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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)(ii)(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. 

(D) Effective date. This paragraph 
(g)(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; T.D. 9080, 68 FR 42593, July 18, 2003; T.D. 
9100, 68 FR 70705, Dec. 19, 2003; T.D. 9100, 69 
FR 5017, Feb. 3, 2004; T.D. 9127, 69 FR 26039, 
May 11, 2004; T.D. 9300, 71 FR 71042, Dec. 8, 
2006] 

§ 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 
forfeiture or otherwise resulting in the 
realization by such lessor of income 
which, were it not for the provisions of 
section 109, would be includible in gross 
income of the lessor, the amount so ex-
cluded from gross income shall not be 
taken into account in determining the 
basis or the adjusted basis of such 
property or any portion thereof in the 
hands of the lessor. If, however, in any 
taxable year beginning before January 
1, 1942, there has been included in the 
gross income of the lessor an amount 
representing any part of the value of 
such property attributable to such 
buildings or improvements, the basis of 
each portion of such property shall be 
properly adjusted for the amount so in-
cluded in gross income. For example, A 
leased in 1930 to B for a period of 25 
years unimproved real property and in 
accordance with the terms of the lease 
B erected a building on the property. It 
was estimated that upon expiration of 
the lease the building would have a de-
preciated value of $50,000, which value 
the lessor elected to report (beginning 
in 1931) as income over the term of the 
lease. This method of reporting was 
used until 1942. In 1952 B forfeits the 
lease. The amount of $22,000 reported as 
income by A during the years 1931 to 
1941, inclusive, shall be added to the 
basis of the property represented by 
the improvements in the hands of A. If 
in such case A did not report during 
the period of the lease any income at-
tributable to the value of the building 
erected by the lessee and the lease was 
forfeited in 1940 when the building was 
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worth $75,000, such amount, having 
been included in gross income under 
the law applicable to that year, is 
added to the basis of the property rep-
resented by the improvements in the 
hands of A. As to treatment of such 
property for the purposes of capital 
gains and losses, see subchapter P (sec-
tion 1201 and following), chapter 1 of 
the Code. 

§ 1.1020–1 Election as to amounts al-
lowed in respect of depreciation, 
etc., before 1952. 

(a) In general. (1) Any person may 
elect to have the adjustments to the 
cost or other basis of property under 
section 1016(a)(2) determined in accord-
ance with subparagraph (B) of such sec-
tion by filing a statement of election in 
accordance with the requirements set 
forth in paragraph (b) of this section. 
Any election made after 1952 shall be 
irrevocable when made. Any election 
made after 1952 shall apply with re-
spect to all property held by the person 
making the election at any time on or 
before December 31, 1952, and shall 
apply to all periods since February 28, 
1913, and before January 1, 1952, during 
which such person held such property 
or for which adjustments must be made 
under section 1016(b). For rules with re-
spect to an election made on or before 
December 31, 1952, see paragraph (c) of 
this section. 

(2) An election by a partner on his 
own behalf is not an election for the 
partnership of which he is a member. A 
separate election must be made on be-
half of the partnership. (See section 
703(b) (relating to elections of the part-
nership).) An election on behalf of the 
partnership applies only with respect 
to the partnership, and does not apply 
to the separate property of the part-
ners. A similar rule applies with re-
spect to elections by trusts and bene-
ficiaries of trusts. These rules also 
apply with respect to a revocation of 
an election where such election was 
made on or before December 31, 1952. 

(b) Rules applicable to making of elec-
tion. The following rules are applicable 
to the making of an election under sec-
tion 1020: 

(1) Form of election. The election shall 
be in the form of a statement in writ-
ing, shall state the name and address of 

the taxpayer making the election, and 
shall contain a statement that such 
taxpayer elects to have the provisions 
of section 1016(a)(2)(B) apply in respect 
of all periods since February 28, 1913, 
and before January 1, 1952. 

(2) Signature. The statement shall be 
signed by the taxpayer making the 
election, if an individual, or, if the tax-
payer making the election is not an in-
dividual, the statement shall be signed 
by the person or persons required to 
sign the income return of such tax-
payer. 

(3) Filing. The statement must be 
filed on or before December 31, 1954, in 
the office of the district director for 
the internal revenue district in which 
the income tax return for the year of 
the election is required to be filed. For 
rules as to when timely mailing will be 
treated as timely filing of the state-
ment see section 7502. 

(4) Filing of duplicate. A copy of the 
statement of election must be filed 
with the first return, amended return, 
or claim for refund filed on or after the 
date on which the election is made. 

(c) Election made on or before December 
31, 1952. An election made on or before 
December 31, 1952, in accordance with 
the provisions of section 113(d) of the 
Internal Revenue Code of 1939, may be 
revoked by filing on or before Decem-
ber 31, 1954, in the same office in which 
the election was filed, a statement of 
revocation signed in the same manner 
as the election. Such statement made 
by any person is irrevocable when 
made with respect to such person, and 
no new election may thereafter be 
made by such person. A copy of the 
revocation must be filed with the first 
return, amended return, or claim for 
refund, filed after the date of the rev-
ocation. For additional rules with re-
spect to election made on or before De-
cember 31, 1952, see 26 CFR (1939) 
39.113(b)(1)–1 (Regulations 118). 

(d) Validity of elections or revocation of 
elections. An election or revocation of 
an election which conforms in sub-
stance to the provisions of this section 
will not be deemed invalid solely be-
cause it was filed before the date on 
which the regulations in this section 
were promulgated. 

(e) Effect of election. For rules relat-
ing to the effect of an election under 
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