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o-op boards help their shareholders with many issues; however, one important benefit 
which boards should provide—but which many don’t—is facilitating apartment tax basis 

adjustments for shareholders, ideally on an annual basis. Tax basis in a home, including shares 
in a co-op apartment, is the purchase price plus the cost of capital improvements. In a co-op, 
the starting point for an apartment’s basis is the amount paid for the shares in the 
corporation.1 When the apartment is sold, the seller must pay taxes on profits over $250,000, 
or $500,000 if married filing jointly.2 To determine the amount of profit, subtract the tax basis 
in the apartment from the sale price. Therefore, as tax basis increases, the amount of taxable 
gain decreases. 

One common mistake made by co-op apartment owners when they sell their apartments is not 
adjusting the apartment’s tax basis to account for payments made by the owner to the co-op 
(typically, by a special assessment imposed by the corporation) which is used for capital 

                                                       
1 IRS Publication 523 (2016). 
2  IRS Publication 523 (2016). 
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improvements to the building.3 These adjustments can significantly reduce shareholders’ tax 
bills in the event of an apartment sale, especially for those who have owned their apartments 
for a long time. Co-op boards can take steps to help their shareholders avoid making this 
mistake and thus legitimately minimize their tax liability. 

This column discusses co-op building expenditures which are considered capital improvements 
and are therefore permitted to be used as apartment tax basis increases. There are also 
recommendations which co-op boards and the corporation’s accountants and its auditors can 
implement to make it possible/easier for shareholders to capture increases in their apartments’ 
basis and thus decrease their tax liability on sale. 

Capital Improvements 

The IRS allows owners to add the cost of “improvements” to a home to their basis when 
calculating profit on the sale of a home. This is because improvements, as distinguished from 
routine maintenance and repairs, “add to the value of your home, prolong its useful life, or 
adapt it to new uses.”4 In co-op apartment buildings, amounts paid by an apartment owner 
that are considered to be and treated as part of the corporation’s capital account can be used 
to increase a shareholder’s basis, in his or her apartment, pro rata to its share ownership in the 
corporation.5 

Therefore, co-op owners should not only be able to include capital improvements which they 
make within their apartments in their adjusted basis, they can also include their pro rata share 
of capital improvements made by the corporation for the benefit of the entire building. The 
ancillary costs of such improvements, including architects’, engineers’ and lawyers’ fees, can 
also be included when calculating adjusted basis. 

Co-op corporations frequently take out mortgages or lines of credit in order to finance capital 
projects. As those debts are paid down, shareholders can add their proportional share of the 
repayment of the principal on such borrowings to their apartment’s basis. However, the 
repayment of mortgages and lines of credit used for building maintenance or operating costs 
do not increase shareholders’ adjusted basis, although the interest paid on all such borrowings 
may be deductible by shareholders on an annual basis.6 

                                                       
3 Shareholders who use their apartments in a trade or business or to generate income, if the co-ops corporate 

documents permit such use, may also be entitled to depreciation and other deductions. (26 USCA 216). 
4 IRS Publication 523 (2016). 
5 26 U.S.C.A. §216 (West). 
6 Id. 
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One potential pitfall in calculating adjusted basis for co-op building improvements is knowing 
when the amount paid by an owner for a capital expenditure can be added to basis. A 
shareholder can add the amount to the apartment’s basis when they make a payment to the 
corporation that qualifies as a capital contribution.7 However, the timing of when the 
corporation makes a capital expenditure does not govern when a shareholder may increase its 
basis. This is a common misconception. The basis adjustment is allowable when a shareholder 
makes a qualifying payment, regardless of when the corporation spends the money. 

Recommendations for Boards 

It is not easy for individual shareholders to keep track of their proportional share of all 
mortgage principal repayments, nor the co-op corporation’s allocations or assessments for 
capital project purposes. Shareholders may not even know which of their payments to the 
corporation properly qualify as capital contributions. Boards should therefore do what they can 
to make apartment basis adjustment calculations as easy as possible. 

One step we recommend is providing a report on permissible additions to basis in the audited 
financial statements sent to shareholders each year. The co-op’s auditors should have access to 
the information necessary to calculate the annual and cumulative increase in an apartment’s 
basis. If this amount is given to shareholders, which can be accomplished by a simple footnote 
to the co-op’s financial statements, they or their accountant/tax adviser can calculate the 
adjusted basis for their apartments, based on the number of shares they own. Alternatively, the 
co-op’s auditors can be asked to furnish a schedule with annual per-share capital expenditure 
information, which would be included with the annual audited financial abatements distributed 
to shareholders.8 By reporting these calculations in a consistent, accessible manner, boards give 
shareholders an accurate record that they can keep in their files and avoid having to do 
individual calculations when a shareholder sells an apartment. 

We also suggest that co-op boards adopt resolutions stating that appropriate expenditures are 
deemed to be capital contributions. According to a ruling by the U.S. Board of Tax Appeals, 
corporations and their stockholders are allowed to designate certain payments, or even parts of   

                                                       
7 Tax Management Portfolios: Cooperative and Condominium Apartments, 596-3rd, pg. A-42 (2016). 
8 While the co-op’s auditors issue an annual “Tax Deduction Letter” to shareholders, providing them with their 

pro-rata share of the co-op’s annual income expenses for real estate tax deductions and mortgage interest, 
these letters are generally issued in January, before most audits have been completed and the per share 
capital expenditures have been calculated. 
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payments, as capital contributions.9 Therefore, corporate resolutions should be adopted which 
explicitly state that certain shareholder payments or portions thereof have been set aside and 
restricted for capital use, identify those payments as “capital contributions”, and treat them as 
capital contributions for accounting purposes.10 We also recommend that boards specify a 
capital project when allocating the payments received from shareholders. 

These steps do not guarantee that the IRS will treat such shareholder payments as capital 
contributions. However, by characterizing the payments properly and following the form 
prescribed, boards can create a strong presumption that should be difficult to rebut. 

Conclusion 

Calculating an apartment’s adjusted cost basis can be difficult for any co-op shareholder who 
does not have access to the necessary information. By having the corporation’s auditors 
provide complete and accurate records to shareholders, preferably annually, co-op boards can 
help make this process easier. A board resolution as to the “capital character” of appropriate 
expenditures can also demystify part of the calculation. However, shareholders should 
remember that only capital expenses, not routine maintenance and repairs, qualify when 
calculating increases in basis. If boards and shareholders follow these policies and report 
relevant information, then co-op shareholders should be able to lawfully reduce their tax 
liability upon the sale of their apartments. 
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9 Paducah & Illinois R.R., 2 B.T.A. 1001 (1925). 
 
 A typical capital expenditure board resolution would be: 
 
 RESOLUTION, commencing with the year ending ___________, ____, and continuing annually thereafter, the 

portions of maintenance charges (common charges) or special assessments, which are used to fund 
expenditures for capital improvements, mortgage amortization or repayment of other borrowings, the 
proceeds of which have been used to fund capital improvements, shall be accounted for as contributions to 
the additional paid-in capital of the Corporation for Federal income tax reporting purposes. 

10 Tax Management Portfolios: Cooperative and Condominium Apartments, 596-3rd, pg. A-68 (2016). 
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