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Reg. Section 1.1017-1(a) 
Basic reductions following a discharge of indebtedness 

(a)General rule for section 108(b)(2)(E). This paragraph (a) applies to basis reductions under 
section 108(b)(2)(E) that are required by section 108(a)(1) (A) or (B) because the taxpayer 
excluded discharge of indebtedness (COD income) from gross income. A taxpayer must reduce 
in the following order, to the extent of the excluded COD income (but not below zero), the 
adjusted bases of property held on the first day of the taxable year following the taxable year that 
the taxpayer excluded COD income from gross income (in proportion to adjusted basis)- 

(1) Real property used in a trade or business or held for investment, other than real 
property described in section 1221(1), that secured the discharged indebtedness 
immediately before the discharge; 

(2) Personal property used in a trade or business or held for investment, other than 
inventory, accounts receivable, and notes receivable, that secured the discharged 
indebtedness immediately before the discharge; 

(3) Remaining property used in a trade or business or held for investment, other than 
inventory, accounts receivable, notes receivable, and real property described in section 
1221(1); 

(4) Inventory, accounts receivable, notes receivable, and real property described in 
section 1221(1); and 

(5) Property not used in a trade or business nor held for investment. 
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