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qualified liability) of additional consider-
ation to I pursuant to a sale. 

(vi) Applying § 1.707–5(a)(5) to these facts, 
the partnership’s assumption of liability 1 is 
treated as a transfer of additional consider-
ation to I to the extent of the lesser of— 

(A) zero; or 
(B) $10,000. 
(vii) Therefore, the partnership’s assump-

tion of I’s qualified liability encumbering 
property 1 is not treated as a transfer of any 
additional consideration to I pursuant to a 
sale, and I is treated as having only received 
$10,000 of the fair market value of property 1 
to the partnership in exchange for $10,000 in 
cash. Accordingly, I must recognize $9,500 of 
gain on the sale, that is, the excess of the 
$10,000 amount realized over $500 of I’s ad-
justed tax basis for property 1 (one-tenth of 
I’s adjusted tax basis for the property, be-
cause I is treated as having sold one-tenth of 
the property to the partnership). Since no 
other transfer to J was made as consider-
ation for the transfer of property 2, the part-
nership’s assumption of the qualified liabil-
ity of J encumbering property 2 is not treat-
ed as part of a sale. 

Example 10. Treatment of debt-financed trans-
fers of consideration by partnership. (i) K 
transfers property Z to partnership KL in ex-
change for an interest therein on April 9, 
1992. On September 13, 1992, the partnership 
incurs a liability of $20,000. On November 17, 
1992, the partnership transfers $20,000 to K, 
and $10,000 of this transfer is allocable under 
the rules of § 1.163–8T to proceeds of the part-
nership liability incurred on September 13, 
1992. The remaining $10,000 is paid from other 
partnership funds. Assume that, under sec-
tion 752 and the corresponding regulations, 
the $20,000 liability incurred on September 
13, 1992, is a recourse liability of the partner-
ship and K’s share of that liability is $10,000 
on November 17, 1992. 

(ii) Because a portion of the transfer made 
to K on November 17, 1992, is allocable under 
§ 1.163–8T to proceeds of a partnership liabil-
ity that was incurred by the partnership 
within 90 days of that transfer, K is required 
to take the transfer into account in applying 
the rules of this section and § 1.707–3 only to 
the extent that the amount of the transfer 
exceeds K’s allocable share of the liability 
used to fund the transfer. K’s allocable share 
of the $20,000 liability used to fund $10,000 of 
the transfer to K is $5,000 (K’s share of the li-
ability ($10,000) multiplied by the fraction 
obtained by dividing— 

(A) The amount of the liability that is al-
locable to the distribution to K ($10,000); by 

(B) The total amount of such liability 
($20,000)). 

(iii) Therefore, K is required to take into 
account only $15,000 of the $20,000 partner-
ship transfer to K for purposes of this section 
and § 1.707–3. Under these facts, assuming the 
within-two-year presumption is not rebut-

ted, this $15,000 transfer will be treated 
under the rule in § 1.707–3 as part of a sale by 
K of property Z to the partnership. 

Example 11. Borrowing against pool of receiv-
ables. (i) M generates receivables which have 
an adjusted basis of zero in the ordinary 
course of its business. For M to use receiv-
ables as security for a loan, a commercial 
lender requires M to transfer the receivables 
to a partnership in which M has a 90 percent 
interest. In January, 1992, M transfers to the 
partnership receivables with a face value of 
$100,000. N (who is not related to M) transfers 
$10,000 cash to the partnership in exchange 
for a 10 percent interest. The partnership 
borrows $80,000, secured by the receivables, 
and makes a distribution of $72,000 of the 
proceeds to M and $8,000 of the proceeds to N 
within 90 days of incurring the liability. M’s 
share of the liability under § 1.707–5(a)(2) is 
$72,000 (90 percent×$80,000). 

(ii) Because the transfer of the loan pro-
ceeds to M is allocable under § 1.163–8T to 
proceeds of a partnership loan that was in-
curred by the partnership within 90 days of 
that transfer, M is required to take the 
transfer into account in applying the rules of 
this section and § 1.707–3 only to the extent 
that the amount of the transfer ($72,000) ex-
ceeds M’s allocable share of the liability 
used to fund the transfer. Because the dis-
tribution was a debt-financed transfer pursu-
ant to a plan, M’s allocable share of the li-
ability is $72,000 ($72,000×$80,000/80,000) under 
§ 1.707–5(b)(2)(ii). Therefore, M is not required 
to take into account any of the loan pro-
ceeds for purposes of this section and § 1.707– 
3. 

(iii) When the receivables are collected, M 
must be allocated the gain on the contrib-
uted receivables under section 704(c). How-
ever, the lender permits the partnership to 
distribute cash to the partners only to the 
extent of the value of new receivables con-
tributed to the partnership. In 1993, M con-
tributes additional receivables and receives a 
distribution of cash. The taxable income rec-
ognized by the partnership on the receivables 
is taxable income of the partnership arising 
in the ordinary course of the partnership’s 
activities. To the extent the distribution 
does not exceed 90 percent (M’s percentage 
interest in overall partnership profits) of the 
partnership’s operating cash flow under 
§ 1.707–4(b), the distribution to M is presumed 
not to be a part of a sale of receivables by M 
to the partnership, and the presumption is 
not rebutted under these facts. 

[T.D. 8439, 57 FR 44983, Sept. 30, 1992] 

§ 1.707–6 Disguised sales of property 
by partnership to partner; general 
rules. 

(a) In general. Rules similar to those 
provided in § 1.707–3 apply in deter-
mining whether a transfer of property 
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by a partnership to a partner and one 
or more transfers of money or other 
consideration by that partner to the 
partnership are treated as a sale of 
property, in whole or in part, to the 
partner. 

(b) Special rules relating to liabilities— 
(1) In general. Rules similar to those 
provided in § 1.707–5 apply to determine 
the extent to which an assumption of 
or taking subject to a liability by a 
partner, in connection with a transfer 
of property by a partnership, is consid-
ered part of a sale. Accordingly, if a 
partner assumes or takes property sub-
ject to a qualified liability (as defined 
in paragraph (b)(2) of this section) of a 
partnership, the partner is treated as 
transferring consideration to the part-
nership only to the extent provided in 
paragraph (b). If the partner assumes 
or takes subject to a liability that is 
not a qualified liability, the amount 
treated as consideration transferred to 
the partnership is the amount that the 
liability assumed or taken subject to 
by the partner exceeds the partner’s 
share of that liability (determined 
under the rules of § 1.707–5(a)(2)) imme-
diately before the transfer. Similar to 
the rules provided in § 1.707–5(a)(4), if 
more than one partner assumes or 
takes subject to a liability pursuant to 
a plan, the amount that is treated as a 
transfer of consideration by each part-
ner is the amount by which all of the 
liabilities (other than qualified liabil-
ities) assumed or taken subject to by 
the partner pursuant to the plan ex-
ceed the partner’s share of all of those 
liabilities immediately before the as-
sumption or taking subject to. This 
paragraph (b)(1) does not apply to any 
liability assumed or taken subject to 
by a partner with a principal purpose 
of reducing the extent to which any 
other liability assumed or taken sub-
ject to by a partner is treated as a 
transfer of consideration under this 
paragraph (b). 

(2) Qualified liabilities. (i) If a transfer 
of property by a partnership to a part-
ner is not otherwise treated as part of 
a sale, the partner’s assumption of or 
taking subject to a qualified liability is 
not treated as part of a sale. If a trans-
fer of property by a partnership to the 
partner is treated as part of a sale 
without regard to the partner’s as-

sumption of or taking subject to a 
qualified liability, the partner’s as-
sumption of or taking subject to that 
liability is treated as a transfer of con-
sideration made pursuant to a sale of 
such property to the partner only to 
the extent of the lesser of— 

(A) The amount of consideration that 
the partner would be treated as trans-
ferring to the partnership under para-
graph (b) of this section if the liability 
were not a qualified liability; or 

(B) The amount obtained by multi-
plying the amount of the liability at 
the time of its assumption or taking 
subject to by the partnership’s net eq-
uity percentage with respect to that 
property. 

(ii) A partnership’s net equity per-
centage with respect to an item of 
property encumbered by a qualified li-
ability equals the percentage deter-
mined by dividing— 

(A) The aggregate transfers to the 
partnership from the partner (other 
than any transfer described in this 
paragraph (b)(2)) that are treated as 
the proceeds realized from the sale of 
the transferred property to the part-
ner; by 

(B) The excess of the fair market 
value of the property at the time it is 
transferred to the partner over any 
qualified liabilities of the partnership 
that are assumed or taken subject to 
by the partner at that time. 

(iii) For purposes of this section, the 
definition of a qualified liability is 
that provided in § 1.707–5(a)(6) with the 
following exceptions— 

(A) In applying the definition, the 
qualified liability is one that is origi-
nally an obligation of the partnership 
and is assumed or taken subject to by 
the partner in connection with a trans-
fer of property to the partner; and 

(B) If the liability was incurred by 
the partnership more than two years 
prior to the earlier of the date the 
partnership agrees in writing to trans-
fer the property or the date the part-
nership transfers the property to the 
partner, that liability is a qualified li-
ability whether or not it has encum-
bered the transferred property 
throughout the two-year period. 

(c) Disclosure rules. Similar to the 
rules provided in §§ 1.707–3(c)(2) and 
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1.707–5(a)(7)(ii), a partnership is to dis-
close to the Internal Revenue Service, 
in accordance with § 1.707–8, the facts in 
the following circumstances: 

(1) When a partnership transfers 
property to a partner and the partner 
transfers money or other consideration 
to the partnership within a two-year 
period (without regard to the order of 
the transfers) and the partnership 
treats the transfers as other than a 
sale for tax purposes; and 

(2) When a partner assumes or takes 
subject to a liability of a partnership 
in connection with a transfer of prop-
erty by the partnership to the partner, 
and the partnership incurred the liabil-
ity within the two-year period prior to 
the earlier of the date the partnership 
agrees in writing to the transfer of 
property or the date the partnership 
transfers the property, and the part-
nership treats the liability as a quali-
fied liability under rules similar to 
§ 1.707–5(a)(6)(i)(B). 

(d) Examples. The following examples 
illustrate the rules of this section. 

Example 1. Sale of property by partnership 
to partner. (i) A is a member of a partner-
ship. The partnership transfers property X to 
A. At the time of the transfer, property X 
has a fair market value of $1,000,000. One 
year after the transfer, A transfers $1,100,000 
to the partnership. Assume that under the 
rules of section 1274 the imputed principal 
amount of an obligation to transfer $1,100,000 
one year after the transfer of property X is 
$1,000,000 on the date of the transfer. 

(ii) Since the transfer of $1,100,000 to the 
partnership by A is made within two years of 
the transfer of property X to A, under rules 
similar to those provided in § 1.707–3(c), the 
transfers are presumed to be a sale unless 
the facts and circumstances clearly establish 
otherwise. If no facts exist that would rebut 
this presumption, on the date that the part-
nership transfers property X to A, the part-
nership is treated as having sold property X 
to A in exchange for A’s obligation to trans-
fer $1,100,000 to the partnership one year 
later. 

Example 2. Assumption of liability by partner. 
(i) B is a member of an existing partnership. 
The partnership transfers property Y to B. 
On the date of the transfer, property Y has a 
fair market value of $1,000,000 and is encum-
bered by a nonrecourse liability of $600,000. B 
takes the property subject to the liability. 
The partnership incurred the nonrecourse li-
ability six months prior to the transfer of 
property Y to B and used the proceeds to 
purchase an unrelated asset. Assume that, 
under rule of § 1.707–5(a)(2)(ii) (which deter-

mines a partner’s share of a nonrecourse li-
ability), B’s share of the nonrecourse liabil-
ity immediately before the transfer of prop-
erty Y was $100,000. 

(ii) The liability is not allocable under the 
rules of § 1.163–8T to capital expenditures 
with respect to the property transferred to B 
and was not incurred in the ordinary course 
of the trade or business in which the prop-
erty transferred to the partner was used or 
held. Since the partnership incurred the non-
recourse liability within two years of the 
transfer to B, under rules similar to those 
provided in § 1.707–5(a)(5), the liability is pre-
sumed to be incurred in anticipation of the 
transfer unless the facts and circumstances 
clearly establish the contrary. Assuming no 
facts exist to rebut this presumption, the li-
ability taken subject to by B is not a quali-
fied liability. The partnership is treated as 
having received, on the date of the transfer 
of property Y to B, $500,000 ($600,000 liability 
assumed by B less B’s share of the $100,000 li-
ability immediately prior to the transfer) as 
consideration for the sale of one-half 
($500,000/$1,000,000) of property Y to B. The 
partnership is also treated as having distrib-
uted to B, in B’s capacity as a partner, the 
other one-half of property Y. 

[T.D. 8439, 57 FR 44987, Sept. 30, 1992] 

§ 1.707–7 Disguised sales of partner-
ship interests. [Reserved] 

§ 1.707–8 Disclosure of certain infor-
mation. 

(a) In general. The disclosure referred 
to in § 1.707–3(c)(2) (regarding certain 
transfers made within two years of 
each other), § 1.707–5(a)(7)(ii) (regarding 
a liability incurred within two years 
prior to a transfer of property), and 
§ 1.707–6(c) (relating to transfers of 
property from a partnership to a part-
ner in situations analogous to those 
listed above) is to be made in accord-
ance with paragraph (b) of this section. 

(b) Method of providing disclosure. Dis-
closure is to be made on a completed 
Form 8275 or on a statement attached 
to the return of the transferor of prop-
erty for the taxable year of the trans-
fer that includes the following: 

(1) A caption identifying the state-
ment as disclosure under section 707; 

(2) An identification of the item (or 
group of items) with respect to which 
disclosure is made; 

(3) The amount of each item; and 
(4) The facts affecting the potential 

tax treatment of the item (or items) 
under section 707. 
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