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deemed to include a reference to cor-
responding provisions of prior internal
revenue laws.

§1.1082-3 Reduction of basis of prop-
erty by reason of gain not recog-
nized under section 1081(b).

(a) Introductory. In addition to the
adjustments provided in section 1016
and other applicable provisions of
chapter 1 of the Code, and the regula-
tions relating thereto, which are re-
quired to be made with respect to the
cost or other basis of property, section
1082(a)(2) provides that a further ad-
justment shall be made in any case in
which there shall have been a non-
recognition of gain under section
1081(b). Such further adjustment shall
be made with respect to the basis of
the property in the hands of the trans-
feror immediately after the transfer
and of the property acquired within 24
months after such transfer by an ex-
penditure or investment to which sec-
tion 1081(b) relates, and on account of
which expenditure or investment gain
is not recognized. If the property is in
the hands of the transferor imme-
diately after the transfer, the time of
reduction is the day of the transfer; in
all other cases the time of reduction is
the date of acquisition. The effect of
applying an amount in reduction of
basis of property under section 1081 (b)
is to reduce by such amount the basis
for determining gain upon sale or other
disposition, the basis for determining
loss upon sale or other disposition, the
basis for depreciation and for deple-
tion, and any other amount which the
Code prescribes shall be the same as
any of such bases. For the purposes of
the application of an amount in reduc-
tion of basis under section 1081(b),
property is not considered as having a
basis capable of reduction if—

(1) It is money, or

(2) If its adjusted basis for deter-
mining gain at the time the reduction
is to be made is zero, or becomes zero
at any time in the application of sec-
tion 1081 (b).

(b) General rule. (1) Section 1082 (a)(2)
sets forth seven categories of property,
the basis of which for determining gain
or loss shall be reduced in the order
stated.
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(2) If any of the property in the first
category has a basis capable of reduc-
tion, the reduction must first be made
before applying an amount in reduction
of the basis of any property in the sec-
ond or in a succeeding category, to
each of which in turn a similar rule is
applied.

(3) In the application of the rule to
each category, the amount of the gain
not recognized shall be applied to re-
duce the cost or other basis of all the
property in the category as follows:
The cost or other basis (at the time im-
mediately after the transfer or, if the
property is not then held but is there-
after acquired, at the time of such ac-
quisition) of each unit of property in
the first category shall be decreased
(but the amount of the decrease shall
not be more than the amount of the ad-
justed basis at such time for deter-
mining gain, determined without re-
gard to this section) in an amount
equal to such proportion of the unrec-
ognized gain as the adjusted basis (for
determining gain, determined without
regard to this section) at such time of
each unit of property of the taxpayer
in that category bears to the aggregate
of the adjusted basis (for determining
gain, computed without regard to this
section) at such time of all the prop-
erty of the taxpayer in that category.
When such adjusted basis of the prop-
erty in the first category has been thus
reduced to zero, a similar rule shall be
applied, with respect to the portion of
such gain which is unabsorbed in such
reduction of the basis of the property
in such category, in reducing the basis
of the property in the second category.
A similar rule with respect to the re-
maining unabsorbed gain shall be ap-
plied in reducing the basis of the prop-
erty in the next succeeding category.

(c) Special cases. (1) With the consent
of the Commissioner, the taxpayer
may, however, have the basis of the
various units of property within a par-
ticular category specified in section
1082(a)(2) adjusted in a manner dif-
ferent from the general rule set forth
in paragraph (b) of this section. Vari-
ations from such general rule may, for
example, involve adjusting the basis of
only certain units of the taxpayer’s
property within a given category. A re-
quest for variations from the general
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rule should be filed by the taxpayer
with its income tax return for the tax-
able year in which the transfer of prop-
erty has occurred.

(2) Agreement between the taxpayer
and the Commissioner as to any vari-
ations from such general rule shall be
effective only if incorporated in a clos-
ing agreement entered into under the
provisions of section 7121. If no such
agreement is entered into by the tax-
payer and the Commissioner, then the
consent filed on Form 982 shall (except
as otherwise provided in this subpara-
graph) be deemed to be a consent to the
application of such general rule, and
such general rule shall apply in the de-
termination of the basis of the tax-
payer’s property. If, however, the tax-
payer specifically states on such form
that it does not consent to the applica-
tion of the general rule, then, in the
absence of a closing agreement, the
document filed shall not be deemed a
consent within the meaning of section
1081(b)(4).

[T.D. 6500, 25 FR 11910, Nov. 26, 1960, as
amended by T.D. 7517, 42 FR 58935, Nov. 14,
1977]

§1.1082-4 Basis of property acquired
by corporation under section
1081(a), 1081(b), or 1081(e) as con-
tribution of capital or surplus, or in
consideration for its own stock or
securities.

If, in connection with an exchange of
stock or securities for stock or securi-
ties as described in section 1081(a), or
an exchange of property for property as
described in section 1081(b), or an ex-
change as described in section 1081(e),
property is acquired by a corporation
by the issuance of its stock or securi-
ties, the basis of such property shall be
determined under section 1082(b). If the
corporation issued its stock or securi-
ties as part or sole consideration for
the property acquired, the basis of the
property in the hands of the acquiring
corporation is the basis (adjusted to
the date of the exchange) which the
property would have had in the hands
of the transferor if the transfer had not
been made, increased in the amount of
gain or decreased in the amount of loss
recognized under section 1081 to the
transferor upon the transfer. If any
property is acquired by a corporation
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from a shareholder as paid-in surplus,
or from any person as a contribution to
capital, the basis of the property to the
corporation is the basis (adjusted to
the date of acquisition) of the property
in the hands of the transferor.

§1.1082-5 Basis of property acquired
by shareholder upon tax-free dis-
tribution under section 1081(c) (1)
or (2).

(a) Stock or securities. If there was dis-
tributed to a shareholder in a corpora-
tion which is a registered holding com-
pany or a majority-owned subsidiary
company, stock or securities (other
than stock or securities which are non-
exempt property), and if by virtue of
section 1081 (c)(1) no gain was recog-
nized to the shareholder upon such dis-
tribution, then the basis of the stock in
respect of which the distribution was
made must be apportioned between
such stock and the stock or securities
so distributed to the shareholder. The
basis of the old shares and the stock or
securities received upon the distribu-
tion shall be determined in accordance
with the following rules:

(1) If the stock or securities received
upon the distribution consist solely of
stock in the distributing corporation
and the stock received is all of substan-
tially the same character and pref-
erence as the stock in respect of which
the distribution is made, the basis of
each share will be the quotient of the
cost or other basis of the old shares of
stock divided by the total number of
the old and the new shares.

(2) If the stock or securities received
upon the distribution are in whole or in
part stock in a corporation other than
the distributing corporation, or are in
whole or in part stock of a character or
preference materially different from
the stock in respect of which the dis-
tribution is made, or if the distribution
consists in whole or in part of securi-
ties other than stock, the cost or other
basis of the stock in respect of which
the distribution is made shall be appor-
tioned between such stock and the
stock or securities distributed in pro-
portion, as nearly as may be, to the re-
spective values of each class of stock or
security, old and new, at the time of
such distribution, and the basis of each
share of stock or unit of security will
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