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paragraph, this paragraph generally in-
cludes all property acquired from a de-
cedent, which is includible in the gross 
estate of the decedent if the decedent 
died after December 31, 1953. It is not 
necessary for the application of this 
paragraph that an estate tax return be 
required to be filed for the estate of the 
decedent or that an estate tax be pay-
able. Property acquired prior to the 
death of a decedent which is includible 
in the decedent’s gross estate, such as 
property transferred by a decedent in 
contemplation of death, and property 
held by a taxpayer and the decedent as 
joint tenants or as tenants by the 
entireties is within the scope of this 
paragraph. Also, this paragraph in-
cludes property acquired through the 
exercise or nonexercise of a power of 
appointment where such property is in-
cludible in the decedent’s gross estate. 
It does not include property not includ-
ible in the decedent’s gross estate such 
as property not situated in the United 
States acquired from a nonresident 
who is not a citizen of the United 
States. 

(3) Exceptions to application of this 
paragraph. The rules in this paragraph 
are not applicable to the following 
property: 

(i) Annuities described in section 72; 
(ii) Stock or securities of a foreign 

personal holding company as described 
in section 1014(b)(5) (see paragraph 
(c)(1) of this section); 

(iii) Property described in any para-
graph other than paragraph (9) of sec-
tion 1014(b). See paragraphs (a) and (c) 
of this section. 
In illustration of subdivision (ii), as-
sume that A acquired by gift stock of a 
character described in paragraph (c)(1) 
of this section from a donor and upon 
the death of the donor the stock was 
includible in the donor’s estate as 
being a gift in contemplation of death. 
A’s basis in the stock would not be de-
termined by reference to its fair mar-
ket value at the donor’s death under 
the general rule in section 1014(a). Fur-
thermore, the special basis rules pre-
scribed in paragraph (c)(1) of this sec-
tion are not applicable to such prop-
erty acquired by gift in contemplation 
of death. It will be necessary to refer to 
the rules in section 1015(a) to deter-
mine the basis. 

(c) Special basis rules with respect to 
certain property acquired from a dece-
dent—(1) Stock or securities of a foreign 
personal holding company. The basis of 
certain stock or securities of a foreign 
corporation which was a foreign per-
sonal holding company with respect to 
its taxable year next preceding the 
date of the decedent’s death is gov-
erned by a special rule. If such stock 
was acquired from a decedent dying 
after August 26, 1937, by bequest or in-
heritance, or by the decedent’s estate 
from the decedent, the basis of the 
property in the hands of the person 
who so acquired it (notwithstanding 
any other provision of section 1014) 
shall be the fair market value of such 
property at the date of the decedent’s 
death or the adjusted basis of the stock 
in the hands of the decedent, whichever 
is lower. 

(2) Spouse’s interest in community prop-
erty of decedent dying after October 21, 
1942, and on or before December 31, 1947. 
In the case of a decedent dying after 
October 21, 1942, and on or before De-
cember 31, 1947, a special rule is pro-
vided for determining the basis of such 
part of any property, representing the 
surviving spouse’s one-half share of 
property held by the decedent and the 
surviving spouse under the community 
property laws of any State, Territory, 
or possession of the United States or 
any foreign country, as was included in 
determining the value of the decedent’s 
gross estate, if a tax under chapter 3 of 
the Internal Revenue Code of 1939 was 
payable upon the decedent’s net estate. 
In such case the basis shall be the fair 
market value of such part of the prop-
erty at the date of death (or the op-
tional valuation elected under section 
811(j) of the Internal Revenue Code of 
1939) or the adjusted basis of the prop-
erty determined without regard to this 
subparagraph, whichever is the higher.

§ 1.1014–3 Other basis rules. 
(a) Fair market value. For purposes of 

this section and § 1.1014–1, the value of 
property as of the date of the dece-
dent’s death as appraised for the pur-
pose of the Federal estate tax or the al-
ternate value as appraised for such pur-
pose, whichever is applicable, shall be 
deemed to be its fair market value. If 
no estate tax return is required to be 
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filed under section 6018 (or under sec-
tion 821 or 864 of the Internal Revenue 
Code of 1939), the value of the property 
appraised as of the date of the dece-
dent’s death for the purpose of State 
inheritance or transmission taxes shall 
be deemed to be its fair market value 
and no alternate valuation date shall 
be applicable. 

(b) Property acquired from a decedent 
dying before March 1, 1913. If the dece-
dent died before March 1, 1913, the fair 
market value on that date is taken in 
lieu of the fair market value on the 
date of death, but only to the same ex-
tent and for the same purposes as the 
fair market value on March 1, 1913, is 
taken under section 1053. 

(c) Reinvestments by a fiduciary. The 
basis of property acquired after the 
death of the decedent by a fiduciary as 
an investment is the cost or other basis 
of such property to the fiduciary, and 
not the fair market value of such prop-
erty at the death of the decedent. For 
example, the executor of an estate pur-
chases stock of X company at a price of 
$100 per share with the proceeds of the 
sale of property acquired from a dece-
dent. At the date of the decedent’s 
death the fair market value of such 
stock was $98 per share. The basis of 
such stock to the executor or to a leg-
atee, assuming the stock is distributed, 
is $100 per share. 

(d) Reinvestments of property trans-
ferred during life. Where property is 
transferred by a decedent during life 
and the property is sold, exchanged, or 
otherwise disposed of before the dece-
dent’s death by the person who ac-
quired the property from the decedent, 
the general rule stated in paragraph (a) 
of § 1.1014–1 shall not apply to such 
property. However, in such a case, the 
basis of any property acquired by such 
donee in exchange for the original 
property, or of any property acquired 
by the donee through reinvesting the 
proceeds of the sale of the original 
property, shall be the fair market 
value of the property thus acquired at 
the date of the decedent’s death (or ap-
plicable alternate valuation date) if 
the property thus acquired is properly 
included in the decedent’s gross estate 
for Federal estate tax purposes. These 
rules also apply to property acquired 
by the donee in any further exchanges 

or in further reinvestments. For exam-
ple, on January 1, 1956, the decedent 
made a gift of real property to a trust 
for the benefit of his children, reserv-
ing to himself the power to revoke the 
trust at will. Prior to the decedent’s 
death, the trustee sold the real prop-
erty and invested the proceeds in stock 
of the Y company at $50 per share. At 
the time of the decedent’s death, the 
value of such stock was $75 per share. 
The corpus of the trust was required to 
be included in the decedent’s gross es-
tate owing to his reservation of the 
power of revocation. The basis of the Y 
company stock following the dece-
dent’s death is $75 per share. Moreover, 
if the trustee sold the Y Company 
stock before the decedent’s death for 
$65 a share and reinvested the proceeds 
in Z company stock which increased in 
value to $85 per share at the time of 
the decedent’s death, the basis of the Z 
company stock following the dece-
dent’s death would be $85 per share. 

(e) Alternate valuation dates. Section 
1014(a) provides a special rule applica-
ble in determining the basis of prop-
erty described in § 1.1014–2 where— 

(1) The property is includible in the 
gross estate of a decedent who died 
after October 21, 1942, and 

(2) The executor elects for estate tax 
purposes under section 2032, or section 
811(j) of the Internal Revenue Code of 
1939, to value the decedent’s gross es-
tate at the alternate valuation date 
prescribed in such sections. 

In those cases, the value applicable in 
determining the basis of the property 
is not the value at the date of the dece-
dent’s death but (with certain limita-
tions) the value at the date one year 
after his death if not distributed, sold, 
exchanged, or otherwise disposed of in 
the meantime. If such property was 
distributed, sold, exchanged, or other-
wise disposed of within one year after 
the date of the decedent’s death by the 
person who acquired it from the dece-
dent, the value applicable in deter-
mining the basis is its value as of the 
date of such distribution, sale, ex-
change, or other disposition. For illus-
trations of the operation of this para-
graph, see the estate tax regulations 
under section 2032.
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