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December 31, 1953, although such sale 
may occur in a taxable year subject to 
the Internal Revenue Code of 1939. 
Similarly, the rule in paragraph (h) of 
this section that involuntary conver-
sions of personal residences are not to 
be treated as sales for purposes of sec-
tion 1034 but are governed by section 
1033 applies to any such involuntary 
conversion made after December 31, 
1953, although such involuntary con-
version may occur in a taxable year 
subject to the Internal Revenue Code of 
1939. The rule in paragraph (e) of this 
section requiring an adjustment to the 
basis of a new residence, the purchase 
of which results (under section 1034, or 
section 112(n) of the Internal Revenue 
Code of 1939) in the nonrecognition of 
gain on the sale of an old residence, ap-
plies in determining the adjusted basis 
of the new residence at any time fol-
lowing such sale, although such sale 
may occur in a taxable year subject to 
the Internal Revenue Code of 1939. 

[T.D. 6500, 25 FR 11910, Nov. 26, 1960, as 
amended by T.D. 6916, 32 FR 5924, Apr. 13, 
1967; 32 FR 6971, May 6, 1967; T.D. 7404, 41 FR 
6758, Feb. 13, 1976; T.D. 7625, 44 FR 31013, May 
30, 1979] 

§ 1.1035–1 Certain exchanges of insur-
ance policies. 

Under the provisions of section 1035 
no gain or loss is recognized on the ex-
change of: 

(a) A contract of life insurance for 
another contract of life insurance or 
for an endowment or annuity contract 
(section 1035(a)(1)); 

(b) A contract of endowment insur-
ance for another contract of endow-
ment insurance providing for regular 
payments beginning at a date not later 
than the date payments would have 
begun under the contract exchanged, or 
an annuity contract (section 1035(a)(2)); 
or 

(c) An annuity contract for another 
annuity contract (section 1035(a)(3)), 
but section 1035 does not apply to such 
exchanges if the policies exchanged to 
not relate to the same insured. The ex-
change, without recognition of gain or 
loss, of an annuity contract for another 
annuity contract under section 
1035(a)(3) is limited to cases where the 
same person or persons are the obligee 
or obligees under the contract received 

in exchange as under the original con-
tract. This section and section 1035 do 
not apply to transactions involving the 
exchange of an endowment contract or 
annuity contract for a life insurance 
contract, nor an annuity contract for 
an endowment contract. In the case of 
such exchanges, any gain or loss shall 
be recognized. In the case of exchanges 
which would be governed by section 
1035 except for the fact that the prop-
erty received in exchange consists not 
only of property which could otherwise 
be received without the recognition of 
gain or loss, but also of other property 
or money, see section 1031 (b) and (c) 
and the regulations thereunder. Such 
an exchange does not come within the 
provisions of section 1035. Determina-
tion of the basis of property acquired 
in an exchange under section 1035(a) 
shall be governed by section 1031(d) and 
the regulations thereunder. 

§ 1.1036–1 Stock for stock of the same 
corporation. 

(a) Section 1036 permits the ex-
change, without the recognition of gain 
or loss, of common stock for common 
stock, or of preferred stock for pre-
ferred stock, in the same corporation. 
Section 1036 applies even though voting 
stock is exchanged for nonvoting stock 
or nonvoting stock is exchanged for 
voting stock. It is not limited to an ex-
change between two individual stock-
holders; it includes a transaction be-
tween a stockholder and the corpora-
tion. However, a transaction between a 
stockholder and the corporation may 
qualify not only under section 1036(a), 
but also under section 368(a)(1)(E) (re-
capitalization) or section 305(a) (dis-
tribution of stock and stock rights). 
The provisions of section 1036(a) do not 
apply if stock is exchanged for bonds, 
or preferred stock is exchanged for 
common stock, or common stock is ex-
changed for preferred stock, or com-
mon stock in one corporation is ex-
changed for common stock in another 
corporation. See paragraph (l) of sec-
tion 1301–1 for certain transactions 
treated as distributions under section 
301. See paragraph (e)(5) of § 1.368–2 for 
certain transactions which result in 
deemed distributions under section 
305(c) to which sections 305(b)(4) and 301 
apply. 
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(b) For rules relating to recognition 
of gain or loss where an exchange is 
not wholly in kind, see subsections (b) 
and (c) of section 1031. For rules relat-
ing to the basis of property acquired in 
an exchange described in paragraph (a) 
of this section, see subsection (d) of 
section 1031. 

(c) A transfer is not within the provi-
sions of section 1036(a) if as part of the 
consideration the other party to the 
exchange assumes a liability of the 
taxpayer (or if the property transferred 
is subject to a liability), but the trans-
fer, if otherwise qualified, will be with-
in the provisions of section 1031(b). 

(d) Nonqualified preferred stock. See 
§ 1.356–7(a) for the applicability of the 
definition of nonqualified preferred 
stock in section 351(g)(2) for stock 
issued prior to June 9, 1997, and for 
stock issued in transactions occurring 
after June 8, 1997, that are described in 
section 1014(f)(2) of the Taxpayer Relief 
Act of 1997, Public Law 105–34 (111 Stat. 
788, 921). 

[T.D. 6500, 25 FR 11910, Nov. 26, 1960, as 
amended by T.D. 7281, 38 FR 18540, July 12, 
1973; T.D. 8904, 65 FR 58652, Oct. 2, 2000] 

§ 1.1037–1 Certain exchanges of United 
States obligations. 

(a) Nonrecognition of gain or loss—(1) 
In general. Section 1037(a) provides for 
the nonrecognition of gain or loss on 
the surrender to the United States of 
obligations of the United States issued 
under the Second Liberty Bond Act (31 
U.S.C. 774(2)) when such obligations are 
exchanged solely for other obligations 
issued under that Act and the Sec-
retary provides by regulations promul-
gated in connection with the issue of 
such other obligations that gain or loss 
is not to be recognized on such ex-
change. It is not necessary that at the 
time of the exchange the obligation 
which is surrendered to the United 
States be a capital asset in the hands 
of the taxpayer. For purposes of sec-
tion 1037(a) and this subparagraph, a 
circular of the Treasury Department 
which offers to exchange obligations of 
the United States issued under the Sec-
ond Liberty Bond Act for other obliga-
tions issued under that Act shall con-
stitute regulations promulgated by the 
Secretary in connection with the issue 
of the obligations offered to be ex-

changed if such circular contains a dec-
laration by the Secretary that no gain 
or loss shall be recognized for Federal 
income tax purposes on the exchange 
or grants the privilege of continuing to 
defer the reporting of the income of the 
bonds exchanged until such time as the 
bonds received in the exchange are re-
deemed or disposed of, or have reached 
final maturity, whichever is earlier. 
See, for example, regulations of the 
Bureau of the Public Debt, 31 CFR part 
339, or Treasury Department Circular 
1066, 26 FR 8647. The application of sec-
tion 1037(a) and this subparagraph will 
not be precluded merely because the 
taxpayer is required to pay money on 
the exchange. See section 1031 and the 
regulations thereunder if the taxpayer 
receives money on the exchange. 

(2) Recognition of gain or loss post-
poned. Gain or loss which has been re-
alized but not recognized on the ex-
change of a U.S. obligation for another 
such obligation because of the provi-
sions of section 1037(a) (or so much of 
section 1031 (b) or (c) as related to sec-
tion 1037(a)) shall be recognized at such 
time as the obligation received in the 
exchange is disposed of, or redeemed, 
in a transaction other than an ex-
change described in section 1037(a) (or 
so much of section 1031 (b) or (c) as re-
lates to section 1037(a)) or reaches final 
maturity, whichever is earlier, to the 
extent gain or loss is realized on such 
later transaction. 

(3) Illustrations. The application of 
this paragraph may be illustrated by 
the following examples, in which it is 
assumed that the taxpayer uses the 
cash receipts and disbursements meth-
od of accounting and has never elected 
under section 454(a) to include in gross 
income currently the annual increase 
in the redemption price of non-inter-
est-bearing obligations issued at a dis-
count. In addition, it is assumed that 
the old obligations exchanged are cap-
ital assets transferred in an exchange 
in respect of which regulations are pro-
mulgated pursuant to section 1037(a): 

Example 1. A, the owner of a $1,000 series E 
U.S. savings bond purchased for $750 and 
bearing an issue date of May 1, 1945, surren-
ders the bond to the United States in ex-
change solely for series H U.S. savings bonds 
on February 1, 1964, when the series E bond 
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