to 1.1083–1,
inclusive, shall have the meanings assigned to them in section 1083: Order of
the Securities and Exchange Commission;
registered holding company; holding company system; associate company; majority-owned subsidiary company; system
group; nonexempt property; and stock or
securities. Any other term used in this
section and §§ 1.1081–2 to 1.1083–1, inclusive, which is defined in the Internal
Revenue Code of 1954, shall be given the
respective definition contained in such
Code.
§ 1.1081–2 Purpose and scope of exception.
(a) The general rule is that the entire
amount of gain or loss from the sale or
exchange of property is to be recognized (see section 1002) and that the entire amount received as a dividend is to
be included in gross income. (See sections 61 and 301.) Exceptions to the
general rule are provided elsewhere in
subchapters C and O, chapter 1 of the
Code, one of which is that made by section 1081 with respect to exchanges,
sales, and distributions specifically described in section 1081. Section 1081
provides the extent to which gain or
loss is not to be recognized on (1) the
receipt of a distribution described in
section 1081(c)(2), or (2) an exchange or
sale, or the receipt of a distribution,
made in obedience to an order of the
Securities and Exchange Commission,
which is issued to effectuate the provisions of section 11 (b) of the Public
Utility Holding Company Act of 1935
(15 U.S.C. 79k (b)). Section 331 provides
that a distribution in liquidation of a
corporation shall be treated as an exchange. Such distribution is to be
treated as an exchange under the provisions of sections 1081 to 1083, inclusive.
The order of the Securities and Exchange Commission must be one requiring or approving action which the
Commission finds to be necessary or
appropriate to effect a simplification
or geographical integration of a particular public utility holding company
system. For specific requirements with

respect to an order of the Securities
and Exchange Commission, see section
1081 (f).
(b) The requirements for nonrecognition of gain or loss as provided in section 1081 are precisely stated with respect to the following general types of
transactions:
(1) The exchange that is provided for
in section 1081 (a), in which stock or securities in a registered holding company or a majority-owned subsidiary
company are exchanged for stock or securities.
(2) The exchange that is provided for
in section 1081 (b), in which a registered holding company or an associate company of a registered holding
company exchanges property for property.
(3) The distribution that is provided
for in section 1081 (c)(1), in which stock
or securities are distributed to a shareholder in a corporation which is a registered holding company or a majorityowned subsidiary company, or the distribution that is provided for in section
1081 (c)(2), in which a corporation distributes to a shareholder, rights to acquire common stock in a second corporation.
(4) The transfer that is provided for
in section 1081 (d), in which a corporation which is a member of a system
group transfers property to another
member of the same system group.
Certain rules with respect to the receipt of nonexempt property on an exchange described in section 1081 (a) are
prescribed in section 1081 (e).
(c) These exceptions to the general
rule are to be strictly construed. Unless both the purpose and the specific
requirements of sections 1081 to 1083,
inclusive, are clearly met, the recognition of gain or loss upon the exchange,
sale, or distribution will not be postponed under those sections. Moreover,
even though a taxable transaction occurs in connection or simultaneously
with a realization of gain or loss to
which nonrecognition is accorded, nevertheless, nonrecognition will not be
accorded to such taxable transaction.
In other words, the provisions of section 1081 do not extend in any case to
gain or loss other than that realized
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