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Reg. Section 1.1001-1(a) 
Computation of gain or loss 
 
 

(a) General rule. Except as otherwise provided in subtitle A of the Code, the gain or loss 
realized from the conversion of property into cash, or from the exchange of property for 
other property differing materially either in kind or in extent, is treated as income or as 
loss sustained. The amount realized from a sale or other disposition of property is the sum 
of any money received plus the fair market value of any property (other than money) 
received. The fair market value of property is a question of fact, but only in rare and 
extraordinary cases will property be considered to have no fair market value. The general 
method of computing such gain or loss is prescribed by section 1001 (a) through (d) 
which contemplates that from the amount realized upon the sale or exchange there shall 
be withdrawn a sum sufficient to restore the adjusted basis prescribed by section 1011 
and the regulations thereunder (i.e., the cost or other basis adjusted for receipts, 
expenditures, losses, allowances, and other items chargeable against and applicable to 
such cost or other basis). The amount which remains after the adjusted basis has been 
restored to the taxpayer constitutes the realized gain. If the amount realized upon the sale 
or exchange is insufficient to restore to the taxpayer the adjusted basis of the property, a 
loss is sustained to the extent of the difference between such adjusted basis and the 
amount realized. The basis may be different depending upon whether gain or loss is being 
computed. For example, see section 1015(a) and the regulations thereunder. Section 
1001(e) and paragraph (f) of this section prescribe the method of computing gain or loss 
upon the sale or other disposition of a term interest in property the adjusted basis (or a 
portion) of which is determined pursuant, or by reference, to section 1014 (relating to the 
basis of property acquired from a decedent) or section 1015 (relating to the basis of 
property acquired by gift or by a transfer in trust). 
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