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Reg. Section 1.1231-1(a)

Gains and losses from the sale or exchange of certain property used in the trade or
business

(@) In general. Section 1231 provides that, subject to the provisions of paragraph (e) of this
section, a taxpayer's gains and losses from the disposition (including involuntary
conversion) of assets described in that section as property used in the trade or business
and from the involuntary conversion of capital assets held for more than 6 months shall
be treated as long-term capital gains and losses if the total gains exceed the total losses. If
the total gains do not exceed the total losses, all such gains and losses are treated as
ordinary gains and losses. Therefore, if the taxpayer has no gains subject to section 1231,
a recognized loss from the condemnation (or from a sale or exchange under threat of
condemnation) of even a capital asset held for more than 1 year (6 months for taxable
years beginning before 1977; 9 months for taxable years beginning in 1977) is an
ordinary loss. Capital assets subject to section 1231 treatment include only capital assets
involuntarily converted. The noncapital assets subject to section 1231 treatment are (1)
depreciable business property and business real property held for more than 1 year (6
months for taxable years beginning before 1977; 9 months for taxable years beginning in
1977) other than stock in trade and certain copyrights and artistic property and, in the
case of sales and other dispositions occurring after July 25, 1969, other than a letter,
memorandum, or property similar to a letter or memorandum; (2) timber, coal, and iron
ore which do not otherwise meet the requirements of section 1231 but with respect to
which section 631 applies; and (3) certain livestock and unharvested crops. See paragraph
(c) of this section.
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