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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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from and directly attributable to a dis-
position of property as such, or the re-
ceipt of a corporate distribution as 
such, in an exchange, sale, or distribu-
tion specifically described in section 
1081. 

(d) The application of the provisions 
of part VI (section 1081 and following), 
subchapter O, chapter 1 of the Code, is 
intended to result only in postponing 
the recognition of gain or loss until a 
disposition of property is made which 
is not covered by such provisions, and, 
in the case of an exchange or sale sub-
ject to the provisions of section 1081 
(b), in the reduction of basis of certain 
property. The provisions of section 1082 
with respect to the continuation of 
basis and the reduction in basis are de-
signed to effect these results. Although 
the time of recognition may be shifted, 
there must be a true reflection of in-
come in all cases, and it is intended 
that the provisions of such part VI, 
shall not be construed or applied in 
such a way as to defeat this purpose. 

§ 1.1081–3 Exchanges of stock or secu-
rities solely for stock or securities. 

The exchange, without the recogni-
tion of gain or loss, that is provided for 
in section 1081 (a) must be one in which 
stock or securities in a corporation 
which is a registered holding company 
or a majority-owned subsidiary com-
pany are exchanged solely for stock or 
securities other than stock or securi-
ties which constitute nonexempt prop-
erty. An exchange is not within the 
provisions of section 1081 (a) unless the 
stock or securities transferred and 
those received are stock or securities 
as defined by section 1083 (f). The stock 
or securities which may be received 
without the recognition of gain or loss 
are not limited to stock or securities in 
the corporation from which they are 
received. An exchange within the pro-
visions of section 1081 (a) may be a 
transaction between the holder of 
stock or securities and the corporation 
which issued the stock or securities. 
Also the exchange may be made by a 
holder of stock or securities with an 
associate company (i.e., a corporation 
in the same holding company system 
with the issuing corporation) which is 
a registered holding company or a ma-
jority-owned subsidiary company. In 

either case, the nonrecognition provi-
sions of section 1081 (a) apply only to 
the holder of the stock or securities. 
However, the transferee corporation 
must be acting in obedience to an order 
of the Securities and Exchange Com-
mission directed to such corporation, if 
no gain or loss is to be recognized to 
the holder of the stock or securities 
who makes the exchange with such cor-
poration. See also section 1081(b), in 
case the holder of the stock or securi-
ties is a registered holding company or 
an associate company of a registered 
holding company. An exchange is not 
within the provisions of section 1081(a) 
if it is within the provisions of section 
1081(d), relating to transfers within a 
system group. For treatment when 
nonexempt property is received, see 
section 1081(e); for further limitations, 
see section 1081(f). 

§ 1.1081–4 Exchanges of property for 
property by corporations. 

(a) Application of section 1081(b). Sec-
tion 1081(b) applies only to the trans-
fers specified therein with respect to 
which section 1081(d) is inapplicable, 
and deals only with such transfers if 
gain is realized upon the sale or other 
disposition effected by such transfers. 
If loss is realized section 1081(b) is inap-
plicable and the application of other 
provisions of subtitle A of the Code 
must be determined. See section 
1081(g). If section 1081(b) is applicable, 
the other provisions of subchapters C 
and O, chapter 1 of the Code, relating 
to the nonrecognition of gain are inap-
plicable, and the conditions under 
which, and the extent to which, the re-
alized gain is not recognized are set 
forth in paragraphs (b), (c), (d), (e), and 
(f) of this section. 

(b) Nonrecognition of gain; no non-
exempt proceeds. No gain is recognized 
to a transferor corporation upon the 
sale or other disposition of property 
transferred by such transferor corpora-
tion in exchange solely for property 
other than nonexempt property, as de-
fined in section 1083(e), but only if all 
of the following requirements are satis-
fied: 

(1) The transferor corporation is, 
under the definition in section 1083 (b), 
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a registered holding company or an as-
sociate company of a registered hold-
ing company; 

(2) Such transfer is in obedience to an 
order of the Securities and Exchange 
Commission (as defined in section 1083 
(a)) and such order satisfies the re-
quirements of section 1081 (f); 

(3) The transferor corporation has 
filed the required consent to the regu-
lations under section 1082(a)(2) (see 
paragraph (g) of this section); and 

(4) The entire amount of the gain, as 
determined under section 1001, can be 
applied in reduction of basis under sec-
tion 1082(a)(2). 

(c) Nonrecognition of gain; nonexempt 
proceeds. If the transaction would be 
within the provisions of paragraph (b) 
of this section if it were not for the 
fact that the property received in ex-
change consists in whole or in part of 
nonexempt property (as defined in sec-
tion 1083 (e)), then no gain is recog-
nized if such nonexempt property, or 
an amount equal to the fair market 
value of such nonexempt property at 
the time of the transfer. 

(1) Is expended within the required 
24-month period for property other 
than nonexempt property; or 

(2) Is invested within the required 24- 
month period as a contribution to the 
capital, or as paid-in surplus, of an-
other corporation; 
but only if the expenditure or invest-
ment is made 

(3) In accordance with an order of the 
Securities and Exchange Commission 
(as defined in section 1083 (a)) which 
satisfies the requirements of section 
1081 (f) and which recites that such ex-
penditure or investment by the trans-
feror corporation is necessary or appro-
priate to the integration or simplifica-
tion of the holding company system of 
which the transferor corporation is a 
member; and 

(4) The required consent, waiver, and 
bond have been executed and filed. See 
paragraphs (g) and (h) of this section. 

(d) Recognition of gain in part; insuffi-
cient expenditure or investment in case of 
nonexempt proceeds. If the transaction 
would be within the provisions of para-
graph (c) of this section if it were not 
for the fact that the amount expended 
or invested is less than the fair market 
value of the nonexempt property re-

ceived in exchange, then the gain, if 
any, is recognized, but in an amount 
not in excess of the amount by which 
the fair market value of such non-
exempt property at the time of the 
transfer exceeds the amount so ex-
pended and invested. 

(e) Items treated as expenditures for the 
purpose of paragraphs (c) and (d) of this 
section. For the purposes of paragraphs 
(c) and (d) of this section, the following 
are treated as expenditures for prop-
erty other than nonexempt property: 

(1) A distribution in cancellation or 
redemption (except a distribution hav-
ing the effect of a dividend) of the 
whole or a part of the transferor’s own 
stock (not acquired on the transfer); 

(2) A payment in complete or partial 
retirement or cancellation of securities 
representing indebtedness of the trans-
feror or a complete or partial retire-
ment or cancellation of such securities 
which is a part of the consideration for 
the transfer; and 

(3) If, on the transfer, a liability of 
the transferor is assumed, or property 
of the transferor is transferred subject 
to a liability, the amount of such li-
ability. 

(f) Recognition of gain in part; inability 
to reduce basis. If the transaction would 
be within the provisions of paragraph 
(b) or (c) of this section, if it were not 
for the fact that an amount of gain 
cannot be applied in reduction of basis 
under section 1082(a)(2), then the gain, 
if any, is recognized, but in an amount 
not in excess of the amount which can-
not be so applied in reduction of basis. 
If the transaction would be within the 
provisions of paragraph (d) of this sec-
tion, if it were not for the fact that an 
amount of gain cannot be applied in re-
duction of basis under section 
1082(a)(2), then the gain, if any, is rec-
ognized, but in an amount not in excess 
of the aggregate of— 

(1) The amount of gain which would 
be recognized under paragraph (d) of 
this section if there were no inability 
to reduce basis under section 1082(a)(2); 
and 

(2) The amount of gain which cannot 
be applied in reduction of basis under 
section 1082(a)(2). 

(g) Consent to regulations under section 
1082(a)(2). To be entitled to the benefits 
of the provisions of section 1081(b), a 
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corporation must file with its return 
for the taxable year in which the trans-
fer occurs a consent to have the basis 
of its property adjusted under section 
1082(a)(2) (see § 1.1082–3), in accordance 
with the provisions of the regulations 
in effect at the time of filing of the re-
turn for the taxable year in which the 
transfer occurs. Such consent shall be 
made on Form 982 in accordance with 
these regulations and instructions on 
the form or issued therewith. 

(h) Requirements with respect to ex-
penditure or investment. If the full 
amount of the expenditure or invest-
ment required for the application of 
paragraph (c) of this section has not 
been made by the close of the taxable 
year in which such transfer occurred, 
the taxpayer shall file with the return 
for such year an application for the 
benefit of the 24-month period for ex-
penditure and investment, reciting the 
nature and time of the proposed ex-
penditure or investment. When re-
quested by the district director, the 
taxpayer shall execute and file (at such 
time and in such form) such waiver of 
the statute of limitations with respect 
to the assessment of deficiencies (for 
the taxable year of the transfer and for 
all succeeding taxable years in any of 
which falls any part of the period be-
ginning with the date of the transfer 
and ending 24 months thereafter) as the 
district director may specify, and such 
bond with such surety as the district 
director may require, in an amount not 
in excess of double the estimated max-
imum income tax which would be pay-
able if the corporation does not make 
the required expenditure or investment 
within the required 24-month period. 

[T.D. 6500, 25 FR 11910, Nov. 26, 1960, as 
amended by T.D. 6751, 29 FR 11356, Aug. 6, 
1964; T.D. 7517, 42 FR 58935, Nov. 14, 1977] 

§ 1.1081–5 Distribution solely of stock 
or securities. 

(a) In general. If, without any sur-
render of his stock or securities as de-
fined in section 1083(f), a shareholder in 
a corporation which is a registered 
holding company or a majority-owned 
subsidiary company receives stock or 
securities in such corporation or owned 
by such corporation, no gain to the 
shareholder will be recognized with re-
spect to the stock or securities re-

ceived by such shareholder which do 
not constitute nonexempt property, if 
the distribution to such shareholder is 
made by the distributing corporation 
in obedience to an order of the Securi-
ties and Exchange Commission di-
rected to such corporation. A distribu-
tion is not within the provisions of sec-
tion 1081(c)(1) if it is within the provi-
sions of section 1081(d), relating to 
transfers within a system group. A dis-
tribution is also not within the provi-
sions of section 1081(c)(1) if it involves 
a surrender by the shareholder of stock 
or securities or a transfer by the share-
holder of property in exchange for the 
stock or securities received by the 
shareholder. For further limitations, 
see section 1081(f). 

(b) Special rule. (1) If there is distrib-
uted to a shareholder in a corporation 
rights to acquire common stock in a 
second corporation, no gain to the 
shareholder from the receipt of the 
rights shall be recognized, but only if 
all the following requirements are met: 

(i) The rights are received by the 
shareholder without the surrender by 
the shareholder of any stock in the dis-
tributing corporation, 

(ii) Such distribution is in accord-
ance with an arrangement forming a 
ground for an order of the Securities 
and Exchange Commission issued pur-
suant to section 3 of the Public Utility 
Holding Company Act of 1935 (15 U. S. 
C. 79c) that the distributing corpora-
tion is exempt from any provision or 
provisions of such act, and 

(iii) Before January 1, 1958, the dis-
tributing corporation disposes of all 
the common stock in the second cor-
poration which it owns. 

(2) The distributing corporation 
shall, as soon as practicable, notify the 
district director in whose district the 
corporation’s income tax return and 
supporting data was filed (see para-
graph (g) of § 1.1081–11), as to whether 
or not the requirement of subparagraph 
(1)(iii) of this paragraph has been met. 
If such requirement has not been met, 
the periods of limitation (sections 6501 
and 6502) with respect to any defi-
ciency, including interest and addi-
tions to the tax, resulting solely from 
the receipt of such rights to acquire 
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stock, shall include one year imme-
diately following the date of such noti-
fication; and assessment and collection 
shall be made notwithstanding any 
provisions of law or rule of law which 
would otherwise prevent such assess-
ment and collection. 

§ 1.1081–6 Transfers within system 
group. 

(a) The nonrecognition of gain or loss 
provided for in section 1081(d)(1) is ap-
plicable to an exchange of property for 
other property (including money and 
other nonexempt property) between 
corporations which are all members of 
the same system group. The term sys-
tem group is defined in section 1083 (d). 

(b) Section 1081 (d)(1) also provides 
for nonrecognition of gain to a corpora-
tion which is a member of a system 
group if property (including money or 
other nonexempt property) is distrib-
uted to such corporation as a share-
holder in a corporation which is a 
member of the same system group, 
without the surrender by such share-
holder of stock or securities in the dis-
tributing corporation. 

(c) As stated in § 1.1081–2, nonrecogni-
tion of gain or loss will not be accorded 
to a transaction not clearly provided 
for in part VI (section 1081 and fol-
lowing), subchapter O, chapter 1 of the 
Code, even though such transaction oc-
curs simultaneously or in connection 
with an exchange, sale, or distribution 
to which nonrecognition is specifically 
accorded. Therefore, nonrecognition 
will not be accorded to any gain or loss 
realized from the discharge, or the re-
moval of the burden, of the pecuniary 
obligations of a member of a system 
group, even though such obligations 
are acquired upon a transfer or dis-
tribution specifically described in sec-
tion 1081 (d)(1); but the fact that the 
acquisition of such obligations was 
upon a transfer or distribution specifi-
cally described in section 1081 (d)(1) 
will, because of the basis provisions of 
section 1082 (d), affect the cost to the 
member of such discharge or its equiv-
alent. Thus, section 1081 (d)(1) does not 
provide for the nonrecognition of any 
gain or loss realized from the discharge 
of the indebtedness of a member of a 
system group as the result of the ac-
quisition in exchange, sale, or distribu-

tion of its own bonds, notes, or other 
evidences of indebtedness which were 
acquired by another member of the 
same system group for a consideration 
less or more than the issuing price 
thereof (with proper adjustments for 
amortization of premiums or dis-
counts). 

(d) The provisions of paragraph (c) of 
this section may be illustrated by the 
following example: 

Example: Suppose that the A Corporation 
and the B Corporation are both members of 
the same system group; that the A Corpora-
tion holds at a cost of $900 a bond issued by 
the B Corporation at par, $1,000; and that the 
A Corporation and the B Corporation enter 
into an exchange subject to the provisions of 
section 1081 (d)(1) in which the $1,000 bond of 
the B Corporation is transferred from the A 
Corporation to the B Corporation. The $900 
basis reflecting the cost to the A Corpora-
tion which would have been the basis avail-
able to the B Corporation if the property 
transferred to it had been something other 
than its own securities (see § 1.1082–6) will, in 
this type of transaction, reflect the cost to 
the B Corporation of effecting a retirement 
of its own $1,000 bond. The $100 gain of the B 
Corporation reflected in the retirement will 
therefore be recognized. 

(e) No exchange or distribution may 
be made without the recognition of 
gain or loss as provided for in section 
1081 (d)(1), unless all the corporations 
which are parties to such exchange or 
distribution are acting in obedience to 
an order of the Securities and Ex-
change Commission. If an exchange or 
distribution is within the provisions of 
section 1081 (d)(1) and also may be con-
sidered to be within some other provi-
sions of section 1081, it shall be consid-
ered that only the provisions of section 
1081 (d)(1) apply and that the non-
recognition of gain or loss upon such 
exchange or distribution is by virtue of 
that section. 

§ 1.1081–7 Sale of stock or securities 
received upon exchange by mem-
bers of system group. 

(a) Section 1081(d)(2) provides that to 
the extent that property received upon 
an exchange by corporations which are 
members of the same system group 
consists of stock or securities issued by 
the corporation from which such prop-
erty was received, such stock or securi-
ties may, under certain specifically de-
scribed circumstances, be sold to a 
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party not a member of the system 
group, without the recognition of gain 
or loss to the selling corporation. The 
nonrecognition of gain or loss is lim-
ited, in the case of stock, to a sale of 
stock which is preferred as to both 
dividends and assets. The stock or se-
curities must have been received upon 
an exchange with respect to which sec-
tion 1081(d)(1) operated to prevent rec-
ognition of gain or loss to any party to 
the exchange. Nonrecognition of gain 
or loss upon the sale of such stock or 
securities is permitted only if the pro-
ceeds derived from the sale are applied 
in retirement or cancellation of stock 
or securities of the selling corporation 
which were outstanding at the time the 
exchange was made. It is also essential 
to nonrecognition of gain or loss upon 
the sale that both the sale of the stock 
or securities and the application of the 
proceeds derived therefrom be made in 
obedience to an order of the Securities 
and Exchange Commission. If any part 
of the proceeds derived from the sale is 
not applied in making the required re-
tirement or cancellation of stock or se-
curities and if the sale is otherwise 
within the provisions of section 1081 
(d)(2), the gain resulting from the sale 
shall be recognized, but in an amount 
not in excess of the proceeds which are 
not so applied. In any event, if the pro-
ceeds derived from the sale of the stock 
or securities exceed the fair market 
value of such stock or securities at the 
time of the exchange through which 
they were acquired by the selling cor-
poration, the gain resulting from the 
sale is to be recognized to the extent of 
such excess. Section 1081 (d)(2) does not 
provide for the nonrecognition of any 
gain resulting from the retirement of 
bonds, notes, or other evidences of in-
debtedness for a consideration less 
than the issuing price thereof. Also, 
that section does not provide for the 
nonrecognition of gain or loss upon the 
sale of any stock or securities received 
upon a distribution or otherwise than 
upon an exchange. 

(b) The application of paragraph (a) 
of this section may be illustrated by 
the following example: 

Example: The X Corporation and the Y Cor-
poration, both of which make their income 
tax returns on a calendar year basis, are 
members of the same system group. As part 

of an exchange to which section 1081 (d)(1) is 
applicable the Y Corporation on June 1, 1954, 
issued to the X Corporation 1,000 shares of 
class A stock, preferred as to both dividends 
and assets. The fair market value of such 
stock at the time of issuance was $90,000 and 
its basis to the X Corporation was $75,000. On 
December 1, 1954, in obedience to an appro-
priate order of the Securities and Exchange 
Commission, the X Corporation sells all of 
such stock to the public for $100,000 and ap-
plies $95,000 of this amount to the retirement 
of its own bonds, which were outstanding on 
June 1, 1954. The remaining $5,000 is not used 
to retire any of the X Corporation’s stock or 
securities. Of the total gain of $25,000 real-
ized on the disposition of the Y Corporation 
stock, only $10,000 is recognized (the dif-
ference between the fair market value of the 
stock when acquired and the amount for 
which it was sold), since such amount is 
greater than the portion ($5,000) of the pro-
ceeds not applied to the retirement of the X 
Corporation’s stock or securities. If in this 
example the stock acquired by the X Cor-
poration had not been stock of the Y Cor-
poration issued to the X Corporation or if it 
had been stock not preferred as to both divi-
dends and assets, the full amount of the gain 
($25,000) realized upon its disposition would 
have been recognized, regardless of what was 
done with the proceeds. 

§ 1.1081–8 Exchanges in which money 
or other nonexempt property is re-
ceived. 

(a) Under section 1081(e)(1), if in any 
exchange (not within any of the provi-
sions of section 1081(d)) in which stock 
or securities in a corporation which is 
a registered holding company or a ma-
jority-owned subsidiary are exchanged 
for stock or securities as provided for 
in section 1081 (a), there is received by 
the taxpayer money or other non-
exempt property (in addition to prop-
erty permitted to be received without 
recognition of gain), then— 

(1) The gain, if any, to the taxpayer 
is to be recognized in an amount not in 
excess of the sum of the money and the 
fair market value of the other non-
exempt property, but 

(2) The loss, if any, to the taxpayer 
from such an exchange is not to be rec-
ognized to any extent. 

(b) If money or other nonexempt 
property is received from a corporation 
in an exchange described in paragraph 
(a) of this section and if the distribu-
tion of such money or other nonexempt 
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property by or on behalf of such cor-
poration has the effect of the distribu-
tion of a taxable dividend, then, as pro-
vided in section 1081 (e)(2), there shall 
be taxed to each distributee (1) as a 
dividend, such an amount of the gain 
recognized on the exchange as is not in 
excess of the distributee’s ratable share 
of the undistributed earnings and prof-
its of the corporation accumulated 
after February 28, 1913, and (2) the re-
mainder of the gain so recognized shall 
be taxed as a gain from the exchange of 
property. 

§ 1.1081–9 Requirements with respect 
to order of Securities and Exchange 
Commission. 

The term order of the Securities and 
Exchange Commission is defined in sec-
tion 1083(a). In addition to the require-
ments specified in that definition, sec-
tion 1081(f) provides that, except in the 
case of a distribution described in sec-
tion 1081(c)(2), the provisions of section 
1081 shall not apply to an exchange, ex-
penditure, investment, distribution, or 
sale unless each of the following re-
quirements is met: 

(a) The order of the Securities and 
Exchange Commission must recite that 
the exchange, expenditure, investment, 
distribution, or sale is necessary or ap-
propriate to effectuate the provisions 
of section 11(b) of the Public Utility 
Holding Company Act of 1935 (15 U. S. 
C. 79k (b)). 

(b) The order shall specify and 
itemize the stocks and securities and 
other property (including money) 
which are ordered to be acquired, 
transferred, received, or sold upon such 
exchange, acquisition, expenditure, dis-
tribution, or sale and, in the case of an 
investment, the investment to be 
made, so as clearly to identify such 
property. 

(c) The exchange, acquisition, ex-
penditure, investment, distribution, or 
sale shall be made in obedience to such 
order and shall be completed within 
the time prescribed in such order. 
These requirements were not designed 
merely to simplify the administration 
of the provisions of section 1081, and 
they are not to be considered as per-
taining only to administrative mat-
ters. Each one of the three require-
ments is essential and must be met if 

gain or loss is not to be recognized 
upon the transaction. 

§ 1.1081–10 Nonapplication of other 
provisions of the Internal Revenue 
Code of 1954. 

The effect of section 1081(g) is that an 
exchange, sale, or distribution which is 
within section 1081 shall, with respect 
to the nonrecognition of gain or loss 
and the determination of basis, be gov-
erned only by the provisions of part VI 
(section 1081 and following), subchapter 
O, chapter 1 of the Code, the purpose 
being to prevent overlapping of those 
provisions and other provisions of sub-
title A of the Code. In other words, if 
by virtue of section 1081 any portion of 
a person’s gain or loss on any par-
ticular exchange, sale, or distribution 
is not to be recognized, then the gain 
or loss of such person shall be nonrec-
ognized only to the extent provided in 
section 1081, regardless of what the re-
sult might have been if part VI (section 
1081 and following), subchapter O, chap-
ter 1 of the Code, had not been enacted; 
and similarly, the basis in the hands of 
such person of the property received by 
him in such transaction shall be the 
basis provided by section 1082, regard-
less of what the basis of such property 
might have been under section 1011 if 
such part VI had not been enacted. On 
the other hand, if section 1081 does not 
provide for the nonrecognition of any 
portion of a person’s gain or loss 
(whether or not such person is another 
party to the same transaction referred 
to above), then the gain or loss of such 
person shall be recognized or nonrecog-
nized to the extent provided for by 
other provisions of subtitle A of the 
Code as if such part VI had not been 
enacted; and similarly, the basis in his 
hands of the property received by him 
in such transaction shall be the basis 
provided by other provisions of subtitle 
A of the Code as if such part VI had not 
been enacted. 

§ 1.1081–11 Records to be kept and in-
formation to be filed with returns. 

(a) Distributions and exchanges; signifi-
cant holders of stock or securities. Every 
significant holder must include a state-
ment entitled, ‘‘STATEMENT PURSU-
ANT TO § 1.1081–11(a) BY [INSERT 

VerDate Mar<15>2010 09:18 May 29, 2012 Jkt 226096 PO 00000 Frm 00227 Fmt 8010 Sfmt 8010 Y:\SGML\226096.XXX 226096er
ow

e 
on

 D
S

K
2V

P
T

V
N

1P
R

O
D

 w
ith

 C
F

R



218 

26 CFR Ch. I (4–1–12 Edition) § 1.1081–11 

NAME AND TAXPAYER IDENTIFICA-
TION NUMBER (IF ANY) OF TAX-
PAYER], A SIGNIFICANT HOLDER,’’ 
on or with such holder’s income tax re-
turn for the taxable year in which the 
distribution or exchange occurs. If a 
significant holder is a controlled for-
eign corporation (within the meaning 
of section 957), each United States 
shareholder (within the meaning of sec-
tion 951(b)) with respect thereto must 
include this statement on or with its 
return. The statement must include— 

(1) The name and employer identi-
fication number (if any) of the corpora-
tion from which the stock, securities, 
or other property (including money) 
was received by such significant hold-
er; 

(2) The aggregate basis, determined 
immediately before the exchange, of 
any stock or securities transferred by 
the significant holder in the exchange, 
and the aggregate fair market value, 
determined immediately before the dis-
tribution or exchange, of the stock, se-
curities or other property (including 
money) received by the significant 
holder in the distribution or exchange; 
and 

(3) The date of the distribution or ex-
change. 

(b) Distributions and exchanges; cor-
porations subject to Commission orders. 
Each corporation which is a party to a 
distribution or exchange made pursu-
ant to an order of the Commission 
must include on or with its income tax 
return for its taxable year in which the 
distribution or exchange takes place a 
statement entitled, ‘‘STATEMENT 
PURSUANT TO § 1.1081–11(b) BY [IN-
SERT NAME AND EMPLOYER IDEN-
TIFICATION NUMBER (IF ANY) OF 
TAXPAYER], A DISTRIBUTING OR 
EXCHANGING CORPORATION.’’ If the 
distributing or exchanging corporation 
is a controlled foreign corporation 
(within the meaning of section 957), 
each United States shareholder (within 
the meaning of section 951(b)) with re-
spect thereto must include this state-
ment on or with its return. The state-
ment must include— 

(1) The date and control number of 
the Commission order, pursuant to 
which the distribution or exchange was 
made; 

(2) The names and taxpayer identi-
fication numbers (if any) of the signifi-
cant holders; 

(3) The aggregate fair market value 
and basis, determined immediately be-
fore the distribution or exchange, of 
the stock, securities, or other property 
(including money) transferred in the 
distribution or exchange; and 

(4) The date of the distribution or ex-
change. 

(c) Sales by members of system groups. 
Each system group member must in-
clude a statement entitled, ‘‘STATE-
MENT PURSUANT TO § 1.1081–11(c) BY 
[INSERT NAME AND EMPLOYER 
IDENTIFICATION NUMBER (IF ANY) 
OF TAXPAYER], A SYSTEM GROUP 
MEMBER,’’ on or with its income tax 
return for the taxable year in which 
the sale is made. If any system group 
member is a controlled foreign cor-
poration (within the meaning of sec-
tion 957), each United States share-
holder (within the meaning of section 
951(b)) with respect thereto must in-
clude this statement on or with its re-
turn. The statement must include— 

(1) The dates and control numbers of 
all relevant Commission orders; 

(2) The aggregate fair market value 
and basis, determined immediately be-
fore the sale, of all stock or securities 
sold; and 

(3) The date of the sale. 
(d) Definitions. (1) For purposes of 

this section, Commission means the Se-
curities and Exchange Commission. 

(2) For purposes of this section, sig-
nificant holder means a person that re-
ceives stock or securities from a cor-
poration (the distributing corporation) 
pursuant to an order of the Commis-
sion, if, immediately before the trans-
action, such person— 

(i) In the case of stock— 
(A) Owned at least five percent (by 

vote or value) of the total outstanding 
stock of the distributing corporation if 
the stock owned by such person is pub-
licly traded, or 

(B) Owned at least one percent (by 
vote or value) of the total outstanding 
stock of the distributing corporation if 
the stock owned by such person is not 
publicly traded; or 

(ii) In the case of securities, owned 
securities of the distributing corpora-
tion with a basis of $1,000,000 or more. 
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(3) Publicly traded stock means stock 
that is listed on— 

(i) A national securities exchange 
registered under section 6 of the Secu-
rities Exchange Act of 1934 (15 U.S.C. 
78f); or 

(ii) An interdealer quotation system 
sponsored by a national securities asso-
ciation registered under section 15A of 
the Securities Exchange Act of 1934 (15 
U.S.C. 78o–3). 

(4) For purposes of paragraph (b) of 
this section, exchange means exchange, 
expenditure, or investment. 

(5) For purposes of paragraph (c) of 
this section, system group member means 
each corporation which is a member of 
a system group and which, pursuant to 
an order of the Commission, sells stock 
or securities received upon an exchange 
(pursuant to an order of the Commis-
sion) and applies the proceeds derived 
therefrom in retirement or cancella-
tion of its own stock or securities. 

(e) Substantiation information. Under 
§ 1.6001–1(e), taxpayers are required to 
retain their permanent records and 
make such records available to any au-
thorized Internal Revenue Service offi-
cers and employees. In connection with 
the distribution or exchange described 
in this section, these records should 
specifically include information re-
garding the amount, basis, and fair 
market value of all property distrib-
uted or exchanged, and relevant facts 
regarding any liabilities assumed or 
extinguished as part of such distribu-
tion or exchange. 

(f) Effective/applicability date. This 
section applies to any taxable year be-
ginning on or after May 30, 2006. How-
ever, taxpayers may apply this section 
to any original Federal income tax re-
turn (including any amended return 
filed on or before the due date (includ-
ing extensions) of such original return) 
timely filed on or after May 30, 2006. 
For taxable years beginning before 
May 30, 2006, see § 1.1081–11 as contained 
in 26 CFR part 1 in effect on April 1, 
2006. 

[T.D. 9329, 72 FR 32803, June 14, 2007] 

§ 1.1082–1 Basis for determining gain 
or loss. 

(a) For determining the basis of prop-
erty acquired in a taxable year begin-
ning before January 1, 1942, in any 

manner described in section 372 of the 
Internal Revenue Code of 1939 prior to 
its amendment by the Revenue Act of 
1942 (56 Stat. 798), see such section (be-
fore its amendment by such Act). 

(b) If the property was acquired in a 
taxable year beginning after December 
31, 1941, in any manner described in 
section 1082 (other than subsection 
(a)(2)), or section 372 (other than sub-
section (a)(2)) of the Internal Revenue 
Code of 1939 after its amendments, the 
basis shall be that prescribed in section 
1082 with respect to such property. 
However, in the case of property ac-
quired in a transaction described in 
section 1081(c)(2), this paragraph is ap-
plicable only if the property was ac-
quired in a distribution made in a tax-
able year subject to the Internal Rev-
enue Code of 1954. 

(c) Section 1082 makes provisions 
with respect to the basis of property 
acquired in a transfer in connection 
with which the recognition of gain or 
loss is prohibited by the provisions of 
section 1081 with respect to the whole 
or any part of the property received. In 
general, and except as provided in 
§ 1.1082–3, it is intended that the basis 
for determining gain or loss pertaining 
to the property prior to its transfer, as 
well as the basis for determining the 
amount of depreciation or depletion de-
ductible and the amount of earnings or 
profits available for distribution, shall 
continue notwithstanding the non-
taxable conversion of the asset in form 
or its change in ownership. The con-
tinuance of the basis may be reflected 
in a shift thereof from one asset to an-
other in the hands of the same owner, 
or in its transfer with the property 
from one owner into the hands of an-
other. See also § 1.1081–2. 

§ 1.1082–2 Basis of property acquired 
upon exchanges under section 1081 
(a) or (e). 

(a) In the case of an exchange of 
stock or securities for stock or securi-
ties as described in section 1081 (a), if 
no part of the gain or loss upon such 
exchange was recognized under section 
1081, the basis of the property acquired 
is the same as the basis of the property 
transferred by the taxpayer with prop-
er adjustments to the date of the ex-
change. 
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(b) If, in an exchange of stock or se-
curities as described in section 1081 (a), 
gain to the taxpayer was recognized 
under section 1081 (e) on account of the 
receipt of money, the basis of the prop-
erty acquired is the basis of the prop-
erty transferred (adjusted to the date 
of the exchange), decreased by the 
amount of money received and in-
creased by the amount of gain recog-
nized upon the exchange. If, upon such 
exchange, there were received by the 
taxpayer money and other nonexempt 
property (not permitted to be received 
without the recognition of gain), and 
gain from the transaction was recog-
nized under section 1081 (e), the basis 
(adjusted to the date of the exchange) 
of the property transferred by the tax-
payer, decreased by the amount of 
money received and increased by the 
amount of gain recognized, must be ap-
portioned to and is the basis of the 
properties (other than money) received 
on the exchange. For the purpose of the 
allocation of such basis to the prop-
erties received, there must be assigned 
to the nonexempt property (other than 
money) an amount equivalent to its 
fair market value at the date of the ex-
change. 

(c) Section 1081(e) provides that no 
loss may be recognized on an exchange 
of stock or securities for stock or secu-
rities as described in section 1081(a), al-
though the taxpayer receives money or 
other nonexempt property from the 
transaction. However, the basis of the 
property (other than money) received 
by the taxpayer is the basis (adjusted 
to the date of the exchange) of the 
property transferred, decreased by the 
amount of money received. This basis 
must be apportioned to the properties 
received, and for this purpose there 
must be allocated to the nonexempt 
property (other than money) an 
amount of such basis equivalent to the 
fair market value of such nonexempt 
property at the date of the exchange. 

(d) Section 1082 (a) does not apply in 
ascertaining the basis of property ac-
quired by a corporation by the issuance 
of its stock or securities as the consid-
eration in whole or in part for the 
transfer of the property to it. For the 
rule in such cases, see section 1082 (b). 

(e) For purposes of this section, any 
reference to section 1081 shall be 

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 

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 

be the quotient of the cost or other 
basis of the class of stock or security 
to which such share or unit belongs, di-
vided by the number of shares or units 
in the class. Within the meaning of this 
subparagraph, stocks or securities in 
one corporation are different in class 
from stocks or securities in another 
corporation, and, in general, any mate-
rial difference in character or pref-
erence or terms sufficient to distin-
guish one stock or security from an-
other stock or security, so that dif-
ferent values may properly be assigned 
thereto, will constitute a difference in 
class. 

(b) Stock rights. If there was distrib-
uted to a shareholder in a corporation 
rights to acquire common stock in a 
second corporation, and if by virtue of 
section 1081 (c)(2) 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 rights so dis-
tributed to the shareholder. The basis 
of such stock and the stock rights re-
ceived upon the distribution shall be 
determined in accordance with the fol-
lowing: 

(1) The cost or other basis of the 
stock in respect of which the distribu-
tion is made shall be apportioned be-
tween such stock and the stock rights 
distributed, in proportion to the re-
spective values thereof at the time the 
rights are issued. 

(2) The basis for determining gain or 
loss from the sale of a right, or from 
the sale of a share of stock in respect 
of which the distribution is made, will 
be the quotient of the cost or other 
basis, properly adjusted, assigned to 
the rights or the stock, divided, as the 
case may be, by the number of rights 
acquired or by the number of shares of 
such stock held. 

(c) Cross reference. As to the basis of 
stock or securities distributed by one 
member of a system group to another 
member of the same system group, see 
§ 1.1082–6. 
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§ 1.1082–6 Basis of property acquired 
under section 1081(d) in trans-
actions between corporations of the 
same system group. 

(a) If property was acquired by a cor-
poration which is a member of a sys-
tem group, from a corporation which is 
a member of the same system group, 
upon a transfer or distribution de-
scribed in section 1081 (d)(1), then as a 
general rule the basis of such property 
in the hands of the acquiring corpora-
tion is the basis which such property 
would have had in the hands of the 
transferor if the transfer or distribu-
tion had not been made. Except as oth-
erwise indicated in this section, this 
rule will apply equally to cases in 
which the consideration for the prop-
erty acquired consists of stock or secu-
rities, money, and other property, or 
any of them, but it is contemplated 
that an ultimate true reflection of in-
come will be obtained in all cases, not-
withstanding any peculiarities in form 
which the various transactions may as-
sume. See the example in § 1.1081–6. 

(b) An exception to the general rule 
is provided for in case the property ac-
quired consists of stock or securities 
issued by the corporation from which 
such stock or securities were received. 
If such stock or securities were the sole 
consideration for the property trans-
ferred to the corporation issuing such 
stock or securities, then the basis of 
the stock or securities shall be (1) the 
same as the basis (adjusted to the time 
of the transfer) of the property trans-
ferred for such stock or securities, or 
(2) the fair market value of such stock 
or securities at the time of their re-
ceipt, whichever is the lower. If such 
stock or securities constituted only 
part consideration for the property 
transferred to the corporation issuing 
such stock or securities, then the basis 
shall be an amount which bears the 
same ratio to the basis of the property 
transferred as the fair market value of 
such stock or securities on their re-
ceipt bears to the total fair market 
value of the entire consideration re-
ceived, except that the fair market 
value of such stock or securities at the 
time of their receipt shall be the basis 
therefor, if such value is lower than 
such amount. 

(c) The application of paragraph (b) 
of this section may be illustrated by 
the following examples: 

Example 1. Suppose the A Corporation has 
property with an adjusted basis of $600,000 
and, in an exchange in which section 1081 
(d)(1) is applicable, transfers such property 
to the B Corporation in exchange for a total 
consideration of $1,000,000, consisting of (1) 
cash in the amount of $100,000, (2) tangible 
property having a fair market value of 
$400,000 and an adjusted basis in the hands of 
the B Corporation of $300,000, and (3) stock or 
securities issued by the B Corporation with a 
par value and a fair market value as of the 
date of their receipt in the amount of 
$500,000. The basis to the B Corporation of 
the property received by it is $600,000, which 
is the adjusted basis of such property in the 
hands of the A Corporation. The basis to the 
A Corporation of the assets (other than cash) 
received by it is as follows: Tangible prop-
erty, $300,000, the adjusted basis of such prop-
erty to the B Corporation, the former owner; 
stock or securities issued by the B Corpora-
tion, $300,000, an amount equal to 550,000/ 
1,000,000ths of $600,000. 

Example 2. Suppose that in example (1) the 
property of the A Corporation transferred to 
the B Corporation had an adjusted basis of 
$1,100,000 instead of $600,000, and that all 
other factors in the example remain the 
same. In such case, the basis to the A Cor-
poration of the stock or securities in the B 
Corporation is $500,000, which was the fair 
market value of such stock or securities at 
the time of their receipt by the A Corpora-
tion, because this amount is less than the 
amount established as 500,000/1,000,000ths of 
$1,100,000 or $550,000. 

§ 1.1083–1 Definitions. 

(a) Order of the Securities and Ex-
change Commission. (1) An order of the 
Securities and Exchange Commission 
as defined in section 1083(a) must be 
issued after May 28, 1938 (the date of 
the enactment of the Revenue Act of 
1938 (52 Stat. 447)), and must be issued 
under the authority of section 11(b) or 
11(e) of the Public Utility Holding 
Company Act of 1935 (15 U.S.C. 79k (b), 
(e)), to effectuate the provisions of sec-
tion 11(b) of such Act. In all cases the 
order must become or have become 
final in accordance with law; i.e., it 
must be valid, outstanding, and not 
subject to further appeal. See further 
sections 1083(a) and 1081(f). 

(2) Section 11 (b) of the Public Utility 
Holding Company Act of 1935 provides: 
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Sec. 11. Simplification of holding company 
systems.* * * 

(b) It shall be the duty of the Commission, 
as soon as practicable after January 1, 1938: 

(1) To require by order, after notice and op-
portunity for hearing, that each registered 
holding company, and each subsidiary com-
pany thereof, shall take such action as the 
Commission shall find necessary to limit the 
operations of the holding-company system of 
which such company is a part to a single in-
tegrated public-utility system, and to such 
other businesses as are reasonably inci-
dental, or economically necessary or appro-
priate to the operations of such integrated 
public-utility system: Provided, however, 
That the Commission shall permit a reg-
istered holding company to continue to con-
trol one or more additional integrated pub-
lic-utility systems, if, after notice and op-
portunity for hearing, it finds that— 

(A) Each of such additional systems cannot 
be operated as an independent system with-
out the loss of substantial economies which 
can be secured by the retention of control by 
such holding company of such system; 

(B) All of such additional systems are lo-
cated in one State, or in adjoining States, or 
in a contiguous foreign country; and 

(C) The continued combination of such sys-
tems under the control of such holding com-
pany is not so large (considering the state of 
the art and the area or region affected) as to 
impair the advantages of localized manage-
ment, efficient operation, or the effective-
ness of regulation. 
The Commission may permit as reasonably 
incidental, or economically necessary or ap-
propriate to the operations of one or more 
integrated public-utility systems the reten-
tion of an interest in any business (other 
than the business of a public-utility com-
pany as such) which the Commission shall 
find necessary or appropriate in the public 
interest or for the protection of investors or 
consumers and not detrimental to the proper 
functioning of such system or systems. 

(2) To require by order, after notice and op-
portunity for hearing, that each registered 
holding company, and each subsidiary com-
pany thereof, shall take such steps as the 
Commission shall find necessary to ensure 
that the corporate structure or continued ex-
istence of any company in the holding-com-
pany system does not unduly or unneces-
sarily complicate the structure, or unfairly 
or inequitably distribute voting power 
among security holders, of such holding- 
company system. In carrying out the provi-
sions of this paragraph the Commission shall 
require each registered holding company 
(and any company in the same holding-com-
pany system with such holding company) to 
take such action as the Commission shall 
find necessary in order that such holding 
company shall cease to be a holding com-
pany with respect to each of its subsidiary 

companies which itself has a subsidiary com-
pany which is a holding company. Except for 
the purpose of fairly and equitably distrib-
uting voting power among the security hold-
ers of such company, nothing in this para-
graph shall authorize the Commission to re-
quire any change in the corporate structure 
or existence of any company which is not a 
holding company, or of any company whose 
principal business is that of a public-utility 
company. The Commission may by order re-
voke or modify any order previously made 
under this subsection, if, after notice and op-
portunity for hearing, it finds that the con-
ditions upon which the order was predicated 
do not exist. Any order made under this sub-
section shall be subject to judicial review as 
provided in section 24. 

(3) Section 11(e) of the Public Utility 
Holding Company Act of 1935 provides: 

Sec. 11. Simplification of holding company 
systems. * * * 

(e) In accordance with such rules and regu-
lations or order as the Commission may 
deem necessary or appropriate in the public 
interest or for the protection of investors or 
consumers, any registered holding company 
or any subsidiary company of a registered 
holding company may, at any time after 
January 1, 1936, submit a plan to the Com-
mission for the divestment of control, secu-
rities, or other assets, or for other action by 
such company or any subsidiary company 
thereof for the purpose of enabling such com-
pany or any subsidiary company thereof to 
comply with the provisions of subsection (b). 
If, after notice and opportunity for hearing, 
the Commission shall find such plan, as sub-
mitted or as modified, necessary to effec-
tuate the provisions of subsection (b) and 
fair and equitable to the persons affected by 
such plan, the Commission shall make an 
order approving such plan; and the Commis-
sion, at the request of the company, may 
apply to a court, in accordance with the pro-
visions of subsection (f) of section 18, to en-
force and carry out the terms and provisions 
of such plan. If, upon any such application, 
the court, after notice and opportunity for 
hearing, shall approve such plan as fair and 
equitable and as appropriate to effectuate 
the provisions of section 11, the court as a 
court of equity may, to such extent as it 
deems necessary for the purpose of carrying 
out the terms and provisions of such plan, 
take exclusive jurisdiction and possession of 
the company or companies and the assets 
thereof, wherever located; and the court 
shall have jurisdiction to appoint a trustee, 
and the court may constitute and appoint 
the Commission as sole trustee, to hold or 
administer, under the direction of the court 
and in accordance with the plan theretofore 
approved by the court and the Commission, 
the assets so possessed. 
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(b) Registered holding company, hold-
ing-company system, and associate com-
pany. (1) Under section 5 of the Public 
Utility Holding Company Act of 1935 
(15 U.S.C. 79e), any holding company 
may register by filing with the Securi-
ties and Exchange Commission a noti-
fication of registration, in such form as 
the Commission may by rules and regu-
lations prescribe as necessary or appro-
priate in the public interest or for the 
protection of investors or consumers. A 
holding company shall be deemed to be 
registered upon receipt by the Securi-
ties and Exchange Commission of such 
notification of registration. As used in 
this part, the term registered holding 
company means a holding company 
whose notification of registration has 
been so received and whose registration 
is still in effect under section 5 of the 
Public Utility Holding Company Act of 
1935. Under section 2 (a)(7) of the Public 
Utility Holding Company Act of 1935 
(15 U.S.C. 79b (a)(7)), a corporation is a 
holding company (unless it is declared 
not to be such by the Securities and 
Exchange Commission), if such cor-
poration directly or indirectly owns, 
controls, or holds with power to vote 10 
percent or more of the outstanding vot-
ing securities of a public-utility com-
pany (i.e., an electric utility company 
or a gas utility company as defined by 
such act) or of any other holding com-
pany. A corporation is also a holding 
company if the Securities and Ex-
change Commission determines, after 
notice and opportunity for hearing, 
that such corporation directly or indi-
rectly exercises (either alone or pursu-
ant to an arrangement or under-
standing with one or more other per-
sons) such a controlling influence over 
the management or policies of any pub-
lic-utility company (i.e., an electric 
utility company or a gas utility com-
pany as defined by such act) or holding 
company as to make it necessary or ap-
propriate in the public interest or for 
the protection of investors or con-
sumers that such corporation be sub-
ject to the obligations, duties, and li-
abilities imposed upon holding compa-
nies by the Public Utility Holding 
Company Act of 1935 (15 U.S.C. ch. 2C). 
An electric utility company is defined 
by section 2 (a)(3) of the Public Utility 
Holding Company Act of 1935 (15 U.S.C. 

79b (a)(3)) to mean a company which 
owns or operates facilities used for the 
generation, transmission, or distribu-
tion of electrical energy for sale, other 
than sale to tenants or employees of 
the company operating such facilities 
for their own use and not for resale; 
and a gas utility company is defined by 
section 2 (a)(4) of such act (15 U.S.C. 
79b (a)(4)), to mean a company which 
owns or operates facilities used for the 
distribution at retail (other than dis-
tribution only in enclosed portable 
containers, or distribution to tenants 
or employees of the company operating 
such facilities for their own use and 
not for resale) of natural or manufac-
tured gas for heat, light, or power. 
However, under certain conditions the 
Securities and Exchange Commission 
may declare a company not to be an 
electric utility company or a gas util-
ity company, as the case may be, in 
which event the company shall not be 
considered an electric utility company 
or a gas utility company. 

(2) The term holding company system 
has the meaning assigned to it by sec-
tion 2 (a)(9) of the Public Utility Hold-
ing Company Act of 1935 (15 U.S.C. 79b 
(a)(9)), and hence means any holding 
company, together with all its sub-
sidiary companies (i.e., subsidiary com-
panies within the meaning of section 
2(a)(8) of such act (15 U.S.C. 79b (a)(8)), 
which in general include all companies 
10 percent of whose outstanding voting 
securities is owned directly or indi-
rectly by such holding company) and 
all mutual service companies of which 
such holding company or any sub-
sidiary company thereof is a member 
company. The term mutual service com-
pany means a company approved as a 
mutual service company under section 
13 of the Public Utility Holding Com-
pany Act of 1935 (15 U.S.C. 79m). The 
term member company is defined by ac-
tion 2 (a)(14) of such act (15 U.S.C. 79b 
(a)(14)), to mean a company which is a 
member of an association or group of 
companies mutually served by a mu-
tual service company. 

(3) The term associate company has 
the meaning assigned to it by section 2 
(a)(10) of the Public Utility Holding 
Company Act of 1935 (15 U.S.C. 79b 
(a)(10)), and hence an associate com-
pany of a company is any company in 
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the same holding-company system with 
such company. 

(c) Majority-owned subsidiary com-
pany. The term majority-owned sub-
sidiary company is defined in section 
1083 (c). Direct ownership by a reg-
istered holding company of more than 
50 percent of the specified stock of an-
other corporation is not necessary to 
constitute such corporation a major-
ity-owned subsidiary company. To il-
lustrate, if the H Corporation, a reg-
istered holding company, owns 51 per-
cent of the common stock of the A Cor-
poration and 31 percent of the common 
stock of the B Corporation, and the A 
Corporation owns 20 percent of the 
common stock of the B Corporation 
(the common stock in each case being 
the only stock entitled to vote), both 
the A Corporation and the B Corpora-
tion are majority-owned subsidiary 
companies. 

(d) System group. The term system 
group is defined in section 1083 (d) to 
mean one or more chains of corpora-
tions connected through stock owner-
ship with a common parent corpora-
tion, if at least 90 percent of each class 
of stock (other than (1) stock which is 
preferred as to both dividends and as-
sets, and (2) stock which is limited and 
preferred as to dividends but which is 
not preferred as to assets but only if 
the total value of such stock is less 
than 1 percent of the aggregate value 
of all classes of stock which are not 
preferred as to both dividends and as-
sets) of each of the corporations (ex-
cept the common parent corporation) 
is owned directly by one or more of the 
other corporations, and if the common 
parent corporation owns directly at 
least 90 percent of each class of stock 
(other than stock preferred as to both 
dividends and assets) of at least one of 
the other corporations; but no corpora-
tion is a member of a system group un-
less it is either a registered holding 
company or a majority-owned sub-
sidiary company. While the type of 
stock which must, for the purpose of 
this definition, be at least 90 percent 
owned may be different from the voting 
stock which must be more than 50 per-
cent owned for the purpose of the defi-
nition of a majority-owned subsidiary 
company under section 1083(c), as a 
general rule both types of ownership 

tests must be met under section 
1083(d), since a corporation, in order to 
be a member of a system group, must 
also be a registered holding company 
or a majority-owned subsidiary com-
pany. 

(e) Nonexempt property. The term non-
exempt property is defined by section 
1083(e) to include— 

(1) The amount of any consideration 
in the form of a cancellation or as-
sumption of debts or other liabilities of 
the transferor (including a continuance 
of encumbrances subject to which the 
property was transferred). To illus-
trate, if in obedience to an order of the 
Securities and Exchange Commission 
the X Corporation, a registered holding 
company, transfers property to the Y 
Corporation in exchange for property 
(not nonexempt property) with a fair 
market value of $500,000, the X Cor-
poration receives $100,000 of nonexempt 
property, if for example— 

(i) The Y Corporation cancels $100,000 
of indebtedness owed to it by the X 
Corporation; 

(ii) The Y Corporation assumes an in-
debtedness of $100,000 owed by the X 
Corporation to another company, the A 
Corporation; or 

(iii) The Y Corporation takes over 
the property conveyed to it by the X 
Corporation subject to a mortgage of 
$100,000. 

(2) Short-term obligations (including 
notes, drafts, bills of exchange, and 
bankers’ acceptances) having a matu-
rity at the time of issuance of not ex-
ceeding 24 months, exclusive of days of 
grace. 

(3) Securities issued or guaranteed as 
to principal or interest by a govern-
ment or subdivision thereof (including 
those issued by a corporation which is 
an instrumentality of a government or 
subdivision thereof). 

(4) Stock or securities which were ac-
quired from a registered holding com-
pany which acquired such stock or se-
curities after February 28, 1938, or an 
associate company of a registered hold-
ing company which acquired such 
stock or securities after February 28, 
1938, unless such stock or securities 
were acquired in obedience to an order 
of the Securities and Exchange Com-
mission (as defined in section 1083 (a)) 
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or were acquired with the authoriza-
tion or approval of the Securities and 
Exchange Commission under any sec-
tion of the Public Utility Holding Com-
pany Act of 1935, and are not non-
exempt property within the meaning of 
section 1083(e) (1), (2), or (3). 

(5) Money, and the right to receive 
money not evidenced by a security 
other than an obligation described as 
nonexempt property in section 1083 (e) 
(2) or (3). The term the right to receive 
money includes, among other items, ac-
counts receivable, claims for damages, 
and rights to refunds of taxes. 

(f) Stock or securities. The term stock 
or securities is defined in section 1083(f) 
for the purposes of part VI (section 1081 
and following), subchapter O, chapter 1 
of the Code. As therein defined, the 
term includes voting trust certificates 
and stock rights or warrants. 

WASH SALES OF STOCK OR SECURITIES 

§ 1.1091–1 Losses from wash sales of 
stock or securities. 

(a) A taxpayer cannot deduct any 
loss claimed to have been sustained 
from the sale or other disposition of 
stock or securities if, within a period 
beginning 30 days before the date of 
such sale or disposition and ending 30 
days after such date (referred to in this 
section as the 61-day period), he has ac-
quired (by purchase or by an exchange 
upon which the entire amount of gain 
or loss was recognized by law), or has 
entered into a contract or option so to 
acquire, substantially identical stock 
or securities. However, this prohibition 
does not apply (1) in the case of a tax-
payer, not a corporation, if the sale or 
other disposition of stock or securities 
is made in connection with the tax-
payer’s trade or business, or (2) in the 
case of a corporation, a dealer in stock 
or securities, if the sale or other dis-
position of stock or securities is made 
in the ordinary course of its business 
as such dealer. 

(b) Where more than one loss is 
claimed to have been sustained within 
the taxable year from the sale or other 
disposition of stock or securities, the 
provisions of this section shall be ap-
plied to the losses in the order in which 
the stock or securities the disposition 
of which resulted in the respective 

losses were disposed of (beginning with 
the earliest disposition). If the order of 
disposition of stock or securities dis-
posed of at a loss on the same day can-
not be determined, the stock or securi-
ties will be considered to have been dis-
posed of in the order in which they 
were originally acquired (beginning 
with the earliest acquisition). 

(c) Where the amount of stock or se-
curities acquired within the 61-day pe-
riod is less than the amount of stock or 
securities sold or otherwise disposed of, 
then the particular shares of stock or 
securities the loss from the sale or 
other disposition of which is not de-
ductible shall be those with which the 
stock or securities acquired are 
matched in accordance with the fol-
lowing rule: The stock or securities ac-
quired will be matched in accordance 
with the order of their acquisition (be-
ginning with the earliest acquisition) 
with an equal number of the shares of 
stock or securities sold or otherwise 
disposed of. 

(d) Where the amount of stock or se-
curities acquired within the 61-day pe-
riod is not less than the amount of 
stock or securities sold or otherwise 
disposed of, then the particular shares 
of stock or securities the acquisition of 
which resulted in the nondeductibility 
of the loss shall be those with which 
the stock or securities disposed of are 
matched in accordance with the fol-
lowing rule: The stock or securities 
sold or otherwise disposed of will be 
matched with an equal number of the 
shares of stock or securities acquired 
in accordance with the order of acquisi-
tion (beginning with the earliest acqui-
sition) of the stock or securities ac-
quired. 

(e) The acquisition of any share of 
stock or any security which results in 
the nondeductibility of a loss under the 
provisions of this section shall be dis-
regarded in determining the deduct-
ibility of any other loss. 

(f) The word acquired as used in this 
section means acquired by purchase or 
by an exchange upon which the entire 
amount of gain or loss was recognized 
by law, and comprehends cases where 
the taxpayer has entered into a con-
tract or option within the 61-day period 
to acquire by purchase or by such an 
exchange. 
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