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respect of a liquidating distribution of
natural resource recapture property to a
minority shareholder. This paragraph (c)
does not apply to a liquidating
distribution of natural resource
recapture property by a subsidiary to its
parent if the parent’s basis for the
property is determined under section
334(b)(2) (as in effect before enactment
of the Tax Reform Act of 1986), by
reference to its basis for the stock of the
subsidiary. This paragraph (c) does not
apply to a liquidating distribution under
section 332 of natural resource
recapture property by a subsidiary to its
parent if gain is recognized and there is
a corresponding increase in the parent’s
basis in the property (e.g., certain
distributions to a tax-exempt or foreign
corporation).

(d) Limitation for like kind exchanges
and involuntary conversions—(1)
General rule. If natural resource
recapture property is disposed of and
gain (determined without regard to
section 1254) is not recognized in whole
or in part under section 1031 (relating
to like kind exchanges) or section 1033
(relating to involuntary conversions),
the amount of gain taken into account
by the transferor under section
1254(a)(1) may not exceed the sum of—

(i) The amount of gain recognized on
the disposition (determined without
regard to section 1254); plus

(ii) The fair market value of property
acquired that is not natural resource
recapture property and is not taken into
account under paragraph (d)(1)(i) of this
section (that is, qualifying property
under section 1031 or 1033 that is not
natural resource recapture property).

(2) Disposition and acquisition of both
natural resource recapture property and
other property. For purposes of this
paragraph (d), if both natural resource
recapture property and property that is
not natural resource recapture property
are acquired as the result of one
disposition in which both natural
resource recapture property and
property that is not natural resource
recapture property are disposed of—

(i) The total amount realized upon the
disposition is allocated between the
natural resource recapture property and
the property that is not natural resource
recapture property disposed of in
proportion to their respective fair
market values;

(ii) The amount realized upon the
disposition of the natural resource
recapture property is deemed to consist
of so much of the fair market value of
the natural resource recapture property
acquired as is not in excess of the
amount realized from the natural
resource recapture property disposed of,
and the remaining portion (if any) of the

amount realized upon the disposition of
such property is deemed to consist of so
much of the fair market value of the
property that is not natural resource
recapture property acquired as is not in
excess of the remaining portion; and

(iii) The amount realized upon the
disposition of the property that is not
natural resource recapture property is
deemed to consist of so much of the fair
market value of all the property
acquired which was not taken into
account under paragraph (d)(2)(ii) of
this section. Except as provided in
section 1060 and the regulations
thereunder, if a buyer and seller have
adverse interests as to such allocation of
the amount realized, any arm’s-length
agreement between the buyer and seller
is used to establish the allocation. In the
absence of such an agreement, the
allocation is made by taking into
account the appropriate facts and
circumstances.

§ 1.1254–3 Section 1254 costs immediately
after certain acquisitions.

(a) Transactions in which basis is
determined by reference to cost or fair
market value of property transferred—
(1) Basis determined under section
1012. If, on the date a person acquires
natural resource recapture property, the
person’s basis for the property is
determined solely by reference to its
cost (within the meaning of section
1012), the amount of section 1254 costs
with respect to the natural resource
recapture property in the person’s hands
is zero on the acquisition date.

(2) Basis determined under section
301(d), 334(a), or 358(a)(2). If, on the
date a person acquires natural resource
recapture property, the person’s basis
for the property is determined solely by
reason of the application of section
301(d) (relating to basis of property
received in a corporate distribution),
section 334(a) (relating to basis of
property received in a liquidation in
which gain or loss is recognized), or
section 358(a)(2) (relating to basis of
other property received in certain
exchanges), the amount of the section
1254 costs with respect to the natural
resource recapture property in the
person’s hands is zero on the
acquisition date.

(3) Basis determined solely under
former section 334(b)(2) or former
section 334(c). If, on the date a person
acquires natural resource recapture
property, the person’s basis for the
property is determined solely under the
provisions of section 334(b)(2) (prior to
amendment of that section by the Tax
Equity and Fiscal Responsibility Act of
1982) or (c) (prior to repeal of that
section by the Tax Reform Act of 1986)

(relating to basis of property received in
certain corporate liquidations), the
amount of section 1254 costs with
respect to the natural resource recapture
property in the person’s hands is zero
on the acquisition date.

(4) Basis determined by reason of the
application of section 1014(a). If, on the
date a person acquires natural resource
recapture property from a decedent, the
person’s basis is determined, by reason
of the application of section 1014(a),
solely by reference to the fair market
value of the property on the date of the
decedent’s death or on the applicable
date provided in section 2032 (relating
to alternate valuation date), the amount
of section 1254 costs with respect to the
natural resource recapture property in
the person’s hands is zero on the
acquisition date. See paragraph (c) of
this section for the treatment of certain
transfers at death.

(b) Gifts and certain tax-free
transactions—(1) General rule. If natural
resource recapture property is
transferred in a transaction described in
paragraph (b)(2) of this section, the
amount of section 1254 costs with
respect to the natural resource recapture
property in the hands of the transferee
immediately after the disposition is an
amount equal to—

(i) The amount of section 1254 costs
with respect to the natural resource
recapture property in the hands of the
transferor immediately before
disposition; minus

(ii) The amount of any gain taken into
account as ordinary income under
section 1254(a)(1) by the transferor upon
the disposition.

(2) Transactions covered. The
transactions to which paragraph (b)(1) of
this section apply are—

(i) A disposition that is a gift or in part
a sale or exchange and in part a gift;

(ii) A transaction described in section
1041(a); or

(iii) A disposition described in
§ 1.1254–2(c)(3) (relating to certain tax-
free transactions).

(c) Certain transfers at death. If
natural resource recapture property is
acquired in a transfer at death, the
amount of section 1254 costs with
respect to the natural resource recapture
property in the hands of the transferee
immediately after the transfer includes
the amount, if any, of the section 1254
costs deducted by the transferee before
the decedent’s death, to the extent that
the basis of the natural resource
recapture property (determined under
section 1014(a)) is required to be
reduced under the second sentence of
section 1014(b)(9) (relating to
adjustments to basis where the property


