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gain recognized from the sale of the QSB 
stock is $1,000. 

(v) A’s basis in the replacement QSB stock 
is $3,000 (cost of the replacement QSB stock, 
$5,500, reduced by the gain not recognized 
under section 1045, $2,500). 

Example 11. Sale by partner of QSB stock re-
ceived in a nonliquidating distribution. (i) The 
facts are the same as in Example 10, except 
that, on June 1, 2011, PRS distributes only 
$2,000 of the QSB stock to A, reducing A’s in-
terest in PRS capital from 60 percent to 33 
percent. PRS’ basis in the distributed QSB 
stock is $1,500. On November 1, 2011, A sells 
for $2,500 the QSB stock distributed by PRS 
to A and purchases, within 60 days of the 
date of sale of the QSB stock, replacement 
QSB stock for $2,500. A makes a timely elec-
tion to apply section 1045 with respect to A’s 
sale of the distributed QSB stock. 

(ii) Under section 732, A’s basis in the dis-
tributed QSB stock is $1,500. Therefore, A re-
alizes a gain on the sale of the distributed 
QSB stock of $1,000. Because A made an elec-
tion to apply section 1045 to the sale, and be-
cause A purchased, within 60 days of A’s sale 
of the QSB stock, replacement QSB stock at 
a cost equal to the amount realized on the 
sale of the distributed QSB stock, A defers 
recognition of the gain from the sale of the 
QSB stock to the extent that such gain does 
not exceed the distribution nonrecognition 
limitation. 

(iii) Under paragraph (e)(3) of this section, 
the nonrecognition limitation with respect 
to A’s sale of the QSB stock is A’s section 
1045 amount realized reduced by A’s section 
1045 adjusted basis. Because PRS did not dis-
tribute all of the particular type of QSB 
stock and the distribution of the QSB stock 
to A was not in liquidation of A’s interest in 
PRS, under paragraph (e)(3)(ii)(C) of this sec-
tion A’s section 1045 amount realized is $1,250 
(A’s amount realized from the sale of the dis-
tributed QSB stock, $2,500, multiplied by A’s 
smallest percentage interest in PRS capital 
with respect to such stock, 50 percent). 
Under paragraph (e)(3)(iii)(B) of this section, 
A’s section 1045 adjusted basis is the product 
of the partnership’s basis in the QSB stock 
sold by the partner, $1,500, and A’s smallest 
percentage interest in the partnership cap-
ital with respect to such stock, 50 percent. 
Therefore, A’s section 1045 adjusted basis is 
$750 (50 percent of $1,500), and A’s non-
recognition limitation amount on the sale of 
the QSB stock is $500 ($1,250 section 1045 
amount realized minus $750 section 1045 ad-
justed basis). As this amount is less than the 
amount of gain that A is eligible to defer 
under section 1045, $1,000, A defers recogni-
tion of only $500 of the gain from the sale of 
the QSB stock. A must recognize the remain-
ing $500 of that gain. 

(iv) A’s basis in the replacement QSB stock 
is $2,000 (cost of the replacement QSB stock, 

$2,500, reduced by the gain not recognized 
under section 1045, $500). 

Example 12. Contribution of replacement QSB 
stock to a partnership. (i) On January 1, 2008, 
A, an individual, B, an individual, and X, a C 
corporation, form PRS, a partnership. A, B, 
and X each contribute $250 to PRS and agree 
to share all partnership items equally. On 
February 1, 2008, PRS purchases QSB stock 
for $750. PRS sells the QSB stock on Novem-
ber 3, 2008, for $1,050. PRS realizes $300 of 
gain from the sale of the QSB stock (none of 
which is treated as ordinary income) and al-
locates $100 of gain to each of its partners. 
PRS informs the partners that it does not in-
tend to make an election under section 1045 
with respect to the sale of the QSB stock. 
Each partner’s share of the amount realized 
from the sale of the QSB stock is $350. On 
November 30, 2008, A, an eligible partner 
within the meaning of paragraph (g)(3) of 
this section, purchases replacement QSB 
stock for $350 and makes a section 1045 elec-
tion under paragraph (c)(1) of this section. 
Subsequently, A transfers the replacement 
QSB stock to ABC, a partnership, in ex-
change for an interest in ABC. 

(ii) Because A purchased within 60 days of 
PRS’ sale of the QSB stock, replacement 
QSB stock for a cost equal to A’s share of the 
partnership’s amount realized on the sale of 
the QSB stock, and because A made a valid 
election to apply section 1045 with respect to 
A’s share of the gain from PRS’ sale of the 
QSB stock, A does not recognize A’s $100 dis-
tributive share of the gain from PRS’ sale of 
the QSB stock. Before the contribution of 
the replacement QSB stock to ABC, A’s ad-
justed basis in the replacement QSB stock is 
$250 ($350 cost minus $100 nonrecognition 
amount). A does not recognize gain upon the 
contribution of QSB stock to ABC under sec-
tion 721(a). Upon the contribution of the re-
placement QSB stock to ABC, A’s basis in 
the ABC partnership interest is $250, and 
ABC’s basis in the replacement QSB stock is 
$250. However, the replacement QSB stock 
does not qualify as QSB stock in ABC’s 
hands. Neither A nor ABC will be eligible to 
defer gain under section 1045 on a subsequent 
sale of the replacement QSB stock. 

(j) Effective date/applicability—In gen-
eral. This section applies to sales of 
QSB stock on or after August 14, 2007. 

[T.D. 9353, 72 FR 45349, Aug. 14, 2007, as 
amended by T.D. 9353, 72 FR 57487, Oct. 10, 
2007] 

SPECIAL RULES 

§ 1.1051–1 Basis of property acquired 
during affiliation. 

(a)(1) The basis of property acquired 
by a corporation during a period of af-
filiation from a corporation with which 
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it was affiliated shall be the same as it 
would be in the hands of the corpora-
tion from which acquired. This rule is 
applicable if the basis of the property 
is material in determining tax liability 
for any year, whether a separate return 
or a consolidated return is made in re-
spect of such year. For the purpose of 
this section, the term period of affili-
ation means the period during which 
such corporations were affiliated (de-
termined in accordance with the law 
applicable thereto), but does not in-
clude any taxable year beginning on or 
after January 1, 1922, unless a consoli-
dated return was made, nor any tax-
able year after the taxable year 1928. 

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

Example: The X Corporation, the Y Cor-
poration, and the Z Corporation were affili-
ated for the taxable year 1920. During that 
year the X Corporation transferred assets to 
the Y Corporation for $120,000 cash, and the 
Y Corporation in turn transferred the assets 
during the same year to the Z Corporation 
for $130,000 cash. The assets were acquired by 
the X Corporation in 1916 at a cost of 
$100,000. The basis of the assets in the hands 
of the Z Corporation is $100,000. 

(b) The basis of property acquired by 
a corporation during any period, in the 
taxable year 1929 or any subsequent 
taxable year, in respect of which a con-
solidated return was made or was re-
quired under the regulations governing 
the making of consolidated returns, 
shall be determined in accordance with 
such regulations. The basis in the case 
of property held by a corporation dur-
ing any period, in the taxable year 1929 
or any subsequent taxable year, in re-
spect of which a consolidated return is 
made or is required under the regula-
tions governing the making of consoli-
dated returns, shall be adjusted in re-
spect of any items relating to such pe-
riod in accordance with such regula-
tions. 

(c) Except as otherwise provided in 
the regulations promulgated under sec-
tion 1502 of the Internal Revenue Code 
of 1954 or the regulations under section 
141 of the Internal Revenue Code of 1939 
or the Revenue Act of 1938 (52 Stat. 
447), 1936 (49 Stat. 1652), 1934 (48 Stat. 
683), 1932 (47 Stat. 169), or 1928 (45 Stat. 
791), the basis of property after a con-

solidated return period shall be the 
same as the basis immediately prior to 
the close of such period. 

§ 1.1052–1 Basis of property estab-
lished by Revenue Act of 1932. 

Section 1052(a) provides that if prop-
erty was acquired after February 28, 
1913, in any taxable year beginning be-
fore January 1, 1934, and the basis of 
the property, for the purposes of the 
Revenue Act of 1932 (47 Stat. 169), was 
prescribed by section 113(a) (6), (7), or 
(9) of that act, then for purposes of sub-
title A of the Code, the basis shall be 
the same as the basis prescribed in the 
Revenue Act of 1932. For the rules ap-
plicable in determining the basis of 
stocks or securities under section 
113(a)(9) of the Revenue Act of 1932 in 
case of certain distributions after De-
cember 31, 1923, and in any taxable year 
beginning before January 1, 1934, see 26 
CFR (1939) 39.113 (a)(12)–1 (Regulations 
118). 

§ 1.1052–2 Basis of property estab-
lished by Revenue Act of 1934. 

Section 1052(b) provides that if prop-
erty was acquired after February 28, 
1913, in any taxable year beginning be-
fore January 1, 1936, and the basis of 
the property for the purposes of the 
Revenue Act of 1934 (48 Stat. 683) was 
prescribed by section 113(a) (6), (7), or 
(8) of that act, then for purposes of sub-
title A of the Code, the basis shall be 
the same as the basis prescribed in the 
Revenue Act of 1934. For example, if 
after December 31, 1920, and in any tax-
able year beginning before January 1, 
1936, property was acquired by a cor-
poration by the issuance of its stock or 
securities in connection with a trans-
action which is not described in section 
112(b)(5) of the Internal Revenue Code 
of 1939 but which is described in section 
112(b)(5) of the Revenue Act of 1934, the 
basis of the property so acquired shall 
be the same as it would be in the hands 
of the transferor, with proper adjust-
ments to the date of the exchange. 

§ 1.1052–3 Basis of property estab-
lished by the Internal Revenue 
Code of 1939. 

Section 1052(c) provides that if prop-
erty was acquired after February 28, 
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