§1.1018-1

(v) Treatment of basis reduction—(A)
Basis adjustment. The amount of the re-
duction to the basis of depreciable
partnership property constitutes an ad-
justment to the basis of partnership
property with respect to the partner
only. No adjustment is made to the
common basis of partnership property.
Thus, for purposes of income, deduc-
tion, gain, loss, and distribution, the
partner will have a special basis for
those partnership properties the bases
of which are adjusted under section
1017 and this section.

(B) Recovery of adjustments to basis of
partnership property. Adjustments to
the basis of partnership property under
this section are recovered in the man-
ner described in §1.743-1.

(C) Effect of basis reduction. Adjust-
ments to the basis of partnership prop-
erty under this section are treated in
the same manner and have the same ef-
fect as an adjustment to the basis of
partnership property under section
743(b). The following example illus-
trates this paragraph (g)(2)(v):

Example. (i) A, B, and C are equal partners
in partnership PRS, which owns (among
other things) Asset 1, an item of depreciable
property with a basis of $30,000. A’s basis in
its partnership interest is $20,000. Under the
terms of the partnership agreement, A’s
share of the depreciation deductions from
Asset 1 over its remaining useful life will be
$10,000. Under section 1017, A requests, and
PRS agrees, to decrease the basis of Asset 1
with respect to A by $10,000.

(ii) In the year following the reduction of
basis under section 1017, PRS amends its
partnership agreement to provide that items
of depreciation and loss from Asset 1 will be
allocated equally between B and C. In that
year, A’s distributive share of the partner-
ship’s common basis depreciation deductions
from Asset 1 is now $0. Under §1.743-
1(j))(4)(i1)(B), the amount of the section 1017
basis adjustment that A recovers during the
year is $1,000. A will report $1,000 of ordinary
income because A’s distributive share of the
partnership’s common basis depreciation de-
ductions from Asset 1 ($0) is insufficient to
offset the amount of the section 1017 basis
adjustment recovered by A during the year
($1,000).

(iii) In the following year, PRS sells Asset
1 for $15,000 and recognizes a $12,000 loss. This
loss is allocated equally between B and C,
and A’s share of the loss is $0. Upon the sale
of Asset 1, A recovers its entire remaining
section 1017 basis adjustment ($9,000). A will
report $9,000 of ordinary income.
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(D) Effective date. This paragraph
(2)(2)(v) applies to elections made
under sections 108(b)(5) and 108(c) on or
after December 15, 1999.

(3) Partnership basis reduction. The
rules of this section (including this
paragraph (g)) apply in determining the
properties to which the partnership’s
basis reductions must be made.

(h) Special allocation rule for cases to
which section 1398 applies. If a bank-
ruptcy estate and a taxpayer to whom
section 1398 applies (concerning only
individuals under Chapter 7 or 11 of
title 11 of the United States Code) hold
property subject to basis reduction
under section 108(b) (2)(E) or (5) on the
first day of the taxable year following
the taxable year of discharge, the
bankruptcy estate must reduce all of
the adjusted bases of its property be-
fore the taxpayer is required to reduce
any adjusted bases of property.

(i) Effective date. This section applies
to discharges of indebtedness occurring
on or after October 22, 1998.

[T.D. 8787, 63 FR 56563, Oct. 22, 1998, as
amended by T.D. 8847, 64 FR 69921, Dec. 15,
1999]

§1.1018-1 Adjusted basis; exception to
section 270 of the Bankruptcy Act,
as amended.

The adjustment to basis provided by
section 270 of the Bankruptcy Act, as
amended (11 U.S.C. 670), and by
§§1.1016-7 and 1.1016-8 shall not be made
if, in a proceeding under section 77B of
such Act, as amended (11 U.S.C. 207; 48
Stat. 912), indebtedness was canceled in
pursuance of a plan of reorganization
which was consummated by adjust-
ment of the capital or debt structure of
the insolvent corporation, and the final
judgment or decree in such proceeding
was entered before September 22, 1938.
Section 1018 and this section do not
apply if the plan of reorganization
under such section 77B was con-
summated by the transfer of assets of
the insolvent corporation to another
corporation.

§1.1019-1 Property on which lessee
has made improvements.

In any case in which a lessee of real
property has erected buildings or made
other improvements upon the leased
property and the lease is terminated by



