§1.1014-5

which is recognized as the measure of
gain or loss.

(3) The principles stated in subpara-
graphs (1) and (2) of this paragraph do
not apply to property transferred by an
executor, administrator or trustee, to
an heir, legatee, devisee or beneficiary
under circumstances such that the
transfer constitutes a sale or exchange.
In such a case, gain or loss must be rec-
ognized by the transferor to the extent
required by the revenue laws, and the
transferee acquires a basis equal to the
fair market value of the property on
the date of the transfer. Thus, for ex-
ample, if the trustee of a trust created
by will transfers to a beneficiary, in
satisfaction of a specific bequest of
$10,000, securities which had a fair mar-
ket value of $9,000 on the date of the
decedent’s death (the applicable valu-
ation date) and $10,000 on the date of
the transfer, the trust realizes a tax-
able gain of $1,000 and the basis of the
securities in the hands of the bene-
ficiary would be $10,000. As a further
example, if the executor of an estate
transfers to a trust property worth
$200,000, which had a fair market value
of $175,000 on the date of the decedent’s
death (the applicable valuation date),
in satisfaction of the decedent’s be-
quest in trust for the benefit of his wife
of cash or securities to be selected by
the executor in an amount sufficient to
utilize the marital deduction to the
maximum extent authorized by law
(after taking into consideration any
other property qualifying for the mar-
ital deduction), capital gain in the
amount of $25,000 would be realized by
the estate and the basis of the property
in the hands of the trustees would be
$200,000. If, on the other hand, the dece-
dent bequeathed a fraction of his resid-
uary estate to a trust for the benefit of
his wife, which fraction will not change
regardless of any fluctuations in value
of property in the decedent’s estate
after his death, no gain or loss would
be realized by the estate upon transfer
of property to the trust, and the basis
of the property in the hands of the
trustee would be its fair market value
on the date of the decedent’s death or
on the alternate valuation date.

(b) Multiple interests. Where more
than one person has an interest in
property acquired from a decedent, the
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basis of such property shall be deter-
mined and adjusted without regard to
the multiple interests. The basis of
computing gain or loss on the sale of
any one of such multiple interests shall
be determined under §1.1014-5. Thus,
the deductions for depreciation and for
depletion allowed or allowable, under
sections 167 and 611, to a legal life ten-
ant as if the life tenant were the abso-
lute owner of the property, constitute
an adjustment to the basis of the prop-
erty not only in the hands of the life
tenant, but also in the hands of the re-
mainderman and every other person to
whom the same uniform basis is appli-
cable. Similarly, the deductions al-
lowed or allowable under sections 167
and 611, both to the trustee and to the
trust beneficiaries, constitute an ad-
justment to the basis of the property
not only in the hands of the trustee,
but also in the hands of the trust bene-
ficiaries and every other person to
whom the uniform basis is applicable.
See, however, section 262. Similarly,
adjustments in respect of capital ex-
penditures or losses, tax-free distribu-
tions, or other distributions applicable
in reduction of basis, or other items for
which the basis is adjustable are made
without regard to which one of the per-
sons to whom the same uniform basis
is applicable makes the capital expend-
itures or sustains the capital losses, or
to whom the tax-free or other distribu-
tions are made, or to whom the deduc-
tions are allowed or allowable. See
§1.1014-6 for adjustments in respect of
property acquired from a decedent
prior to his death.

(c) Records. The executor or other
legal representative of the decedent,
the fiduciary of a trust under a will,
the life tenant and every other person
to whom a uniform basis under this
section is applicable, shall maintain
records showing in detail all deduc-
tions, distributions, or other items for
which adjustment to basis is required
to be made by sections 1016 and 1017,
and shall furnish to the district direc-
tor such information with respect to
those adjustments as he may require.

§1.1014-5 Gain or loss.

(a) Sale or other disposition of a life in-
terest, remainder interest, or other interest
in property acquired from a decedent. (1)
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Except as provided in paragraph (b) of
this section with respect to the sale or
other disposition after October 9, 1969,
of a term interest in property, gain or
loss from a sale or other disposition of
a life interest, remainder interest, or
other interest in property acquired
from a decedent is determined by com-
paring the amount of the proceeds with
the amount of that part of the adjusted
uniform basis which is assignable to
the interest so transferred. The ad-
justed uniform basis is the uniform
basis of the entire property adjusted to
the date of sale or other disposition of
any such interest as required by sec-
tions 1016 and 1017. The uniform basis is
the unadjusted basis of the entire prop-
erty determined immediately after the
decedent’s death under the applicable
sections of part Il of subchapter O of
chapter 1 of the Code.

(2) Except as provided in paragraph
(b) of this section, the proper measure
of gain or loss resulting from a sale or
other disposition of an interest in prop-
erty acquired from a decedent is so
much of the increase or decrease in the
value of the entire property as is re-
flected in such sale or other disposi-
tion. Hence, in ascertaining the basis
of a life interest, remainder interest, or
other interest which has been so trans-
ferred, the uniform basis rule con-
templates that proper adjustments will
be made to reflect the change in rel-
ative value of the interests on account
of the passage of time.

(3) The factors set forth in the tables
contained in §20.2031-7 or, for certain
prior periods, §20.2031-7A, of part 20 of
this chapter (Estate Tax Regulations)
shall be used in the manner provided
therein in determining the basis of the
life interest, the remainder interest, or
the term certain interest in the prop-
erty on the date such interest is sold.
The basis of the life interest, the re-
mainder interest, or the term certain
interest is computed by multiplying
the uniform basis (adjusted to the time
of the sale) by the appropriate factor.
In the case of the sale of a life interest
or a remainder interest, the factor used
is the factor (adjusted where appro-
priate) which appears in the life inter-
est or the remainder interest column of
the table opposite the age (on the date
of the sale) of the person at whose
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death the life interest will terminate.
In the case of the sale of a term certain
interest, the factor used is the factor
(adjusted where appropriate) which ap-
pears in the term certain column of the
table opposite the number of years re-
maining (on the date of sale) before the
term certain interest will terminate.

(b) Sale or other disposition of certain
term interests. In determining gain or
loss from the sale or other disposition
after October 9, 1969, of a term interest
in property (as defined in paragraph
(f)(2) of §1.1001-1) the adjusted basis of
which is determined pursuant, or by
reference, to section 1014 (relating to
the basis of property acquired from a
decedent) or section 1015 (relating to
the basis of property acquired by gift
or by a transfer in trust), that part of
the adjusted uniform basis assignable
under the rules of paragraph (a) of this
section to the interest sold or other-
wise disposed of shall be disregarded to
the extent and in the manner provided
by section 1001(e) and paragraph (f) of
§1.1001-1.

(c) MHlustrations. The application of
this section may be illustrated by the
following examples, in which ref-
erences are made to the actuarial ta-
bles contained in part 20 of this chapter
(Estate Tax Regulations):

Example 1. Securities worth $500,000 at the
date of decedent’s death on January 1, 1971,
are bequeathed to his wife, W, for life, with
remainder over to his son, S. W is 48 years of
age when the life interest is acquired. The
estate does not elect the alternate valuation
allowed by section 2032. By reference to
§20.2031-7A(c), the life estate factor for age
48, female, is found to be 0.77488 and the re-
mainder factor for such age is found to be
0.22512. Therefore, the present value of the
portion of the uniform basis assigned to W’s
life interest is $387,440 ($500,000 x 0.77488), and
the present value of the portion of the uni-
form basis assigned to S’s remainder interest
is $112,560 ($500,000 x 0.22512). W sells her life
interest to her nephew, A, on February 1,
1971, for $370,000, at which time W is still 48
years of age. Pursuant to section 1001(e), W
realizes no loss; her gain is $370,000, the
amount realized from the sale. A has a basis
of $370,000 which he can recover by amortiza-
tion deductions over W’s life expectancy.

Example 2. The facts are the same as in ex-
ample (1) except that W retains the life in-
terest for 12 years, until she is 60 years of
age, and then sells it to A on February 1,
1983, when the fair market value of the secu-
rities has increased to $650,000. By reference



§1.1014-5

to §20.2031-7A(c), the life estate factor for
age 60, female, is found to be 0.63226 and the
remainder factor for such age is found to be
0.36774. Therefore, the present value on Feb-
ruary 1, 1983, of the portion of the uniform
basis assigned to W’s life interest is $316,130
($500,000 x 0.63226) and the present value on
that date of the portion of the uniform basis
assigned to S’s remainder interest is $183,870
($500,000 x 0.36774). W sells her life interest
for $410,969, that being the commuted value
of her remaining life interest in the securi-
ties as appreciated ($650,000 x 0.63226). Pursu-
ant to section 1001(e), W’s gain is $410,969, the
amount realized. A has a basis of $410,969
which he can recover by amortization deduc-
tions over W’s life expectancy.

Example 3. Unimproved land having a fair
market value of $18,800 at the date of the de-
cedent’s death on January 1, 1970, is devised
to A, a male, for life, with remainder over to
B, a female. The estate does not elect the al-
ternate valuation allowed by section 2032. On
January 1, 1971, A sells his life interest to S
for $12,500. S is not related to A or B. At the
time of the sale, A is 39 years of age. By ref-
erence to §20.2031-7A(c), the life estate factor
for age 39, male, is found to be 0.79854. There-
fore, the present value of the portion of the
uniform basis assigned to A’s life interest is
$15,012.55 ($18,800 x 0.79854). This portion is
disregarded under section 1001(e). A realizes
no loss; his gain is $12,500, the amount real-
ized. S has a basis of $12,500 which he can re-
cover by amortization deductions over A’s
life expectancy.

Example 4. The facts are the same as in ex-
ample (3) except that on January 1, 1971, A
and B jointly sell the entire property to S for
$25,000 and divide the proceeds equally be-
tween them. A and B are not related, and
there is no element of gift or compensation
in the transaction. By reference to §20.2031-
7A(c), the remainder factor for age 39, male,
is found to be 0.20146. Therefore, the present
value of the uniform basis assigned to B’s re-
mainder interest is $3,787.45 ($18,800 x 0.20146).
On the sale A realizes a loss of $2,512.55
($15,012.55 less $12,500), the portion of the uni-
form basis assigned to his life interest not
being disregarded by reason of section
1001(e)(3). B’s gain on the sale is $8,712.55
($12,500 less $3,787.45). S has a basis in the en-
tire property of $25,000, no part of which,
however, can be recovered by amortization
deductions over A’s life expectancy.

Example 5. (a) Nondepreciable property
having a fair market value of $54,000 at the
date of decedent’s death on January 1, 1971,
is devised to her husband, H, for life and,
after his death, to her daughter, D, for life,
with remainder over to her grandson, G. The
estate does not elect the alternate valuation
allowed by section 2032. On January 1, 1973, H
sells his life interest to D for $32,000. At the
date of the sale, H is 62 years of age, and D
is 45 years of age. By reference to §20.2031-
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7A(c), the life estate factor for age 62, male,
is found to be 0.52321. Therefore, the present
value on January 1, 1973, of the portion of
the adjusted uniform basis assigned to H’s
life interest is $28,253 ($54,000 x 0.52321). Pur-
suant to section 1001(e), H realizes no loss;
his gain is $32,000, the amount realized from
the sale. D has a basis of $32,000 which she
can recover by amortization deductions over
H’s life expectancy.

(b) On January 1, 1976, D sells both life es-
tates to G for $40,000. During each of the
years 1973 through 1975, D is allowed a deduc-
tion for the amortization of H’s life interest.
At the date of the sale H is 65 years of age,
and D is 48 years of age. For purposes of de-
termining gain or loss on the sale by D, the
portion of the adjusted uniform basis as-
signed to H’s life interest and the portion as-
signed to D’s life interest are not taken into
account under section 1001(e). However, pur-
suant to §1.1001-1(f)(1), D’s cost basis in H’s
life interest, minus deductions for the amor-
tization of such interest, is taken into ac-
count. On the sale, D realizes gain of $40,000
minus an amount which is equal to the
$32,000 cost basis (for H’s life estate) reduced
by amortization deductions. G is entitled to
amortize over H’s life expectancy that part
of the $40,000 cost which is attributable to
H’s life interest. That part of the $40,000 cost
which is attributable to D’s life interest is
not amortizable by G until H dies.

Example 6. Securities worth $1,000,000 at the
date of decedent’s death on January 1, 1971,
are bequeathed to his wife, W, for life, with
remainder over to his son, S. W is 48 years of
age when the life interest is acquired. The
estate does not elect the alternate valuation
allowed by section 2032. By reference to
§20.2031-7A(c), the life estate factor for age
48, female, is found to be 0.77488, and the re-
mainder factor for such age is found to be
0.22512. Therefore, the present value of the
portion of the uniform basis assigned to W’s
life interest is $774,880 ($1,000,000 x 0.77488),
and the present value of the portion of the
uniform basis assigned to S’s remainder in-
terest is $225,120 ($1,000,000 x 0.22512). On Feb-
ruary 1, 1971, W transfers her life interest to
corporation X in exchange for all of the
stock of X pursuant to a transaction in
which no gain or loss is recognized by reason
of section 351. On February 1, 1972, W sells all
of her stock in X to S for $800,000. Pursuant
to section 1001(e) and §1.1001-1(f)(2), W real-
izes no loss; her gain is $800,000, the amount
realized from the sale. On February 1, 1972, X
sells to N for $900,000 the life interest trans-
ferred to it by W. Pursuant to section 1001(e)
and §1.1001-1(f)(1), X realizes no loss; its gain
is $900,000, the amount realized from the sale.
N has a basis of $900,000 which he can recover
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by amortization deductions over W’s life ex-
pectancy.

[T.D. 7142, 36 FR 18951, Sept. 24, 1971, as
amended by T.D. 8540, 59 FR 30102, June 10,
1994]

§1.1014-6 Special rule for adjustments
to basis where property is acquired
from a decedent prior to his death.

(@) In general. (1) The basis of prop-
erty described in section 1014(b)(9)
which is acquired from a decedent prior
to his death shall be adjusted for depre-
ciation, obsolescence, amortization,
and depletion allowed the taxpayer on
such property for the period prior to
the decedent’s death. Thus, in general,
the adjusted basis of such property will
be its fair market value at the dece-
dent’s death, or the applicable alter-
nate valuation date, less the amount
allowed (determined with regard to
section 1016(a)(2)(B)) to the taxpayer as
deductions for exhaustion, wear and
tear, obsolescence, amortization, and
depletion for the period held by the
taxpayer prior to the decedent’s death.
The deduction allowed for a taxable
year in which the decedent dies shall
be an amount properly allocable to
that part of the year prior to his death.
For a discussion of the basis adjust-
ment required by section 1014(b)(9)
where property is held in trust, see
paragraph (c) of this section.

(2) Where property coming within the
purview of subparagraph (1) of this
paragraph was held by the decedent
and his surviving spouse as tenants by
the entirety or as joint tenants with
right of survivorship, and joint income
tax returns were filed by the decedent
and the surviving spouse in which the
deductions referred to in subparagraph
(1) were taken, there shall be allocated
to the surviving spouse’s interest in
the property that proportion of the de-
ductions allowed for each period for
which the joint returns were filed
which her income from the property
bears to the total income from the
property. Each spouse’s income from
the property shall be determined in ac-
cordance with local law.

(3) The application of this paragraph
may be illustrated by the following ex-
amples:

Example 1. The taxpayer acquired income-
producing property by gift on January 1,
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1954. The property had a fair market value of
$50,000 on the date of the donor’s death, Jan-
uary 1, 1956, and was included in his gross es-
tate at that amount for estate tax purposes
as a transfer in contemplation of death. De-
preciation in the amount of $750 per year was
allowable for each of the taxable years 1954
and 1955. However, the taxpayer claimed de-
preciation in the amount of $500 for each of
these years (resulting in a reduction in his
taxes) and his income tax returns were ac-
cepted as filed. The adjusted basis of the
property as of the date of the decedent’s
death is $49,000 ($50,000, the fair market value
at the decedent’s death, less $1,000, the total
of the amounts actually allowed as deduc-
tions).

Example 2. On July 1, 1952, H purchased for
$30,000 income-producing property which he
conveyed to himself and W, his wife, as ten-
ants by the entirety. Under local law each
spouse was entitled to one-half of the income
therefrom. H died on January 1, 1955, at
which time the fair market value of the
property was $40,000. The entire value of the
property was included in H’s gross estate. H
and W filed joint income tax returns for the
years 1952, 1953, and 1954. The total deprecia-
tion allowance for the year 1952 was $500 and
for each of the other years 1953 and 1954 was
$1,000. One-half of the $2,500 depreciation will
be allocated to W. The adjusted basis of the
property in W’s hands of January 1, 1955, was
$38,750 ($40,000, value on the date of H’s
death, less $1,250, depreciation allocated to W
for periods before H’s death). However, if,
under local law, all of the income from the
property was allocable to H, no adjustment
under this paragraph would be required and
W’s basis for the property as of the date of
H’s death would be $40,000.

(b) Multiple interests in property de-
scribed in section 1014(b)(9) and acquired
from a decedent prior to his death. (1)
Where more than one person has an in-
terest in property described in section
1014(b)(9) which was acquired from a de-
cedent before his death, the basis of
such property and of each of the sev-
eral interests therein shall, in general,
be determined and adjusted in accord-
ance with the principles contained in
§§1.1014-4 and 1.1014-5, relating to the
uniformity of basis rule. Application of
these principles to the determination
of basis under section 1014(b)(9) is
shown in the remaining subparagraphs
of this paragraph in connection with
certain commonly encountered situa-
tions involving multiple interests in
property acquired from a decedent be-
fore his death.



