§1.1071-1

return or return of income for the tax-
able year in which the increase (or de-
crease) is properly taken into account.

(2) Transfers of interests in partner-
ships. For reporting requirements re-
lating to the transfer of a partnership
interest, see §1.755-1(d).

[T.D. 8940, 66 FR 9954, Feb. 13, 2001, as amend-
ed by T.D. 9059, 68 FR 34299, June 9, 2003]

CHANGES To EFFECTUATE F.C.C. PoLIcy

§1.1071-1 Gain from sale or exchange
to effectuate policies of Federal
Communications Commission.

(a)(1) At the election of the taxpayer,
section 1071 postpones the recognition
of the gain upon the sale or exchange
of property if the Federal Communica-
tions Commission grants the taxpayer
a certificate with respect to the owner-
ship and control of radio broadcasting
stations which is in accordance with
subparagraph (2) of this paragraph.
Any taxpayer desiring to obtain the
benefits of section 1071 shall file such
certificate with the Commissioner of
Internal Revenue, or the district direc-
tor for the internal revenue district in
which the income tax return of the tax-
payer is required to be filed.

(2)(i) In the case of a sale or exchange
before January 1, 1958, the certificate
from the Federal Communications
Commission must clearly identify the
property and show that the sale or ex-
change is necessary or appropriate to
effectuate the policies of such Commis-
sion with respect to the ownership and
control of radio broadcasting stations.

(i) In the case of a sale or exchange
after December 31, 1957, the certificate
from the Federal Communications
Commission must clearly identify the
property and show that the sale or ex-
change is necessary or appropriate to
effectuate a change in a policy of, or
the adoption of a new policy by, such
Commission with respect to the owner-
ship and control of radio broadcasting
stations.

(3) The certificate shall be accom-
panied by a detailed statement showing
the kind of property, the date of acqui-
sition, the cost or other basis of the
property, the date of sale or exchange,
the name and address of the transferee,
and the amount of money and the fair
market value of the property other

26 CFR Ch. | (4-1-04 Edition)

than money received upon such sale or
exchange.

(b) Section 1071 applies only in the
case of a sale or exchange made nec-
essary by reason of the Federal Com-
munications Commission’s policies as
to ownership or control of radio facili-
ties. Section 1071 does not apply in the
case of a sale or exchange made nec-
essary as a result of other matters,
such as the operation of a broadcasting
station in a manner determined by the
Commission to be not in the public in-
terest or in violation of Federal or
State law.

(c) An election to have the benefits of
section 1071 shall be made in the man-
ner prescribed in §1.1071-4.

(d) For purposes of section 1071, the
term radio broadcasting includes tele-
casting.

§1.1071-2 Nature and effect of elec-
tion.

(a) Alternative elections. (1) A taxpayer
entitled to the benefits of section 1071
in respect of a sale or exchange of prop-
erty may elect—

(i) To treat such sale or exchange as
an involuntary conversion under the
provisions of section 1033; or

(i) To treat such sale or exchange as
an involuntary conversion under the
provisions of section 1033, and in addi-
tion elect to reduce the basis of prop-
erty, in accordance with the regula-
tions prescribed in §1.1071-3, by all or
part of the gain that would otherwise
be recognized under section 1033; or

(iii) To reduce the basis of property,
in accordance with the regulations pre-
scribed in §1.1071-3, by all or part of
the gain realized upon the sale or ex-
change.

(2) The effect of the provisions of sub-
paragraph (1) of this paragraph is, in
general, to grant the taxpayer an elec-
tion to treat the proceeds of the sale or
exchange as the proceeds of an involun-
tary conversion subject to the provi-
sions of section 1033, and a further elec-
tion to reduce the basis of certain prop-
erty owned by the taxpayer by the
amount of the gain realized upon the
sale or exchange to the extent of that
portion of the proceeds which is not
treated as the proceeds of an involun-
tary conversion.
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(3) An election in respect to a sale or
exchange under section 1071 shall be ir-
revocable and binding for the taxable
year in which the sale or exchange
takes place and for all subsequent tax-
able years.

(b) Application of section 1033. (1) If
the taxpayer elects, under either para-
graph (a)(1) (i) or (ii) of this section, to
treat the sale or exchange as an invol-
untary conversion, the provisions of
section 1033, as modified by section
1071, together with the regulations pre-
scribed under such sections, shall be
applicable in determining the amount
of recognized gain and the basis of
property required as a result of such
sale or exchange. For the purposes of
section 1071 and the regulations there-
under, stock of a corporation operating
a radio broadcasting station shall be
treated as property similar or related
in service or use to the property sold or
exchanged. Securities of such a cor-
poration other than stock, or securities
of a corporation not operating a radio
broadcasting station, do not constitute
property similar or related in service
or use to the property sold or ex-
changed. If the taxpayer exercises the
election referred to in paragraph
(@)(1)(1) of this section, the gain real-
ized upon such sale or exchange shall
be recognized to the extent of that part
of the money received upon the sale or
exchange which is not expended in the
manner prescribed in section 1033 and
the regulations thereunder. If, how-
ever, the taxpayer exercises the elec-
tions referred to in paragraph (a)(1)(ii)
of this section, the amount of the gain
which would be recognized, determined
in the same manner as in the case of an
election under paragraph (a)(1)(i) of
this section, shall not be recognized
but shall be applied to reduce the basis
of property, remaining in the hands of
the taxpayer after such sale or ex-
change or acquired by him during the
same taxable year, which is of a char-
acter subject to the allowance for de-
preciation under section 167. Such re-
duction of basis shall be made in ac-
cordance with and under the conditions
prescribed by §1.1071-3.

(2) In the application of section 1033
to determine the recognized gain and
the basis of property acquired as a re-
sult of a sale or exchange pursuant to

§1.1071-2

an election under paragraph (a)(1) (i) or
(ii) of this section, the entire amount
of the proceeds of such sale or ex-
change shall be taken into account.

(c) Example. The application of the
provisions of section 1071 may be illus-
trated by the following example:

Example: A, who makes his return on a cal-
endar year basis, sold in 1954, for $100,000
cash, stock of X Corporation, which operates
a radio broadcasting station. A’s basis of this
stock was $75,000. The sale was certified by
the Federal Communications Commission as
provided in section 1071. Soon after, in the
same taxable year, A used $50,000 of the pro-
ceeds of the sale to purchase stock in Y Cor-
poration, which operates a radio broad-
casting station. A elected in his 1954 return
to treat such sale and purchase as an invol-
untary conversion subject to the provisions
of section 1033. He also elected at the same
time to reduce the basis of depreciable prop-
erty by the amount of the gain that other-
wise would be recognized under the provi-
sions of section 1033, as made applicable by
section 1071. The sale results in a recognized
gain of $25,000 under section 1033. However,
this gain is not recognized in this case be-
cause the taxpayer elected to reduce the
basis of other property by the amount of the
gain. This may be shown as follows:

(1) Sale price of X Corporation stock .. $100,000
Basis for gain or l0Ss .........cccceeverennenes 75,000
Gain realized .........cccceeveeiiveiieens 25,000
Proceeds of sale ........cccceeveeviiecieeeneenn 100,000
Amount expended to replace property
sold 50,000
Amount not expended in manner
prescribed in section 1033 ........ 50,000
Realized gain, recognized under sec-
tion 1033 (not to exceed the unex-
pended portion of proceeds of sale) 25,000
Less: Amount applied as a reduction
of basis of depreciable property ...... 25,000
Recognized gain for tax purposes None

(2) The basis of Y Corporation stock in the
hands of A is $50,000, computed in accordance
with section 1033 and the regulations pre-
scribed under that section. The $50,000 basis
is computed as follows:

Basis of property sold (converted) ...... $75,000
Less: Amount of proceeds not ex-
pended ... 50,000
Balance .......cccoeveeiieiiieieeieeeen 25,000
Plus amount of gain recognized under
section 1033 ..., 25,000
Basis of Y Corporation stock in
A’'shands ........ccoeviiiiiiiiiicens 50,000
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