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Seventy-Sixth Congress, Session III 
Chapter 500 — 54 Stat. 709 — Public, No. 699 (H. R. 9864) 
July 1, 1940 

AN ACT Amending the Bankruptcy Act with respect to the basis of property. 

Be it enacted by the Senate and House of Representatives of the United States of America in 

Congress assembled, That effective as of June 22, 1938, section 270 of the Act entitled 

“An Act to establish a uniform system of bankruptcy throughout the United States”, 

approved July 1, 1898, as amended, is amended to read as follows: 

“Sec. 270. In determining the basis of property for any purposes of any law of the 

United States or of a State imposing a tax upon income, the basis of the debtor’s 

property (other than money) or of such property (other than money) as is transferred 

to any person required to use the debtor’s basis in whole or in part shall be decreased 

by an amount equal to the amount by which the indebtedness of the debtor, not 

including accrued interest unpaid and not resulting in a tax benefit on any income tax 

return, has been canceled or reduced in a proceeding under this chapter, but the basis 

of any particular property shall not be decreased to an amount less than the fair 

market value of such property as of the date of entry of the order confirming the plan. 

Any determination of value in a proceeding under this chapter shall not be deemed a 

determination of fair market value for the purposes of this section. The 

Commissioner of Internal Revenue, with the approval of the Secretary of the 

Treasury, shall prescribe such regulations as he may deem necessary in order to reflect 

such decrease in basis for Federal income-tax purposes and otherwise carry into effect 

the purposes of this section.” 

SEC. 2. Effective as of June 22, 1938, section 396 of such Act, as amended, is 

amended to read as follows: 
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“Sec. 396. In determining the basis of property for any purposes of any law of the 

United States or of a State imposing a tax upon income, the basis of the debtor’s 

property (other than money) or of such property (other than money) as is transferred 

to any person required to use the debtor’s basis in whole or in part shall be decreased 

by an amount equal to the amount by which the indebtedness of the debtor, not 

including accrued interest unpaid and not resulting in a tax benefit on any income-tax 

return, has been canceled or reduced in a proceeding under this chapter, but the basis 

of any particular property shall not be decreased to an amount less than the fair 

market value of such property as of the date of entry of the order confirming the 

arrangement. Any determination of value in a proceeding under this chapter shall not 

be deemed a determination of fair market value for the purposes of this section. The 

Commissioner of Internal Revenue, with the approval of the Secretary of the 

Treasury, shall prescribe such regulations as he may deem necessary in order to reflect 

such decrease in basis for Federal income-tax purposes and otherwise carry into effect 

the purposes of this section.” 

SEC. 3. Effective as of June 22, 1938, section 522 of such Act, as amended, is 

amended to read as follows: 

“Sec. 522. In determining the basis of property for any purposes of any law of the 

United States or of a State imposing a tax upon income, the basis of the debtor’s 

property (other than money) or of such property (other than money) as is transferred 

to any person required to use the debtor’s basis in whole or in part shall be decreased 

by an amount equal to the amount by which the indebtedness of the debtor, not 

including accrued interest unpaid and not resulting in a tax benefit on any income-tax 

return, has been canceled or reduced in a proceeding under this chapter, but the basis 

of any particular property shall not be decreased to an amount less than the fair 

market value of such property as of the date of entry of the order confirming the 
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arrangement. Any determination of value in a proceeding under this chapter shall not 

be deemed a determination of fair market value for the purposes of this section. The 

Commissioner of Internal Revenue, with the approval of the Secretary of the 

Treasury, shall prescribe such regulations as he may deem necessary in order to reflect 

such decrease in basis for Federal income-tax purposes and otherwise carry into effect 

the purposes of this section.” 

APPROVED, July 1, 1940. 


