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(ii) Time and manner of reporting—(A) 
In general. The seller and the purchaser 
each must file asset acquisition state-
ments on Form 8594, ‘‘Asset Allocation 
Statement,’’ with their income tax re-
turns or returns of income for the tax-
able year that includes the first date 
assets are sold pursuant to an applica-
ble asset acquisition. This reporting re-
quirement applies to all asset acquisi-
tions described in this section. For re-
porting requirements relating to asset 
acquisitions occurring before March 16, 
2001, as described in paragraph (a)(2) of 
this section, see the temporary regula-
tions under section 1060 in effect prior 
to March 16, 2001 (see 26 CFR part 1 re-
vised April 1, 2000). 

(B) Additional reporting requirement. 
When an increase or decrease in consid-
eration is taken into account after the 
close of the first taxable year that in-
cludes the first date assets are sold in 
an applicable asset acquisition, the 
seller and the purchaser each must file 
a supplemental asset acquisition state-
ment on Form 8594 with the income tax 
return or return of income for the tax-
able year in which the increase (or de-
crease) is properly taken into account. 

(C) Election described in § 1.338–6(c)(5)— 
(1) Availability. The election described 
in § 1.338–6(c)(5) is available in respect 
of an applicable asset acquisition pro-
vided that the requirements of that 
section are satisfied. Such election 
may be made by the seller, regardless 
of whether the purchaser also makes 
the election, and may be made by the 
purchaser, regardless of whether the 
seller also makes the election. 

(2) Time and manner of making election. 
The election described in § 1.338–6(c)(5) 
is made by taking a position on a time-
ly filed original tax return for the tax-
able year of the applicable asset acqui-
sition that is consistent with having 
made the election. 

(3) Irrevocability of election. The elec-
tion described in § 1.338–6(c)(5) is irrev-
ocable. 

(4) Effective/applicability date. This 
paragraph (e)(1)(ii)(C) applies to appli-
cable asset acquisitions occurring on or 
after September 11, 2007. For applicable 
asset acquisitions occurring before 
September 11, 2007 and on or after Sep-
tember 15, 2004, see § 1.1060–1T as con-
tained in 26 CFR Part 1 in effect on 

April 1, 2007. For applicable asset ac-
quisitions occurring before September 
15, 2004, see §§ 1.338–6 and 1.1060–1 as 
contained in 26 CFR Part 1 in effect on 
April 1, 2004. 

(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; T.D. 
9158, 69 FR 55742, Sept. 16, 2004; T.D. 9257, 71 
FR 18006, Apr. 10, 2006; T. D. 9358, 72 FR 51706, 
Sept. 11, 2007; T.D. 9377, 73 FR 3874, Jan. 23, 
2008; T.D. 9377, 73 FR 14386, Mar. 18, 2008] 

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. 

(ii) 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 
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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 
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 

(ii) 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. 

(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 
(a)(1)(i) 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 
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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 
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 loss ........................... 75,000 

Gain realized ................................ 25,000 

Proceeds of sale .................................. 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 ......................................... 25,000 
Plus amount of gain recognized under 

section 1033 ..................................... 25,000 

Basis of Y Corporation stock in 
A’s hands .................................. 50,000 

§ 1.1071–3 Reduction of basis of prop-
erty pursuant to election under sec-
tion 1071. 

(a) General rule. (1) In addition to the 
adjustments provided in section 1016 
and other applicable provisions of 
chapter 1 of the Code which adjust-
ments are required to be made with re-
spect to the cost or other basis of prop-
erty, a further adjustment shall be 
made in the amount of the unrecog-
nized gain under section 1071, if the 
taxpayer so elects. Such further adjust-
ment shall be made only with respect 
to the cost or other basis of property 
which is of a character subject to the 
allowance for depreciation under sec-
tion 167 (whether or not used in con-
nection with a broadcasting business), 
and which remains in the hands of the 
taxpayer immediately after the sale or 
exchange in respect of which the elec-
tion is made, or which is acquired by 
the taxpayer in the same taxable year 
in which such sale or exchange occurs. 
If the property is in the hands of the 
taxpayer immediately after the sale or 
exchange, the time of reduction of the 
basis is the date of the sale or ex-
change; in all other cases the time of 
reduction of the basis is the date of ac-
quisition. 

(2) The reduction of basis under sec-
tion 1071 in the amount of the unrecog-
nized gain shall be made in respect of 
the cost or other basis, as of the time 
prescribed, of all units of property of 
the specified character. The cost or 
other basis of each unit shall be de-
creased in an amount equal to such 
proportion of the unrecognized gain as 
the adjusted basis (for determining 
gain, determined without regard to 
this section) of such unit bears to the 
aggregate of such adjusted bases of all 
units of such property, but the amount 
of the decrease shall not be more than 
the amount of such adjusted basis. If in 
the application of such rule the ad-
justed basis of any unit is reduced to 
zero, the process shall be repeated to 
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reduce the adjusted basis of the re-
maining units of property by the por-
tion of the unrecognized gain which is 
not absorbed in the first application of 
the rule. For such purpose the adjusted 
basis of the remaining units shall be 
the adjusted basis for determining gain 
reduced by the amount of the adjust-
ment previously made under this sec-
tion. The process shall be repeated 
until the entire amount of the unrecog-
nized gain has been absorbed. 

(3) The application of the provisions 
of this section may be illustrated by 
the following example: 

Example: Using the facts given in the exam-
ple set forth in § 1.1071–2(c), except that the 
taxpayer elects to reduce the basis of depre-
ciable property in accordance with para-
graph (a)(1)(iii) of § 1.1071–2, the computation 
may be illustrated as follows: 
Sale price of X Corporation stock ....... $100,000 
Basis for gain or loss ........................... 75,000 

Realized gain (recognized except for 
the election under § 1.1071–1) ........ $25,000 

Adjusted basis of other depreciable 
property in hands of A immediately 
after sale: 

Building ..................................... 80,000 
Transmitter ................................ 16,000 
Fixtures ..................................... 4,000 

Total ................................... 100,000 

Computation of reduction: 
Building (80,000/ 

100,000)×$25,000 (gain) ........... 20,000 
Transmitter (16,000/ 

100,000)×$25,000 ..................... 4,000 
Fixtures (4,000/100,000)×$25,000 1,000 

Total reduction ....................... 25,000 

New basis of assets: 
Building ($80,000 minus $20,000) 60,000 
Transmitter ($16,000 minus 

$4,000) ...................................... 12,000 
Fixtures ($4,000 minus $1,000) ... 3,000 

Total adjusted basis after re-
duction under section 1071 75,000 

Realized gain upon sale of X Corpora-
tion stock .......................................... 25,000 

Less: Amount applied as a reduction 
to basis of depreciable property ...... 25,000 

Recognized gain for tax pur-
poses ................................. None 

(b) Special cases. With the consent of 
the Commissioner, the taxpayer may, 
however, have the basis of the various 
units of property of the class specified 
in section 1071 and this section ad-
justed in a manner different from the 
general rule set forth in paragraph (a) 

of this section. Variations from such 
general rule may, for example, involve 
adjusting the basis of only certain 
units of such property. The request for 
variations from such general rule 
should be filed by the taxpayer with his 
return for the taxable year in which he 
elects to have the basis of property re-
duced under section 1071. Agreement 
between the taxpayer and the Commis-
sioner as to any variations from such 
general rule shall be effective only if 
incorporated in a closing agreement 
entered into under the provisions of 
section 7121. 

§ 1.1071–4 Manner of election. 

(a) An election under the provisions 
of section 1071 shall be in the form of a 
written statement and shall be exe-
cuted and filed in duplicate. Such 
statement shall be signed by the tax-
payer or his authorized representative. 
In the case of a corporation, the state-
ment shall be signed with the cor-
porate name, followed by the signature 
and title of an officer of the corpora-
tion empowered to sign for the corpora-
tion, and the corporate seal must be af-
fixed. An election under section 1071 to 
reduce the basis of property and an 
election under such section to treat the 
sale or exchange as an involuntary con-
version under section 1033 may be exer-
cised independently of each other. An 
election under section 1071 must be 
filed with the return for the taxable 
year in which the sale or exchange oc-
curs. Where practicable, the certificate 
of the Federal Communications Com-
mission required by § 1.1071–1 should be 
filed with the election. 

(b) If, in pursuance of an election to 
have the basis of its property adjusted 
under section 1071, the taxpayer desires 
to have such basis adjusted in any 
manner different from the general rule 
set forth in paragraph (a) of § 1.1071–3, 
the precise method (including alloca-
tion of amounts) should be set forth in 
detail on separate sheets accom-
panying the election. Consent by the 
Commissioner to any departure from 
such general rule shall be effected only 
by a closing agreement entered into 
under the provisions of section 7121. 
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EXCHANGES IN OBEDIENCE TO S.E.C. 
ORDERS 

§ 1.1081–1 Terms used. 
The following terms, when used in 

this section and §§ 1.1081–2 to 1.1083–1, 
inclusive, shall have the meanings as-
signed to them in section 1083: Order of 
the Securities and Exchange Commission; 
registered holding company; holding com-
pany system; associate company; major-
ity-owned subsidiary company; system 
group; nonexempt property; and stock or 
securities. Any other term used in this 
section and §§ 1.1081–2 to 1.1083–1, inclu-
sive, which is defined in the Internal 
Revenue Code of 1954, shall be given the 
respective definition contained in such 
Code. 

§ 1.1081–2 Purpose and scope of excep-
tion. 

(a) The general rule is that the entire 
amount of gain or loss from the sale or 
exchange of property is to be recog-
nized (see section 1002) and that the en-
tire amount received as a dividend is to 
be included in gross income. (See sec-
tions 61 and 301.) Exceptions to the 
general rule are provided elsewhere in 
subchapters C and O, chapter 1 of the 
Code, one of which is that made by sec-
tion 1081 with respect to exchanges, 
sales, and distributions specifically de-
scribed in section 1081. Section 1081 
provides the extent to which gain or 
loss is not to be recognized on (1) the 
receipt of a distribution described in 
section 1081(c)(2), or (2) an exchange or 
sale, or the receipt of a distribution, 
made in obedience to an order of the 
Securities and Exchange Commission, 
which is issued to effectuate the provi-
sions of section 11 (b) of the Public 
Utility Holding Company Act of 1935 
(15 U.S.C. 79k (b)). Section 331 provides 
that a distribution in liquidation of a 
corporation shall be treated as an ex-
change. Such distribution is to be 
treated as an exchange under the provi-
sions of sections 1081 to 1083, inclusive. 
The order of the Securities and Ex-
change Commission must be one re-
quiring or approving action which the 
Commission finds to be necessary or 
appropriate to effect a simplification 
or geographical integration of a par-
ticular public utility holding company 
system. For specific requirements with 

respect to an order of the Securities 
and Exchange Commission, see section 
1081 (f). 

(b) The requirements for nonrecogni-
tion of gain or loss as provided in sec-
tion 1081 are precisely stated with re-
spect to the following general types of 
transactions: 

(1) The exchange that is provided for 
in section 1081 (a), in which stock or se-
curities in a registered holding com-
pany or a majority-owned subsidiary 
company are exchanged for stock or se-
curities. 

(2) The exchange that is provided for 
in section 1081 (b), in which a reg-
istered holding company or an asso-
ciate company of a registered holding 
company exchanges property for prop-
erty. 

(3) The distribution that is provided 
for in section 1081 (c)(1), in which stock 
or securities are distributed to a share-
holder in a corporation which is a reg-
istered holding company or a majority- 
owned subsidiary company, or the dis-
tribution that is provided for in section 
1081 (c)(2), in which a corporation dis-
tributes to a shareholder, rights to ac-
quire common stock in a second cor-
poration. 

(4) The transfer that is provided for 
in section 1081 (d), in which a corpora-
tion which is a member of a system 
group transfers property to another 
member of the same system group. 

Certain rules with respect to the re-
ceipt of nonexempt property on an ex-
change described in section 1081 (a) are 
prescribed in section 1081 (e). 

(c) These exceptions to the general 
rule are to be strictly construed. Un-
less both the purpose and the specific 
requirements of sections 1081 to 1083, 
inclusive, are clearly met, the recogni-
tion of gain or loss upon the exchange, 
sale, or distribution will not be post-
poned under those sections. Moreover, 
even though a taxable transaction oc-
curs in connection or simultaneously 
with a realization of gain or loss to 
which nonrecognition is accorded, nev-
ertheless, nonrecognition will not be 
accorded to such taxable transaction. 
In other words, the provisions of sec-
tion 1081 do not extend in any case to 
gain or loss other than that realized 
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