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credit or refund of any overpayment of tax resulting 
from the amendments made by this subsection shall 
not expire before the date 1 year after the date of the 
enactment of this Act [July 18, 1984].’’ 

Section 1(b) of Pub. L. 98–259 as amended by Pub. L. 
98–369, div. A, title VII, § 722(g)(1), July 18, 1984, 98 Stat. 
974; Pub. L. 99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, pro-
vided that: 

‘‘(1) IN GENERAL.—The amendment made by sub-
section (a) [amending this section] shall apply with re-
spect to all taxable years (whether beginning before, 
on, or after the date of enactment of this Act [Apr. 10, 
1984]) of individuals dying after November 17, 1978, as a 
result of wounds or injuries incurred after such date. 

‘‘(2) STATUTE OF LIMITATIONS WAIVED.—Notwithstand-
ing section 6511 of the Internal Revenue Code of 1986 
[formerly I.R.C. 1954], the time for filing a claim for 
credit or refund of any overpayment of tax resulting 
from the amendment made by subsection (a) shall not 
expire before the date 1 year after the date of the en-
actment of this Act.’’ 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by Pub. L. 94–455 effective for taxable 
years beginning after Dec. 31, 1976, see section 1901(d) of 
Pub. L. 94–455, set out as a note under section 2 of this 
title. 

EFFECTIVE DATE OF 1975 AMENDMENT 

Section 4(b) of Pub. L. 93–597 provided that: ‘‘The 
amendments made by subsection (a) [amending this 
section] shall apply to taxable years ending on or after 
February 28, 1961.’’ 

REFUNDS AND CREDITS OF OVERPAYMENTS FOR TAX-
ABLE YEARS ENDING ON OR AFTER FEBRUARY 28, 
1961, RESULTING FROM APPLICATION OF PROVISIONS 

Section 4(c) of Pub. L. 93–597, as amended by Pub. L. 
99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, provided that: ‘‘If 
the refund or credit of any overpayment for any tax-
able year ending on or after February 28, 1961, resulting 
from the application of section 692 of the Internal Reve-
nue Code of 1986 [formerly I.R.C. 1954] (as amended by 
subsection (a) of this section) is prevented at any time 
before the expiration of one year after the date of the 
enactment of this Act [Jan. 2, 1975] by the operation of 
any law or rule of law, but would not have been so pre-
vented if claim for refund or credit therefor were made 
on the due date for the return for the taxable year of 
his death (or any later year), refund or credit of such 
overpayment may, nevertheless, be made or allowed if 
claim therefor is filed before the expiration of such 
one-year period.’’ 

TREATMENT OF DIRECTOR GENERAL OF MULTINATIONAL 
FORCE IN SINAI 

Section 722(g)(4) of Pub. L. 98–369, as amended by Pub. 
L. 99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, provided that: 
‘‘For purposes of section 692(c) of the Internal Revenue 
Code of 1986 [formerly I.R.C. 1954], the Director General 
of the Multinational Force and Observers in the Sinai 
who died on February 15, 1984, shall be treated as if he 
were a civilian employee of the United States while he 
served as such Director General.’’ 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 5, 6013 of this 
title. 

Subchapter K—Partners and Partnerships 

Part 

I. Determination of tax liability. 
II. Contributions, distributions, and transfers. 
III. Definitions. 
IV. Special rules for electing large partnerships. 

AMENDMENTS 

1997—Pub. L. 105–34, title XII, § 1221(b), Aug. 5, 1997, 
111 Stat. 1008, added item for part IV. 

SUBCHAPTER REFERRED TO IN OTHER SECTIONS 

This subchapter is referred to in sections 384, 1011, 
1012, 1031 of this title; title 42 section 411; title 46 App. 
section 1177. 

PART I—DETERMINATION OF TAX 
LIABILITY 

Sec. 

701. Partners, not partnership, subject to tax. 
702. Income and credits of partner. 
703. Partnership computations. 
704. Partner’s distributive share. 
705. Determination of basis of partner’s interest. 
706. Taxable years of partner and partnership. 
707. Transactions between partner and partner-

ship. 
708. Continuation of partnership. 
709. Treatment of organization and syndication 

fees. 

AMENDMENTS 

1976—Pub. L. 94–455, title II, § 213(b)(2), title XIX, 
§ 1901(b)(23), Oct. 4, 1976, 90 Stat. 1547, 1798, struck out 
part IV ‘‘Effective date for subchapter’’ in table of 
parts of subchapter K of chapter 1 and added item 709. 

§ 701. Partners, not partnership, subject to tax 

A partnership as such shall not be subject to 
the income tax imposed by this chapter. Persons 
carrying on business as partners shall be liable 
for income tax only in their separate or individ-
ual capacities. 

(Aug. 16, 1954, ch. 736, 68A Stat. 239.) 

CROSS REFERENCES 

Definitions of partnership, see sections 761, 7701 of 
this title. 

Partnerships electing to be taxed as corporations, see 
section 1361 of this title. 

§ 702. Income and credits of partner 

(a) General rule 

In determining his income tax, each partner 
shall take into account separately his distribu-
tive share of the partnership’s— 

(1) gains and losses from sales or exchanges 
of capital assets held for not more than 1 year, 

(2) gains and losses from sales or exchanges 
of capital assets held for more than 1 year, 

(3) gains and losses from sales or exchanges 
of property described in section 1231 (relating 
to certain property used in a trade or business 
and involuntary conversions), 

(4) charitable contributions (as defined in 
section 170(c)), 

(5) dividends with respect to which there is a 
deduction under part VIII of subchapter B, 

(6) taxes, described in section 901, paid or ac-
crued to foreign countries and to possessions 
of the United States, 

(7) other items of income, gain, loss, deduc-
tion, or credit, to the extent provided by regu-
lations prescribed by the Secretary, and 

(8) taxable income or loss, exclusive of items 
requiring separate computation under other 
paragraphs of this subsection. 

(b) Character of items constituting distributive 
share 

The character of any item of income, gain, 
loss, deduction, or credit included in a partner’s 
distributive share under paragraphs (1) through 
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(7) of subsection (a) shall be determined as if 
such item were realized directly from the source 
from which realized by the partnership, or in-
curred in the same manner as incurred by the 
partnership. 

(c) Gross income of a partner 

In any case where it is necessary to determine 
the gross income of a partner for purposes of 
this title, such amount shall include his dis-
tributive share of the gross income of the part-
nership. 

(d) Cross reference 

For rules relating to procedures for determining 
the tax treatment of partnership items see sub-
chapter C of chapter 63 (section 6221 and following). 

(Aug. 16, 1954, ch. 736, 68A Stat. 239; Pub. L. 
88–272, title II, § 201(d)(7), Feb. 26, 1964, 78 Stat. 
32; Pub. L. 94–455, title XIV, § 1402(b)(1)(L), (2), 
title XIX, §§ 1901(b)(1)(I)(i), (ii), 1906(b)(13)(A), 
Oct. 4, 1976, 90 Stat. 1732, 1791, 1834; Pub. L. 
96–223, title IV, § 404(b)(5), Apr. 2, 1980, 94 Stat. 
307; Pub. L. 97–34, title III, § 301(b)(5), (6)(C), Aug. 
13, 1981, 95 Stat. 270; Pub. L. 97–248, title IV, 
§ 402(c)(1), Sept. 3, 1982, 96 Stat. 667; Pub. L. 
97–448, title I, § 103(a)(4), Jan. 12, 1983, 96 Stat. 
2375; Pub. L. 98–369, div. A, title X, § 1001(b)(9), 
(e), July 18, 1984, 98 Stat. 1011, 1012; Pub. L. 
99–514, title VI, § 612(b)(5), Oct. 22, 1986, 100 Stat. 
2250.) 

AMENDMENTS 

1986—Subsec. (a)(5). Pub. L. 99–514 amended par. (5) 
generally. Prior to amendment, par. (5) read as follows: 
‘‘dividends or interest with respect to which there is an 
exclusion under section 116 or 128, or a deduction under 
part VIII of subchapter B,’’. 

1984—Subsec. (a)(1), (2). Pub. L. 98–369 substituted ‘‘6 
months’’ for ‘‘1 year’’, applicable to property acquired 
after June 22, 1984, and before Jan. 1, 1988. See Effective 
Date of 1984 Amendment note below. 

1983—Subsec. (a)(5). Pub. L. 97–448 substituted ‘‘an ex-
clusion under section 116 or 128,’’ for ‘‘provided an ex-
clusion under section 116 or 128’’. 

1982—Subsec. (d). Pub. L. 97–248 added subsec. (d). 
1981—Subsec. (a)(5). Pub. L. 97–34, § 301(b)(6)(C), in-

serted reference to ‘‘interest’’ in heading and text 
which continued the amendment made by Pub. L. 
96–223. 

Pub. L. 97–34, § 301(b)(5), inserted ‘‘or 128’’ after ‘‘sec-
tion 116’’. 

1980—Subsec. (a)(5). Pub. L. 96–223 inserted ‘‘or inter-
est’’ after ‘‘dividends’’. 

1976—Subsec. (a)(1), (2). Pub. L. 94–455, § 1402(b)(2), pro-
vided that ‘‘9 months’’ would be changed to ‘‘1 year’’. 

Pub. L. 94–455, § 1402(b)(1)(L), provided that ‘‘6 
months’’ would be changed to ‘‘9 months’’ for taxable 
years beginning in 1977. 

Subsec. (a)(7) to (9). Pub. L. 94–455, §§ 1901(b)(1)(I)(i), 
1906(b)(13)(A), redesignated pars. (8) and (9) as (7) and 
(8), respectively, and in par. (7), as so redesignated, 
struck out ‘‘or his delegate’’ after ‘‘Secretary’’. Former 
par. (7), which related partially tax-exempt interest on 
obligations of the United States or its instrumental-
ities, was struck out. 

Subsec. (b). Pub. L. 94–455, § 1901(b)(1)(I)(ii), sub-
stituted ‘‘paragraphs (1) through (7)’’ for ‘‘paragraphs 
(1) through (8)’’. 

1964—Subsec. (a)(5). Pub. L. 88–272 struck out ‘‘a cred-
it under section 34,’’ before ‘‘an exclusion’’. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Amendment by Pub. L. 99–514 applicable to taxable 
years beginning after Dec. 31, 1986, see section 612(c) of 
Pub. L. 99–514, set out as a note under section 301 of 
this title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by Pub. L. 98–369 applicable to property 
acquired after June 22, 1984, and before Jan. 1, 1988, see 
section 1001(e) of Pub. L. 98–369, set out as a note under 
section 166 of this title. 

EFFECTIVE DATE OF 1983 AMENDMENT 

Amendment by Pub. L. 97–448 effective, except as 
otherwise provided, as if it had been included in the 
provision of the Economic Recovery Tax Act of 1981, 
Pub. L. 97–34, to which such amendment relates, see 
section 109 of Pub. L. 97–448, set out as a note under sec-
tion 1 of this title. 

EFFECTIVE DATE OF 1982 AMENDMENT 

Amendment by Pub. L. 97–248 applicable to partner-
ship taxable years beginning after Sept. 3, 1982, with 
provision for the applicability of the amendment to 
any partnership taxable year ending after Sept. 3, 1982, 
if the partnership, each partner, and each indirect part-
ner requests such application and the Secretary of the 
Treasury or his delegate consents to such application, 
see section 407(a)(1), (3) of Pub. L. 97–248, set out as an 
Effective Date note under section 6221 of this title. 

EFFECTIVE DATE OF 1981 AMENDMENT 

Amendment by section 301(b)(5) of Pub. L. 97–34 appli-
cable to taxable years ending after Sept. 30, 1981, and 
amendment by section 301(b)(6)(C) of Pub. L. 97–34 ap-
plicable to taxable years beginning after Dec. 31, 1981, 
see section 301(d) of Pub. L. 97–34, set out as a note 
under section 265 of this title. 

EFFECTIVE AND TERMINATION DATES OF 1980 
AMENDMENT 

Amendment by Pub. L. 96–223 applicable with respect 
to taxable years beginning after Dec. 31, 1980, and be-
fore Jan. 1, 1982, see section 404(c) of Pub. L. 96–223, set 
out as a note under section 265 of this title. 

EFFECTIVE DATE OF 1976 AMENDMENT 

Section 1402(b)(1) of Pub. L. 94–455 provided that the 
amendment made by that section is effective with re-
spect to taxable years beginning in 1977. 

Section 1402(b)(2) of Pub. L. 94–455 provided that the 
amendment made by that section is effective with re-
spect to taxable years beginning after Dec. 31, 1977. 

Amendment by section 1901(b)(1)(I)(i), (ii) of Pub. L. 
94–455 effective for taxable years beginning after Dec. 
31, 1976, see section 1901(d) of Pub. L. 94–455, set out as 
a note under section 2 of this title. 

EFFECTIVE DATE OF 1964 AMENDMENT 

Amendment by Pub. L. 88–272 applicable with respect 
to dividends received after Dec. 31, 1964, in taxable 
years ending after such date, see section 201(e) of Pub. 
L. 88–272, set out as a note under section 22 of this title. 

CROSS REFERENCES 

Computation of partnership income, see section 703 of 
this title. 

Partner’s distributive share, see section 704 of this 
title. 

Self-employment income, see section 1402 of this 
title. 

Taxable years of partner and partnership, see section 
706 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 170, 703, 706, 772, 
1366, 1402, 7519 of this title; title 42 sections 403, 411. 

§ 703. Partnership computations 

(a) Income and deductions 

The taxable income of a partnership shall be 
computed in the same manner as in the case of 
an individual except that— 
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(1) the items described in section 702(a) shall 
be separately stated, and 

(2) the following deductions shall not be al-
lowed to the partnership: 

(A) the deductions for personal exemptions 
provided in section 151, 

(B) the deduction for taxes provided in sec-
tion 164(a) with respect to taxes, described in 
section 901, paid or accrued to foreign coun-
tries and to possessions of the United States, 

(C) the deduction for charitable contribu-
tions provided in section 170, 

(D) the net operating loss deduction pro-
vided in section 172, 

(E) the additional itemized deductions for 
individuals provided in part VII of sub-
chapter B (sec. 211 and following), and 

(F) the deduction for depletion under sec-
tion 611 with respect to oil and gas wells. 

(b) Elections of the partnership 

Any election affecting the computation of tax-
able income derived from a partnership shall be 
made by the partnership, except that any elec-
tion under— 

(1) subsection (b)(5) or (c)(3) of section 108 
(relating to income from discharge of indebt-
edness), 

(2) section 617 (relating to deduction and re-
capture of certain mining exploration expendi-
tures), or 

(3) section 901 (relating to taxes of foreign 
countries and possessions of the United 
States), 

shall be made by each partner separately. 

(Aug. 16, 1954, ch. 736, 68A Stat. 240; Pub. L. 
89–570, § 2(b), Sept. 12, 1966, 80 Stat. 764; Pub. L. 
91–172, title V, § 504(c)(3), Dec. 30, 1969, 83 Stat. 
633; Pub. L. 92–178, title III, § 304(c), Dec. 10, 1971, 
85 Stat. 523; Pub. L. 94–12, title V, § 501(b)(3), 
Mar. 29, 1975, 89 Stat. 53; Pub. L. 94–455, title 
XIX, § 1901(b)(21)(F), title XXI, § 2115(c)(2), Oct. 4, 
1976, 90 Stat. 1798, 1909; Pub. L. 95–30, title I, 
§ 101(d)(10), May 23, 1977, 91 Stat. 134; Pub. L. 
96–589, § 2(e)(1), Dec. 24, 1980, 94 Stat. 3396; Pub. L. 
99–514, title V, § 511(d)(2)(B), title VII, 
§ 701(e)(4)(E), Oct. 22, 1986, 100 Stat. 2249, 2343; 
Pub. L. 100–647, title I, § 1008(i), Nov. 10, 1988, 102 
Stat. 3445; Pub. L. 103–66, title XIII, § 13150(c)(9), 
Aug. 10, 1993, 107 Stat. 448.) 

AMENDMENTS 

1993—Subsec. (b)(1). Pub. L. 103–66 substituted ‘‘sub-
section (b)(5) or (c)(3)’’ for ‘‘subsection (b)(5)’’. 

1988—Subsec. (b)(1). Pub. L. 100–647 substituted ‘‘sub-
section (b)(5)’’ for ‘‘subsection (b)(5) or (d)(4)’’. 

1986—Subsec. (b). Pub. L. 99–514 struck out former 
pars. (1) and (3) which related to elections under sec-
tions 57(c) and 163(d), respectively, and redesignated 
former pars. (2), (4), and (5), as pars. (1), (2), and (3), re-
spectively. 

1980—Subsec. (b). Pub. L. 96–589 inserted reference to 
section 108(b)(5) and (d)(4). 

1977—Subsec. (a)(2). Pub. L. 95–30 struck out subpar. 
(A) which made reference to the standard deduction 
provided in section 141, and redesignated subpars. (B) to 
(G) as (A) to (F), respectively. 

1976—Subsec. (a)(2)(G). Pub. L. 94–455, § 2115(c)(2), sub-
stituted ‘‘wells’’ for ‘‘production subject to the provi-
sions of section 613A(c)’’. 

Subsec. (b). Pub. L. 94–455, § 1901(b)(21)(F), struck out 
‘‘under section 615 (relating to pre-1970 exploration ex-
penditures),’’ after ‘‘of the United States, and any elec-
tion’’. 

1975—Subsec. (a)(2)(G). Pub. L. 94–12 added subpar. 
(G). 

1971—Subsec. (b). Pub. L. 92–178 substituted ‘‘,’’ for 
‘‘or’’ after ‘‘(relating to pre-1970 exploration expendi-
tures)’’ and inserted ‘‘under section 57(c) (relating to 
definition of net lease), or under section 163(d) (relating 
to limitation on interest on investment indebtedness)’’ 
after ‘‘(relating to deduction and recapture of certain 
mining exploration expenditures)’’. 

1969—Subsec. (b). Pub. L. 91–172 substituted ‘‘(relating 
to pre-1970 exploration expenditures) or under section 
617 (relating to deduction and recapture of certain min-
ing exploration expenditures)’’ for ‘‘(relating to explo-
ration expenditures) or under section 617 (relating to 
additional exploration expenditures in the case of do-
mestic mining)’’. 

1966—Subsec. (b). Pub. L. 89–570 provided for election 
under section 615 (relating to exploration expenditures) 
or under section 617 (relating to additional exploration 
expenditures in the case of domestic mining). 

EFFECTIVE DATE OF 1993 AMENDMENT 

Amendment by Pub. L. 103–66 applicable to discharges 
after Dec. 31, 1992, in taxable years ending after such 
date, see section 13150(d) of Pub. L. 103–66, set out as a 
note under section 108 of this title. 

EFFECTIVE DATE OF 1988 AMENDMENT 

Amendment by Pub. L. 100–647 effective, except as 
otherwise provided, as if included in the provision of 
the Tax Reform Act of 1986, Pub. L. 99–514, to which 
such amendment relates, see section 1019(a) of Pub. L. 
100–647, set out as a note under section 1 of this title. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Amendment by section 511(d)(2)(B) of Pub. L. 99–514 
applicable to taxable years beginning after Dec. 31, 
1986, see section 511(e) of Pub. L. 99–514, set out as a 
note under section 163 of this title. 

Amendment by section 701(e)(4)(E) of Pub. L. 99–514 
applicable to taxable years beginning after Dec. 31, 
1986, with certain exceptions and qualifications, see 
section 701(f) of Pub. L. 99–514, set out as an Effective 
Date note under section 55 of this title. 

EFFECTIVE DATE OF 1980 AMENDMENT 

Amendment by Pub. L. 96–589 applicable to trans-
actions which occur after Dec. 31, 1980, other than 
transactions which occur in a proceeding in a bank-
ruptcy case or similar judicial proceeding or in a pro-
ceeding under Title 11 commencing on or after Dec. 31, 
1980, with an exception permitting the debtor to make 
the amendment applicable to transactions occurring 
after Sept. 30, 1979; in a specified manner, see section 
7(a)(1), (f) of Pub. L. 96–589, set out as a note under sec-
tion 108 of this title. 

EFFECTIVE DATE OF 1977 AMENDMENT 

Amendment by Pub. L. 95–30 applicable to taxable 
years beginning after Dec. 31, 1976, see section 106(a) of 
Pub. L. 95–30, set out as a note under section 1 of this 
title. 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 1901(b)(21)(F) of Pub. L. 94–455 
effective for taxable years beginning after Dec. 31, 1976, 
see section 1901(d) of Pub. L. 94–455, set out as a note 
under section 2 of this title. 

Amendment by section 2115(c)(2) of Pub. L. 94–455 ef-
fective on Jan. 1, 1975 and applicable to taxable years 
ending after Dec. 31, 1974, see section 2115(f) of Pub. L. 
94–455, set out as a note under section 613A of this title. 

EFFECTIVE DATE OF 1975 AMENDMENT 

Amendment by Pub. L. 94–12 effective Jan. 1, 1975, to 
apply to taxable years ending after Dec. 31, 1974, see 
section 501(c) of Pub. L. 94–12, set out as an Effective 
Date note under section 613A of this title. 
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EFFECTIVE DATE OF 1969 AMENDMENT 

Amendment by Pub. L. 91–172 applicable with respect 
to exploration expenditures paid or incurred after Dec. 
31, 1969, see section 504(d)(1) of Pub. L. 91–172, set out as 
an Effective Date note under section 243 of this title. 

EFFECTIVE DATE OF 1966 AMENDMENT 

Amendment by Pub. L. 89–570 applicable to taxable 
years ending after Sept. 12, 1966, but only in respect of 
expenditures paid or incurred after such date, see sec-
tion 3 of Pub. L. 89–570, set out as an Effective Date 
note under section 617 of this title. 

APPLICABILITY OF CERTAIN AMENDMENTS BY PUB. L. 
99–514 IN RELATION TO TREATY OBLIGATIONS OF 
UNITED STATES 

For applicability of amendment by section 
701(e)(4)(E) of Pub. L. 99–514 notwithstanding any trea-
ty obligation of the United States in effect on Oct. 22, 
1986, with provision that for such purposes any amend-
ment by title I of Pub. L. 100–647 be treated as if it had 
been included in the provision of Pub. L. 99–514 to 
which such amendment relates, see section 1012(aa)(2), 
(4) of Pub. L. 100–647, set out as a note under section 861 
of this title. 

CROSS REFERENCES 

Determination of basis of partner’s interest, see sec-
tion 705 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 705, 860C, 901, 
1363, 1446 of this title. 

§ 704. Partner’s distributive share 

(a) Effect of partnership agreement 

A partner’s distributive share of income, gain, 
loss, deduction, or credit shall, except as other-
wise provided in this chapter, be determined by 
the partnership agreement. 

(b) Determination of distributive share 

A partner’s distributive share of income, gain, 
loss, deduction, or credit (or item thereof) shall 
be determined in accordance with the partner’s 
interest in the partnership (determined by tak-
ing into account all facts and circumstances), 
if— 

(1) the partnership agreement does not pro-
vide as to the partner’s distributive share of 
income, gain, loss, deduction, or credit (or 
item thereof), or 

(2) the allocation to a partner under the 
agreement of income, gain, loss, deduction, or 
credit (or item thereof) does not have substan-
tial economic effect. 

(c) Contributed property 

(1) In general 

Under regulations prescribed by the Sec-
retary— 

(A) income, gain, loss, and deduction with 
respect to property contributed to the part-
nership by a partner shall be shared among 
the partners so as to take account of the 
variation between the basis of the property 
to the partnership and its fair market value 
at the time of contribution, and 

(B) if any property so contributed is dis-
tributed (directly or indirectly) by the part-
nership (other than to the contributing part-
ner) within 7 years of being contributed— 

(i) the contributing partner shall be 
treated as recognizing gain or loss (as the 

case may be) from the sale of such prop-
erty in an amount equal to the gain or loss 
which would have been allocated to such 
partner under subparagraph (A) by reason 
of the variation described in subparagraph 
(A) if the property had been sold at its fair 
market value at the time of the distribu-
tion, 

(ii) the character of such gain or loss 
shall be determined by reference to the 
character of the gain or loss which would 
have resulted if such property had been 
sold by the partnership to the distributee, 
and 

(iii) appropriate adjustments shall be 
made to the adjusted basis of the contrib-
uting partner’s interest in the partnership 
and to the adjusted basis of the property 
distributed to reflect any gain or loss rec-
ognized under this subparagraph. 

(2) Special rule for distributions where gain or 
loss would not be recognized outside part-
nerships 

Under regulations prescribed by the Sec-
retary, if— 

(A) property contributed by a partner 
(hereinafter referred to as the ‘‘contributing 
partner’’) is distributed by the partnership 
to another partner, and 

(B) other property of a like kind (within 
the meaning of section 1031) is distributed by 
the partnership to the contributing partner 
not later than the earlier of— 

(i) the 180th day after the date of the dis-
tribution described in subparagraph (A), or 

(ii) the due date (determined with regard 
to extensions) for the contributing part-
ner’s return of the tax imposed by this 
chapter for the taxable year in which the 
distribution described in subparagraph (A) 
occurs, 

then to the extent of the value of the property 
described in subparagraph (B), paragraph 
(1)(B) shall be applied as if the contributing 
partner had contributed to the partnership the 
property described in subparagraph (B). 

(3) Other rules 

Under regulations prescribed by the Sec-
retary, rules similar to the rules of paragraph 
(1) shall apply to contributions by a partner 
(using the cash receipts and disbursements 
method of accounting) of accounts payable 
and other accrued but unpaid items. Any ref-
erence in paragraph (1) or (2) to the contribut-
ing partner shall be treated as including a ref-
erence to any successor of such partner. 

(d) Limitation on allowance of losses 

A partner’s distributive share of partnership 
loss (including capital loss) shall be allowed 
only to the extent of the adjusted basis of such 
partner’s interest in the partnership at the end 
of the partnership year in which such loss oc-
curred. Any excess of such loss over such basis 
shall be allowed as a deduction at the end of the 
partnership year in which such excess is repaid 
to the partnership. 
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(e) Family partnerships 

(1) Recognition of interest created by purchase 
or gift 

A person shall be recognized as a partner for 
purposes of this subtitle if he owns a capital 
interest in a partnership in which capital is a 
material income-producing factor, whether or 
not such interest was derived by purchase or 
gift from any other person. 

(2) Distributive share of donee includible in 
gross income 

In the case of any partnership interest cre-
ated by gift, the distributive share of the 
donee under the partnership agreement shall 
be includible in his gross income, except to the 
extent that such share is determined without 
allowance of reasonable compensation for 
services rendered to the partnership by the 
donor, and except to the extent that the por-
tion of such share attributable to donated cap-
ital is proportionately greater than the share 
of the donor attributable to the donor’s cap-
ital. The distributive share of a partner in the 
earnings of the partnership shall not be dimin-
ished because of absence due to military serv-
ice. 

(3) Purchase of interest by member of family 

For purposes of this section, an interest pur-
chased by one member of a family from an-
other shall be considered to be created by gift 
from the seller, and the fair market value of 
the purchased interest shall be considered to 
be donated capital. The ‘‘family’’ of any indi-
vidual shall include only his spouse, ancestors, 
and lineal descendants, and any trusts for the 
primary benefit of such persons. 

(f) Cross reference 

For rules in the case of the sale, exchange, liq-
uidation, or reduction of a partner’s interest, see 
section 706(c)(2). 

(Aug. 16, 1954, ch. 736, 68A Stat. 240; Pub. L. 
94–455, title II, § 213(c)(2), (3)(A), (d), (e), title 
XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1548, 
1834; Pub. L. 95–600, title II, § 201(b)(1), Nov. 6, 
1978, 92 Stat. 2816; Pub. L. 98–369, div. A, title I, 
§ 71(a), July 18, 1984, 98 Stat. 589; Pub. L. 101–239, 
title VII, § 7642(a), Dec. 19, 1989, 103 Stat. 2379; 
Pub. L. 102–486, title XIX, § 1937(b)(1), Oct. 24, 
1992, 106 Stat. 3033; Pub. L. 105–34, title X, 
§ 1063(a), Aug. 5, 1997, 111 Stat. 947.) 

AMENDMENTS 

1997—Subsec. (c)(1)(B). Pub. L. 105–34 substituted ‘‘7 
years’’ for ‘‘5 years’’ in introductory provisions. 

1992—Subsec. (c)(1)(B). Pub. L. 102–486 substituted ‘‘is 
distributed (directly or indirectly)’’ for ‘‘is distrib-
uted’’. 

1989—Subsec. (c). Pub. L. 101–239 amended subsec. (c) 
generally. Prior to amendment, subsec. (c) read as fol-
lows: ‘‘Under regulations prescribed by the Secretary, 
income, gain, loss, and deduction with respect to prop-
erty contributed to the partnership by a partner shall 
be shared among partners so as to take account of the 
variation between the basis of the property to the part-
nership and its fair market value at the time of con-
tribution. Under regulations prescribed by the Sec-
retary, rules similar to the rules of the preceding sen-
tence shall apply to contributions by a partner (using 
the cash receipts and disbursements method of ac-
counting) of accounts payable and other accrued but 
unpaid items.’’ 

1984—Subsec. (c). Pub. L. 98–369 amended subsec. (c) 
generally, substituting provisions directing that, under 
regulations prescribed by the Secretary, income, gain, 
loss, and deduction with respect to property contrib-
uted to the partnership by a partner be shared among 
partners so as to take account of the variation between 
the basis of the property to the partnership and its fair 
market value at the time of contribution, and that 
similar rules apply to contributions by a partner (using 
the cash receipts and disbursements method of ac-
counting) of accounts payable and other accrued but 
unpaid items for provisions which had directed that, if 
the partnership agreement so provided, depreciation, 
depletion, or gain or loss with respect to property con-
tributed to the partnership by a partner would under 
regulations prescribed by the Secretary, be shared 
among the partners so as to take account of the vari-
ation between the basis of the property to the partner-
ship and its fair market value at the time of contribu-
tion, and struck out provisions which had directed that 
in determining a partner’s distributive share of items 
described in section 702(a), depreciation, depletion, or 
gain or loss with respect to property contributed to the 
partnership by a partner would, except to the extent 
otherwise provided, be allocated among the partners in 
the same manner as if such property had been pur-
chased by the partnership and that if the partnership 
agreement did not provide otherwise, depreciation, de-
pletion, or gain or loss with respect to undivided inter-
ests in property contributed to a partnership would be 
determined as though such undivided interests had not 
been contributed to the partnership. 

1978—Subsec. (d). Pub. L. 95–600 struck out provisions 
relating to adjusted basis of a partner’s interest. 

1976—Subsec. (a). Pub. L. 94–455, § 213(c)(2), sub-
stituted ‘‘except as otherwise provided in this chapter’’ 
for ‘‘except as otherwise provided in this section’’. 

Subsec. (b). Pub. L. 94–455, § 213(d), among other 
changes, substituted ‘‘Determination of distributive 
share’’ for ‘‘Distributive share determined by income or 
loss ratio’’ in heading, in provisions preceding par. (1) 
‘‘the partner’s interest in the partnership (determined 
by taking into account all facts and circumstances)’’ 
for ‘‘his distributive share of taxable income or loss of 
the partnership, as described in section 702(a)(9), for the 
taxable year’’, and in par. (2) provision relating to a 
lack of substantial economic effect in a partnership 
agreement for provisions relating to the partnership 
agreement’s purpose being the avoidance or evasion of 
taxes. 

Subsec. (c)(2). Pub. L. 94–455, § 1906(b)(13)(A), struck 
out ‘‘or his delegate’’ after ‘‘Secretary’’. 

Subsec. (d). Pub. L. 94–455, § 213(e), inserted provision 
relating to the determination of the adjusted basis of a 
partner’s liability where there is no personal liability 
and the applicability of such determination where sec-
tion 465 of this title applies or the principal activity of 
the partnership is real estate investment. 

Subsec. (f). Pub. L. 94–455, § 213(c)(3)(A), added subsec. 
(f). 

EFFECTIVE DATE OF 1997 AMENDMENT 

Section 1063(b) of Pub. L. 105–34 provided that: 
‘‘(1) IN GENERAL.—The amendment made by sub-

section (a) [amending this section and section 737 of 
this title] shall apply to property contributed to a part-
nership after June 8, 1997. 

‘‘(2) BINDING CONTRACTS.—The amendment made by 
subsection (a) shall not apply to any property contrib-
uted pursuant to a written binding contract in effect on 
June 8, 1997, and at all times thereafter before such 
contribution if such contract provides for the contribu-
tion of a fixed amount of property.’’ 

EFFECTIVE DATE OF 1992 AMENDMENT 

Section 1937(c) of Pub. L. 102–486 provided that: ‘‘The 
amendments made by this section [enacting section 737 
of this title and amending this section and section 731 
of this title] shall apply to distributions on or after 
June 25, 1992.’’ 
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EFFECTIVE DATE OF 1989 AMENDMENT 

Section 7642(b) of Pub. L. 101–239 provided that: ‘‘The 
amendment made by subsection (a) [amending this sec-
tion] shall apply in the case of property contributed to 
the partnership after October 3, 1989, in taxable years 
ending after such date.’’ 

EFFECTIVE DATE OF 1984 AMENDMENT 

Section 71(c) of Pub. L. 98–369 provided that: ‘‘The 
amendments made by this section [amending this sec-
tion and sections 613A and 743 of this title] shall apply 
with respect to property contributed to the partnership 
after March 31, 1984, in taxable years ending after such 
date.’’ 

EFFECTIVE DATE OF 1978 AMENDMENT 

Amendment by Pub. L. 95–600 and enactment of provi-
sion set out as a note under this section by section 
201(b)(2) of Pub. L. 95–600 applicable to taxable years be-
ginning after Dec. 31, 1978, see section 204(a) of Pub. L. 
95–600, set out as a note under section 465 of this title. 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 213(c)(2), (c)(3)(A), (d) of Pub. 
L. 94–455 applicable in the case of partnership taxable 
years beginning after Dec. 31, 1975, see section 213(f)(1) 
of Pub. L. 94–455, set out as an Effective Date note 
under section 709 of this title. 

Amendment by section 213(e) of Pub. L. 94–455 appli-
cable to liabilities incurred after Dec. 31, 1976, see sec-
tion 213(f)(2) of Pub. L. 94–455, set out as an Effective 
Date note under section 709 of this title. 

TRANSITIONAL RULE FOR LIMITATION ON ALLOWANCE OF 
LOSSES 

Section 201(b)(2) of Pub. L. 95–600, as amended by Pub. 
L. 99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, provided that: 
‘‘In the case of a loss which was not allowed for any 
taxable year by reason of the last 2 sentences of section 
704(d) of the Internal Revenue Code of 1986 [formerly 
I.R.C. 1954] (as in effect before the date of the enact-
ment of this Act [Nov. 6, 1978]), such loss shall be treat-
ed as a deduction (subject to section 465(a) of such 
Code) for the first taxable year beginning after Decem-
ber 31, 1978. Section 465(a) of such Code (as amended by 
this section) shall not apply with respect to partner-
ship liabilities to which the last 2 sentences of section 
704(d) of such Code (as in effect on the day before the 
date of enactment of this Act) did not apply because of 
the provisions of section 213(f)(2) of the Tax Reform Act 
of 1976 [set out as a note under section 709 of this 
title].’’ 

CROSS REFERENCES 

Optional adjustment to basis of partnership property, 
see section 743 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 59, 168, 461, 514, 
613A, 737, 743, 761, 1366, 1446, 6241 of this title. 

§ 705. Determination of basis of partner’s interest 

(a) General rule 

The adjusted basis of a partner’s interest in a 
partnership shall, except as provided in sub-
section (b), be the basis of such interest deter-
mined under section 722 (relating to contribu-
tions to a partnership) or section 742 (relating to 
transfers of partnership interests)— 

(1) increased by the sum of his distributive 
share for the taxable year and prior taxable 
years of— 

(A) taxable income of the partnership as 
determined under section 703(a), 

(B) income of the partnership exempt from 
tax under this title, and 

(C) the excess of the deductions for deple-
tion over the basis of the property subject to 
depletion; 

(2) decreased (but not below zero) by dis-
tributions by the partnership as provided in 
section 733 and by the sum of his distributive 
share for the taxable year and prior taxable 
years of— 

(A) losses of the partnership, and 
(B) expenditures of the partnership not de-

ductible in computing its taxable income 
and not properly chargeable to capital ac-
count; and 

(3) decreased (but not below zero) by the 
amount of the partner’s deduction for deple-
tion for any partnership oil and gas property 
to the extent such deduction does not exceed 
the proportionate share of the adjusted basis 
of such property allocated to such partner 
under section 613A(c)(7)(D). 

(b) Alternative rule 

The Secretary shall prescribe by regulations 
the circumstances under which the adjusted 
basis of a partner’s interest in a partnership 
may be determined by reference to his propor-
tionate share of the adjusted basis of partner-
ship property upon a termination of the partner-
ship. 

(Aug. 16, 1954, ch. 736, 68A Stat. 242; Pub. L. 
94–455, title XIX, § 1906(b)(13)(A), title XXI, 
§ 2115(c)(3), Oct. 4, 1976, 90 Stat. 1834, 1909; Pub. L. 
98–369, div. A, title VII, § 722(e)(1), July 18, 1984, 
98 Stat. 974.) 

AMENDMENTS 

1984—Subsec. (a)(3). Pub. L. 98–369 substituted ‘‘for 
any partnership oil and gas property to the extent such 
deduction does not exceed the proportionate share of 
the adjusted basis of such property allocated to such 
partner under section 613A(c)(7)(D)’’ for ‘‘under section 
611 with respect to oil and gas wells’’. 

1976—Subsec. (a)(3). Pub. L. 94–455, § 2115(c)(3), added 
par. (3). 

Subsec. (b). Pub. L. 94–455, § 1906(b)(13)(A), struck out 
‘‘or his delegate’’ after ‘‘Secretary’’. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Section 722(e)(3)(A) of Pub. L. 98–369 provided that: 
‘‘The amendment made by paragraph (1) [amending this 
section] shall take effect on January 1, 1975.’’ 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 2115(c)(3) of Pub. L. 94–455 ef-
fective on Jan. 1, 1975, and applicable to taxable years 
ending after Dec. 31, 1974, see section 2115(f) of Pub. L. 
94–455, set out as a note under section 613A of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 776 of this title. 

§ 706. Taxable years of partner and partnership 

(a) Year in which partnership income is includ-
ible 

In computing the taxable income of a partner 
for a taxable year, the inclusions required by 
section 702 and section 707(c) with respect to a 
partnership shall be based on the income, gain, 
loss, deduction, or credit of the partnership for 
any taxable year of the partnership ending with-
in or with the taxable year of the partner. 
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1 See References in Text note below. 

(b) Taxable year 

(1) Partnership’s taxable year 

(A) Partnership treated as taxpayer 

The taxable year of a partnership shall be 
determined as though the partnership were a 
taxpayer. 

(B) Taxable year determined by reference to 
partners 

Except as provided in subparagraph (C), a 
partnership shall not have a taxable year 
other than— 

(i) the majority interest taxable year (as 
defined in paragraph (4)), 

(ii) if there is no taxable year described 
in clause (i), the taxable year of all the 
principal partners of the partnership, or 

(iii) if there is no taxable year described 
in clause (i) or (ii), the calendar year un-
less the Secretary by regulations pre-
scribes another period. 

(C) Business purpose 

A partnership may have a taxable year not 
described in subparagraph (B) if it estab-
lishes, to the satisfaction of the Secretary, a 
business purpose therefor. For purposes of 
this subparagraph, any deferral of income to 
partners shall not be treated as a business 
purpose. 

(2) Partner’s taxable year 

A partner may not change to a taxable year 
other than that of a partnership in which he is 
a principal partner unless he establishes, to 
the satisfaction of the Secretary, a business 
purpose therefor. 

(3) Principal partner 

For the purpose of this subsection, a prin-
cipal partner is a partner having an interest of 
5 percent or more in partnership profits or 
capital. 

(4) Majority interest taxable year; limitation on 
required changes 

(A) Majority interest taxable year defined 

For purposes of paragraph (1)(B)(i)— 

(i) In general 

The term ‘‘majority interest taxable 
year’’ means the taxable year (if any) 
which, on each testing day, constituted 
the taxable year of 1 or more partners hav-
ing (on such day) an aggregate interest in 
partnership profits and capital of more 
than 50 percent. 

(ii) Testing days 

The testing days shall be— 
(I) the 1st day of the partnership tax-

able year (determined without regard to 
clause (i)), or 

(II) the days during such representa-
tive period as the Secretary may pre-
scribe. 

(B) Further change not required for 3 years 

Except as provided in regulations nec-
essary to prevent the avoidance of this sec-
tion, if, by reason of paragraph (1)(B)(i), the 
taxable year of a partnership is changed, 

such partnership shall not be required to 
change to another taxable year for either of 
the 2 taxable years following the year of 
change. 

(5) Application with other sections 

Except as provided in regulations, for pur-
poses of determining the taxable year to which 
a partnership is required to change by reason 
of this subsection, changes in taxable years of 
other persons required by this subsection, sec-
tion 441(i), section 584(h),1 section 644, or sec-
tion 1378(a) shall be taken into account. 

(c) Closing of partnership year 

(1) General rule 

Except in the case of a termination of a 
partnership and except as provided in para-
graph (2) of this subsection, the taxable year 
of a partnership shall not close as the result of 
the death of a partner, the entry of a new part-
ner, the liquidation of a partner’s interest in 
the partnership, or the sale or exchange of a 
partner’s interest in the partnership. 

(2) Treatment of dispositions 

(A) Disposition of entire interest 

The taxable year of a partnership shall 
close with respect to a partner whose entire 
interest in the partnership terminates 
(whether by reason of death, liquidation, or 
otherwise). 

(B) Disposition of less than entire interest 

The taxable year of a partnership shall not 
close (other than at the end of a partner-
ship’s taxable year as determined under sub-
section (b)(1)) with respect to a partner who 
sells or exchanges less than his entire inter-
est in the partnership or with respect to a 
partner whose interest is reduced (whether 
by entry of a new partner, partial liquida-
tion of a partner’s interest, gift, or other-
wise). 

(d) Determination of distributive share when 
partner’s interest changes 

(1) In general 

Except as provided in paragraphs (2) and (3), 
if during any taxable year of the partnership 
there is a change in any partner’s interest in 
the partnership, each partner’s distributive 
share of any item of income, gain, loss, deduc-
tion, or credit of the partnership for such tax-
able year shall be determined by the use of 
any method prescribed by the Secretary by 
regulations which takes into account the 
varying interests of the partners in the part-
nership during such taxable year. 

(2) Certain cash basis items prorated over pe-
riod to which attributable 

(A) In general 

If during any taxable year of the partner-
ship there is a change in any partner’s inter-
est in the partnership, then (except to the 
extent provided in regulations) each part-
ner’s distributive share of any allocable cash 
basis item shall be determined— 

(i) by assigning the appropriate portion 
of such item to each day in the period to 
which it is attributable, and 
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(ii) by allocating the portion assigned to 
any such day among the partners in pro-
portion to their interests in the partner-
ship at the close of such day. 

(B) Allocable cash basis item 

For purposes of this paragraph, the term 
‘‘allocable cash basis item’’ means any of 
the following items with respect to which 
the partnership uses the cash receipts and 
disbursements method of accounting: 

(i) Interest. 
(ii) Taxes. 
(iii) Payments for services or for the use 

of property. 
(iv) Any other item of a kind specified in 

regulations prescribed by the Secretary as 
being an item with respect to which the 
application of this paragraph is appro-
priate to avoid significant misstatements 
of the income of the partners. 

(C) Items attributable to periods not within 
taxable year 

If any portion of any allocable cash basis 
item is attributable to— 

(i) any period before the beginning of the 
taxable year, such portion shall be as-
signed under subparagraph (A)(i) to the 
first day of the taxable year, or 

(ii) any period after the close of the tax-
able year, such portion shall be assigned 
under subparagraph (A)(i) to the last day 
of the taxable year. 

(D) Treatment of deductible items attrib-
utable to prior periods 

If any portion of a deductible cash basis 
item is assigned under subparagraph (C)(i) to 
the first day of any taxable year— 

(i) such portion shall be allocated among 
persons who are partners in the partner-
ship during the period to which such por-
tion is attributable in accordance with 
their varying interests in the partnership 
during such period, and 

(ii) any amount allocated under clause 
(i) to a person who is not a partner in the 
partnership on such first day shall be cap-
italized by the partnership and treated in 
the manner provided for in section 755. 

(3) Items attributable to interest in lower tier 
partnership prorated over entire taxable 
year 

If— 
(A) during any taxable year of the partner-

ship there is a change in any partner’s inter-
est in the partnership (hereinafter in this 
paragraph referred to as the ‘‘upper tier 
partnership’’), and 

(B) such partnership is a partner in an-
other partnership (hereinafter in this para-
graph referred to as the ‘‘lower tier partner-
ship’’), 

then (except to the extent provided in regula-
tions) each partner’s distributive share of any 
item of the upper tier partnership attributable 
to the lower tier partnership shall be deter-
mined by assigning the appropriate portion 
(determined by applying principles similar to 
the principles of subparagraphs (C) and (D) of 

paragraph (2)) of each such item to the appro-
priate days during which the upper tier part-
nership is a partner in the lower tier partner-
ship and by allocating the portion assigned to 
any such day among the partners in propor-
tion to their interests in the upper tier part-
nership at the close of such day. 

(4) Taxable year determined without regard to 
subsection (c)(2)(A) 

For purposes of this subsection, the taxable 
year of a partnership shall be determined 
without regard to subsection (c)(2)(A). 

(Aug. 16, 1954, ch. 736, 68A Stat. 242; Pub. L. 
94–455, title II, § 213(c)(1), title XIX, 
§ 1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1547, 1834; 
Pub. L. 98–369, div. A, title I, § 72(a), (b), July 18, 
1984, 98 Stat. 589, 591; Pub. L. 99–514, title VIII, 
§ 806(a), title XVIII, § 1805(a), Oct. 22, 1986, 100 
Stat. 2362, 2810; Pub. L. 100–647, title I, 
§ 1008(e)(1)–(3), Nov. 10, 1988, 102 Stat. 3439, 3440; 
Pub. L. 105–34, title V, § 507(b)(2), title XII, 
§ 1246(a), (b), Aug. 5, 1997, 111 Stat. 857, 1030.) 

REFERENCES IN TEXT 

Section 584(h), referred to in subsec. (b)(5), was redes-
ignated section 584(i) by Pub. L. 104–188, title I, § 1805(a), 
110 Stat. 1894. 

AMENDMENTS 

1997—Subsec. (b)(5). Pub. L. 105–34, § 507(b)(2), sub-
stituted ‘‘section 644’’ for ‘‘section 645’’. 

Subsec. (c)(2). Pub. L. 105–34, § 1246(b), substituted 
‘‘Treatment of dispositions’’ for ‘‘Partner who retires 
or sells interest in partnership’’ as heading. 

Subsec. (c)(2)(A). Pub. L. 105–34, § 1246(a), amended 
heading and text of subpar. (A) generally. Prior to 
amendment, text read as follows: ‘‘The taxable year of 
a partnership shall close— 

‘‘(i) with respect to a partner who sells or ex-
changes his entire interest in a partnership, and 

‘‘(ii) with respect to a partner whose interest is liq-
uidated, except that the taxable year of a partnership 
with respect to a partner who dies shall not close 
prior to the end of the partnership’s taxable year.’’ 
1988—Subsec. (b)(1)(B)(i). Pub. L. 100–647, 

§ 1008(e)(1)(A), amended cl. (i) generally. Prior to 
amendment, cl. (i) read as follows: ‘‘the taxable year of 
1 or more of its partners who have an aggregate inter-
est in partnership profits and capital of greater than 50 
percent,’’. 

Subsec. (b)(1)(B)(iii). Pub. L. 100–647, § 1008(e)(2), sub-
stituted ‘‘unless the Secretary by regulations pre-
scribes another period’’ for ‘‘or such other period as the 
Secretary may prescribe in regulations’’. 

Subsec. (b)(4). Pub. L. 100–647, § 1008(e)(1)(B), sub-
stituted ‘‘Majority interest taxable year; limitation on 
required changes’’ for ‘‘Application of majority interest 
rule’’ in heading and amended text generally. Prior to 
amendment, text read as follows: ‘‘Clause (i) of para-
graph (1)(B) shall not apply to any taxable year of a 
partnership unless the period which constitutes the 
taxable year of 1 or more of its partners who have an 
aggregate interest in partnership profits and capital of 
greater than 50 percent has been the same for— 

‘‘(A) the 3-taxable year period of such partner or 
partners ending on or before the beginning of such 
taxable year of the partnership, or 

‘‘(B) if the partnership has not been in existence 
during all of such 3-taxable year period, the taxable 
years of such partner or partners ending with or with-
in the period of existence. 

This paragraph shall apply without regard to whether 
the same partners or interests are taken into account 
in determining the 50 percent interest during any pe-
riod.’’ 



Page 1295 TITLE 26—INTERNAL REVENUE CODE § 707 

Subsec. (b)(5). Pub. L. 100–647, § 1008(e)(3), added par. 
(5). 

1986—Subsec. (b). Pub. L. 99–514, § 806(a)(3), struck out 
‘‘Adoption of’’ before ‘‘taxable year’’ in heading. 

Subsec. (b)(1). Pub. L. 99–514, § 806(a)(1), amended par. 
(1) generally. Prior to amendment, par. (1) read as fol-
lows: ‘‘The taxable year of a partnership shall be deter-
mined as though the partnership were a taxpayer. A 
partnership may not change to, or adopt, a taxable 
year other than that of all its principal partners unless 
it establishes, to the satisfaction of the Secretary, a 
business purpose therefor.’’ 

Subsec. (b)(4). Pub. L. 99–514, § 806(a)(2), added par. (4). 
Subsec. (d)(2)(A)(i). Pub. L. 99–514, § 1805(a)(1)(A), sub-

stituted ‘‘such item’’ for ‘‘each such item’’. 
Subsec. (d)(2)(B). Pub. L. 99–514, § 1805(a)(1)(B), in in-

troductory provisions, struck out ‘‘which are described 
in paragraph (1) and’’ after ‘‘the following items’’. 

Subsec. (d)(2)(C)(i). Pub. L. 99–514, § 1805(a)(2), sub-
stituted ‘‘the first day of the taxable year’’ for ‘‘the 
first day of such taxable year’’. 

1984—Subsec. (c)(2)(A). Pub. L. 98–369, § 72(b)(1), struck 
out last sentence providing that such partner’s dis-
tributive share of item described in section 702(a) for 
such year shall be determined, under regulations pre-
scribed by the Secretary, for the period ending with 
such sale, exchange, or liquidation. 

Subsec. (c)(2)(B). Pub. L. 98–369, § 72(b)(2), struck out 
‘‘, but such partner’s distributive share of items de-
scribed in section 702(a) shall be determined by taking 
into account his varying interests in the partnership 
during the taxable year’’ after ‘‘otherwise)’’. 

Subsec. (d). Pub. L. 98–369, § 72(a), added subsec. (d). 
1976—Subsec. (b)(1), (2). Pub. L. 94–455, § 1906(b)(13)(A), 

struck out ‘‘or his delegate’’ after ‘‘Secretary’’. 
Subsec. (c)(2). Pub. L. 94–455, §§ 213(c)(1), 1906(b)(13)(A), 

substituted ‘‘or with respect to a partner whose inter-
est is reduced (whether by entry of a new partner, par-
tial liquidation of a partner’s interest, gift, or other-
wise)’’ for ‘‘or with respect to a partner whose interest 
is reduced’’, in par. (B), and struck out ‘‘or his dele-
gate’’ after ‘‘Secretary’’ in par. (A). 

EFFECTIVE DATE OF 1997 AMENDMENT 

Amendment by section 507(b)(2) of Pub. L. 105–34 ap-
plicable to sales or exchanges after Aug. 5, 1997, see sec-
tion 507(c)(2) of Pub. L. 105–34, set out as a note under 
section 644 of this title. 

Section 1246(c) of Pub. L. 105–34 provided that: ‘‘The 
amendments made by this section [amending this sec-
tion] shall apply to partnership taxable years beginning 
after December 31, 1997.’’ 

EFFECTIVE DATE OF 1988 AMENDMENT 

Amendment by Pub. L. 100–647 effective, except as 
otherwise provided, as if included in the provision of 
the Tax Reform Act of 1986, Pub. L. 99–514, to which 
such amendment relates, see section 1019(a) of Pub. L. 
100–647, set out as a note under section 1 of this title. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Amendment by section 806(a) of Pub. L. 99–514 appli-
cable to taxable years beginning after Dec. 31, 1986, 
with special provisions applicable to taxpayers who are 
required to change their accounting periods, see sec-
tion 806(e) of Pub. L. 99–514, set out as a note under sec-
tion 1378 of this title. 

Amendment by section 1805(a) of Pub. L. 99–514 effec-
tive, except as otherwise provided, as if included in the 
provisions of the Tax Reform Act of 1984, Pub. L. 98–369, 
div. A, to which such amendment relates, see section 
1881 of Pub. L. 99–514, set out as a note under section 48 
of this title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Section 72(c) of Pub. L. 98–369, as amended by Pub. L. 
99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, provided that: 
‘‘The amendments made by this section [amending this 
section] shall apply— 

‘‘(1) in the case of items described in section 
706(d)(2) of the Internal Revenue Code of 1986 [for-
merly I.R.C. 1954] (as added by subsection (a)), to 
amounts attributable to periods after March 31, 1984, 
and 

‘‘(2) in the case of items described in section 
706(d)(3) of such Code (as added by subsection (a)), to 
amounts paid or accrued by the other partnership 
after March 31, 1984.’’ 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 213(c)(1) of Pub. L. 94–455 ap-
plicable in the case of partnership taxable years begin-
ning after Dec. 31, 1975, see section 213(f) of Pub. L. 
94–455, set out as an Effective Date note under section 
709 of this title. 

CONSTRUCTION OF SECTION 806 OF PUB. L. 99–514 

Nothing in section 806 of Pub. L. 99–514 or in any leg-
islative history relating thereto to be construed as re-
quiring the Secretary of the Treasury or his delegate to 
permit an automatic change of a taxable year, see sec-
tion 1008(e)(9) of Pub. L. 100–647, set out as a note under 
section 1378 of this title. 

PLAN AMENDMENTS NOT REQUIRED UNTIL 
JANUARY 1, 1989 

For provisions directing that if any amendments 
made by subtitle A or subtitle C of title XI [§§ 1101–1147 
and 1171–1177] or title XVIII [§§ 1800–1899A] of Pub. L. 
99–514 require an amendment to any plan, such plan 
amendment shall not be required to be made before the 
first plan year beginning on or after Jan. 1, 1989, see 
section 1140 of Pub. L. 99–514, as amended, set out as a 
note under section 401 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 444, 704, 761, 6110 
of this title. 

§ 707. Transactions between partner and partner-
ship 

(a) Partner not acting in capacity as partner 

(1) In general 

If a partner engages in a transaction with a 
partnership other than in his capacity as a 
member of such partnership, the transaction 
shall, except as otherwise provided in this sec-
tion, be considered as occurring between the 
partnership and one who is not a partner. 

(2) Treatment of payments to partners for 
property or services 

Under regulations prescribed by the Sec-
retary— 

(A) Treatment of certain services and trans-
fers of property 

If— 
(i) a partner performs services for a part-

nership or transfers property to a partner-
ship, 

(ii) there is a related direct or indirect 
allocation and distribution to such part-
ner, and 

(iii) the performance of such services (or 
such transfer) and the allocation and dis-
tribution, when viewed together, are prop-
erly characterized as a transaction occur-
ring between the partnership and a partner 
acting other than in his capacity as a 
member of the partnership, 

such allocation and distribution shall be 
treated as a transaction described in para-
graph (1). 
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(B) Treatment of certain property transfers 

If— 
(i) there is a direct or indirect transfer of 

money or other property by a partner to a 
partnership, 

(ii) there is a related direct or indirect 
transfer of money or other property by the 
partnership to such partner (or another 
partner), and 

(iii) the transfers described in clauses (i) 
and (ii), when viewed together, are prop-
erly characterized as a sale or exchange of 
property, 

such transfers shall be treated either as a 
transaction described in paragraph (1) or as 
a transaction between 2 or more partners 
acting other than in their capacity as mem-
bers of the partnership. 

(b) Certain sales or exchanges of property with 
respect to controlled partnerships 

(1) Losses disallowed 

No deduction shall be allowed in respect of 
losses from sales or exchanges of property 
(other than an interest in the partnership), di-
rectly or indirectly, between— 

(A) a partnership and a person owning, di-
rectly or indirectly, more than 50 percent of 
the capital interest, or the profits interest, 
in such partnership, or 

(B) two partnerships in which the same 
persons own, directly or indirectly, more 
than 50 percent of the capital interests or 
profits interests. 

In the case of a subsequent sale or exchange by 
a transferee described in this paragraph, sec-
tion 267(d) shall be applicable as if the loss 
were disallowed under section 267(a)(1). For 
purposes of section 267(a)(2), partnerships de-
scribed in subparagraph (B) of this paragraph 
shall be treated as persons specified in section 
267(b). 

(2) Gains treated as ordinary income 

In the case of a sale or exchange, directly or 
indirectly, of property, which in the hands of 
the transferee, is property other than a capital 
asset as defined in section 1221— 

(A) between a partnership and a person 
owning, directly or indirectly, more than 50 
percent of the capital interest, or profits in-
terest, in such partnership, or 

(B) between two partnerships in which the 
same persons own, directly or indirectly, 
more than 50 percent of the capital interest 
or profits interests, 

any gain recognized shall be considered as or-
dinary income. 

(3) Ownership of a capital or profits interest 

For purposes of paragraphs (1) and (2) of this 
subsection, the ownership of a capital or prof-
its interest in a partnership shall be deter-
mined in accordance with the rules for con-
structive ownership of stock provided in sec-
tion 267(c) other than paragraph (3) of such 
section. 

(c) Guaranteed payments 

To the extent determined without regard to 
the income of the partnership, payments to a 

partner for services or the use of capital shall be 
considered as made to one who is not a member 
of the partnership, but only for the purposes of 
section 61(a) (relating to gross income) and, sub-
ject to section 263, for purposes of section 162(a) 
(relating to trade or business expenses). 

(Aug. 16, 1954, ch. 736, 68A Stat. 243; Pub. L. 
94–455, title II, § 213(b)(3), title XIX, 
§ 1901(b)(3)(C), Oct. 4, 1976, 90 Stat. 1547, 1792; 
Pub. L. 98–369, div. A, title I, § 73(a), July 18, 1984, 
98 Stat. 591; Pub. L. 99–514, title VI, § 642(a)(2), 
title XVIII, §§ 1805(b), 1812(c)(3)(A), (B), Oct. 22, 
1986, 100 Stat. 2284, 2810, 2834.) 

AMENDMENTS 

1986—Subsec. (a)(2)(B)(iii). Pub. L. 99–514, § 1805(b), 
substituted ‘‘sale or exchange of property’’ for ‘‘sale of 
property’’. 

Subsec. (b)(1). Pub. L. 99–514, § 1812(c)(3)(B), inserted 
at end ‘‘For purposes of section 267(a)(2), partnerships 
described in subparagraph (B) of this paragraph shall be 
treated as persons specified in section 267(b).’’ 

Subsec. (b)(1)(A). Pub. L. 99–514, § 1812(c)(3)(A), sub-
stituted ‘‘a person’’ for ‘‘a partner’’. 

Subsec. (b)(2)(A). Pub. L. 99–514, § 1812(c)(3)(A), sub-
stituted ‘‘a person’’ for ‘‘a partner’’. 

Pub. L. 99–514, § 642(a)(2), substituted ‘‘50 percent’’ for 
‘‘80 percent’’. 

Subsec. (b)(2)(B). Pub. L. 99–514, § 642(a)(2), substituted 
‘‘50 percent’’ for ‘‘80 percent’’. 

1984—Subsec. (a). Pub. L. 98–369 designated existing 
provisions as par. (1) and added par. (2). 

1976—Subsec. (b)(2). Pub. L. 94–455, § 1901(b)(3)(C), sub-
stituted ‘‘as ordinary income’’ for ‘‘as gain from the 
sale or exchange of property other than a capital 
asset’’. 

Subsec. (c). Pub. L. 94–455, § 213(b)(3), substituted 
‘‘and, subject to section 263, for purposes of section 
162(a)’’ for ‘‘and section 162(a)’’. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Amendment by section 642(a)(2) of Pub. L. 99–514 ap-
plicable to sales after Oct. 22, 1986, in taxable years 
ending after such date, but not applicable to sales made 
after Aug. 14, 1986, which are made pursuant to a bind-
ing contract in effect on Aug. 14, 1986, and at all times 
thereafter, see section 642(c) of Pub. L. 99–514, set out 
as a note under section 1239 of this title. 

Amendment by sections 1805(b) and 1812(c)(3)(B) of 
Pub. L. 99–514 effective, except as otherwise provided, 
as if included in the provisions of the Tax Reform Act 
of 1984, Pub. L. 98–369, div. A, to which such amendment 
relates, see section 1881 of Pub. L. 99–514, set out as a 
note under section 48 of this title. 

Section 1812(c)(3)(A) of Pub. L. 99–514 provided that 
the amendment made by that section is effective with 
respect to sales or exchanges after Sept. 27, 1985. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Section 73(b) of Pub. L. 98–369, as amended by Pub. L. 
99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, provided that: 

‘‘(1) IN GENERAL.—The amendment made by sub-
section (a) [amending this section] shall apply— 

‘‘(A) in the case of arrangements described in sec-
tion 707(a)(2)(A) of the Internal Revenue Code of 1986 
[formerly I.R.C. 1954] (as amended by subsection (a)), 
to services performed or property transferred after 
February 29, 1984, and 

‘‘(B) in the case of transfers described in section 
707(a)(2)(B) of such Code (as so amended), to property 
transferred after March 31, 1984. 
‘‘(2) BINDING CONTRACT EXCEPTION.—The amendment 

made by subsection (a) shall not apply to a transfer of 
property described in section 707(a)(2)(B)(i) if such 
transfer is pursuant to a binding contract in effect on 
March 31, 1984, and at all times thereafter before the 
transfer. 
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‘‘(3) EXCEPTION FOR CERTAIN TRANSFERS.—The amend-
ment made by subsection (a) shall not apply to a trans-
fer of property described in section 707(a)(2)(B)(i) that 
is made before December 31, 1984, if— 

‘‘(A) such transfer was proposed in a written private 
offering memorandum circulated before February 28, 
1984; 

‘‘(B) the out-of-pocket costs incurred with respect 
to such offering exceeded $250,000 as of February 28, 
1984; 

‘‘(C) the encumbrances placed on such property in 
anticipation of such transfer all constitute obliga-
tions for which neither the partnership nor any part-
ner is liable; and 

‘‘(D) the transferor of such property is the sole gen-
eral partner of the partnership.’’ 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 213(b)(3) of Pub. L. 94–455 ap-
plicable in the case of partnership taxable years begin-
ning after Dec. 31, 1975, see section 213(f)(1) of Pub. L. 
94–455, set out as an Effective Date note under section 
709 of this title. 

Amendment by section 1901(b)(3)(C) of Pub. L. 94–455 
effective for taxable years beginning after Dec. 31, 1976, 
see section 1901(d) of Pub. L. 94–455, set out as a note 
under section 2 of this title. 

PLAN AMENDMENTS NOT REQUIRED UNTIL 
JANUARY 1, 1989 

For provisions directing that if any amendments 
made by subtitle A or subtitle C of title XI [§§ 1101–1147 
and 1171–1177] or title XVIII [§§ 1800–1899A] of Pub. L. 
99–514 require an amendment to any plan, such plan 
amendment shall not be required to be made before the 
first plan year beginning on or after Jan. 1, 1989, see 
section 1140 of Pub. L. 99–514, as amended, set out as a 
note under section 401 of this title. 

CROSS REFERENCES 

Payments to retiring partner or deceased partner’s 
successor in interest, see section 736 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 42, 121, 144, 147, 
163, 170, 179, 179A, 197, 213, 221, 267, 304, 351, 355, 453, 465, 
469, 475, 514, 613A, 631, 643, 685, 706, 736, 860L, 871, 936, 988, 
1031, 1033, 1060, 1202, 1235, 1259, 1397, 1400B, 1400C, 1402, 
2701, 5881, 6038A, 6111, 7519, 7612 of this title; title 2 sec-
tion 691e; title 42 section 411. 

§ 708. Continuation of partnership 

(a) General rule 

For purposes of this subchapter, an existing 
partnership shall be considered as continuing if 
it is not terminated. 

(b) Termination 

(1) General rule 

For purposes of subsection (a), a partnership 
shall be considered as terminated only if— 

(A) no part of any business, financial oper-
ation, or venture of the partnership con-
tinues to be carried on by any of its partners 
in a partnership, or 

(B) within a 12-month period there is a sale 
or exchange of 50 percent or more of the 
total interest in partnership capital and 
profits. 

(2) Special rules 

(A) Merger or consolidation 

In the case of the merger or consolidation 
of two or more partnerships, the resulting 
partnership shall, for purposes of this sec-

tion, be considered the continuation of any 
merging or consolidating partnership whose 
members own an interest of more than 50 
percent in the capital and profits of the re-
sulting partnership. 

(B) Division of a partnership 

In the case of a division of a partnership 
into two or more partnerships, the resulting 
partnerships (other than any resulting part-
nership the members of which had an inter-
est of 50 percent or less in the capital and 
profits of the prior partnership) shall, for 
purposes of this section, be considered a con-
tinuation of the prior partnership. 

(Aug. 16, 1954, ch. 736, 68A Stat. 244.) 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 168, 761, 774 of 
this title. 

§ 709. Treatment of organization and syndication 
fees 

(a) General rule 

Except as provided in subsection (b), no deduc-
tion shall be allowed under this chapter to the 
partnership or to any partner for any amounts 
paid or incurred to organize a partnership or to 
promote the sale of (or to sell) an interest in 
such partnership. 

(b) Amortization of organization fees 

(1) Deduction 

Amounts paid or incurred to organize a part-
nership may, at the election of the partnership 
(made in accordance with regulations pre-
scribed by the Secretary), be treated as de-
ferred expenses. Such deferred expenses shall 
be allowed as a deduction ratably over such 
period of not less than 60 months as may be se-
lected by the partnership (beginning with the 
month in which the partnership begins busi-
ness), or if the partnership is liquidated before 
the end of such 60-month period, such deferred 
expenses (to the extent not deducted under 
this section) may be deducted to the extent 
provided in section 165. 

(2) Organizational expenses defined 

The organizational expenses to which para-
graph (1) applies, are expenditures which— 

(A) are incident to the creation of the 
partnership; 

(B) are chargeable to capital account; and 
(C) are of a character which, if expended 

incident to the creation of a partnership 
having an ascertainable life, would be amor-
tized over such life. 

(Added Pub. L. 94–455, title II, § 213(b)(1), Oct. 4, 
1976, 90 Stat. 1547.) 

EFFECTIVE DATE 

Section 213(f) of Pub. L. 94–455, as amended by Pub. L. 
99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, provided that: 

‘‘(1) IN GENERAL.—Except as otherwise provided in 
this subsection, the amendments made by this section 
[enacting this section and amending sections 179, 704, 
706, 707, and 761 of this title] shall apply in the case of 
partnership taxable years beginning after December 31, 
1975. 

‘‘(2) SUBSECTION (e).—The amendment made by sub-
section (e) [amending section 704 of this title] shall 
apply to liabilities incurred after December 31, 1976. 



Page 1298 TITLE 26—INTERNAL REVENUE CODE § 721 

‘‘(3) SECTION 709(b) OF THE CODE.—Section 709(b) of the 
Internal Revenue Code of 1986 [formerly I.R.C. 1954] (as 
added by the amendment made by subsection (b)(1) of 
this section) shall apply in the case of amounts paid or 
incurred in taxable years beginning after December 31, 
1976.’’ 

PART II—CONTRIBUTIONS, DISTRIBUTIONS, 
AND TRANSFERS 

Subpart 

A. Contributions to a partnership. 
B. Distributions by a partnership. 
C. Transfers of interests in a partnership. 
D. Provisions common to other subparts. 

SUBPART A—CONTRIBUTIONS TO A PARTNERSHIP 

Sec. 

721. Nonrecognition of gain or loss on contribu-
tion. 

722. Basis of contributing partner’s interest. 
723. Basis of property contributed to partnership. 
724. Character of gain or loss on contributed unre-

alized receivables, inventory items, and 
capital loss property. 

AMENDMENTS 

1984—Pub. L. 98–369, div. A, title I, § 74(c), July 18, 
1984, 98 Stat. 593, added item 724. 

§ 721. Nonrecognition of gain or loss on contribu-
tion 

(a) General rule 

No gain or loss shall be recognized to a part-
nership or to any of its partners in the case of 
a contribution of property to the partnership in 
exchange for an interest in the partnership. 

(b) Special rule 

Subsection (a) shall not apply to gain realized 
on a transfer of property to a partnership which 
would be treated as an investment company 
(within the meaning of section 351) if the part-
nership were incorporated. 

(c) Regulations relating to certain transfers to 
partnerships 

The Secretary may provide by regulations 
that subsection (a) shall not apply to gain real-
ized on the transfer of property to a partnership 
if such gain, when recognized, will be includible 
in the gross income of a person other than a 
United States person. 

(d) Transfers of intangibles 

For regulatory authority to treat intangibles 
transferred to a partnership as sold, see section 
367(d)(3). 

(Aug. 16, 1954, ch. 736, 68A Stat. 245; Pub. L. 
94–455, title XXI, § 2131(b), Oct. 4, 1976, 90 Stat. 
1924; Pub. L. 105–34, title XI, § 1131(b)(3), (5)(B), 
Aug. 5, 1997, 111 Stat. 979, 980.) 

CODIFICATION 

Another section 1131(b) of Pub. L. 105–34 enacted sec-
tion 684 of this title. 

AMENDMENTS 

1997—Subsec. (c). Pub. L. 105–34, § 1131(b)(3), added 
subsec. (c). 

Subsec. (d). Pub. L. 105–34, § 1131(b)(5)(B), added sub-
sec. (d). 

1976—Pub. L. 94–455 designated existing provisions as 
subsec. (a), added subsec. (a) heading ‘‘General rule’’, 
and added subsec. (b). 

EFFECTIVE DATE OF 1976 AMENDMENT 

Section 2131(f)(3)–(5) of Pub. L. 94–455 provided that: 
‘‘(3) Except as provided in paragraph (4), the amend-

ments made by subsections (b) and (c) [amending this 
section and sections 722 and 723 of this title] shall apply 
to transfers made after February 17, 1976, in taxable 
years ending after such date. 

‘‘(4) The amendments made by subsections (b) and (c) 
shall not apply to transfers to a partnership made on or 
before the 90th day after the date of the enactment of 
this Act [Oct. 4, 1976] if— 

‘‘(A) either— 
‘‘(i) a ruling request with respect to such trans-

fers was filed with the Internal Revenue Service be-
fore March 27, 1976, or 

‘‘(ii) a registration statement with respect to 
such transfers was filed with the Securities and Ex-
change Commission before March 27, 1976, 
‘‘(B) the securities transferred were deposited on or 

before the 60th day after the date of the enactment of 
this Act [Oct. 4, 1976], and 

‘‘(C) either— 
‘‘(i) the aggregate value (determined as of the 

close of the 60th day referred to in subparagraph 
(B), or, if earlier, the close of the deposit period) of 
the securities so transferred does not exceed 
$100,000,000, or 

‘‘(ii) the securities transferred were all on deposit 
on February 29, 1976, pursuant to a registration 
statement referred to in subparagraph (A)(ii). 

‘‘(5) If no registration statement was required to be 
filed with the Securities and Exchange Commission 
with respect to the transfer of securities to any part-
nership, then paragraph (4) shall be applied to such 
transfers— 

‘‘(A) as if paragraph (4) did not contain subpara-
graph (A)(ii) thereof, and 

‘‘(B) by substituting ‘$25,000,000’ for ‘$100,000,000’ in 
subparagraph (C)(i) thereof.’’ 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 168, 197, 447, 722, 
723, 1245, 1250, 6038B of this title. 

§ 722. Basis of contributing partner’s interest 

The basis of an interest in a partnership ac-
quired by a contribution of property, including 
money, to the partnership shall be the amount 
of such money and the adjusted basis of such 
property to the contributing partner at the time 
of the contribution increased by the amount (if 
any) of gain recognized under section 721(b) to 
the contributing partner at such time. 

(Aug. 16, 1954, ch. 736, 68A Stat. 245; Pub. L. 
94–455, title XXI, § 2131(c), Oct. 4, 1976, 90 Stat. 
1924; Pub. L. 98–369, div. A, title VII, § 722(f)(1), 
July 18, 1984, 98 Stat. 974.) 

AMENDMENTS 

1984—Pub. L. 98–369 inserted ‘‘under section 721(b)’’ 
after ‘‘gain recognized’’. 

1976—Pub. L. 94–455 inserted ‘‘increased by the 
amount (if any) of gain recognized to the contributing 
partner at such time’’ after ‘‘at the time of the con-
tribution’’. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Section 722(f)(2) of Pub. L. 98–369 provided that: ‘‘The 
amendments made by paragraph (1) [amending this sec-
tion and section 723 of this title] shall take effect as if 
included in the amendments made by section 2131 of the 
Tax Reform Act of 1976 [Pub. L. 94–455].’’ 

EFFECTIVE DATE OF 1976 AMENDMENT 

For effective date of amendment made by Pub. L. 
94–455, see section 2131(f)(3)–(5) of Pub. L. 94–455, set out 
as a note under section 721 of this title. 
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CROSS REFERENCES 

Determination of basis of partner’s interest, see sec-
tion 705 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 705 of this title. 

§ 723. Basis of property contributed to partner-
ship 

The basis of property contributed to a partner-
ship by a partner shall be the adjusted basis of 
such property to the contributing partner at the 
time of the contribution increased by the 
amount (if any) of gain recognized under section 
721(b) to the contributing partner at such time. 

(Aug. 16, 1954, ch. 736, 68A Stat. 245; Pub. L. 
94–455, title XXI, § 2131(c), Oct. 4, 1976, 90 Stat. 
1924; Pub. L. 98–369, div. A, title VII, § 722(f)(1), 
July 18, 1984, 98 Stat. 974.) 

AMENDMENTS 

1984—Pub. L. 98–369 inserted ‘‘under section 721(b)’’ 
after ‘‘gain recognized’’. 

1976—Pub. L. 94–455 inserted ‘‘increased by the 
amount (if any) of gain recognized to the contributing 
partner at such time’’ after ‘‘at the time of the con-
tribution’’. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by Pub. L. 98–369 effective as if included 
in amendments made by section 2131 of the Tax Reform 
Act of 1976, Pub. L. 94–455, see section 722(f)(2) of Pub. 
L. 98–369, set out as a note under section 722 of this 
title. 

EFFECTIVE DATE OF 1976 AMENDMENT 

For effective date of amendment made by Pub. L. 
94–455, see section 2131(f)(3)–(5) of Pub. L. 94–455, set out 
as a note under section 721 of this title. 

§ 724. Character of gain or loss on contributed 
unrealized receivables, inventory items, and 
capital loss property 

(a) Contributions of unrealized receivables 

In the case of any property which— 
(1) was contributed to the partnership by a 

partner, and 
(2) was an unrealized receivable in the hands 

of such partner immediately before such con-
tribution, 

any gain or loss recognized by the partnership 
on the disposition of such property shall be 
treated as ordinary income or ordinary loss, as 
the case may be. 

(b) Contributions of inventory items 

In the case of any property which— 
(1) was contributed to the partnership by a 

partner, and 
(2) was an inventory item in the hands of 

such partner immediately before such con-
tribution, 

any gain or loss recognized by the partnership 
on the disposition of such property during the 5- 
year period beginning on the date of such con-
tribution shall be treated as ordinary income or 
ordinary loss, as the case may be. 

(c) Contributions of capital loss property 

In the case of any property which— 
(1) was contributed by a partner to the part-

nership, and 

(2) was a capital asset in the hands of such 
partner immediately before such contribution, 

any loss recognized by the partnership on the 
disposition of such property during the 5-year 
period beginning on the date of such contribu-
tion shall be treated as a loss from the sale of a 
capital asset to the extent that, immediately be-
fore such contribution, the adjusted basis of 
such property in the hands of the partner ex-
ceeded the fair market value of such property. 

(d) Definitions 

For purposes of this section— 

(1) Unrealized receivable 

The term ‘‘unrealized receivable’’ has the 
meaning given such term by section 751(c) (de-
termined by treating any reference to the 
partnership as referring to the partner). 

(2) Inventory item 

The term ‘‘inventory item’’ has the meaning 
given such term by section 751(d) (determined 
by treating any reference to the partnership as 
referring to the partner and by applying sec-
tion 1231 without regard to any holding period 
therein provided). 

(3) Substituted basis property 

(A) In general 

If any property described in subsection (a), 
(b), or (c) is disposed of in a nonrecognition 
transaction, the tax treatment which applies 
to such property under such subsection shall 
also apply to any substituted basis property 
resulting from such transaction. A similar 
rule shall also apply in the case of a series of 
non-recognition transactions. 

(B) Exception for stock in C corporation 

Subparagraph (A) shall not apply to any 
stock in a C corporation received in an ex-
change described in section 351. 

(Added Pub. L. 98–369, div. A, title I, § 74(a), July 
18, 1984, 98 Stat. 592; amended Pub. L. 104–188, 
title I, § 1704(t)(63), Aug. 20, 1996, 110 Stat. 1890; 
Pub. L. 105–34, title X, § 1062(b)(3), Aug. 5, 1997, 
111 Stat. 947.) 

AMENDMENTS 

1997—Subsec. (d)(2). Pub. L. 105–34 substituted ‘‘sec-
tion 751(d)’’ for ‘‘section 751(d)(2)’’. 

1996—Subsec. (d)(3)(B). Pub. L. 104–188 substituted 
‘‘Subparagraph’’ for ‘‘Subparagaph’’. 

EFFECTIVE DATE OF 1997 AMENDMENT 

Section 1062(c) of Pub. L. 105–34 provided that: 
‘‘(1) IN GENERAL.—The amendments made by this sec-

tion [amending this section and sections 731, 732, 735, 
and 751 of this title] shall apply to sales, exchanges, 
and distributions after the date of the enactment of 
this Act [Aug. 5, 1997]. 

‘‘(2) BINDING CONTRACTS.—The amendments made by 
this section shall not apply to any sale or exchange 
pursuant to a written binding contract in effect on 
June 8, 1997, and at all times thereafter before such sale 
or exchange.’’ 

EFFECTIVE DATE 

Section 74(d)(1) of Pub. L. 98–369 provided that: ‘‘The 
amendment made by subsection (a) [enacting this sec-
tion] shall apply to property contributed to a partner-
ship after March 31, 1984, in taxable years ending after 
such date.’’ 
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SUBPART B—DISTRIBUTIONS BY A PARTNERSHIP 

Sec. 

731. Extent of recognition of gain or loss on dis-
tribution. 

732. Basis of distributed property other than 
money. 

733. Basis of distributee partner’s interest. 
734. Optional adjustment to basis of undistributed 

partnership property. 
735. Character of gain or loss on disposition of dis-

tributed property. 
736. Payments to a retiring partner or a deceased 

partner’s successor in interest. 
737. Recognition of precontribution gain in case of 

certain distributions to contributing part-
ner. 

AMENDMENTS 

1992—Pub. L. 102–486, title XIX, § 1937(b)(3), Oct. 24, 
1992, 106 Stat. 3033, added item 737. 

§ 731. Extent of recognition of gain or loss on dis-
tribution 

(a) Partners 

In the case of a distribution by a partnership 
to a partner— 

(1) gain shall not be recognized to such part-
ner, except to the extent that any money dis-
tributed exceeds the adjusted basis of such 
partner’s interest in the partnership imme-
diately before the distribution, and 

(2) loss shall not be recognized to such part-
ner, except that upon a distribution in liquida-
tion of a partner’s interest in a partnership 
where no property other than that described in 
subparagraph (A) or (B) is distributed to such 
partner, loss shall be recognized to the extent 
of the excess of the adjusted basis of such 
partner’s interest in the partnership over the 
sum of— 

(A) any money distributed, and 
(B) the basis to the distributee, as deter-

mined under section 732, of any unrealized 
receivables (as defined in section 751(c)) and 
inventory (as defined in section 751(d)). 

Any gain or loss recognized under this sub-
section shall be considered as gain or loss from 
the sale or exchange of the partnership interest 
of the distributee partner. 

(b) Partnerships 

No gain or loss shall be recognized to a part-
nership on a distribution to a partner of prop-
erty, including money. 

(c) Treatment of marketable securities 

(1) In general 

For purposes of subsection (a)(1) and section 
737— 

(A) the term ‘‘money’’ includes market-
able securities, and 

(B) such securities shall be taken into ac-
count at their fair market value as of the 
date of the distribution. 

(2) Marketable securities 

For purposes of this subsection: 

(A) In general 

The term ‘‘marketable securities’’ means 
financial instruments and foreign currencies 
which are, as of the date of the distribution, 

actively traded (within the meaning of sec-
tion 1092(d)(1)). 

(B) Other property 

Such term includes— 
(i) any interest in— 

(I) a common trust fund, or 
(II) a regulated investment company 

which is offering for sale or has out-
standing any redeemable security (as de-
fined in section 2(a)(32) of the Invest-
ment Company Act of 1940) of which it is 
the issuer, 

(ii) any financial instrument which, pur-
suant to its terms or any other arrange-
ment, is readily convertible into, or ex-
changeable for, money or marketable secu-
rities, 

(iii) any financial instrument the value 
of which is determined substantially by 
reference to marketable securities, 

(iv) except to the extent provided in reg-
ulations prescribed by the Secretary, any 
interest in a precious metal which, as of 
the date of the distribution, is actively 
traded (within the meaning of section 
1092(d)(1)) unless such metal was produced, 
used, or held in the active conduct of a 
trade or business by the partnership, 

(v) except as otherwise provided in regu-
lations prescribed by the Secretary, inter-
ests in any entity if substantially all of 
the assets of such entity consist (directly 
or indirectly) of marketable securities, 
money, or both, and 

(vi) to the extent provided in regulations 
prescribed by the Secretary, any interest 
in an entity not described in clause (v) but 
only to the extent of the value of such in-
terest which is attributable to marketable 
securities, money, or both. 

(C) Financial instrument 

The term ‘‘financial instrument’’ includes 
stocks and other equity interests, evidences 
of indebtedness, options, forward or futures 
contracts, notional principal contracts, and 
derivatives. 

(3) Exceptions 

(A) In general 

Paragraph (1) shall not apply to the dis-
tribution from a partnership of a marketable 
security to a partner if— 

(i) the security was contributed to the 
partnership by such partner, except to the 
extent that the value of the distributed se-
curity is attributable to marketable secu-
rities or money contributed (directly or in-
directly) to the entity to which the dis-
tributed security relates, 

(ii) to the extent provided in regulations 
prescribed by the Secretary, the property 
was not a marketable security when ac-
quired by such partnership, or 

(iii) such partnership is an investment 
partnership and such partner is an eligible 
partner thereof. 

(B) Limitation on gain recognized 

In the case of a distribution of marketable 
securities to a partner, the amount taken 



Page 1301 TITLE 26—INTERNAL REVENUE CODE § 731 

into account under paragraph (1) shall be re-
duced (but not below zero) by the excess (if 
any) of— 

(i) such partner’s distributive share of 
the net gain which would be recognized if 
all of the marketable securities of the 
same class and issuer as the distributed se-
curities held by the partnership were sold 
(immediately before the transaction to 
which the distribution relates) by the part-
nership for fair market value, over 

(ii) such partner’s distributive share of 
the net gain which is attributable to the 
marketable securities of the same class 
and issuer as the distributed securities 
held by the partnership immediately after 
the transaction, determined by using the 
same fair market value as used under 
clause (i). 

Under regulations prescribed by the Sec-
retary, all marketable securities held by the 
partnership may be treated as marketable 
securities of the same class and issuer as the 
distributed securities. 

(C) Definitions relating to investment part-
nerships 

For purposes of subparagraph (A)(iii): 

(i) Investment partnership 

The term ‘‘investment partnership’’ 
means any partnership which has never 
been engaged in a trade or business and 
substantially all of the assets (by value) of 
which have always consisted of— 

(I) money, 
(II) stock in a corporation, 
(III) notes, bonds, debentures, or other 

evidences of indebtedness, 
(IV) interest rate, currency, or equity 

notional principal contracts, 
(V) foreign currencies, 
(VI) interests in or derivative financial 

instruments (including options, forward 
or futures contracts, short positions, and 
similar financial instruments) in any 
asset described in any other subclause of 
this clause or in any commodity traded 
on or subject to the rules of a board of 
trade or commodity exchange, 

(VII) other assets specified in regula-
tions prescribed by the Secretary, or 

(VIII) any combination of the fore-
going. 

(ii) Exception for certain activities 

A partnership shall not be treated as en-
gaged in a trade or business by reason of— 

(I) any activity undertaken as an in-
vestor, trader, or dealer in any asset de-
scribed in clause (i), or 

(II) any other activity specified in reg-
ulations prescribed by the Secretary. 

(iii) Eligible partner 

(I) In general 

The term ‘‘eligible partner’’ means any 
partner who, before the date of the dis-
tribution, did not contribute to the part-
nership any property other than assets 
described in clause (i). 

(II) Exception for certain nonrecognition 
transactions 

The term ‘‘eligible partner’’ shall not 
include the transferor or transferee in a 
nonrecognition transaction involving a 
transfer of any portion of an interest in 
a partnership with respect to which the 
transferor was not an eligible partner. 

(iv) Look-thru of partnership tiers 

Except as otherwise provided in regula-
tions prescribed by the Secretary— 

(I) a partnership shall be treated as en-
gaged in any trade or business engaged 
in by, and as holding (instead of a part-
nership interest) a proportionate share 
of the assets of, any other partnership in 
which the partnership holds a partner-
ship interest, and 

(II) a partner who contributes to a 
partnership an interest in another part-
nership shall be treated as contributing 
a proportionate share of the assets of the 
other partnership. 

If the preceding sentence does not apply 
under such regulations with respect to any 
interest held by a partnership in another 
partnership, the interest in such other 
partnership shall be treated as if it were 
specified in a subclause of clause (i). 

(4) Basis of securities distributed 

(A) In general 

The basis of marketable securities with re-
spect to which gain is recognized by reason 
of this subsection shall be— 

(i) their basis determined under section 
732, increased by 

(ii) the amount of such gain. 

(B) Allocation of basis increase 

Any increase in basis attributable to the 
gain described in subparagraph (A)(ii) shall 
be allocated to marketable securities in pro-
portion to their respective amounts of unre-
alized appreciation before such increase. 

(5) Subsection disregarded in determining 
basis of partner’s interest in partnership 
and of basis of partnership property 

Sections 733 and 734 shall be applied as if no 
gain were recognized, and no adjustment were 
made to the basis of property, under this sub-
section. 

(6) Character of gain recognized 

In the case of a distribution of a marketable 
security which is an unrealized receivable (as 
defined in section 751(c)) or an inventory item 
(as defined in section 751(d)), any gain recog-
nized under this subsection shall be treated as 
ordinary income to the extent of any increase 
in the basis of such security attributable to 
the gain described in paragraph (4)(A)(ii). 

(7) Regulations 

The Secretary shall prescribe such regula-
tions as may be necessary or appropriate to 
carry out the purposes of this subsection, in-
cluding regulations to prevent the avoidance 
of such purposes. 

(d) Exceptions 

This section shall not apply to the extent 
otherwise provided by section 736 (relating to 
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payments to a retiring partner or a deceased 
partner’s successor in interest), section 751 (re-
lating to unrealized receivables and inventory 
items), and section 737 (relating to recognition 
of precontribution gain in case of certain dis-
tributions). 

(Aug. 16, 1954, ch. 736, 68A Stat. 245; Pub. L. 
102–486, title XIX, § 1937(b)(2), Oct. 24, 1992, 106 
Stat. 3033; Pub. L. 103–465, title VII, § 741(a), Dec. 
8, 1994, 108 Stat. 5006; Pub. L. 105–34, title X, 
§ 1062(b)(3), Aug. 5, 1997, 111 Stat. 947.) 

REFERENCES IN TEXT 

Section 2(a)(32) of the Investment Company Act of 
1940, referred to in subsec. (c)(2)(B)(i)(II), is classified to 
section 80a–2(a)(32) of Title 15, Commerce and Trade. 

AMENDMENTS 

1997—Subsecs. (a)(2)(B), (c)(6). Pub. L. 105–34 sub-
stituted ‘‘section 751(d)’’ for ‘‘section 751(d)(2)’’. 

1994—Subsecs. (c), (d). Pub. L. 103–465 added subsec. 
(c) and redesignated former subsec. (c) as (d). 

1992—Subsec. (c). Pub. L. 102–486 substituted 
‘‘, section 751’’ for ‘‘and section 751’’ and inserted be-
fore period at end ‘‘, and section 737 (relating to rec-
ognition of precontribution gain in case of certain dis-
tributions)’’. 

EFFECTIVE DATE OF 1997 AMENDMENT 

Amendment by Pub. L. 105–34 applicable to sales, ex-
changes, and distributions after Aug. 5, 1997, but not 
applicable to any sale or exchange pursuant to a writ-
ten binding contract in effect on June 8, 1997, and at all 
times thereafter before such sale or exchange, see sec-
tion 1062(c) of Pub. L. 105–34, set out as a note under 
section 724 of this title. 

EFFECTIVE DATE OF 1994 AMENDMENT 

Section 741(c) of Pub. L. 103–465 provided that: 
‘‘(1) IN GENERAL.—Except as otherwise provided in 

this subsection, the amendments made by this section 
[amending this section and section 737 of this title] 
shall apply to distributions after the date of the enact-
ment of this Act [Dec. 8, 1994]. 

‘‘(2) CERTAIN DISTRIBUTIONS BEFORE JANUARY 1, 1995.— 
The amendments made by this section shall not apply 
to any marketable security distributed before January 
1, 1995, by the partnership which held such security on 
July 27, 1994. 

‘‘(3) DISTRIBUTIONS IN LIQUIDATION OF PARTNER’S IN-
TEREST.—The amendments made by this section shall 
not apply to the distribution of a marketable security 
in liquidation of a partner’s interest in a partnership 
if— 

‘‘(A) such liquidation is pursuant to a written con-
tract which was binding on July 15, 1994, and at all 
times thereafter before the distribution, and 

‘‘(B) such contract provides for the purchase of such 
interest not later than a date certain for— 

‘‘(i) a fixed value of marketable securities that 
are specified in the contract, or 

‘‘(ii) other property. 
The preceding sentence shall not apply if the partner 
has the right to elect that such distribution be made 
other than in marketable securities. 

‘‘(4) DISTRIBUTIONS IN COMPLETE LIQUIDATION OF PUB-
LICLY TRADED PARTNERSHIPS.— 

‘‘(A) IN GENERAL.—The amendments made by this 
section shall not apply to the distribution of a mar-
ketable security in a qualified partnership liquida-
tion if— 

‘‘(i) the marketable securities were received by 
the partnership in a nonrecognition transaction in 
exchange for substantially all of the assets of the 
partnership, 

‘‘(ii) the marketable securities are distributed by 
the partnership within 90 days after their receipt by 
the partnership, and 

‘‘(iii) the partnership is liquidated before the be-
ginning of the 1st taxable year of the partnership 
beginning after December 31, 1997. 
‘‘(B) QUALIFIED PARTNERSHIP LIQUIDATION.—For pur-

poses of subparagraph (A), the term ‘qualified part-
nership liquidation’ means— 

‘‘(i) a complete liquidation of a publicly traded 
partnership (as defined in section 7704(b) of the In-
ternal Revenue Code of 1986) which is an existing 
partnership (as defined in section 10211(c)(2) of the 
Revenue Act of 1987 [Pub. L. 100–203, set out as an 
Effective Date note under section 7704 of this 
title]), and 

‘‘(ii) a complete liquidation of a partnership 
which is related to a partnership described in clause 
(i) if such liquidation is related to a complete liq-
uidation of the partnership described in clause (i). 

‘‘(5) MARKETABLE SECURITIES.—For purposes of this 
subsection, the term ‘marketable securities’ has the 
meaning given such term by section 731(c) of the Inter-
nal Revenue Code of 1986, as added by this section.’’ 

EFFECTIVE DATE OF 1992 AMENDMENT 

Amendment by Pub. L. 102–486 applicable to distribu-
tions on or after June 25, 1992, see section 1937(c) of 
Pub. L. 102–486, set out as a note under section 704 of 
this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 168, 197, 734, 737, 
751, 1245, 1250 of this title; title 11 section 548. 

§ 732. Basis of distributed property other than 
money 

(a) Distributions other than in liquidation of a 
partner’s interest 

(1) General rule 

The basis of property (other than money) 
distributed by a partnership to a partner other 
than in liquidation of the partner’s interest 
shall, except as provided in paragraph (2), be 
its adjusted basis to the partnership imme-
diately before such distribution. 

(2) Limitation 

The basis to the distributee partner of prop-
erty to which paragraph (1) is applicable shall 
not exceed the adjusted basis of such partner’s 
interest in the partnership reduced by any 
money distributed in the same transaction. 

(b) Distributions in liquidation 

The basis of property (other than money) dis-
tributed by a partnership to a partner in liquida-
tion of the partner’s interest shall be an amount 
equal to the adjusted basis of such partner’s in-
terest in the partnership reduced by any money 
distributed in the same transaction. 

(c) Allocation of basis 

(1) In general 

The basis of distributed properties to which 
subsection (a)(2) or (b) is applicable shall be 
allocated— 

(A)(i) first to any unrealized receivables 
(as defined in section 751(c)) and inventory 
items (as defined in section 751(d)) in an 
amount equal to the adjusted basis of each 
such property to the partnership, and 

(ii) if the basis to be allocated is less than 
the sum of the adjusted bases of such prop-
erties to the partnership, then, to the extent 
any decrease is required in order to have the 
adjusted bases of such properties equal the 
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basis to be allocated, in the manner provided 
in paragraph (3), and 

(B) to the extent of any basis remaining 
after the allocation under subparagraph (A), 
to other distributed properties— 

(i) first by assigning to each such other 
property such other property’s adjusted 
basis to the partnership, and 

(ii) then, to the extent any increase or 
decrease in basis is required in order to 
have the adjusted bases of such other dis-
tributed properties equal such remaining 
basis, in the manner provided in paragraph 
(2) or (3), whichever is appropriate. 

(2) Method of allocating increase 

Any increase required under paragraph (1)(B) 
shall be allocated among the properties— 

(A) first to properties with unrealized ap-
preciation in proportion to their respective 
amounts of unrealized appreciation before 
such increase (but only to the extent of each 
property’s unrealized appreciation), and 

(B) then, to the extent such increase is not 
allocated under subparagraph (A), in propor-
tion to their respective fair market values. 

(3) Method of allocating decrease 

Any decrease required under paragraph 
(1)(A) or (1)(B) shall be allocated— 

(A) first to properties with unrealized de-
preciation in proportion to their respective 
amounts of unrealized depreciation before 
such decrease (but only to the extent of each 
property’s unrealized depreciation), and 

(B) then, to the extent such decrease is not 
allocated under subparagraph (A), in propor-
tion to their respective adjusted bases (as 
adjusted under subparagraph (A)). 

(d) Special partnership basis to transferee 

For purposes of subsections (a), (b), and (c), a 
partner who acquired all or a part of his interest 
by a transfer with respect to which the election 
provided in section 754 is not in effect, and to 
whom a distribution of property (other than 
money) is made with respect to the transferred 
interest within 2 years after such transfer, may 
elect, under regulations prescribed by the Sec-
retary, to treat as the adjusted partnership basis 
of such property the adjusted basis such prop-
erty would have if the adjustment provided in 
section 743(b) were in effect with respect to the 
partnership property. The Secretary may by 
regulations require the application of this sub-
section in the case of a distribution to a trans-
feree partner, whether or not made within 2 
years after the transfer, if at the time of the 
transfer the fair market value of the partnership 
property (other than money) exceeded 110 per-
cent of its adjusted basis to the partnership. 

(e) Exception 

This section shall not apply to the extent that 
a distribution is treated as a sale or exchange of 
property under section 751(b) (relating to unreal-
ized receivables and inventory items). 

(Aug. 16, 1954, ch. 736, 68A Stat. 246; Pub. L. 
94–455, title XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 
Stat. 1834; Pub. L. 105–34, title X, §§ 1061(a), 
1062(b)(3), Aug. 5, 1997, 111 Stat. 945, 947.) 

AMENDMENTS 

1997—Subsec. (c). Pub. L. 105–34, § 1061(a), amended 
heading and text of subsec. (c) generally. Prior to 
amendment, text read as follows: ‘‘The basis of distrib-
uted properties to which subsection (a)(2) or subsection 
(b) is applicable shall be allocated— 

‘‘(1) first to any unrealized receivables (as defined 
in section 751(c)) and inventory items (as defined in 
section 751(d)(2)) in an amount equal to the adjusted 
basis of each such property to the partnership (or if 
the basis to be allocated is less than the sum of the 
adjusted bases of such properties to the partnership, 
in proportion to such bases), and 

‘‘(2) to the extent of any remaining basis, to any 
other distributed properties in proportion to their ad-
justed bases to the partnership.’’ 
Subsec. (c)(1)(A)(i). Pub. L. 105–34, § 1062(b)(3), sub-

stituted ‘‘section 751(d)’’ for ‘‘section 751(d)(2)’’. 
1976—Subsec. (d). Pub. L. 94–455 struck out ‘‘or his 

delegate’’ after ‘‘Secretary’’. 

EFFECTIVE DATE OF 1997 AMENDMENT 

Section 1061(b) of Pub. L. 105–34 provided that: ‘‘The 
amendment made by subsection (a) [amending this sec-
tion] shall apply to distributions after the date of the 
enactment of this Act [Aug. 5, 1997].’’ 

Amendment by section 1062(b)(3) of Pub. L. 105–34 ap-
plicable to sales, exchanges, and distributions after 
Aug. 5, 1997, but not applicable to any sale or exchange 
pursuant to a written binding contract in effect on 
June 8, 1997, and at all times thereafter before such sale 
or exchange, see section 1062(c) of Pub. L. 105–34, set out 
as a note under section 724 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 197, 613A, 731, 
733, 734, 751, 1276 of this title. 

§ 733. Basis of distributee partner’s interest 

In the case of a distribution by a partnership 
to a partner other than in liquidation of a part-
ner’s interest, the adjusted basis to such partner 
of his interest in the partnership shall be re-
duced (but not below zero) by— 

(1) the amount of any money distributed to 
such partner, and 

(2) the amount of the basis to such partner 
of distributed property other than money, as 
determined under section 732. 

(Aug. 16, 1954, ch. 736, 68A Stat. 247.) 

CROSS REFERENCES 

Determination of basis of partner’s interest, see sec-
tion 705 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 705, 731 of this 
title. 

§ 734. Optional adjustment to basis of undistrib-
uted partnership property 

(a) General rule 

The basis of partnership property shall not be 
adjusted as the result of a distribution of prop-
erty to a partner unless the election, provided in 
section 754 (relating to optional adjustment to 
basis of partnership property), is in effect with 
respect to such partnership. 

(b) Method of adjustment 

In the case of a distribution of property to a 
partner, a partnership, with respect to which the 
election provided in section 754 is in effect, 
shall— 
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(1) increase the adjusted basis of partnership 
property by— 

(A) the amount of any gain recognized to 
the distributee partner with respect to such 
distribution under section 731(a)(1), and 

(B) in the case of distributed property to 
which section 732(a)(2) or (b) applies, the ex-
cess of the adjusted basis of the distributed 
property to the partnership immediately be-
fore the distribution (as adjusted by section 
732(d)) over the basis of the distributed prop-
erty to the distributee, as determined under 
section 732, or 

(2) decrease the adjusted basis of partnership 
property by— 

(A) the amount of any loss recognized to 
the distributee partner with respect to such 
distribution under section 731(a)(2), and 

(B) in the case of distributed property to 
which section 732(b) applies, the excess of 
the basis of the distributed property to the 
distributee, as determined under section 732, 
over the adjusted basis of the distributed 
property to the partnership immediately be-
fore such distribution (as adjusted by section 
732(d)). 

Paragraph (1)(B) shall not apply to any distrib-
uted property which is an interest in another 
partnership with respect to which the election 
provided in section 754 is not in effect. 

(c) Allocation of basis 

The allocation of basis among partnership 
properties where subsection (b) is applicable 
shall be made in accordance with the rules pro-
vided in section 755. 

(Aug. 16, 1954, ch. 736, 68A Stat. 247; Pub. L. 
98–369, div. A, title I, § 78(a), July 18, 1984, 98 
Stat. 597.) 

AMENDMENTS 

1984—Subsec. (b). Pub. L. 98–369 inserted at end 
‘‘Paragraph (1)(B) shall not apply to any distributed 
property which is an interest in another partnership 
with respect to which the election provided in section 
754 is not in effect.’’ 

EFFECTIVE DATE OF 1984 AMENDMENT 

Section 78(b) of Pub. L. 98–369 provided that: ‘‘The 
amendment made by subsection (a) [amending this sec-
tion] shall apply to distributions after March 1, 1984, in 
taxable years ending after such date.’’ 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 197, 731, 754, 755 
of this title. 

§ 735. Character of gain or loss on disposition of 
distributed property 

(a) Sale or exchange of certain distributed prop-
erty 

(1) Unrealized receivables 

Gain or loss on the disposition by a distribu-
tee partner of unrealized receivables (as de-
fined in section 751(c)) distributed by a part-
nership, shall be considered as ordinary in-
come or as ordinary loss, as the case may be. 

(2) Inventory items 

Gain or loss on the sale or exchange by a dis-
tributee partner of inventory items (as defined 

in section 751(d)) distributed by a partnership 
shall, if sold or exchanged within 5 years from 
the date of the distribution, be considered as 
ordinary income or as ordinary loss, as the 
case may be. 

(b) Holding period for distributed property 

In determining the period for which a partner 
has held property received in a distribution from 
a partnership (other than for purposes of sub-
section (a)(2)), there shall be included the hold-
ing period of the partnership, as determined 
under section 1223, with respect to such prop-
erty. 

(c) Special rules 

(1) Waiver of holding periods contained in sec-
tion 1231 

For purposes of this section, section 751(d) 
(defining inventory item) shall be applied 
without regard to any holding period in sec-
tion 1231(b). 

(2) Substituted basis property 

(A) In general 

If any property described in subsection (a) 
is disposed of in a nonrecognition trans-
action, the tax treatment which applies to 
such property under such subsection shall 
also apply to any substituted basis property 
resulting from such transaction. A similar 
rule shall also apply in the case of a series of 
nonrecognition transactions. 

(B) Exception for stock in C corporation 

Subparagraph (A) shall not apply to any 
stock in a C corporation received in an ex-
change described in section 351. 

(Aug. 16, 1954, ch. 763, 68A Stat. 247; Pub. L. 
94–455, title XIX, § 1901(b)(3)(D), Oct. 4, 1976, 90 
Stat. 1792; Pub. L. 98–369, div. A, title I, § 74(b), 
July 18, 1984, 98 Stat. 593; Pub. L. 105–34, title X, 
§ 1062(b)(3), Aug. 5, 1997, 111 Stat. 947.) 

AMENDMENTS 

1997—Subsecs. (a)(2), (c)(1). Pub. L. 105–34 substituted 
‘‘section 751(d)’’ for ‘‘section 751(d)(2)’’. 

1984—Subsec. (c). Pub. L. 98–369 added subsec. (c). 
1976—Subsec. (a)(1), (2). Pub. L. 94–455 substituted ‘‘as 

ordinary income or as ordinary loss, as the case may 
be’’ for ‘‘gain or loss from the sale or exchange of prop-
erty other than a capital asset’’. 

EFFECTIVE DATE OF 1997 AMENDMENT 

Amendment by Pub. L. 105–34 applicable to sales, ex-
changes, and distributions after Aug. 5, 1997, but not 
applicable to any sale or exchange pursuant to a writ-
ten binding contract in effect on June 8, 1997, and at all 
times thereafter before such sale or exchange, see sec-
tion 1062(c) of Pub. L. 105–34, set out as a note under 
section 724 of this title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Section 74(d)(2) of Pub. L. 98–369 provided that: ‘‘The 
amendment made by subsection (b) [amending this sec-
tion] shall apply to property distributed after March 31, 
1984, in taxable years ending after such date.’’ 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by Pub. L. 94–455 effective for taxable 
years beginning after Dec. 31, 1976, see section 1901(d) of 
Pub. L. 94–455, set out as a note under section 2 of this 
title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 1223 of this title. 
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§ 736. Payments to a retiring partner or a de-
ceased partner’s successor in interest 

(a) Payments considered as distributive share or 
guaranteed payment 

Payments made in liquidation of the interest 
of a retiring partner or a deceased partner shall, 
except as provided in subsection (b), be consid-
ered— 

(1) as a distributive share to the recipient of 
partnership income if the amount thereof is 
determined with regard to the income of the 
partnership, or 

(2) as a guaranteed payment described in 
section 707(c) if the amount thereof is deter-
mined without regard to the income of the 
partnership. 

(b) Payments for interest in partnership 

(1) General rule 

Payments made in liquidation of the inter-
est of a retiring partner or a deceased partner 
shall, to the extent such payments (other than 
payments described in paragraph (2)) are de-
termined, under regulations prescribed by the 
Secretary, to be made in exchange for the in-
terest of such partner in partnership property, 
be considered as a distribution by the partner-
ship and not as a distributive share or guaran-
teed payment under subsection (a). 

(2) Special rules 

For purposes of this subsection, payments in 
exchange for an interest in partnership prop-
erty shall not include amounts paid for— 

(A) unrealized receivables of the partner-
ship (as defined in section 751(c)), or 

(B) good will of the partnership, except to 
the extent that the partnership agreement 
provides for a payment with respect to good 
will. 

(3) Limitation on application of paragraph (2) 

Paragraph (2) shall apply only if— 
(A) capital is not a material income-pro-

ducing factor for the partnership, and 
(B) the retiring or deceased partner was a 

general partner in the partnership. 

(Aug. 16, 1954, ch. 736, 68A Stat. 248; Pub. L. 
94–455, title XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 
Stat. 1834; Pub. L. 95–600, title VII, § 701(u)(13)(B), 
Nov. 6, 1978, 92 Stat. 2918; Pub. L. 103–66, title 
XIII, § 13262(a), (b)(2)(B), Aug. 10, 1993, 107 Stat. 
541.) 

AMENDMENTS 

1993—Subsec. (b)(3). Pub. L. 103–66, § 13262(a), added 
par. (3). 

Subsec. (c). Pub. L. 103–66, § 13262(b)(2)(B), struck out 
heading and text of subsec. (c). Text read as follows: 
‘‘For limitation on the tax attributable to certain gain 
connected with section 1248 stock, see section 751(e).’’ 

1978—Subsec. (c). Pub. L. 95–600 added subsec. (c). 
1976—Subsec. (b)(1). Pub. L. 94–455 struck out ‘‘or his 

delegate’’ after ‘‘Secretary’’. 

EFFECTIVE DATE OF 1993 AMENDMENT 

Section 13262(c) of Pub. L. 103–66 provided that: 
‘‘(1) IN GENERAL.—The amendments made by this sec-

tion [amending this section and section 751 of this title] 
shall apply in the case of partners retiring or dying on 
or after January 5, 1993. 

‘‘(2) BINDING CONTRACT EXCEPTION.—The amendments 
made by this section shall not apply to any partner re-

tiring on or after January 5, 1993, if a written contract 
to purchase such partner’s interest in the partnership 
was binding on January 4, 1993, and at all times there-
after before such purchase.’’ 

EFFECTIVE DATE OF 1978 AMENDMENT 

Amendment by Pub. L. 95–600 applicable to transfers 
beginning after Oct. 9, 1975, and to sales, exchanges, 
and distributions taking place after Oct. 9, 1975, see sec-
tion 701(u)(13)(C) of Pub. L. 95–600, set out as a note 
under section 751 of this title. 

CROSS REFERENCES 

Extent of recognition of gain or loss on distribution, 
see section 731 of this title. 

Partner receiving income in respect of decedent, see 
section 753 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 357, 731, 751, 753 
of this title; title 29 sections 1051, 1081, 1101. 

§ 737. Recognition of precontribution gain in 
case of certain distributions to contributing 
partner 

(a) General rule 

In the case of any distribution by a partner-
ship to a partner, such partner shall be treated 
as recognizing gain in an amount equal to the 
lesser of— 

(1) the excess (if any) of (A) the fair market 
value of property (other than money) received 
in the distribution over (B) the adjusted basis 
of such partner’s interest in the partnership 
immediately before the distribution reduced 
(but not below zero) by the amount of money 
received in the distribution, or 

(2) the net precontribution gain of the part-
ner. 

Gain recognized under the preceding sentence 
shall be in addition to any gain recognized under 
section 731. The character of such gain shall be 
determined by reference to the proportionate 
character of the net precontribution gain. 

(b) Net precontribution gain 

For purposes of this section, the term ‘‘net 
precontribution gain’’ means the net gain (if 
any) which would have been recognized by the 
distributee partner under section 704(c)(1)(B) if 
all property which— 

(1) had been contributed to the partnership 
by the distributee partner within 7 years of 
the distribution, and 

(2) is held by such partnership immediately 
before the distribution, 

had been distributed by such partnership to an-
other partner. 

(c) Basis rules 

(1) Partner’s interest 

The adjusted basis of a partner’s interest in 
a partnership shall be increased by the amount 
of any gain recognized by such partner under 
subsection (a). For purposes of determining 
the basis of the distributed property (other 
than money), such increase shall be treated as 
occurring immediately before the distribution. 

(2) Partnership’s basis in contributed property 

Appropriate adjustments shall be made to 
the adjusted basis of the partnership in the 
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contributed property referred to in subsection 
(b) to reflect gain recognized under subsection 
(a). 

(d) Exceptions 

(1) Distributions of previously contributed 
property 

If any portion of the property distributed 
consists of property which had been contrib-
uted by the distributee partner to the partner-
ship, such property shall not be taken into ac-
count under subsection (a)(1) and shall not be 
taken into account in determining the amount 
of the net precontribution gain. If the prop-
erty distributed consists of an interest in an 
entity, the preceding sentence shall not apply 
to the extent that the value of such interest is 
attributable to property contributed to such 
entity after such interest had been contrib-
uted to the partnership. 

(2) Coordination with section 751 

This section shall not apply to the extent 
section 751(b) applies to such distribution. 

(e) Marketable securities treated as money 

For treatment of marketable securities as money 
for purposes of this section, see section 731(c). 

(Added Pub. L. 102–486, title XIX, § 1937(a), Oct. 
24, 1992, 106 Stat. 3032; amended Pub. L. 103–465, 
title VII, § 741(b), Dec. 8, 1994, 108 Stat. 5009; Pub. 
L. 104–188, title I, § 1704(j)(8), Aug. 20, 1996, 110 
Stat. 1882; Pub. L. 105–34, title X, § 1063(a), Aug. 
5, 1997, 111 Stat. 947.) 

AMENDMENTS 

1997—Subsec. (b)(1). Pub. L. 105–34 substituted ‘‘7 
years’’ for ‘‘5 years’’. 

1996—Pub. L. 104–188 provided that section 1937(a) of 
Pub. L. 102–486, shall be applied as if ‘‘Subpart B’’ ap-
peared instead of ‘‘Subpart C’’. Section 1937(a) of Pub. 
L. 102–486 directed amendment of subpart C of this part 
by adding this section at the end thereof. 

1994—Subsec. (c)(1). Pub. L. 103–465, § 741(b)(1), amend-
ed last sentence generally. Prior to amendment, last 
sentence read as follows: ‘‘Except for purposes of deter-
mining the amount recognized under subsection (a), 
such increase shall be treated as occurring imme-
diately before the distribution.’’ 

Subsec. (e). Pub. L. 103–465, § 741(b)(2), added subsec. 
(e). 

EFFECTIVE DATE OF 1997 AMENDMENT 

Amendment by Pub. L. 105–34 applicable to property 
contributed to a partnership after June 8, 1997, but not 
applicable to any property contributed pursuant to a 
written binding contract in effect on June 8, 1997, and 
at all times thereafter before such contribution if such 
contract provides for the contribution of a fixed 
amount of property, see section 1063(b) of Pub. L. 
105–34, set out as a note under section 704 of this title. 

EFFECTIVE DATE OF 1994 AMENDMENT 

Amendment by Pub. L. 103–465 applicable to distribu-
tions after Dec. 8, 1994, and not applicable to certain 
distributions before Jan. 1, 1995, distributions in liq-
uidation of partner’s interest, or distributions in com-
plete liquidation of publicly traded partnerships, see 
section 741(c) of Pub. L. 103–465, set out as a note under 
section 731 of this title. 

EFFECTIVE DATE 

Section applicable to distributions on or after June 
25, 1992, see section 1937(c) of Pub. L. 102–486, set out as 
an Effective Date of 1992 Amendment note under sec-
tion 704 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 731 of this title. 

SUBPART C—TRANSFERS OF INTERESTS IN A 
PARTNERSHIP 

Sec. 

741. Recognition and character of gain or loss on 
sale or exchange. 

742. Basis of transferee partner’s interest. 
743. Optional adjustment to basis of partnership 

property. 

§ 741. Recognition and character of gain or loss 
on sale or exchange 

In the case of a sale or exchange of an interest 
in a partnership, gain or loss shall be recognized 
to the transferor partner. Such gain or loss shall 
be considered as gain or loss from the sale or ex-
change of a capital asset, except as otherwise 
provided in section 751 (relating to unrealized 
receivables and inventory items which have ap-
preciated substantially in value). 

(Aug. 16, 1954, ch. 736, 68A Stat. 248.) 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 751 of this title. 

§ 742. Basis of transferee partner’s interest 

The basis of an interest in a partnership ac-
quired other than by contribution shall be deter-
mined under part II of subchapter O (sec. 1011 
and following). 

(Aug. 16, 1954, ch. 736, 68A Stat. 249.) 

CROSS REFERENCES 

Determination of basis of partner’s interest, see sec-
tion 705 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 705 of this title. 

§ 743. Optional adjustment to basis of partner-
ship property 

(a) General rule 

The basis of partnership property shall not be 
adjusted as the result of a transfer of an interest 
in a partnership by sale or exchange or on the 
death of a partner unless the election provided 
by section 754 (relating to optional adjustment 
to basis of partnership property) is in effect with 
respect to such partnership. 

(b) Adjustment to basis of partnership property 

In the case of a transfer of an interest in a 
partnership by sale or exchange or upon the 
death of a partner, a partnership with respect to 
which the election provided in section 754 is in 
effect shall— 

(1) increase the adjusted basis of the part-
nership property by the excess of the basis to 
the transferee partner of his interest in the 
partnership over his proportionate share of the 
adjusted basis of the partnership property, or 

(2) decrease the adjusted basis of the part-
nership property by the excess of the trans-
feree partner’s proportionate share of the ad-
justed basis of the partnership property over 
the basis of his interest in the partnership. 

Under regulations prescribed by the Secretary, 
such increase or decrease shall constitute an ad-
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1 So in original. The comma probably should not appear. 

justment to the basis of partnership property 
with respect to the transferee partner only. A 
partner’s proportionate share of the adjusted 
basis of partnership property shall be deter-
mined in accordance with his interest in part-
nership capital and, in the case of property con-
tributed to the partnership by a partner, section 
704(c) (relating to contributed property) shall 
apply in determining such share. In the case of 
an adjustment under this subsection to the basis 
of partnership property subject to depletion, any 
depletion allowable shall be determined sepa-
rately for the transferee partner with respect to 
his interest in such property. 

(c) Allocation of basis 

The allocation of basis among partnership 
properties where subsection (b) is applicable 
shall be made in accordance with the rules pro-
vided in section 755. 

(Aug. 16, 1954, ch. 736, 68A Stat. 249; Pub. L. 
94–455, title XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 
Stat. 1834; Pub. L. 98–369, div. A, title I, § 71(b), 
July 18, 1984, 98 Stat. 589.) 

AMENDMENTS 

1984—Subsec. (b). Pub. L. 98–369 substituted ‘‘property 
contributed to the partnership by a partner, section 
704(c) (relating to contributed property) shall apply in 
determining such share’’ for ‘‘an agreement described 
in section 704(c)(2) (relating to effect of partnership 
agreement on contributed property), such share shall 
be determined by taking such agreement into account’’ 
in penultimate sentence. 

1976—Subsec. (b). Pub. L. 94–455 struck out ‘‘or his 
delegate’’ after ‘‘Secretary’’. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by Pub. L. 98–369 applicable with respect 
to property contributed to the partnership after Mar. 
31, 1984, in taxable years ending after such date, see sec-
tion 71(c) of Pub. L. 98–369, set out as a note under sec-
tion 704 of this title. 

CROSS REFERENCES 

Manner of electing optional adjustment to basis of 
partnership property, see section 754 of this title. 

Rules for allocation of basis, see section 755 of this 
title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 197, 732, 754, 755, 
761, 774 of this title. 

SUBPART D—PROVISIONS COMMON TO OTHER 
SUBPARTS 

Sec. 

751. Unrealized receivables and inventory items. 
752. Treatment of certain liabilities. 
753. Partner receiving income in respect of dece-

dent. 
754. Manner of electing optional adjustment to 

basis of partnership property. 
755. Rules for allocation of basis. 

§ 751. Unrealized receivables and inventory items 

(a) Sale or exchange of interest in partnership 

The amount of any money, or the fair market 
value of any property, received by a transferor 
partner in exchange for all or a part of his inter-
est in the partnership attributable to— 

(1) unrealized receivables of the partnership, 
or 

(2) inventory items of the partnership, 

shall be considered as an amount realized from 
the sale or exchange of property other than a 
capital asset. 

(b) Certain distributions treated as sales or ex-
changes 

(1) General rule 

To the extent a partner receives in a dis-
tribution— 

(A) partnership property which is— 
(i) unrealized receivables, or 
(ii) inventory items which have appre-

ciated substantially in value, 

in exchange for all or a part of his interest 
in other partnership property (including 
money), or 

(B) partnership property (including 
money) other than property described in 
subparagraph (A)(i) or (ii) in exchange for all 
or a part of his interest in partnership prop-
erty described in subparagraph (A)(i) or (ii), 

such transactions shall, under regulations pre-
scribed by the Secretary, be considered as a 
sale or exchange of such property between the 
distributee and the partnership (as constituted 
after the distribution). 

(2) Exceptions 

Paragraph (1) shall not apply to— 
(A) a distribution of property which the 

distributee contributed to the partnership, 
or 

(B) payments, described in section 736(a), 
to a retiring partner or successor in interest 
of a deceased partner. 

(3) Substantial appreciation 

For purposes of paragraph (1)— 

(A) In general 

Inventory items of the partnership shall be 
considered to have appreciated substantially 
in value if their fair market value exceeds 
120 percent of the adjusted basis to the part-
nership of such property. 

(B) Certain property excluded 

For purposes of subparagraph (A), there 
shall be excluded any inventory property if a 
principal purpose for acquiring such prop-
erty was to avoid the provisions of this sub-
section relating to inventory items. 

(c) Unrealized receivables 

For purposes of this subchapter, the term ‘‘un-
realized receivables’’ includes, to the extent not 
previously includible in income under the meth-
od of accounting used by the partnership, any 
rights (contractual or otherwise) to payment 
for— 

(1) goods delivered, or to be delivered, to the 
extent the proceeds therefrom would be treat-
ed as amounts received from the sale or ex-
change of property other than a capital asset, 
or 

(2) services rendered, or to be rendered. 

For purposes of this section and,1 sections 731, 
732, and 741 (but not for purposes of section 736), 
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such term also includes mining property (as de-
fined in section 617(f)(2)), stock in a DISC (as de-
scribed in section 992(a)), section 1245 property 
(as defined in section 1245(a)(3)), stock in certain 
foreign corporations (as described in section 
1248), section 1250 property (as defined in section 
1250(c)), farm land (as defined in section 1252(a)), 
franchises, trademarks, or trade names (referred 
to in section 1253(a)), and an oil, gas, or geo-
thermal property (described in section 1254) but 
only to the extent of the amount which would be 
treated as gain to which section 617(d)(1), 995(c), 
1245(a), 1248(a), 1250(a), 1252(a), 1253(a), or 1254(a) 
would apply if (at the time of the transaction 
described in this section or section 731, 732, or 
741, as the case may be) such property had been 
sold by the partnership at its fair market value. 
For purposes of this section and,1 sections 731, 
732, and 741 (but not for purposes of section 736), 
such term also includes any market discount 
bond (as defined in section 1278) and any short- 
term obligation (as defined in section 1283) but 
only to the extent of the amount which would be 
treated as ordinary income if (at the time of the 
transaction described in this section or section 
731, 732, or 741, as the case may be) such property 
had been sold by the partnership. 

(d) Inventory items 

For purposes of this subchapter, the term ‘‘in-
ventory items’’ means— 

(1) property of the partnership of the kind 
described in section 1221(1), 

(2) any other property of the partnership 
which, on sale or exchange by the partnership, 
would be considered property other than a 
capital asset and other than property de-
scribed in section 1231, 

(3) any other property of the partnership 
which, if sold or exchanged by the partnership, 
would result in a gain taxable under sub-
section (a) of section 1246 (relating to gain on 
foreign investment company stock), and 

(4) any other property held by the partner-
ship which, if held by the selling or distributee 
partner, would be considered property of the 
type described in paragraph (1), (2), or (3). 

(e) Limitation on tax attributable to deemed 
sales of section 1248 stock 

For purposes of applying this section and sec-
tions 731 and 741 to any amount resulting from 
the reference to section 1248(a) in the second 
sentence of subsection (c), in the case of an indi-
vidual, the tax attributable to such amount 
shall be limited in the manner provided by sub-
section (b) of section 1248 (relating to gain from 
certain sales or exchanges of stock in certain 
foreign corporation). 

(f) Special rules in the case of tiered partner-
ships, etc. 

In determining whether property of a partner-
ship is— 

(1) an unrealized receivable, or 
(2) an inventory item, 

such partnership shall be treated as owning its 
proportionate share of the property of any other 
partnership in which it is a partner. Under regu-
lations, rules similar to the rules of the preced-
ing sentence shall also apply in the case of in-
terests in trusts. 

(Aug. 16, 1954, ch. 736, 68A Stat. 250; Pub. L. 
87–834, §§ 13(f)(1), 14(b)(2), Oct. 16, 1962, 76 Stat. 
1035, 1041; Pub. L. 88–272, title II, § 231(b)(6), Feb. 
26, 1964, 78 Stat. 105; Pub. L. 89–570, § 1(c), Sept. 
12, 1966, 80 Stat. 762; Pub. L. 91–172, title II, 
§ 211(b)(6), Dec. 30, 1969, 83 Stat. 570; Pub. L. 
94–455, title II, § 205(b), title X, § 1042(c)(2), title 
XI, § 1101(d)(2), title XIX, §§ 1901(a)(93), 
1906(b)(13)(A), title XXI, § 2110(a), Oct. 4, 1976, 90 
Stat. 1535, 1637, 1658, 1780, 1834, 1905; Pub. L. 
95–600, title VII, § 701(u)(13)(A), Nov. 6, 1978, 92 
Stat. 2918; Pub. L. 95–618, title IV, § 402(c)(5), 
Nov. 9, 1978, 92 Stat. 3202; Pub. L. 97–448, title I, 
§ 102(a)(6), Jan. 12, 1983, 96 Stat. 2368; Pub. L. 
98–369, div. A, title I, §§ 43(c)(3), 76(a), title IV, 
§ 492(b)(4), July 18, 1984, 98 Stat. 558, 595, 854; Pub. 
L. 99–514, title II, § 201(d)(10), title XVIII, 
§ 1899A(19), Oct. 22, 1986, 100 Stat. 2141, 2959; Pub. 
L. 103–66, title XIII, §§ 13206(e)(1), 13262(b)(1), 
(2)(A), Aug. 10, 1993, 107 Stat. 467, 541; Pub. L. 
105–34, title X, § 1062(a)–(b)(2), Aug. 5, 1997, 111 
Stat. 946, 947; Pub. L. 105–206, title VI, § 6010(m), 
July 22, 1998, 112 Stat. 816.) 

AMENDMENTS 

1998—Subsec. (c). Pub. L. 105–206 substituted ‘‘731, 
732,’’ for ‘‘731’’ wherever appearing in concluding provi-
sions. 

1997—Subsec. (a)(2). Pub. L. 105–34, § 1062(a), amended 
par. (2) generally. Prior to amendment, par. (2) read as 
follows: ‘‘inventory items of the partnership which 
have appreciated substantially in value,’’. 

Subsec. (b)(1). Pub. L. 105–34, § 1062(b)(1)(A), added 
subpars. (A) and (B) and struck out former subpars. (A) 
and (B) which read as follows: 

‘‘(A) partnership property described in subsection 
(a)(1) or (2) in exchange for all or a part of his interest 
in other partnership property (including money), or 

‘‘(B) partnership property (including money) other 
than property described in subsection (a)(1) or (2) in ex-
change for all or a part of his interest in partnership 
property described in subsection (a)(1) or (2),’’. 

Subsec. (b)(3). Pub. L. 105–34, § 1062(b)(1)(B), added par. 
(3). 

Subsec. (d). Pub. L. 105–34, § 1062(b)(2), amended head-
ing and text of subsec. (d) generally. Prior to amend-
ment, subsec. (d) consisted of pars. (1) and (2) relating 
to inventory items which have appreciated substan-
tially in value. 

1993—Subsec. (c). Pub. L. 103–66, § 13262(b)(1), in con-
cluding provisions, substituted ‘‘section 731 or 741’’ for 
‘‘section 731, 736, or 741’’ in two places and ‘‘, sections 
731 and 741 (but not for purposes of section 736)’’ for 
‘‘sections 731, 736, and 741’’ in two places. 

Subsec. (d)(1). Pub. L. 103–66, § 13206(e)(1), amended 
heading and text of par. (1) generally. Prior to amend-
ment, text read as follows: ‘‘Inventory items of the 
partnership shall be considered to have appreciated 
substantially in value if their fair market value ex-
ceeds— 

‘‘(A) 120 percent of the adjusted basis to the part-
nership of such property, and 

‘‘(B) 10 percent of the fair market value of all part-
nership property, other than money.’’ 
Subsec. (e). Pub. L. 103–66, § 13262(b)(2)(A), substituted 

‘‘sections 731 and 741’’ for ‘‘sections 731, 736, and 741’’. 
1986—Subsec. (c). Pub. L. 99–514, § 1899A(19), sub-

stituted ‘‘section 617(f)(2)), stock’’ for ‘‘section 617(f)(2), 
stock’’ in second sentence. 

Pub. L. 99–514, § 201(d)(10), struck out ‘‘section 1245 re-
covery property (as defined in section 1245(a)(5)),’’ be-
fore ‘‘stock in certain foreign corporations’’ in second 
sentence. 

1984—Subsec. (c). Pub. L. 98–369, § 492(b)(4), struck out 
‘‘farm recapture property (as defined in section 
1251(e)(1)),’’ before ‘‘farm land’’, and ‘‘1251(c),’’ after 
‘‘1250(a),’’ in second sentence. 
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Pub. L. 98–369, § 43(c)(3), inserted last sentence. 
Subsec. (f). Pub. L. 98–369, § 76(a), added subsec. (f). 
1983—Subsec. (c). Pub. L. 97–448 inserted reference to 

section 1245 recovery property (as defined in section 
1245(a)(5)) in second sentence. 

1978—Subsec. (c). Pub. L. 95–618 substituted ‘‘oil, gas, 
or geothermal property’’ for ‘‘oil or gas property’’ in 
second sentence. 

Subsec. (e). Pub. L. 95–600 added subsec. (e). 
1976—Subsec. (b)(1). Pub. L. 94–455, § 1906(b)(13)(A), 

struck out ‘‘or his delegate’’ after ‘‘Secretary’’. 
Subsec. (c). Pub. L. 94–455, §§ 205(b), 1042(c)(2), 

1101(d)(2), 1901(a)(93), 2110(a), in second sentence, in-
serted reference to stock in a DISC (as described in sec-
tion 992(a)), reference to stock in certain foreign cor-
porations (as described in section 1248), and reference to 
farm land (as defined in section 1252(a)), franchises, 
trademarks or trade names (referred to in section 
1253(a)), and an oil or gas property (described in section 
1254), substituted ‘‘1252(a), 1253(a), or 1254(a)’’ for ‘‘or 
1252(a)’’, and inserted ‘‘1248(a),’’ after ‘‘1245(a),’’ and 
‘‘995(c),’’ after ‘‘617(d)(1),’’. 

1969—Subsec. (c). Pub. L. 91–172, in second sentence, 
substituted ‘‘section 1250 property (as defined in section 
1250(c)), farm recapture property (as defined in section 
1251(e)(1)), and farm land (as defined in section 
1252(a))’’, and ‘‘1250(a), 1251(c), or 1252(a)’’, for ‘‘and sec-
tion 1250 property (as defined in section 1250(c))’’ and 
‘‘1250(a)’’, respectively. 

1966—Subsec. (c). Pub. L. 89–570, in second sentence, 
inserted reference to mining property (as defined in 
section 617(f)(2)) and to section 617(d)(1). 

1964—Subsec. (c). Pub. L. 88–272, in second sentence, 
inserted reference to section 1250. 

1962—Subsec. (c). Pub. L. 87–834, § 13(f)(1), defined ‘‘un-
realized receivables’’ for purposes of this section and 
section 731, 736, and 741, as including section 1245 prop-
erty, but only to the extent of the amount which would 
be treated as gain to which section 1245(a) would apply 
if (at the time of the transaction described in this sec-
tion or section 731, 736, or 741, as the case may be) such 
property had been sold by the partnership at its fair 
market value. 

Subsec. (d)(2). Pub. L. 87–834, § 14(b)(2), added subpar. 
(C), redesignated former subpar. (C) as (D), and sub-
stituted ‘‘subparagraph (A), (B), or (C)’’ for ‘‘subpara-
graph (A) or (B)’’. 

EFFECTIVE DATE OF 1998 AMENDMENT 

Amendment by Pub. L. 105–206 effective, except as 
otherwise provided, as if included in the provisions of 
the Taxpayer Relief Act of 1997, Pub. L. 105–34, to which 
such amendment relates, see section 6024 of Pub. L. 
105–206, set out as a note under section 1 of this title. 

EFFECTIVE DATE OF 1997 AMENDMENT 

Amendment by Pub. L. 105–34 applicable to sales, ex-
changes, and distributions after Aug. 5, 1997, but not 
applicable to any sale or exchange pursuant to a writ-
ten binding contract in effect on June 8, 1997, and at all 
times thereafter before such sale or exchange, see sec-
tion 1062(c) of Pub. L. 105–34, set out as a note under 
section 724 of this title. 

EFFECTIVE DATE OF 1993 AMENDMENT 

Section 13206(e)(2) of Pub. L. 103–66 provided that: 
‘‘The amendment made by paragraph (1) [amending this 
section] shall apply to sales, exchanges, and distribu-
tions after April 30, 1993.’’ 

Amendment by section 13262(b)(1) and (2)(A) of Pub. 
L. 103–66 applicable in the case of partners retiring or 
dying on or after Jan. 5, 1993, with a binding contract 
exception, see section 13262(c) of Pub. L. 103–66, set out 
as a note under section 736 of this title. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Amendment by section 201(d)(10) of Pub. L. 99–514 ap-
plicable to property placed in service after Dec. 31, 1986, 
in taxable years ending after such date, with excep-

tions, see sections 203 and 204 of Pub. L. 99–514, set out 
as a note under section 168 of this title. 

Amendment by section 201(d)(10) of Pub. L. 99–514 not 
applicable to any property placed in service before Jan. 
1, 1994, if such property placed in service as part of 
specified rehabilitations, and not applicable to certain 
additional rehabilitations, see section 251(d)(2), (3) of 
Pub. L. 99–514, set out as a note under section 46 of this 
title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by section 43(c)(3) of Pub. L. 98–369 appli-
cable to taxable years ending after July 18, 1984, see 
section 44 of Pub. L. 98–369, set out as an Effective Date 
note under section 1271 of this title. 

Section 76(b) of Pub. L. 98–369 provided that: ‘‘The 
amendment made by subsection (a) [amending this sec-
tion] shall apply to distributions, sales, and exchanges 
made after March 31, 1984, in taxable years ending after 
such date.’’ 

Amendment by section 492(b)(4) of Pub. L. 98–369 ap-
plicable to taxable years beginning after Dec. 31, 1983, 
see section 492(d) of Pub. L. 98–369, set out as a note 
under section 170 of this title. 

EFFECTIVE DATE OF 1983 AMENDMENT 

Amendment by Pub. L. 97–448 effective, except as 
otherwise provided, as if it had been included in the 
provision of the Economic Recovery Tax Act of 1981, 
Pub. L. 97–34, to which such amendment relates, see 
section 109 of Pub. L. 97–448, set out as a note under sec-
tion 1 of this title. 

EFFECTIVE DATE OF 1978 AMENDMENTS 

Amendment by Pub. L. 95–618 applicable with respect 
to wells commenced on or after Oct. 1, 1978, in taxable 
years ending on or after such date, see section 402(e) of 
Pub. L. 95–618, set out as a note under section 263 of 
this title. 

Section 701(u)(13)(C) of Pub. L. 95–600 provided that: 
‘‘The amendments made by this paragraph [amending 
this section and section 736 of this title] shall apply to 
transfers beginning after October 9, 1975, and to sales, 
exchanges, and distributions taking place after such 
date.’’ 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 205(b) of Pub. L. 94–455 effec-
tive for taxable years ending after Dec. 31, 1975, see sec-
tion 205(e) of Pub. L. 94–455, set out as an Effective Date 
note under section 1254 of this title. 

Amendment by section 1042(c)(2) of Pub. L. 94–455 ap-
plicable to transfers beginning after Oct. 9, 1975, and to 
sales, exchanges and distributions taking place after 
that date, see section 1042(e)(1) of Pub. L. 94–455, set out 
as a note under section 367 of this title. 

Amendment by section 1101(d)(2) of Pub. L. 94–455 ap-
plicable to sales, exchanges, or other dispositions after 
Dec. 31, 1975, in taxable years ending after such date, 
see section 1101(g)(4) of Pub. L. 94–455, set out as a note 
under section 995 of this title. 

Amendment by section 1901(a)(93) of Pub. L. 94–455 ef-
fective for taxable years beginning after Dec. 31, 1976, 
see section 1901(d) of Pub. L. 94–455, set out as a note 
under section 2 of this title. 

Section 2110(b) of Pub. L. 94–455, as amended by Pub. 
L. 99–514, § 2, Oct. 22, 1986, 100 Stat. 2095, provided that: 
‘‘Subsection (a) [amending this section] shall apply to 
transactions described in sections 731, 736, 741, or 751 of 
the Internal Revenue Code of 1986 [formerly I.R.C. 1954] 
which occur after December 31, 1976, in taxable years 
ending after that date.’’ 

EFFECTIVE DATE OF 1969 AMENDMENT 

Amendment by Pub. L. 91–172 applicable to taxable 
years beginning after Dec. 31, 1969, see section 211(c) of 
Pub. L. 91–172, set out as a note under section 301 of 
this title. 
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EFFECTIVE DATE OF 1966 AMENDMENT 

Amendment by Pub. L. 89–570 applicable to taxable 
years ending after Sept. 12, 1966, but only in respect of 
expenditures paid or incurred after such date see sec-
tion 3 of Pub. L. 89–570, set out as an Effective Date 
note under section 617 of this title. 

EFFECTIVE DATE OF 1964 AMENDMENT 

Amendment by Pub. L. 88–272 applicable to disposi-
tions after Dec. 31, 1963, in taxable years ending after 
such date, see section 231(c) of Pub. L. 88–272, set out as 
an Effective Date note under section 1250 of this title. 

EFFECTIVE DATE OF 1962 AMENDMENT 

Amendment by section 13(f)(1) of Pub. L. 87–834 appli-
cable to taxable years beginning after Dec. 31, 1962, see 
section 13(g) of Pub. L. 87–834, set out as an Effective 
Date note under section 1245 of this title. 

Amendment by section 14(b)(2) of Pub. L. 87–834 appli-
cable with respect to taxable years beginning after Dec. 
31, 1962, see section 14(c) of Pub. L. 87–834, set out as an 
Effective Date note under section 1246 of this title. 

PLAN AMENDMENTS NOT REQUIRED UNTIL 
JANUARY 1, 1989 

For provisions directing that if any amendments 
made by subtitle A or subtitle C of title XI [§§ 1101–1147 
and 1171–1177] or title XVIII [§§ 1800–1899A] of Pub. L. 
99–514 require an amendment to any plan, such plan 
amendment shall not be required to be made before the 
first plan year beginning on or after Jan. 1, 1989, see 
section 1140 of Pub. L. 99–514, as amended, set out as a 
note under section 401 of this title. 

CROSS REFERENCES 

Extent of recognition of gain or loss on distribution, 
see section 731 of this title. 

Recognition and character of gain or loss on sale or 
exchange, see section 741 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 1, 170, 453, 467, 
617, 724, 731, 732, 735, 736, 737, 741, 1245, 1250, 1255, 1257, 
6050K of this title. 

§ 752. Treatment of certain liabilities 

(a) Increase in partner’s liabilities 

Any increase in a partner’s share of the liabil-
ities of a partnership, or any increase in a part-
ner’s individual liabilities by reason of the as-
sumption by such partner of partnership liabil-
ities, shall be considered as a contribution of 
money by such partner to the partnership. 

(b) Decrease in partner’s liabilities 

Any decrease in a partner’s share of the liabil-
ities of a partnership, or any decrease in a part-
ner’s individual liabilities by reason of the as-
sumption by the partnership of such individual 
liabilities, shall be considered as a distribution 
of money to the partner by the partnership. 

(c) Liability to which property is subject 

For purposes of this section, a liability to 
which property is subject shall, to the extent of 
the fair market value of such property, be con-
sidered as a liability of the owner of the prop-
erty. 

(d) Sale or exchange of an interest 

In the case of a sale or exchange of an interest 
in a partnership, liabilities shall be treated in 
the same manner as liabilities in connection 
with the sale or exchange of property not associ-
ated with partnerships. 

(Aug. 16, 1954, ch. 736, 68A Stat. 251.) 

OVERRULING OF RAPHAN CASE 

Pub. L. 98–369, div. A, title I, § 79, July 18, 1984, 98 
Stat. 597, as amended by Pub. L. 99–514, § 2, Oct. 22, 1986, 
100 Stat. 2095, provided that: 

‘‘(a) GENERAL RULE.—Section 752 of the Internal Rev-
enue Code of 1986 [formerly I.R.C. 1954] (and the regula-
tions prescribed thereunder) shall be applied without 
regard to the result reached in the case of Raphan vs 
the United States, 3 Cl. Ct. 457 (1983). 

‘‘(b) REGULATIONS.—In amending the regulations pre-
scribed under section 752 of such Code to reflect sub-
section (a), the Secretary of the Treasury or his dele-
gate shall prescribe regulations relating to liabilities, 
including the treatment of guarantees, assumptions, 
indemnity agreements, and similar arrangements.’’ 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 465 of this title. 

§ 753. Partner receiving income in respect of de-
cedent 

The amount includible in the gross income of 
a successor in interest of a deceased partner 
under section 736(a) shall be considered income 
in respect of a decedent under section 691. 

(Aug. 16, 1954, ch. 736, 68A Stat. 251.) 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 691 of this title. 

§ 754. Manner of electing optional adjustment to 
basis of partnership property 

If a partnership files an election, in accord-
ance with regulations prescribed by the Sec-
retary, the basis of partnership property shall be 
adjusted, in the case of a distribution of prop-
erty, in the manner provided in section 734 and, 
in the case of a transfer of a partnership inter-
est, in the manner provided in section 743. Such 
an election shall apply with respect to all dis-
tributions of property by the partnership and to 
all transfers of interests in the partnership dur-
ing the taxable year with respect to which such 
election was filed and all subsequent taxable 
years. Such election may be revoked by the 
partnership, subject to such limitations as may 
be provided by regulations prescribed by the 
Secretary. 

(Aug. 16, 1954, ch. 736, 68A Stat. 251; Pub. L. 
94–455, title XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 
Stat. 1834.) 

AMENDMENTS 

1976—Pub. L. 94–455 struck out ‘‘or his delegate’’ after 
‘‘Secretary’’ wherever appearing. 

CROSS REFERENCES 

Optional adjustment to basis of— 
Partnership property, see section 743 of this title. 
Undistributed partnership property, see section

734 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 732, 734, 743 of 
this title. 

§ 755. Rules for allocation of basis 

(a) General rule 

Any increase or decrease in the adjusted basis 
of partnership property under section 734(b) (re-
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lating to the optional adjustment to the basis of 
undistributed partnership property) or section 
743(b) (relating to the optional adjustment to 
the basis of partnership property in the case of 
a transfer of an interest in a partnership) shall, 
except as provided in subsection (b), be allo-
cated— 

(1) in a manner which has the effect of re-
ducing the difference between the fair market 
value and the adjusted basis of partnership 
properties, or 

(2) in any other manner permitted by regula-
tions prescribed by the Secretary. 

(b) Special rule 

In applying the allocation rules provided in 
subsection (a), increases or decreases in the ad-
justed basis of partnership property arising from 
a distribution of, or a transfer of an interest at-
tributable to, property consisting of— 

(1) capital assets and property described in 
section 1231(b), or 

(2) any other property of the partnership, 

shall be allocated to partnership property of a 
like character except that the basis of any such 
partnership property shall not be reduced below 
zero. If, in the case of a distribution, the adjust-
ment to basis of property described in paragraph 
(1) or (2) is prevented by the absence of such 
property or by insufficient adjusted basis for 
such property, such adjustment shall be applied 
to subsequently acquired property of a like 
character in accordance with regulations pre-
scribed by the Secretary. 

(Aug. 16, 1954, ch. 736, 68A Stat. 252; Pub. L. 
94–455, title XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 
Stat. 1834.) 

AMENDMENTS 

1976—Subsecs. (a), (b). Pub. L. 94–455 struck out ‘‘or 
his delegate’’ after ‘‘Secretary’’ wherever appearing. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 706, 734, 743, 1060 
of this title. 

PART III—DEFINITIONS 

Sec. 

761. Terms defined. 

§ 761. Terms defined 

(a) Partnership 

For purposes of this subtitle, the term ‘‘part-
nership’’ includes a syndicate, group, pool, joint 
venture, or other unincorporated organization 
through or by means of which any business, fi-
nancial operation, or venture is carried on, and 
which is not, within the meaning of this title, a 
corporation or a trust or estate. Under regula-
tions the Secretary may, at the election of all 
the members of an unincorporated organization, 
exclude such organization from the application 
of all or part of this subchapter, if it is availed 
of— 

(1) for investment purposes only and not for 
the active conduct of a business, 

(2) for the joint production, extraction, or 
use of property, but not for the purpose of sell-
ing services or property produced or extracted, 
or 

(3) by dealers in securities for a short period 
for the purpose of underwriting, selling, or dis-
tributing a particular issue of securities, 

if the income of the members of the organiza-
tion may be adequately determined without the 
computation of partnership taxable income. 

(b) Partner 

For purposes of this subtitle, the term ‘‘part-
ner’’ means a member of a partnership. 

(c) Partnership agreement 

For purposes of this subchapter, a partnership 
agreement includes any modifications of the 
partnership agreement made prior to, or at, the 
time prescribed by law for the filing of the part-
nership return for the taxable year (not includ-
ing extensions) which are agreed to by all the 
partners, or which are adopted in such other 
manner as may be provided by the partnership 
agreement. 

(d) Liquidation of a partner’s interest 

For purposes of this subchapter, the term ‘‘liq-
uidation of a partner’s interest’’ means the ter-
mination of a partner’s entire interest in a part-
nership by means of a distribution, or a series of 
distributions, to the partner by the partnership. 

(e) Distributions of partnership interests treated 
as exchanges 

Except as otherwise provided in regulations, 
for purposes of— 

(1) section 708 (relating to continuation of 
partnership), 

(2) section 743 (relating to optional adjust-
ment to basis of partnership property), and 

(3) any other provision of this subchapter 
specified in regulations prescribed by the Sec-
retary, 

any distribution of an interest in a partnership 
(not otherwise treated as an exchange) shall be 
treated as an exchange. 

(f) Cross reference 

For rules in the case of the sale, exchange, liq-
uidation, or reduction of a partner’s interest, see 
sections 704(b) and 706(c)(2). 

(Aug. 16, 1954, ch. 736, 68A Stat. 252; Pub. L. 
94–455, title II, § 213(c)(3)(B), title XIX, 
§ 1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1548, 1834; 
Pub. L. 96–222, title I, § 102(a)(2)(C), Apr. 1, 1980, 
94 Stat. 208; Pub. L. 98–369, div. A, title I, § 75(b), 
July 18, 1984, 98 Stat. 594; Pub. L. 99–514, title 
XVIII, § 1805(c)(2), Oct. 22, 1986, 100 Stat. 2810.) 

AMENDMENTS 

1986—Subsec. (e). Pub. L. 99–514 substituted ‘‘Dis-
tributions of partnership interests’’ for ‘‘Distributions’’ 
in heading, substituted ‘‘Except as otherwise provided 
in regulations, for purposes of’’ for ‘‘For purposes of’’ in 
introductory provision, and ‘‘any distribution of an in-
terest in a partnership’’ for ‘‘any distribution’’ in clos-
ing provisions. 

1984—Subsecs. (e), (f). Pub. L. 98–369 added subsec. (e) 
and redesignated former subsec. (e) as (f). 

1980—Subsec. (a)(3). Pub. L. 96–222 added par. (3). 
1976—Subsec. (a). Pub. L. 94–455, § 1906(b)(13)(A), 

struck out ‘‘or his delegate’’ after ‘‘Secretary’’. 
Subsec. (e). Pub. L. 94–455, § 213(c)(3)(B), added subsec. 

(e). 

EFFECTIVE DATE OF 1986 AMENDMENT 

Amendment by Pub. L. 99–514 effective, except as 
otherwise provided, as if included in the provisions of 
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the Tax Reform Act of 1984, Pub. L. 98–369, div. A, to 
which such amendment relates, see section 1881 of Pub. 
L. 99–514, set out as a note under section 48 of this title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by Pub. L. 98–369 applicable to distribu-
tions, sales, and exchanges made after Mar. 31, 1984, in 
taxable years ending after such date, see section 75(e) 
of Pub. L. 98–369, set out as an Effective Date note 
under section 386 of this title. 

EFFECTIVE DATE OF 1980 AMENDMENT 

Amendment by Pub. L. 96–222 effective, except as 
otherwise provided, as if it had been included in the 
provisions of the Revenue Act of 1978, Pub. L. 95–600, to 
which such amendment relates, see section 201 of Pub. 
L. 96–222, set out as a note under section 32 of this title. 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 213(c)(3)(B) of Pub. L. 94–455 
applicable in the case of partnership taxable years be-
ginning after Dec. 31, 1975, see section 213(f)(1) of Pub. 
L. 94–455, set out as a note under section 709 of this 
title. 

PLAN AMENDMENTS NOT REQUIRED UNTIL 
JANUARY 1, 1989 

For provisions directing that if any amendments 
made by subtitle A or subtitle C of title XI [§§ 1101–1147 
and 1171–1177] or title XVIII [§§ 1800–1899A] of Pub. L. 
99–514 require an amendment to any plan, such plan 
amendment shall not be required to be made before the 
first plan year beginning on or after Jan. 1, 1989, see 
section 1140 of Pub. L. 99–514, as amended, set out as a 
note under section 401 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 1031 of this title. 

PART IV—SPECIAL RULES FOR ELECTING 
LARGE PARTNERSHIPS 

Sec. 

771. Application of subchapter to electing large 
partnerships. 

772. Simplified flow-through. 
773. Computations at partnership level. 
774. Other modifications. 
775. Electing large partnership defined. 
776. Special rules for partnerships holding oil and 

gas properties. 
777. Regulations. 

PRIOR PROVISIONS 

A prior part IV, relating to effective date for sub-
chapter, consisted of section 771 of this title, prior to 
repeal by Pub. L. 94–455, title XIX, § 1901(a)(94), Oct. 4, 
1976, 90 Stat. 1780. 

AMENDMENTS 

1997—Pub. L. 105–34, title XII, § 1221(a), Aug. 5, 1997, 
111 Stat. 1001, added part heading and section analysis. 

§ 771. Application of subchapter to electing large 
partnerships 

The preceding provisions of this subchapter to 
the extent inconsistent with the provisions of 
this part shall not apply to an electing large 
partnership and its partners. 

(Added Pub. L. 105–34, title XII, § 1221(a), Aug. 5, 
1997, 111 Stat. 1002.) 

PRIOR PROVISIONS 

A prior section 771, act Aug. 16, 1954, ch. 736, 68A Stat. 
253, related to the effective date for this subchapter, 
prior to repeal by Pub. L. 94–455, title XIX, § 1901(a)(94), 
Oct. 4, 1976, 90 Stat. 1780. 

EFFECTIVE DATE 

Section 1221(c) of Pub. L. 105–34 provided that: ‘‘The 
amendments made by this section [enacting this part] 
shall apply to partnership taxable years beginning after 
December 31, 1997.’’ 

This part applicable to partnership taxable years be-
ginning after Dec. 31, 1997, see section 1226 of Pub. L. 
105–34, as amended, set out as an Effective Date of 1997 
Amendment note under section 6011 of this title. 

§ 772. Simplified flow-through 

(a) General rule 

In determining the income tax of a partner of 
an electing large partnership, such partner shall 
take into account separately such partner’s dis-
tributive share of the partnership’s— 

(1) taxable income or loss from passive loss 
limitation activities, 

(2) taxable income or loss from other activi-
ties, 

(3) net capital gain (or net capital loss)— 
(A) to the extent allocable to passive loss 

limitation activities, and 
(B) to the extent allocable to other activi-

ties, 

(4) tax-exempt interest, 
(5) applicable net AMT adjustment sepa-

rately computed for— 
(A) passive loss limitation activities, and 
(B) other activities, 

(6) general credits, 
(7) low-income housing credit determined 

under section 42, 
(8) rehabilitation credit determined under 

section 47, 
(9) foreign income taxes, 
(10) the credit allowable under section 29, 

and 
(11) other items to the extent that the Sec-

retary determines that the separate treatment 
of such items is appropriate. 

(b) Separate computations 

In determining the amounts required under 
subsection (a) to be separately taken into ac-
count by any partner, this section and section 
773 shall be applied separately with respect to 
such partner by taking into account such part-
ner’s distributive share of the items of income, 
gain, loss, deduction, or credit of the partner-
ship. 

(c) Treatment at partner level 

(1) In general 

Except as provided in this subsection, rules 
similar to the rules of section 702(b) shall 
apply to any partner’s distributive share of 
the amounts referred to in subsection (a). 

(2) Income or loss from passive loss limitation 
activities 

For purposes of this chapter, any partner’s 
distributive share of any income or loss de-
scribed in subsection (a)(1) shall be treated as 
an item of income or loss (as the case may be) 
from the conduct of a trade or business which 
is a single passive activity (as defined in sec-
tion 469). A similar rule shall apply to a part-
ner’s distributive share of amounts referred to 
in paragraphs (3)(A) and (5)(A) of subsection 
(a). 
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(3) Income or loss from other activities 

(A) In general 

For purposes of this chapter, any partner’s 
distributive share of any income or loss de-
scribed in subsection (a)(2) shall be treated 
as an item of income or expense (as the case 
may be) with respect to property held for in-
vestment. 

(B) Deductions for loss not subject to section 
67 

The deduction under section 212 for any 
loss described in subparagraph (A) shall not 
be treated as a miscellaneous itemized de-
duction for purposes of section 67. 

(4) Treatment of net capital gain or loss 

For purposes of this chapter, any partner’s 
distributive share of any gain or loss described 
in subsection (a)(3) shall be treated as a long- 
term capital gain or loss, as the case may be. 

(5) Minimum tax treatment 

In determining the alternative minimum 
taxable income of any partner, such partner’s 
distributive share of any applicable net AMT 
adjustment shall be taken into account in lieu 
of making the separate adjustments provided 
in sections 56, 57, and 58 with respect to the 
items of the partnership. Except as provided in 
regulations, the applicable net AMT adjust-
ment shall be treated, for purposes of section 
53, as an adjustment or item of tax preference 
not specified in section 53(d)(1)(B)(ii). 

(6) General credits 

A partner’s distributive share of the amount 
referred to in paragraph (6) of subsection (a) 
shall be taken into account as a current year 
business credit. 

(d) Operating rules 

For purposes of this section— 

(1) Passive loss limitation activity 

The term ‘‘passive loss limitation activity’’ 
means— 

(A) any activity which involves the con-
duct of a trade or business, and 

(B) any rental activity. 

For purposes of the preceding sentence, the 
term ‘‘trade or business’’ includes any activity 
treated as a trade or business under paragraph 
(5) or (6) of section 469(c). 

(2) Tax-exempt interest 

The term ‘‘tax-exempt interest’’ means in-
terest excludable from gross income under sec-
tion 103. 

(3) Applicable net AMT adjustment 

(A) In general 

The applicable net AMT adjustment is— 
(i) with respect to taxpayers other than 

corporations, the net adjustment deter-
mined by using the adjustments applicable 
to individuals, and 

(ii) with respect to corporations, the net 
adjustment determined by using the ad-
justments applicable to corporations. 

(B) Net adjustment 

The term ‘‘net adjustment’’ means the net 
adjustment in the items attributable to pas-

sive loss activities or other activities (as the 
case may be) which would result if such 
items were determined with the adjustments 
of sections 56, 57, and 58. 

(4) Treatment of certain separately stated 
items 

(A) Exclusion for certain purposes 

In determining the amounts referred to in 
paragraphs (1) and (2) of subsection (a), any 
net capital gain or net capital loss (as the 
case may be), and any item referred to in 
subsection (a)(11), shall be excluded. 

(B) Allocation rules 

The net capital gain shall be treated— 
(i) as allocable to passive loss limitation 

activities to the extent the net capital 
gain does not exceed the net capital gain 
determined by only taking into account 
gains and losses from sales and exchanges 
of property used in connection with such 
activities, and 

(ii) as allocable to other activities to the 
extent such gain exceeds the amount allo-
cated under clause (i). 

A similar rule shall apply for purposes of al-
locating any net capital loss. 

(C) Net capital loss 

The term ‘‘net capital loss’’ means the ex-
cess of the losses from sales or exchanges of 
capital assets over the gains from sales or 
exchange of capital assets. 

(5) General credits 

The term ‘‘general credits’’ means any cred-
it other than the low-income housing credit, 
the rehabilitation credit, the foreign tax cred-
it, and the credit allowable under section 29. 

(6) Foreign income taxes 

The term ‘‘foreign income taxes’’ means 
taxes described in section 901 which are paid 
or accrued to foreign countries and to posses-
sions of the United States. 

(e) Special rule for unrelated business tax 

In the case of a partner which is an organiza-
tion subject to tax under section 511, such part-
ner’s distributive share of any items shall be 
taken into account separately to the extent nec-
essary to comply with the provisions of section 
512(c)(1). 

(f) Special rules for applying passive loss limita-
tions 

If any person holds an interest in an electing 
large partnership other than as a limited part-
ner— 

(1) paragraph (2) of subsection (c) shall not 
apply to such partner, and 

(2) such partner’s distributive share of the 
partnership items allocable to passive loss 
limitation activities shall be taken into ac-
count separately to the extent necessary to 
comply with the provisions of section 469. 

The preceding sentence shall not apply to any 
items allocable to an interest held as a limited 
partner. 

(Added Pub. L. 105–34, title XII, § 1221(a), Aug. 5, 
1997, 111 Stat. 1002.) 
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SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 773, 774, 776 of 
this title. 

§ 773. Computations at partnership level 

(a) General rule 

(1) Taxable income 

The taxable income of an electing large 
partnership shall be computed in the same 
manner as in the case of an individual except 
that— 

(A) the items described in section 772(a) 
shall be separately stated, and 

(B) the modifications of subsection (b) 
shall apply. 

(2) Elections 

All elections affecting the computation of 
the taxable income of an electing large part-
nership or the computation of any credit of an 
electing large partnership shall be made by 
the partnership; except that the election 
under section 901, and any election under sec-
tion 108, shall be made by each partner sepa-
rately. 

(3) Limitations, etc. 

(A) In general 

Except as provided in subparagraph (B), all 
limitations and other provisions affecting 
the computation of the taxable income of an 
electing large partnership or the computa-
tion of any credit of an electing large part-
nership shall be applied at the partnership 
level (and not at the partner level). 

(B) Certain limitations applied at partner 
level 

The following provisions shall be applied 
at the partner level (and not at the partner-
ship level): 

(i) Section 68 (relating to overall limita-
tion on itemized deductions). 

(ii) Sections 49 and 465 (relating to at 
risk limitations). 

(iii) Section 469 (relating to limitation 
on passive activity losses and credits). 

(iv) Any other provision specified in reg-
ulations. 

(4) Coordination with other provisions 

Paragraphs (2) and (3) shall apply notwith-
standing any other provision of this chapter 
other than this part. 

(b) Modifications to determination of taxable in-
come 

In determining the taxable income of an elect-
ing large partnership— 

(1) Certain deductions not allowed 

The following deductions shall not be al-
lowed: 

(A) The deduction for personal exemptions 
provided in section 151. 

(B) The net operating loss deduction pro-
vided in section 172. 

(C) The additional itemized deductions for 
individuals provided in part VII of sub-
chapter B (other than section 212 thereof). 

(2) Charitable deductions 

In determining the amount allowable under 
section 170, the limitation of section 170(b)(2) 
shall apply. 

(3) Coordination with section 67 

In lieu of applying section 67, 70 percent of 
the amount of the miscellaneous itemized de-
ductions shall be disallowed. 

(c) Special rules for income from discharge of in-
debtedness 

If an electing large partnership has income 
from the discharge of any indebtedness— 

(1) such income shall be excluded in deter-
mining the amounts referred to in section 
772(a), and 

(2) in determining the income tax of any 
partner of such partnership— 

(A) such income shall be treated as an 
item required to be separately taken into ac-
count under section 772(a), and 

(B) the provisions of section 108 shall be 
applied without regard to this part. 

(Added Pub. L. 105–34, title XII, § 1221(a), Aug. 5, 
1997, 111 Stat. 1004.) 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 772, 774, 776 of 
this title. 

§ 774. Other modifications 

(a) Treatment of certain optional adjustments, 
etc. 

In the case of an electing large partnership— 
(1) computations under section 773 shall be 

made without regard to any adjustment under 
section 743(b) or 108(b), but 

(2) a partner’s distributive share of any 
amount referred to in section 772(a) shall be 
appropriately adjusted to take into account 
any adjustment under section 743(b) or 108(b) 
with respect to such partner. 

(b) Credit recapture determined at partnership 
level 

(1) In general 

In the case of an electing large partnership— 
(A) any credit recapture shall be taken 

into account by the partnership, and 
(B) the amount of such recapture shall be 

determined as if the credit with respect to 
which the recapture is made had been fully 
utilized to reduce tax. 

(2) Method of taking recapture into account 

An electing large partnership shall take into 
account a credit recapture by reducing the 
amount of the appropriate current year credit 
to the extent thereof, and if such recapture ex-
ceeds the amount of such current year credit, 
the partnership shall be liable to pay such ex-
cess. 

(3) Dispositions not to trigger recapture 

No credit recapture shall be required by rea-
son of any transfer of an interest in an elect-
ing large partnership. 

(4) Credit recapture 

For purposes of this subsection, the term 
‘‘credit recapture’’ means any increase in tax 
under section 42(j) or 50(a). 

(c) Partnership not terminated by reason of 
change in ownership 

Subparagraph (B) of section 708(b)(1) shall not 
apply to an electing large partnership. 
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(d) Partnership entitled to certain credits 

The following shall be allowed to an electing 
large partnership and shall not be taken into ac-
count by the partners of such partnership: 

(1) The credit provided by section 34. 
(2) Any credit or refund under section 

852(b)(3)(D) or 857(b)(3)(D). 

(e) Treatment of REMIC residuals 

For purposes of applying section 860E(e)(6) to 
any electing large partnership— 

(1) all interests in such partnership shall be 
treated as held by disqualified organizations, 

(2) in lieu of applying subparagraph (C) of 
section 860E(e)(6), the amount subject to tax 
under section 860E(e)(6) shall be excluded from 
the gross income of such partnership, and 

(3) subparagraph (D) of section 860E(e)(6) 
shall not apply. 

(f) Special rules for applying certain installment 
sale rules 

In the case of an electing large partnership— 
(1) the provisions of sections 453(l)(3) and 

453A shall be applied at the partnership level, 
and 

(2) in determining the amount of interest 
payable under such sections, such partnership 
shall be treated as subject to tax under this 
chapter at the highest rate of tax in effect 
under section 1 or 11. 

(Added Pub. L. 105–34, title XII, § 1221(a), Aug. 5, 
1997, 111 Stat. 1005; amended Pub. L. 105–206, title 
VI, § 6012(c), July 22, 1998, 112 Stat. 819.) 

AMENDMENTS 

1998—Subsec. (d)(2). Pub. L. 105–206 inserted ‘‘or 
857(b)(3)(D)’’ before period at end. 

EFFECTIVE DATE OF 1998 AMENDMENT 

Amendment by Pub. L. 105–206 effective, except as 
otherwise provided, as if included in the provisions of 
the Taxpayer Relief Act of 1997, Pub. L. 105–34, to which 
such amendment relates, see section 6024 of Pub. L. 
105–206, set out as a note under section 1 of this title. 

§ 775. Electing large partnership defined 

(a) General rule 

For purposes of this part— 

(1) In general 

The term ‘‘electing large partnership’’ 
means, with respect to any partnership tax-
able year, any partnership if— 

(A) the number of persons who were part-
ners in such partnership in the preceding 
partnership taxable year equaled or exceeded 
100, and 

(B) such partnership elects the application 
of this part. 

To the extent provided in regulations, a part-
nership shall cease to be treated as an electing 
large partnership for any partnership taxable 
year if in such taxable year fewer than 100 per-
sons were partners in such partnership. 

(2) Election 

The election under this subsection shall 
apply to the taxable year for which made and 
all subsequent taxable years unless revoked 
with the consent of the Secretary. 

(b) Special rules for certain service partnerships 

(1) Certain partners not counted 

For purposes of this section, the term ‘‘part-
ner’’ does not include any individual perform-
ing substantial services in connection with the 
activities of the partnership and holding an in-
terest in such partnership, or an individual 
who formerly performed substantial services 
in connection with such activities and who 
held an interest in such partnership at the 
time the individual performed such services. 

(2) Exclusion 

For purposes of this part, an election under 
subsection (a) shall not be effective with re-
spect to any partnership if substantially all 
the partners of such partnership— 

(A) are individuals performing substantial 
services in connection with the activities of 
such partnership or are personal service cor-
porations (as defined in section 269A(b)) the 
owner-employees (as defined in section 
269A(b)) of which perform such substantial 
services, 

(B) are retired partners who had performed 
such substantial services, or 

(C) are spouses of partners who are per-
forming (or had previously performed) such 
substantial services. 

(3) Special rule for lower tier partnerships 

For purposes of this subsection, the activi-
ties of a partnership shall include the activi-
ties of any other partnership in which the 
partnership owns directly an interest in the 
capital and profits of at least 80 percent. 

(c) Exclusion of commodity pools 

For purposes of this part, an election under 
subsection (a) shall not be effective with respect 
to any partnership the principal activity of 
which is the buying and selling of commodities 
(not described in section 1221(1)), or options, fu-
tures, or forwards with respect to such commod-
ities. 

(d) Secretary may rely on treatment on return 

If, on the partnership return of any partner-
ship, such partnership is treated as an electing 
large partnership, such treatment shall be bind-
ing on such partnership and all partners of such 
partnership but not on the Secretary. 

(Added Pub. L. 105–34, title XII, § 1221(a), Aug. 5, 
1997, 111 Stat. 1006.) 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in sections 6031, 6255 of this 
title. 

§ 776. Special rules for partnerships holding oil 
and gas properties 

(a) Computation of percentage depletion 

In the case of an electing large partnership, 
except as provided in subsection (b)— 

(1) the allowance for depletion under section 
611 with respect to any partnership oil or gas 
property shall be computed at the partnership 
level without regard to any provision of sec-
tion 613A requiring such allowance to be com-
puted separately by each partner, 

(2) such allowance shall be determined with-
out regard to the provisions of section 613A(c) 



Page 1316 TITLE 26—INTERNAL REVENUE CODE § 777 

limiting the amount of production for which 
percentage depletion is allowable and without 
regard to paragraph (1) of section 613A(d), and 

(3) paragraph (3) of section 705(a) shall not 
apply. 

(b) Treatment of certain partners 

(1) In general 

In the case of a disqualified person, the 
treatment under this chapter of such person’s 
distributive share of any item of income, gain, 
loss, deduction, or credit attributable to any 
partnership oil or gas property shall be deter-
mined without regard to this part. Such per-
son’s distributive share of any such items 
shall be excluded for purposes of making de-
terminations under sections 772 and 773. 

(2) Disqualified person 

For purposes of paragraph (1), the term ‘‘dis-
qualified person’’ means, with respect to any 
partnership taxable year— 

(A) any person referred to in paragraph (2) 
or (4) of section 613A(d) for such person’s 
taxable year in which such partnership tax-
able year ends, and 

(B) any other person if such person’s aver-
age daily production of domestic crude oil 
and natural gas for such person’s taxable 
year in which such partnership taxable year 
ends exceeds 500 barrels. 

(3) Average daily production 

For purposes of paragraph (2), a person’s av-
erage daily production of domestic crude oil 
and natural gas for any taxable year shall be 
computed as provided in section 613A(c)(2)— 

(A) by taking into account all production 
of domestic crude oil and natural gas (in-
cluding such person’s proportionate share of 
any production of a partnership), 

(B) by treating 6,000 cubic feet of natural 
gas as a barrel of crude oil, and 

(C) by treating as 1 person all persons 
treated as 1 taxpayer under section 
613A(c)(8) or among whom allocations are re-
quired under such section. 

(Added Pub. L. 105–34, title XII, § 1221(a), Aug. 5, 
1997, 111 Stat. 1007.) 

§ 777. Regulations 

The Secretary shall prescribe such regulations 
as may be appropriate to carry out the purposes 
of this part. 

(Added Pub. L. 105–34, title XII, § 1221(a), Aug. 5, 
1997, 111 Stat. 1008.) 

Subchapter L—Insurance Companies 

Part 

I. Life insurance companies. 
II. Other insurance companies. 
III. Provisions of general application. 

AMENDMENTS 

1988—Pub. L. 100–647, title I, § 1018(u)(32), Nov. 10, 1988, 
102 Stat. 3592, redesignated parts III and IV as II and 
III, respectively, and struck out former Part II ‘‘Mu-
tual insurance companies (other than life and certain 
marine insurance companies and other than fire or 
flood insurance companies which operate on basis of 
perpetual policies of premium deposits).’’ 

1962—Pub. L. 87–834, § 8(g)(4)(A), Oct. 16, 1962, 76 Stat. 
999, substituted ‘‘and certain marine insurance compa-
nies and other than fire or flood insurance companies 
which operate on basis of perpetual policies or pre-
mium deposits’’ for ‘‘or marine or fire insurance com-
panies issuing perpetual policies’’ in heading of part II. 

SUBCHAPTER REFERRED TO IN OTHER SECTIONS 

This subchapter is referred to in sections 72, 264, 501, 
594, 817, 953, 954, 1042, 1275, 1297, 1361, 1381, 1397E, 6425, 
6655 of this title. 

PART I—LIFE INSURANCE COMPANIES 

Subpart 

A. Tax imposed. 
B. Life insurance gross income. 
C. Life insurance deductions. 
D. Accounting, allocation, and foreign provi-

sions. 
E. Definitions and special rules. 

PART REFERRED TO IN OTHER SECTIONS 

This part is referred to in sections 842, 844, 864, 953, 
1016 of this title. 

SUBPART A—TAX IMPOSED 

Sec. 

801. Tax imposed. 

§ 801. Tax imposed 

(a) Tax imposed 

(1) In general 

A tax is hereby imposed for each taxable 
year on the life insurance company taxable in-
come of every life insurance company. Such 
tax shall consist of a tax computed as provided 
in section 11 as though the life insurance com-
pany taxable income were the taxable income 
referred to in section 11. 

(2) Alternative tax in case of capital gains 

(A) In general 

If a life insurance company has a net cap-
ital gain for the taxable year, then (in lieu 
of the tax imposed by paragraph (1)), there is 
hereby imposed a tax (if such tax is less than 
the tax imposed by paragraph (1)). 

(B) Amount of tax 

The amount of the tax imposed by this 
paragraph shall be the sum of— 

(i) a partial tax, computed as provided 
by paragraph (1), on the life insurance 
company taxable income reduced by the 
amount of the net capital gain, and 

(ii) an amount determined as provided in 
section 1201(a) on such net capital gain. 

(C) Net capital gain not taken into account in 
determining small life insurance com-
pany deduction 

For purposes of subparagraph (B)(i), the 
amount allowable as a deduction under para-
graph (2) of section 804 shall be determined 
by reducing the tentative LICTI by the 
amount of the net capital gain (determined 
without regard to items attributable to non-
insurance businesses). 

(b) Life insurance company taxable income 

For purposes of this part, the term ‘‘life insur-
ance company taxable income’’ means— 
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