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FRANCHISE TAX BOARD
CALIFORNIA CODE OF REGULATIONS TITLE 18, DIVISION 3,
CHAPTER 2.5, SUBCHAPTER 11, SECTION 17951-7
REGARDING TAX DEFERRED EXCHANGES OF REAL PROPERTY

PLEASE NOTE: Proposed additions to regulatory text in Section 17951-7 from the
previous version noticed on August 21, 2024, are shown in Double Underline. Proposed
deletions are shown in Beuble-Strikethrough :

Regulation 17951-7 is modified to read:

17951-7. Deferred-gGains andor lLosses Involvingfrem-exchanges-of rfReal ertangible

pProperty from Sources within-in this sState.

(a) In General. When Sgain or loss realizedis recognized for federal income tax
purposes on 1 the € exchange, sale or other dlzsgosmon of real Mertv that is, or

in an exchange%hﬁ
e%%ﬁe#&t under section 1031=e#eeet4=eaé£% of the Internal Revenue
Code or involved in a compulsory or involuntary conversion under section 1033
of the Internal Revenue Code, as incorporated-ia—and-medified by; sections
18031-ar€48034-5 of the Revenue and Taxation Code, the amount of the gain

r Ioss from sources W|th|n thls State is determlned gursuant to thls regulatlon

(b) Definitions. For purposes of this regulation,

&5 Deferred Gam “Deferred gain" ismeans the galn that is realized upon the
xchange e of ea property but is

not recognized pursuant to sections 1031 or 1033 of the Internal Revenue

Code, as incorporated by section 18031 of the Revenue and Taxation Code.

£ Deferred Loss "Deferred loss" ismeans the loss that is realized upon the
xchange of property but is
not recogmzed pursuant to sections 1031 or 1033 of the Internal Revenue

Code, as incorporated by section 18031 of the Revenue and Taxation Code.
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£ Exchange. "Exchange" means a sale or other disposition of realertangible
persenal property that qualifies for deferral of gain or loss pursuant to
sections 1031 or 1033 of the Internal Revenue Code, as incorporated by
section 18031 of the Revenue and Taxation Code.

(4) Property. "Property" means real property.

(5) Relinquished Property. "Relinquished property" ismeans the+ealertangible
persenal property that is exchanged for like-kind replacement property under
section 1031 of the Internal Revenue Code or the property that is converted
under section 1033 of the Internal Revenue Code, as incorporated by section
18031 of the Revenue and Taxation Code.

£5)(6) Replacement Property. "Replacement property" means seakertangible
persenalthe property acquired as like-kind property under section 1031 of
the Internal Revenue Code or as property similar or related in service and
use under section 1033 of the Internal Revenue Code, as incorporated by
section 18031 of the Revenue and Taxation Code.

-Single-ExchangeRelinquished Property Located in this State. In a single
exchange of relinquished property located in this State for replacement
property located outside this State, upen+recegnitieawhen replacement
property is sold or otherwise disposed of in a transaction in which gain or

lossfrem-the-exehangsis recognized for federal income tax purposes, the
gain or loss seureed-tefrom sources within this State isthelesseref

eithershall be determined under one of the following:

A. Gain. When there is a gain recognized for federal income tax purposes

and deferred gain on the exchange of the relinquished property, the amount
of gain from sources within this State shall be the lesser of the deferred gain

and the gain recognized for federal income tax purposes.Fhe-deferred-gain
erdeferred-loss:

B. Loss. When there is a loss recognized for federal income tax purposes

and a deferred loss on the exchange of the relinquished property, the
amount of loss from sources within this State shall be the lesser of the

eferred loss and the loss recognlzed for federal income tax purposes.Fhe
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C. No Gain or Loss from Sources within this State. When there is a gain
recognized for federal income tax purposes and a deferred loss on the
exchange of the relinquished property, there shall be no gain or loss from

sources within this State. When there is a loss recognized for federal income
tax purposes and a deferred gain on the exchange of the relinquished

property, there shall be no gain or loss from sources within this State.

2-Single-Exehange—Replacement Property Located in this State. In a single

exchange of relinquished property located outside this State for replacement
property located in this State, when the replacement property is sold or
otherwise disposed of in a transaction in which gain or Ioss is recognlzed for
federal |ncome tax purposes the gain or loss seurced-te-this-State-is-th:

: or purposes of subsection (c)(2) is calculated

gursuant to subsectlon (c)(2)(A) and the amount attributable to sources
within this State is calculated pursuant to subsection (c)(2)(B):

A. Calculating the Gain or Loss. The_gain or loss on the sale or
other disposition of the replacement property shall be the fair
market value of the replacement property at the time of its sale or
other disposition, less the purchase price of that property, adjusted
for:

4. All capital expenditures, receipts, losses or other items
associated with the holding of that property and properly
chargeable to the capital account to the extent allowed by iaternal
Revenue-Coede section 1016(a)(1) of the Internal Revenue Code
and the regulatlons thereunder as-eenfermed-toincorporated by
section 18031 of the

Revenue and Taxatlon Code and

2ii. Exhaustion, wear and tear, obsolescence, amortization and
depletion associated with the holding of that property underdateraal
Revenue-Cede section 1016(a)(2) of the Internal Revenue Code
and the regulatlons thereunder as eenfermed-toincorporated by
section 18031 of the

Revenue and Taxatlon Code.

B. Galn and Loss from Sources W/th/n this State Fhe-gain-orloss

i. Ga/n When there is a galn recognlzed for federal income tax
purposes and a gain on the sale or other disposition of the

replacement property under subsection (c)(2)(A), the amount
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of gain from sources within this State shall be the lesser of
the gain under subsection (c)(2)(A) and the gain recognized

for federal income tax purposes.

Loss. When there is a loss recognized for federal income tax
purposes and a loss on the sale or other disposition of the
replacement property under subsection (c)(2)(A), the amount
of loss from sources within this State shall be the lesser of
the loss under subsection (¢)(2)(A) and the loss recognized
for federal income tax purposes.

No Gain or Loss from Sources within this State. When there
is a gain recognized for federal income tax purposes and a

loss on the sale or other disposition of the replacement
property under subsection (c)(2)(A), there shall be no gain or

loss from sources within this State. When there is a loss

recognized for federal income tax purposes and a gain on

the sale or other disposition of the replacement property
under subsection (c)(2)(A), there shall be no gain or loss

from sources within this State.

(d) Series of Exchanges. In a series of exchanges, when replacement property is
exchanged, sold, or otherwise disposed of in a transaction in which gain or loss
is recognized for federal income tax purposes, including any gain recognized

from exchanges not solely like-kind under section 1031(b) of the Internal
Revenue Code or any gain recognized from the conversions into money or

property not similar or related in service or use to the converted property under
section 1033(a)(2) of the Internal Revenue Code, the gains and losses for

purposes of subsection (d) are calculated pursuant to subsection (d)(1) and the

amount attributable to sources within this State is calculated pursuant to

subsection (d)(2).

(1) Calculating the gain or loss.

exchange of the first relinquished property shall be the deferred

gain or deferred loss, regardless of location.
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this-State-
B. Exchange, Sale, or Other Disposition of Replacement Property. The gain
or loss on a subsequent exchange of any replacement property or sale or

other disposition of replacement property shall be calculated according to
subsection (c)(2)(A), regardless of location.

(2) Gains and losses from sources within this State.

A. Gain. When there is gain recognized for federal income tax

purposes and the net amount of all gains and losses calculated
under subsection (d)(1) for properties located within this State

results in a gain, the amount of gain from sources within this State
shall be determined as follows:

i. If the gain recognized for federal income tax purposes is
greater than or equal to the sum of all gains calculated under
subsection (d)(1) regardless of location, then the amount of
gain from sources within this State shall be equal to the sum
of all the gains calculated under subsection (d)(1) for
properties located within this State.

ii. If the gain recognized for federal income tax purposes is less
than the sum of all the gains calculated under subsection
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(d)(1) regardless of location, then the amount of gain from

sources within this State shall be determined by multiplying
the gain recognized for federal income tax purposes by the
ratio of the sum of all the gains calculated under subsection
(d)(1) for properties located within this State over the sum of

all the gains calculated under subsection (d)(1) for all
properties, regardless of location.

B. Loss. When there is a loss recognized for federal income tax
purposes and the net amount of all gains and losses calculated
under subsection (d)(1) for properties located within this State

results in a loss, the amount of the loss from sources within this
State shall be determined as follows:

i. Ifthe loss recognized for federal income tax purposes is
greater than or equal to the sum of all losses calculated
under subsection (d)(1) regardless of location, then the

amount of loss from sources within this State shall be equal
to the sum of all the losses calculated under subsection

(d)(1) for properties located within this State.

If the loss recognized for federal income tax purposes is less
than the sum of all losses calculated under subsection (d)(1)
regardless of location, then the amount of loss from sources
within this State shall be determined by multiplying the loss
recognized for federal income tax purposes by the ratio of
the sum of all losses calculated under subsection (d)(1) for
properties located within this State over the sum of all losses
calculated under subsection (d)(1) for all properties,
regardless of location.

C. No Gain or Loss from Sources within this State. When there is a

gain recognized for federal income tax purposes and the net
amount of all gains and losses calculated under subsection (d)(1

for properties located in this State results in a loss, there shall be
no gain or loss from sources within this State. When there is a

loss recognized for federal income tax purposes and the net
amount of all gains and losses calculated under subsection (d)(1
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for properties located in this State results in a gain, there shall be
no gain or loss from sources within this State.

£5)(3) Recognition Treatment. Any deferred-gain or deferred-loss, once
recognized, shall no longer be considered deferred gain or deferred loss
for purposes of this subsection.

(e) Exchanges with Multiple Replacement Properties. When relinguished-property is
exchanged for more than one replacement property, any deferred gain aador

deferred loss under subsection (c)(1) and any gain or loss under subsection

(d)(1) associated with the relinguished-property exchanged shall be
allecateddivided pro rata among the multiple replacement properties based on

the fa|r market value of the replacement propertiesli

. For the purposes of this subsection, the
fair market value of each replacement property shall be reduced by the fair

market value of any property not of like-kind or property not similar in service or
use to the relinquished property used to purchase that replacement property.

£g5(f) Examples.

&9 Single Exchange — Relinquished Property Located in this State. Taxpayer
purchases Galifernia-property located in this State for $50. Taxpayer
exchangesselis-the-Galifernia property located in this State for replacement
property in State A with a fair market value of $150 deferringnot recognizing
gain of $100 ($150-$50); unde section 1031 _of the
Internal Revenue Code. Taxpayer e*eheﬁge&ﬁesells the replacement

WhICh galn of $200 @250 $50) is recognlzed for federal mcome tax

purposes. Pursuant to subsection (c)(1)(A), the
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gain from sources within this State is $100, which is the lesser of the $100
Galifernia-seuree deferred gain and the $200 gain recognized for federal
income tax purposes.

£ Single Exchange — Replacement Property Located in this State. Taxpayer
purchases property located in State A for $50.-ard-selis Taxpayer
exchanges the property located in State A for replacement property in this
State with a fair market value of fer $120 deferring-not recognizing gain of
$70 ($120-$50); under tatermal-Revenue-Cod section 1031 of the Internal
Revenue Code. i

: —=Taxpayer sells
the Q&I%ﬁ%replacement property located in_this State for $150ina
transaction in which gain of $100_($150-$50) is recognized for federal
income tax purposes. Fae-GCalifornia-seuree-Pursuant to subsectlon QCMZMB)!
the galn from sources within this State is $30
$30-which is the lesser of the $30 994%%%%%9 galn

calculated pursuant to subsection (c)(2)(A) ($150-$120) and the $100 gain
for federal income tax purposes.

Series of Exchanges. Taxpayer purchases property located in this State for

$50. Taxpayer exchanges property located in this State for replacement




Note: This handout is intended only for purposes of facilitating discussion at the Interested Parties Meeting
scheduled for January 27, 2026.

Page: 9

property located in State A with a fair market value of $150, not recognizing

gain of $100 ($150-$50) under section 1031 of the Internal Revenue Code.

Taxpayer exchanges property in State A for replacement property located in
State B with a fair market value of $300, not recognizing gain of $150 ($300-

$150) and continuing to not recognize the gain of $100 under section 1031 of

the Internal Revenue Code. Taxpayer sells the replacement property located
in State B for $170 in a transaction in which gain of $120 ($170-$50) is

recognized for federal income tax purposes.

Pursuant to subsection (d)(1)(A), the gain on the sale of property located in
this State is $100 ($150-$50). Pursuant to subsection (d)(1)(B), the gain on

the sale of property located in State A is $150 ($300-$150), and the loss on
the sale of property located in State B is $130 ($170-$300).

Pursuant to subsection (d)(2)(A), there is gain recognized for federal income
tax purposes ($120) and a net amount of gain on the property located in this
State ($100). The gain recognized for federal income tax purposes ($120) is
less than the sum of all the gains regardless of location ($250 [$100+$150
calculated under subsection (d)(1). Therefore, the gain from sources within

this State is determined under subsection (d)(2)(A)(ii). The amount of gain
from sources within this State is $48, which is determined by multiplying the

federal gain ($120) by the ratio of the gain on the property located in this

State ($100) over the sum of all gains regardless of location ($250).
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Series of Exchanges — Not Solely Like-Kind. Taxpayer purchases property

located in this State for $50. Taxpayer exchanges property located in this
State for replacement property located in State A with a fair market value of

150, not recognizing gain of $100 ($150-$50) under section 1031 of the
Internal Revenue Code. Taxpayer exchanges property located in State A for

replacement property located in State B with a fair market value of $275 and
receives $25 cash, not recognizing gain of $125 ($275-$150) and continuing

to not recognize the gain of $100 under section 1031 of the Internal Revenue
Code. The receipt of $25 cash is recognized immediately for federal income

tax purposes upon the exchange of property in State A under section
1031(b) of the Internal Revenue Code.

Pursuant to subsection (d)(1)(A), the gain on the sale of property located in
this State is $100 ($150-%$50). Pursuant to subsection (d)(1)(B), the gain on
the sale of property located in State A is $150 ($300-$150).

Pursuant to subsection (d)(2)(A) there is a gain recognized for federal
income tax purposes ($25) and a net amount of gain on the property located

in this State ($100). The gain recognized for federal income tax purposes

25) is less than the sum of all the gains regardless of location ($250
[$100+$150]) under subsection (d)(1). Therefore, the gain from sources
within this State is determined under subsection (d)(2)(A)(ii). The amount of
gain from sources within this State is $10, which is determined by multiplying
the federal gain ($25) by the ratio of the gain on the property located in this

State ($100) over the sum of all gains regardless of location ($250).

Pursuant to subsection (d)(3), the $10 of gain recognized in this State is no
longer considered gain or loss under subsection (d). The gain on the

property within this State is now $90 ($100-$10).
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Multiple Replacement Properties. Taxpayer purchases property located in

this State for $210. Taxpayer exchanges property located in this State and
$100 cash for replacement properties in State X and State Y with a fair

market value of $200 each, not recognizing gain of $90 ([$400-$100] -$210
under section 1031 of the Internal Revenue Code. Replacement property
located in State X is acquired using $200 from the relinquished property.

Replacement property located in State Y is acquired using the remaining
$100 from the relinquished property and $100 of cash.

Replacement property located in State Y was acquired using $100 cash.
Therefore, under subsection (e), its fair market value ($200) is reduced by
the not like-kind property (cash of $100) when dividing the deferred gain from

the relinquished property located in this State among the multiple
replacement properties. The deferred gain from property located in this State
is divided $60 to replacement property located in State X ($90 x
($200/$300)) and $30 to replacement property located in State Y ($90 x
([$200-$1001/$300)).

No Gain or Loss from Sources within this State. Taxpayer purchases
property located in this State for $250. Taxpayer exchanges property located
in this State for replacement property located in State A with a fair market
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value of $320, not recognizing gain of $70 ($320-$250) under section 1031
of the Internal Revenue Code. Taxpayer sells property located in State A for
$200 in a transaction in which a loss of $50 ($200-$250) is recognized for
federal income tax purposes. Pursuant to subsection (c¢)(1)(C), there is no
gain or loss from sources within this State because there is a loss recognized
for federal income tax purposes and a deferred gain under subsection
(C)(1)A).

NOTE: Authority: Revenue and Taxation Code section 17954. Reference: Revenue and
Taxation Code section 18031.
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