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qualified replacement property within 
the replacement period; or 

(3) A written statement of the tax-
payer’s failure to purchase qualified re-
placement property within the replace-
ment period. 

In those situations when a taxpayer is 
providing a written statement of an in-
tention not to purchase or of a failure 
to purchase qualified replacement 
property, the statement shall be ac-
companied, where appropriate, by an 
amended return for the taxable year in 
which the gain from the sale of the 
qualified securities was realized, in 
order to reflect the inclusion in gross 
income for that year of gain required 
to be recognized in connection with 
such sale. 

(b) Any gain from the sale of quali-
fied securities which is required to be 
recognized due to a failure to meet the 
requirements under section 1042 shall 
be included in the gross income for the 
taxable year in which the gain was re-
alized. If any gain from the sale of 
qualified securities is not recognized 
under section 1042(a) in accordance 
with the requirements of this section, 
any deficiency attributable to any por-
tion of such gain may be assessed at 
any time before the expiration of the 3- 
year period described in this Q&A, not-
withstanding the provision of any law 
or rule of law which would otherwise 
prevent such assessment. 

Q–6: When does section 1042 become 
effective? 

A–6: Section 1042 applies to sales of 
qualified securities in taxable years of 
sellers beginning after July 18, 1984. 

[T.D. 8073, 51 FR 4333, Feb. 4, 1986] 

§ 1.1044(a)–1 Time and manner for 
making election under the Omnibus 
Budget Reconciliation Act of 1993. 

(a) Description. Section 1044(a), as 
added by section 13114 of the Omnibus 
Budget Reconciliation Act of 1993 (Pub. 
L. 103–66, 107 Stat. 430), generally al-
lows individuals and C corporations 
that sell publicly traded securities 
after August 9, 1993, to elect not to rec-
ognize certain gain from the sale if the 
taxpayer purchases common stock or a 
partnership interest in a specialized 
small business investment company 
(SSBIC) within the 60-day period begin-

ning on the date the publicly traded se-
curities are sold. 

(b) Time and manner for making the 
election. The election under section 
1044(a) must be made on or before the 
due date (including extensions) for the 
income tax return for the year in 
which the publicly traded securities 
are sold. The election is to be made by 
reporting the entire gain from the sale 
of publicly traded securities on Sched-
ule D of the income tax return in ac-
cordance with instructions for Sched-
ule D, and by attaching a statement to 
Schedule D showing— 

(1) How the nonrecognized gain was 
calculated; 

(2) The SSBIC in which common 
stock or a partnership interest was 
purchased; 

(3) The date the SSBIC stock or part-
nership interest was purchased; and 

(4) The basis of the SSBIC stock or 
partnership interest. 

(c) Revocability of election. The elec-
tion described in this section is rev-
ocable with the consent of the Commis-
sioner. 

(d) Effective date. The rules set forth 
in this section are effective December 
12, 1996. 

[T.D. 8688, 61 FR 65322, Dec. 12, 1996] 

SPECIAL RULES 

§ 1.1051–1 Basis of property acquired 
during affiliation. 

(a)(1) The basis of property acquired 
by a corporation during a period of af-
filiation from a corporation with which 
it was affiliated shall be the same as it 
would be in the hands of the corpora-
tion from which acquired. This rule is 
applicable if the basis of the property 
is material in determining tax liability 
for any year, whether a separate return 
or a consolidated return is made in re-
spect of such year. For the purpose of 
this section, the term period of affili-
ation means the period during which 
such corporations were affiliated (de-
termined in accordance with the law 
applicable thereto), but does not in-
clude any taxable year beginning on or 
after January 1, 1922, unless a consoli-
dated return was made, nor any tax-
able year after the taxable year 1928. 
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(2) The application of subparagraph 
(1) of this paragraph may be illustrated 
by the following example: 

Example: The X Corporation, the Y Cor-
poration, and the Z Corporation were affili-
ated for the taxable year 1920. During that 
year the X Corporation transferred assets to 
the Y Corporation for $120,000 cash, and the 
Y Corporation in turn transferred the assets 
during the same year to the Z Corporation 
for $130,000 cash. The assets were acquired by 
the X Corporation in 1916 at a cost of 
$100,000. The basis of the assets in the hands 
of the Z Corporation is $100,000. 

(b) The basis of property acquired by 
a corporation during any period, in the 
taxable year 1929 or any subsequent 
taxable year, in respect of which a con-
solidated return was made or was re-
quired under the regulations governing 
the making of consolidated returns, 
shall be determined in accordance with 
such regulations. The basis in the case 
of property held by a corporation dur-
ing any period, in the taxable year 1929 
or any subsequent taxable year, in re-
spect of which a consolidated return is 
made or is required under the regula-
tions governing the making of consoli-
dated returns, shall be adjusted in re-
spect of any items relating to such pe-
riod in accordance with such regula-
tions. 

(c) Except as otherwise provided in 
the regulations promulgated under sec-
tion 1502 of the Internal Revenue Code 
of 1954 or the regulations under section 
141 of the Internal Revenue Code of 1939 
or the Revenue Act of 1938 (52 Stat. 
447), 1936 (49 Stat. 1652), 1934 (48 Stat. 
683), 1932 (47 Stat. 169), or 1928 (45 Stat. 
791), the basis of property after a con-
solidated return period shall be the 
same as the basis immediately prior to 
the close of such period. 

§ 1.1052–1 Basis of property estab-
lished by Revenue Act of 1932. 

Section 1052(a) provides that if prop-
erty was acquired after February 28, 
1913, in any taxable year beginning be-
fore January 1, 1934, and the basis of 
the property, for the purposes of the 
Revenue Act of 1932 (47 Stat. 169), was 
prescribed by section 113(a) (6), (7), or 
(9) of that act, then for purposes of sub-
title A of the Code, the basis shall be 
the same as the basis prescribed in the 
Revenue Act of 1932. For the rules ap-

plicable in determining the basis of 
stocks or securities under section 
113(a)(9) of the Revenue Act of 1932 in 
case of certain distributions after De-
cember 31, 1923, and in any taxable year 
beginning before January 1, 1934, see 26 
CFR (1939) 39.113 (a)(12)–1 (Regulations 
118). 

§ 1.1052–2 Basis of property estab-
lished by Revenue Act of 1934. 

Section 1052(b) provides that if prop-
erty was acquired after February 28, 
1913, in any taxable year beginning be-
fore January 1, 1936, and the basis of 
the property for the purposes of the 
Revenue Act of 1934 (48 Stat. 683) was 
prescribed by section 113(a) (6), (7), or 
(8) of that act, then for purposes of sub-
title A of the Code, the basis shall be 
the same as the basis prescribed in the 
Revenue Act of 1934. For example, if 
after December 31, 1920, and in any tax-
able year beginning before January 1, 
1936, property was acquired by a cor-
poration by the issuance of its stock or 
securities in connection with a trans-
action which is not described in section 
112(b)(5) of the Internal Revenue Code 
of 1939 but which is described in section 
112(b)(5) of the Revenue Act of 1934, the 
basis of the property so acquired shall 
be the same as it would be in the hands 
of the transferor, with proper adjust-
ments to the date of the exchange. 

§ 1.1052–3 Basis of property estab-
lished by the Internal Revenue 
Code of 1939. 

Section 1052(c) provides that if prop-
erty was acquired after February 28, 
1913, in a transaction to which the In-
ternal Revenue Code of 1939 applied and 
the basis thereof was prescribed by sec-
tion 113(a) (6), (7), (8), (13), (15), (18), (19) 
or (23) of such Code, then for purposes 
of subtitle A of the Internal Revenue 
Code of 1954, the basis shall be the 
same as the basis prescribed in the In-
ternal Revenue Code of 1939. In such 
cases, see section 113(a) of the Internal 
Revenue Code of 1939 and the regula-
tions thereunder. 

§ 1.1053–1 Property acquired before 
March 1, 1913. 

(a) Basis for determining gain. In the 
case of property acquired before March 
1, 1913, the basis as of March 1, 1913, for 
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