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the remainder interest immediately after B’s
death. Assume that C sells the remainder in-
terest on January 1, 1961, when A’s age is 42.
C’s basis for the remainder interest at the
time of such sale is $596, computed as fol-
lows:
Basis of remainder interest computed with respect

to uniform basis of entire property (0.39131, re-

mainder factor age 42, x$1,000, uniform basis of

entire property) $391

plus

Value of remainder interest included in

B’s estate ...
less

Basis of remainder interest immediately

prior to B’'s death (0.34185, remain-

der factor age 37, x$1,000)

205

Basis of C’s remainder interest at the time of sale 596

Example 2. Assume the same facts as in ex-
ample (1), except that C does not sell the re-
mainder interest. Upon A’s death termi-
nating the trust, C’s basis for the stock dis-
tributed to him is computed as follows:
Uniform basis of the property, adjusted to date of

termination of the trust

plus
Value of remainder interests in the
property at the time of B’s death
less
B’s share of uniform basis of the prop-
erty at the time of his death

342

205

C’s basis for the stock distributed to him upon the

termination of the trust 1,205

Example 3. Assume the same facts as in ex-
ample (2), except that the property trans-
ferred is depreciable. Assume further that
$100 of depreciation was allowed prior to B’s
death and that $50 of depreciation is allowed
between the time of B’s death and the termi-
nation of the trust. Upon A’s death termi-
nating the trust, C’s basis for the property
distributed to him is computed as follows:
Uniform basis of the property, adjusted

to date of termination of the trust:

Uniform basis immediately after de-

cedent’s death ...........cccccciiie $1,000
Depreciation allowed following de-
cedent’s death ..........ccccoceine 150
$350
plus
Value of remainder interest in the prop-
erty at the time of B’s death .............. 547
less
B’s share of uniform basis of the prop-
erty at the time of his death
(0.34185x$900, uniform basis at B’s
death) .o 308
_— 239
C’s basis for the property distributed to him upon
the termination of the trust .........ccocceveveieiinnn 1,089

(c) The rules stated in paragraph (a)
of this section do not apply where the
basis of the remainder interest in the
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hands of the remainderman’s trans-
feree is determined by reference to its
cost to such transferee. See also para-
graph (a) of §1.1014-4. Thus, if, in exam-
ple (1) of paragraph (b) of this section B
sold his remainder interest to C for $547
in cash, C’s basis for the stock distrib-
uted to him upon the death of A termi-
nating the trust is $547.

§1.1014-9 Special rule with respect to
DISC stock.

(@) In general. If property consisting
of stock of a DISC or former DISC (as
defined in section 992(a) (1) or (3) as the
case may be) is considered to have been
acquired from a decedent (within the
meaning of paragraph (a) or (b) of
§1.1014-2), the uniform basis of such
stock under section 1014, as determined
pursuant to §§1.1014-1 through 1.1014-8
shall be reduced as provided in this sec-
tion. Such uniform basis shall be re-
duced by the amount (hereinafter re-
ferred to in this section as the amount
of reduction), if any, which the dece-
dent would have included in his gross
income under section 995(c) as a divi-
dend if the decedent had lived and sold
such stock at its fair market value on
the estate tax valuation date. If the al-
ternate valuation date for Federal es-
tate tax purposes is elected under sec-
tion 2032, in computing the gain which
the decedent would have had if he had
lived and sold the stock on the alter-
nate valuation date, the decedent’s
basis shall be determined with reduc-
tion for any distributions with respect
to the stock which may have been
made, after the date of the decedent’s
death and on or before the alternate
valuation date, from the DISC’s pre-
viously taxed income (as defined in sec-
tion 996(f)(2)). For this purpose, the last
sentence of section 996(e)(2) (relating to
reductions of basis of DISC stock) shall
not apply. For purposes of this section,
if the corporation is not a DISC or
former DISC at the date of the dece-
dent’s death but is a DISC for a taxable
year which begins after such date and
on or before the alternate valuation
date, the corporation will be considered
to be a DISC or former DISC only if the
alternate valuation date is elected. The
provisions of this paragraph apply with
respect to stock of a DISC or former
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DISC which is included in the gross es-
tate of the decedent, including but not
limited to property which—

(1) Is acquired from the decedent be-
fore his death, and the entire property
is subsequently included in the dece-
dent’s gross estate for estate tax pur-
poses, or

(2) Is acquired property described in
paragraph (d) of §1.1014-3.

(b) Portion of property acquired from
decedent before his death included in de-
cedent’s gross estate—(1) In general. In
cases where, due to the operation of
the estate tax, only a portion of prop-
erty which consists of stock of a DISC
or former DISC and which is acquired
from a decedent before his death is in-
cluded in the decedent’s gross estate,
the uniform basis of such stock under
section 1014, as determined pursuant to
§§1.1014-1 through 1.1014-8, shall be re-
duced by an amount which bears the
same ratio to the amount of reduction
which would have been determined
under paragraph (a) of this section if
the entire property consisting of such
stock were included in the decedent’s
gross estate as the value of such prop-
erty included in the decedent’s gross
estate bears to the value of the entire
property.

(2) Example. The provisions of this
paragraph may be illustrated by the
following example:

Example: The decedent creates a trust dur-
ing his lifetime to pay the income to A for
life, remainder to B or his estate. The trust
instrument further provides that if the dece-
dent shall survive A, the income shall be
paid to the decedent for life. The decedent
predeceases A, so that, due to the operation
of the estate tax, only the present value of
the remainder interest is included in the de-
cedent’s gross estate. The trust consists of
100 shares of the stock of X corporation
(which is a DISC at the time the shares are
transferred to the trust and at the time of
the decedent’s death) with an adjusted basis
immediately prior to the decedent’s death of
$10,000 (as determined under section 1015). At
the time of the decedent’s death the value of
the stock is $20,000, and the value of the re-
mainder interest in the hands of B is $8,000.
Applying the principles of paragraph (b)(3)(i)
of §1.1014-6, the uniform basis of the entire
property following the decedent’s death,
prior to reduction pursuant to this para-
graph, is $14,000. The amount of reduction
which would have been determined under
paragraph (a) of this section if the entire
property consisting of such stock of X cor-
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poration were included in the decedent’s
gross estate is $5,000. The uniform basis of
the entire property following the decedent’s
death, as reduced pursuant to this para-
graph, is $12,000, computed as follows:
Uniform basis under section 1014(a),

prior to reduction pursuant to this

paragraph
Less decrease in uniform basis (deter-

mined by the following formula)

$14,000

2,000

[Reduction in uniform basis (to be de-
termined)/ $5,000 (amount of reduc-
tion if paragraph (a) applied)] =

[$8,000 (value of property included in
gross estate/$20,000 (value of en-
tire property)]

Uniform basis under section 1014(a)

reduced pursuant to this paragraph 12,000

(c) Estate tax valuation date. For pur-
poses of section 1014(d) and this sec-
tion, the estate tax valuation date is
the date of the decedent’s death or, in
the case of an election under section
2032, the applicable valuation date pre-
scribed by that section.

(d) Examples. The provisions of this
section may be illustrated by the fol-
lowing examples:

Example 1. At the date of A’s death, his
DISC stock has a fair market value of $100.
The estate does not elect the alternate valu-
ation allowed by section 2032, and A’s basis
in such stock is $60 at the date of his death.
The person who acquires such stock from the
decedent will take as a basis for such stock
its fair market value at A’s death ($100), re-
duced by the amount which would have been
included in A’s gross income under section
995(c) as a dividend if A had sold stock on the
date he died. Thus, if the amount that would
have been treated as a dividend under sec-
tion 995(c) were $30, such person will take a
basis of $70 for such stock ($100, reduced by
$30). If such person were immediately to sell
the DISC stock so received for $100, $30 of the
proceeds from the sale would be treated as a
dividend by such person under section 995(c).

Example 2. Assume the same facts as in ex-
ample (1) except that the estate elects the al-
ternate valuation allowed by section 2032,
the DISC stock has a fair market value of
$140 on the alternate valuation date, the
amount that would have been treated as a
dividend under section 995(c) in the event of
a sale on such date is $50 and the DISC has
$20 of previously taxed income which accrued
after the date of the decedent’s death and be-
fore the alternate valuation date. The basis
of the person who acquires such stock will be
$90 determined as follows:

(1) Fair market value of DISC stock at al-

ternate valuation date $140
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(2) Less: Amount which would have been
treated as a dividend under section

995(C) v 50
(3) Basis of person who acquires DISC
SIOCK v 90

If a distribution of $20 attributable to such
previously taxed income had been made by
the DISC on or before the alternate valu-
ation date (with the DISC stock having a fair
market value of $120 after such distribution),
the basis of the person who acquires such
stock will be $70 determined as follows:

(1) Fair market value of DISC stock at al-

ternate valuation date ...........cccccceeeunennn $120
(2) Less: Amount which would have been

treated as a dividend under section

995(C) vrveiiieiiii i 50
(3) Basis of person who acquires DISC

SEOCK .o 70

[T.D. 7283, 38 FR 20825, Aug. 3, 1973]

§1.1015-1 Basis of property acquired
by gift after December 31, 1920.

(a) General rule. (1) In the case of
property acquired by gift after Decem-
ber 31, 1920 (whether by a transfer in
trust or otherwise), the basis of the
property for the purpose of deter-
mining gain is the same as it would be
in the hands of the donor or the last
preceding owner by whom it was not
acquired by gift. The same rule applies
in determining loss unless the basis
(adjusted for the period prior to the
date of gift in accordance with sections
1016 and 1017) is greater than the fair
market value of the property at the
time of the gift. In such case, the basis
for determining loss is the fair market
value at the time of the gift.

(2) The provisions of subparagraph (1)
of this paragraph may be illustrated by
the following example.

Example: A acquires by gift income-pro-
ducing property which has an adjusted basis
of $100,000 at the date of gift. The fair mar-
ket value of the property at the date of gift
is $90,000. A later sells the property for
$95,000. In such case there is neither gain nor
loss. The basis for determining loss is $90,000;
therefore, there is no loss. Furthermore,
there is no gain, since the basis for deter-
mining gain is $100,000.

(3) If the facts necessary to deter-
mine the basis of property in the hands
of the donor or the last preceding
owner by whom it was not acquired by
gift are unknown to the donee, the dis-
trict director shall, if possible, obtain
such facts from such donor or last pre-
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ceding owner, or any other person cog-
nizant thereof. If the district director
finds it impossible to obtain such facts,
the basis in the hands of such donor or
last preceding owner shall be the fair
market value of such property as found
by the district director as of the date
or approximate date at which, accord-
ing to the best information the district
director is able to obtain, such prop-
erty was acquired by such donor or last
preceding owner. See paragraph (e) of
this section for rules relating to fair
market value.

(b) Uniform basis; proportionate parts
of. Property acquired by gift has a sin-
gle or uniform basis although more
than one person may acquire an inter-
est in such property. The uniform basis
of the property remains fixed subject
to proper adjustment for items under
sections 1016 and 1017. However, the
value of the proportionate parts of the
uniform basis represented, for instance,
by the respective interests of the life
tenant and remainderman are adjust-
able to reflect the change in the rel-
ative values of such interest on ac-
count of the lapse of time. The portion
of the basis attributable to an interest
at the time of its sale or other disposi-
tion shall be determined under the
rules provided in §1.1014-5. In deter-
mining gain or loss from the sale or
other disposition after October 9, 1969,
of a term interest in property (as de-
fined in §1.1001-1(f)(2)) the adjusted
basis of which is determined pursuant,
or by reference, to section 1015, that
part of the adjusted uniform basis as-
signable under the rules of §1.1014- 5(a)
to the interest sold or otherwise dis-
posed of shall be disregarded to the ex-
tent and in the manner provided by
section 1001(e) and §1.1001-1(f).

(c) Time of acquisition. The date that
the donee acquires an interest in prop-
erty by gift is when the donor relin-
quishes dominion over the property
and not necessarily when title to the
property is acquired by the donee.
Thus, the date that the donee acquires
an interest in property by gift where he
is a successor in interest, such as in
the case of a remainderman of a life es-
tate or a beneficiary of the distribution
of the corpus of a trust, is the date
such interests are created by the donor



