Publication 523
Involuntary conversion. If your home is destroyed or condemned, you may receive insurance proceeds or a condemnation award. If you acquired a replacement home with these proceeds, the basis is its cost decreased by an y gain not recognized on the conversion under the rules explained in:
· Publication 547, in the case of a home that was destroyed, or
· Chapter 1 of Publication of 544, in the case of a home that was condemned.
Example.
A fire destroyed your home that you owned and used for only 6 months. The home had an adjusted basis of $80,000 and the insurance company paid you $130,000 for the loss. Your gain is $50,000 ($130,000-$80,000). You bought a replacement home for $100,000. The part of your gain that is taxable is $30,000 ($130,000-$100,000), the unspent part of the payment from the insurance company. The rest of the gain ($20,000) is not taxable, so that amount reduces your basis in the new home. The basis of the new home is figured as follows.
Cost of replacement home                                    $100,000
Minus: Gain not recognized                                      20,000
Basis of the replacement home                             $80,000
More information. For more information about basis, see Publication 551.
Adjusted Basis
Adjusted Basis is your cost or other basis increased or decreased by certain amounts.
To figure your adjusted basis, you can use Worksheet 1, found toward the end of this publication. Filled-in examples of that worksheet are included in Comprehensive Examples, later.
On worksheet- line 8 enter amount you spent to restore your home. On line 11 enter any money reimbursements you received for the loss and any deductible casualty loss not covered by insurance.
