
123 

Internal Revenue Service, Treasury § 1.1032–1 

relationship to B described in para-
graph (k)(2), (k)(3), or (k)(4) of this sec-
tion. 

Example 1. (i) C is B’s accountant and has 
rendered accounting services to B within the 
2-year period ending on May 17, 1991, other 
than with respect to exchanges of property 
intended to qualify for nonrecognition of 
gain or loss under section 1031. 

(ii) C is a disqualified person because C has 
acted as B’s accountant within the 2-year pe-
riod ending on May 17, 1991. 

(iii) If C had not acted as B’s accountant 
within the 2-year period ending on May 17, 
1991, or if C had acted as B’s accountant 
within that period only with respect to ex-
changes intended to qualify for nonrecogni-
tion of gain or loss under section 1031, C 
would not have been a disqualified person. 

Example 2. (i) C, which is engaged in the 
trade or business of acting as an inter-
mediary to facilitate deferred exchanges, is a 
wholly owned subsidiary of an escrow com-
pany that has performed routine escrow 
services for B in the past. C has previously 
been retained by B to act as an intermediary 
in prior section 1031 exchanges. 

(ii) C is not a disqualified person notwith-
standing the intermediary services pre-
viously provided by C to B (see paragraph 
(k)(2)(i) of this section) and notwithstanding 
the combination of C’s relationship to the es-
crow company and the escrow services pre-
viously provided by the escrow company to B 
(see paragraph (k)(2)(ii) of this section). 

Example 3. (i) C is a corporation that is 
only engaged in the trade or business of act-
ing as an intermediary to facilitate deferred 
exchanges. Each of 10 law firms owns 10 per-
cent of the outstanding stock of C. One of 
the 10 law firms that owns 10 percent of C is 
M. J is the managing partner of M and is the 
president of C. J, in his capacity as a partner 
in M, has also rendered legal advice to B 
within the 2-year period ending on May 17, 
1991, on matters other than exchanges in-
tended to qualify for nonrecognition of gain 
or loss under section 1031. 

(ii) J and M are disqualified persons. C, 
however, is not a disqualified person because 
neither J nor M own, directly or indirectly, 
more than 10 percent of the stock of C. Simi-
larly, J’s participation in the management of 
C does not make C a disqualified person. 

(l) [Reserved] 
(m) Definition of fair market value. For 

purposes of this section, the fair mar-
ket value of property means the fair 
market value of the property without 
regard to any liabilities secured by the 
property. 

(n) No inference with respect to actual 
or constructive receipt rules outside of sec-
tion 1031. The rules provided in this sec-

tion relating to actual or constructive 
receipt are intended to be rules for de-
termining whether there is actual or 
constructive receipt in the case of a de-
ferred exchange. No inference is in-
tended regarding the application of 
these rules for purposes of determining 
whether actual or constructive receipt 
exists for any other purpose. 

(o) Effective date. This section applies 
to transfers of property made by a tax-
payer on or after June 10, 1991. How-
ever, a transfer of property made by a 
taxpayer on or after May 16, 1990, but 
before June 10, 1991, will be treated as 
complying with section 1031 (a)(3) and 
this section if the deferred exchange 
satisfies either the provision of this 
section or the provisions of the notice 
of proposed rulemaking published in 
the FEDERAL REGISTER on May 16, 1990 
(55 FR 20278). 

[T.D. 8346, 56 FR 19938, May 1, 1991, as amend-
ed by T.D. 8535, 59 FR 18749, Apr. 20, 1994; 
T.D. 8982, 67 FR 4909, Feb. 1, 2002; T.D. 9413, 
73 FR 39622, July 10, 2008] 

§ 1.1032–1 Disposition by a corporation 
of its own capital stock. 

(a) The disposition by a corporation 
of shares of its own stock (including 
treasury stock) for money or other 
property does not give rise to taxable 
gain or deductible loss to the corpora-
tion regardless of the nature of the 
transaction or the facts and cir-
cumstances involved. For example, the 
receipt by a corporation of the sub-
scription price of shares of its stock 
upon their original issuance gives rise 
to neither taxable gain nor deductible 
loss, whether the subscription or issue 
price be equal to, in excess of, or less 
than, the par or stated value of such 
stock. Also, the exchange or sale by a 
corporation of its own shares for 
money or other property does not re-
sult in taxable gain or deductible loss, 
even though the corporation deals in 
such shares as it might in the shares of 
another corporation. A transfer by a 
corporation of shares of its own stock 
(including treasury stock) as com-
pensation for services is considered, for 
purposes of section 1032(a), as a disposi-
tion by the corporation of such shares 
for money or other property. 

(b) Section 1032(a) does not apply to 
the acquisition by a corporation of 
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shares of its own stock except where 
the corporation acquires such shares in 
exchange for shares of its own stock 
(including treasury stock). See para-
graph (e) of § 1.311–1, relating to treat-
ment of acquisitions of a corporation’s 
own stock. Section 1032(a) also does not 
relate to the tax treatment of the re-
cipient of a corporation’s stock. 

(c) Where a corporation acquires 
shares of its own stock in exchange for 
shares of its own stock (including 
treasury stock) the transaction may 
qualify not only under section 1032(a), 
but also under section 368(a)(1)(E) (re-
capitalization) or section 305(a) (dis-
tribution of stock and stock rights). 

(d) For basis of property acquired by 
a corporation in connection with a 
transaction to which section 351 ap-
plies or in connection with a reorga-
nization, see section 362. For basis of 
property acquired by a corporation in a 
transaction to which section 1032 ap-
plies but which does not qualify under 
any other nonrecognition provision, 
see section 1012. 

§ 1.1032–2 Disposition by a corporation 
of stock of a controlling corporation 
in certain triangular reorganiza-
tions. 

(a) Scope. This section provides rules 
for certain triangular reorganizations 
described in § 1.358–6(b) when the ac-
quiring corporation (S) acquires prop-
erty or stock of another corporation 
(T) in exchange for stock of the cor-
poration (P) in control of S. 

(b) General nonrecognition of gain or 
loss. For purposes of § 1.1032–1(a), in the 
case of a forward triangular merger, a 
triangular C reorganization, or a tri-
angular B reorganization (as described 
in § 1.358–6(b)), P stock provided by P to 
S, or directly to T or T’s shareholders 
on behalf of S, pursuant to the plan of 
reorganization is treated as a disposi-
tion by P of shares of its own stock for 
T’s assets or stock, as applicable. For 
rules governing the use of P stock in a 
reverse triangular merger, see section 
361. 

(c) Treatment of S. S must recognize 
gain or loss on its exchange of P stock 
as consideration in a forward tri-
angular merger, a triangular C reorga-
nization, or a triangular B reorganiza-
tion (as described in § 1.358–6(b)), if S 

did not receive the P stock from P pur-
suant to the plan of reorganization. 
See § 1.358–6(d) for the effect on P’s 
basis in its S or T stock, as applicable. 
For rules governing S’s use of P stock 
in a reverse triangular merger, see sec-
tion 361. 

(d) Examples. The rules of this section 
are illustrated by the following exam-
ples. For purposes of these examples, P, 
S, and T are domestic corporations, P 
and S do not file consolidated returns, 
P owns all of the only class of S stock, 
the P stock exchanged in the trans-
action satisfies the requirements of the 
applicable reorganization provisions, 
and the facts set forth the only cor-
porate activity. 

Example 1. Forward triangular merger solely 
for P stock. (a) Facts. T has assets with an ag-
gregate basis of $60 and fair market value of 
$100 and no liabilities. Pursuant to a plan, P 
forms S by transferring $100 of P stock to S 
and T merges into S. In the merger, the T 
shareholders receive, in exchange for their T 
stock, the P stock that P transferred to S. 
The transaction is a reorganization to which 
sections 368(a)(1)(A) and (a)(2)(D) apply. 

(b) No gain or loss recognized on the use of P 
stock. Under paragraph (b) of this section, 
the P stock provided by P pursuant to the 
plan of reorganization is treated for purposes 
of § 1.1032–1(a) as disposed of by P for the T 
assets acquired by S in the merger. Con-
sequently, neither P nor S has taxable gain 
or deductible loss on the exchange. 

Example 2. Forward triangular merger solely 
for P stock provided in part by S. (a) Facts. T 
has assets with an aggregate basis of $60 and 
fair market value of $100 and no liabilities. S 
is an operating company with substantial as-
sets that has been in existence for several 
years. S also owns P stock with a $20 ad-
justed basis and $30 fair market value. S ac-
quired the P stock in an unrelated trans-
action several years before the reorganiza-
tion. Pursuant to a plan, P transfers addi-
tional P stock worth $70 to S and T merges 
into S. In the merger, the T shareholders re-
ceive $100 of P stock ($70 of P stock provided 
by P to S as part of the plan and $30 of P 
stock held by S previously). The transaction 
is a reorganization to which sections 
368(a)(1)(A) and (a)(2)(D) apply. 

(b) Gain or loss recognized by S on the use of 
its P stock. Under paragraph (b) of this sec-
tion, the $70 of P stock provided by P pursu-
ant to the plan of reorganization is treated 
as disposed of by P for the T assets acquired 
by S in the merger. Consequently, neither P 
nor S has taxable gain or deductible loss on 
the exchange of those shares. Under para-
graph (c) of this section, however, S recog-
nizes $10 of gain on the exchange of its P 
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