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determining gain is the cost or other
basis, adjusted as provided in section
1016 and other applicable provisions of
chapter 1 of the Code, or its fair mar-
ket value as of March 1, 1913, whichever
is greater.

(b) Basis for determining loss. In the
case of property acquired before March
1, 1913, the basis as of March 1, 1913, for
determining loss is the basis deter-
mined in accordance with part Il (sec-
tion 1011 and following), subchapter O,
chapter 1 of the Code, or other applica-
ble provisions of chapter 1 of the Code,
without reference to the fair market
value as of March 1, 1913.

(c) Example. The application of para-
graphs (a) and (b) of this section may
be illustrated by the following exam-
ple:

Example: (i) On March 1, 1908, a taxpayer
purchased for $100,000, property having a use-
ful life of 50 years. Assuming that there were
no capital improvements to the property, the
depreciation sustained on the property be-
fore March 1, 1913, was $10,000 (5 years @
$2,000), so that the original cost adjusted, as
of March 1, 1913, for depreciation sustained
prior to that date is $90,000. On that date the
property had a fair market value of $94,500
with a remaining life of 45 years.

(ii) For the purpose of determining gain
from the sale or other disposition of the
property on March 1, 1954, the basis of the
property is the fair market value of $94,500 as
of March 1, 1913, adjusted for depreciation al-
lowed or allowable after February 28, 1913,
computed on $94,500. Thus, the substituted
basis, $94,500, is reduced by the depreciation
adjustment from March 1, 1913, to February
28, 1954, in the aggregate of $86,100 (41 years
@ $2,100), leaving an adjusted basis for deter-
mining gain of $8,400 ($94,500 less $86,100).

(iii) For the purpose of determining loss
from the sale or other disposition of such
property on March 1, 1954, the basis of the
property is its cost, adjusted for depreciation
sustained before March 1, 1913, computed on
cost, and the amount of depreciation allowed
or allowable after February 28, 1913, com-
puted on the fair market value of $94,500 as
of March 1, 1913. In this example, the amount
of depreciation sustained before March 1,
1913, is $10,000 and the amount of deprecia-
tion determined for the period after Feb-
ruary 28, 1913, is $86,100. Therefore, the aggre-
gate amount of depreciation for which the
cost ($100,000) should be adjusted is $96,100
($10,000 plus $86,100), and the adjusted basis
for determining loss on March 1, 1954, is
$3,900 ($100,000 less $96,100).

(d) Fair market value. The determina-
tion of the fair market value of prop-
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erty on March 1, 1913, is generally a
question of fact and shall be estab-
lished by competent evidence. In deter-
mining the fair market value of stock
or other securities, due regard shall be
given to the fair market value of the
corporate assets as of such date, and
other pertinent factors. In the case of
property traded in on public exchanges,
actual sales on or near the basic date
afford evidence of value. In general, the
fair market value of a block or aggre-
gate of a particular kind of property is
not to be determined by a forced-sale
price, or by an estimate of what a
whole block or aggregate would bring if
placed upon the market at one and the
same time. In such a case the value
should be determined by ascertaining
as the basis the fair market value of
each unit of the property. All relevant
facts and elements of value as of the
basic date should be considered in each
case.

§1.1054-1 Certain stock of Federal Na-
tional Mortgage Association.

(a) In general. The basis in the hands
of the initial holder of a share of stock
which is issued pursuant to section
303(c) of the Federal National Mortgage
Association Charter Act (12 U.S.C., sec-
tion 1718) in a taxable year beginning
after December 31, 1959, shall be an
amount equal to the issuance price of
the stock reduced by the amount, if
any, required by section 162(d) to be
treated (with respect to such share) as
an ordinary and necessary business ex-
pense. See section 162(d) and §1.162-19.
For purposes of this section the initial
holder is the original purchaser who is
issued stock of the Federal National
Mortgage Association (FNMA) pursu-
ant to section 303(c) of the Act and who
appears on the books of FNMA as the
initial holder. See §1.162-19.

(b) Example. The provisions of this
section may be illustrated by the fol-
lowing example:

Example: Pursuant to section 303(c) of the
Federal National Mortgage Association
Charter Act a certificate of FNMA stock is
issued to A as of January 1, 1961. The
issuance price of the stock was $100 and the
fair market value of the stock on the date of
issue was $69. A was required by section
162(d) to treat $31 as a business expense for
the year 1961. The basis of the share of stock
in the hands of A, the initial holder, shall be
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$69, the amount paid for the stock ($100) re-
duced by $31.

[T.D. 6690, 28 FR 12254, Nov. 19, 1963]

§1.1055-1 General rule with respect to
redeemable ground rents.

(a) Character of a redeemable ground
rent. For purposes of subtitle A of the
Code (1) a redeemable ground rent (as
defined in section 1055(c) and paragraph
(b) of this section) shall be treated as
being in the nature of a mortgage, and
(2) real property held subject to liabil-
ities under such a redeemable ground
rent shall be treated as held subject to
liabilities under a mortgage. Thus,
under section 1055(a) and this para-
graph, the transfer of property subject
to a redeemable ground rent has the
same effect as the transfer of property
subject to a mortgage, the acquisition
of property subject to a redeemable
ground rent is to be treated the same
as the acquisition of property subject
to a mortgage, and the holding of prop-
erty subject to a redeemable ground
rent is to be treated in the same man-
ner as the holding of property subject
to a mortgage. See section 163(c) for
the treatment of any annual or peri-
odic rental payment under a redeem-
able ground rent as interest.

(b) Definition of redeemable ground
rent. For purposes of subtitle A of the
Code, the term redeemable ground rent
means only a ground rent with respect
to which all the following conditions
are met:

(1) There is a lease of land which is
assignable by the lessee without the
consent of the lessor.

(2) The term of the lease is for a pe-
riod in excess of 15 years, taking into
account all periods for which the lease
may be renewed at the option of the
lessee.

(3) The lessee has a present or future
right to terminate the lease and to ac-
quire the lessor’s interest in the land
(i.e., to redeem the ground rent) by the
payment of a determined or deter-
minable amount, which amount is re-
ferred to in §§1.1055-2, 1.1055-3, and
1.1055-4 as a redemption price. Such
right must exist by virtue of State or
local law. If the lessee’s right to termi-
nate the lease and to acquire the les-
sor’s interest is not granted by State or
local law but exists solely by virtue of
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a private agreement or privately cre-
ated condition, the ground rent is not a
redeemable ground rent.

(4) The lessor’s interest in the land
subject to the lease is primarily a secu-
rity interest to protect the payment to
him of the annual or periodic rental
payments due under the lease.

(c) Effective date. In general, the pro-
visions of section 1055 and paragraph
(a) of this section take effect on April
11, 1963, and apply with respect to tax-
able years ending on or after such date.
See §1.1055-3 for rules for determining
the basis of real property acquired sub-
ject to liabilities under a redeemable
ground rent regardless of when such
property was acquired. See also §1.1055-
4 for rules for determining the basis of
a redeemable ground rent in the hands
of a holder who reserved or created
such ground rent in connection with a
transfer, occurring before April 11, 1963,
of the right to hold real property sub-
ject to liabilities under such ground
rent.

[T.D. 6821, 30 FR 6216, May 4, 1965]

§1.1055-2 Determination of amount re-
alized on the transfer of the right to
hold real property subject to liabil-
ities under a redeemable ground
rent.

In determining the amount realized
from a transfer, occurring on or after
April 11, 1963, of the right to hold real
property subject to liabilities under a
redeemable ground rent, such ground
rent shall be accounted for in the same
manner as a mortgage for an amount of
money equal to the redemption price of
the ground rent. The provisions of this
section apply in respect of any such
transfer even though such ground rent
was created prior to April 11, 1963. For
provisions relating to the determina-
tion of the amount of and recognition
of gain or loss from the sale or other
disposition of property, see section 1001
and the regulations thereunder.

[T.D. 6821, 30 FR 6217, May 4, 1965]

§1.1055-3 Basis of real property held
subject to liabilities under a re-
deemable ground rent.

(a) In general. The provisions of sec-
tion 1055(a) and paragraph (a) of
§1.1055-1 are applicable in determining
the basis of real property held on or
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