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amount of other property or money for 
purposes of section 1031(b), consider-
ation given in the form of an assump-
tion of liabilities (or a receipt of prop-
erty subject to a liability) shall be off-
set against consideration received in 
the form of an assumption of liabilities 
(or a transfer subject to a liability). 
See § 1.1031(d)–2, examples (1) and (2). 

[T.D. 6500, 25 FR 11910, Nov. 26, 1960, as 
amended by T.D. 6935, 32 FR 15822, Nov. 17, 
1967]

§ 1.1031(b)–2 Safe harbor for qualified 
intermediaries. 

(a) In the case of simultaneous trans-
fers of like-kind properties involving a 
qualified intermediary (as defined in 
§ 1.1031(k)–1(g)(4)(iii)), the qualified 
intermediary is not considered the 
agent of the taxpayer for purposes of 
section 1031(a). In such a case, the 
transfer and receipt of property by the 
taxpayer is treated as an exchange. 

(b) In the case of simultaneous ex-
changes of like-kind properties involv-
ing a qualified intermediary (as defined 
in § 1.1031(k)–1(g)(4)(iii)), the receipt by 
the taxpayer of an evidence of indebt-
edness of the transferee of the qualified 
intermediary is treated as the receipt 
of an evidence of indebtedness of the 
person acquiring property from the 
taxpayer for purposes of section 453 and 
§ 15a.453–1(b)(3)(i) of this chapter. 

(c) Paragraph (a) of this section ap-
plies to transfers of property made by 
taxpayers on or after June 10, 1991. 

(d) Paragraph (b) of this section ap-
plies to transfers of property made by 
taxpayers on or after April 20, 1994. A 
taxpayer may choose to apply para-
graph (b) of this section to transfers of 
property made on or after June 10, 1991. 

[T.D. 8346, 56 FR 19937, May 1, 1991, as amend-
ed by T.D. 8535, 59 FR 18749, Apr. 20, 1994]

§ 1.1031(c)–1 Nonrecognition of loss. 
Section 1031(c) provides that a loss 

shall not be recognized from an ex-
change of property described in section 
1031(a), 1035(a), 1036(a), or 1037(a) where 
there is received in the exchange other 
property or money in addition to prop-
erty permitted to be received without 
recognition of gain or loss. See exam-
ple (4) of paragraph (a)(3) of § 1.1037–1 
for an illustration of the application of 
this section in the case of an exchange 

of U.S. obligations described in section 
1037(a). 

[T.D. 6935, 32 FR 15822, Nov. 17, 1967]

§ 1.1031(d)–1 Property acquired upon a 
tax-free exchange. 

(a)If, in an exchange of property sole-
ly of the type described in section 1031, 
section 1035(a), section 1036(a), or sec-
tion 1037(a), no part of the gain or loss 
was recognized under the law applica-
ble to the year in which the exchange 
was made, the basis of the property ac-
quired is the same as the basis of the 
property transferred by the taxpayer 
with proper adjustments to the date of 
the exchange. If additional consider-
ation is given by the taxpayer in the 
exchange, the basis of the property ac-
quired shall be the same as the prop-
erty transferred increased by the 
amount of additional consideration 
given (see section 1016 and the regula-
tions thereunder). 

(b) If, in an exchange of properties of 
the type indicated in section 1031, sec-
tion 1035(a), section 1036(a), or section 
1037(a), gain to the taxpayer was recog-
nized under the provisions of section 
1031(b) or a similar provision of a prior 
revenue law, on account of the receipt 
of money in the transaction, the basis 
of the property acquired is the basis of 
the property 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 on the exchange. The application 
of this paragaph may be illustrated by 
the following example:

Example: A, an individual in the moving 
and storage business, in 1954 transfers one of 
his moving trucks with an adjusted basis in 
his hands of $2,500 to B in exchange for a 
truck (to be used in A’s business) with a fair 
market value of $2,400 and $200 in cash. A re-
alizes a gain of $100 upon the exchange, all of 
which is recognized under section 1031(b). 
The basis of the truck acquired by A is deter-
mined as follows:
Adjusted basis of A’s former truck ................ $2,500
Less: Amount of money received .................. 200

Difference ............................................... 2,300
Plus: Amount of gain recognized .................. 100

Basis of truck acquired by A .................. 2,400

(c) If, upon an exchange of properties 
of the type described in section 1031, 
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section 1035(a), section 1036(a), or sec-
tion 1037(a), the taxpayer received 
other property (not permitted to be re-
ceived without the recognition of gain) 
and gain from the transaction was rec-
ognized as required under section 
1031(b), or a similar provision of a prior 
revenue law, the basis (adjusted to the 
date of the exchange) of the property 
transferred by the taxpayer, decreased 
by the amount of any money received 
and increased by the amount of gain 
recognized, must be allocated to and is 
the basis of the properties (other than 
money) received on the exchange. For 
the purpose of the allocation of the 
basis of the properties received, there 
must be assigned to such other prop-
erty an amount equivalent to its fair 
market value at the date of the ex-
change. The application of this para-
graph may be illustrated by the fol-
lowing example:

Example: A, who is not a dealer in real es-
tate, in 1954 transfers real estate held for in-
vestment which he purchased in 1940 for 
$10,000 in exchange for other real estate (to 
be held for investment) which has a fair mar-
ket value of $9,000, an automobile which has 
a fair market value of $2,000, and $1,500 in 
cash. A realizes a gain of $2,500, all of which 
is recognized under section 1031(b). The basis 
of the property received in exchange is the 
basis of the real estate A transfers ($10,000) 
decreased by the amount of money received 
($1,500) and increased in the amount of gain 
that was recognized ($2,500), which results in 
a basis for the property received of $11,000. 
This basis of $11,000 is allocated between the 
automobile and the real estate received by 
A, the basis of the automobile being its fair 
market value at the date of the exchange, 
$2,000, and the basis of the real estate re-
ceived being the remainder, $9,000.

(d) Section 1031(c) and, with respect 
to section 1031 and section 1036(a), 
similar provisions of prior revenue laws 
provide that no loss may be recognized 
on an exchange of properties of a type 
described in section 1031, section 
1035(a), section 1036(a), or section 
1037(a), although the taxpayer receives 
other property or money from the 
transaction. However, the basis of the 
property or properties (other than 
money) received by the taxpayer is the 
basis (adjusted to the date of the ex-
change) of the property transferred, de-
creased by the amount of money re-
ceived. This basis must be allocated to 
the properties received, and for this 

purpose there must be allocated to 
such other property an amount of such 
basis equivalent to its fair market 
value at the date of the exchange. 

(e) If, upon an exchange of properties 
of the type described in section 1031, 
section 1035(a), section 1036(a), or sec-
tion 1037(a), the taxpayer also ex-
changed other property (not permitted 
to be transferred without the recogni-
tion of gain or loss) and gain or loss 
from the transaction is recognized 
under section 1002 or a similar provi-
sion of a prior revenue law, the basis of 
the property acquired is the total basis 
of the properties transferred (adjusted 
to the date of the exchange) increased 
by the amount of gain and decreased by 
the amount of loss recognized on the 
other property. For purposes of this 
rule, the taxpayer is deemed to have 
received in exchange for such other 
property an amount equal to its fair 
market value on the date of the ex-
change. The application of this para-
graph may be illustrated by the fol-
lowing example:

Example: A exchanges real estate held for 
investment plus stock for real estate to be 
held for investment. The real estate trans-
ferred has an adjusted basis of $10,000 and a 
fair market value of $11,000. The stock trans-
ferred has an adjusted basis of $4,000 and a 
fair market value of $2,000. The real estate 
acquired has a fair market value of $13,000. A 
is deemed to have received a $2,000 portion of 
the acquired real estate in exchange for the 
stock, since $2,000 is the fair market value of 
the stock at the time of the exchange. A 
$2,000 loss is recognized under section 1002 on 
the exchange of the stock for real estate. No 
gain or loss is recognized on the exchange of 
the real estate since the property received is 
of the type permitted to be received without 
recognition of gain or loss. The basis of the 
real estate acquired by A is determined as 
follows:
Adjusted basis of real estate trans-

ferred ................................................ $10,000
Adjusted basis of stock transferred ..... 4,000

14,000
Less: Loss recognized on transfer of 

stock ................................................. 2,000

Basis of real estate acquired upon 
the exchange ............................ 12,000

[T.D. 6500, 25 FR 11910, Nov. 26, 1960, as 
amended by T.D. 6935, 32 FR 15823, Nov. 17, 
1967]
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