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(iii) The total amount of income in
respect of the obligations which would
have been reportable as income by the
decedent if he had lived and received
such payment.

(iv) The amount of income referred
to in subdivision (iii) of this subpara-
graph which has previously been in-
cluded in gross income.

(v) An unqualified statement, signed
by all persons holding the obligations,
that they elect to have the provisions
of section 691(a)(4) apply to such obli-
gations and that such election shall be
binding upon them, all current bene-
ficiaries, and any person to whom the
obligations may be transmitted by gift,
bequest, or inheritance.

(vi) A declaration that the election is
made under the penalties of perjury.

(2) Filing of statement. The statement
with respect to each bond to be re-
leased shall be filed in duplicate with
the district director of internal rev-
enue for the district in which the bond
is maintained. The statement shall be
filed not later than the time prescribed
for filing the return for the first tax-
able year (including any extension of
time for such filing) to which the elec-
tion applies.

(3) Effect of election. The election re-
ferred to in subparagraph (1) of this
paragraph shall be irrevocable. Once an
election is made with respect to an ob-
ligation assured by bond, it shall apply
to all payments made in satisfaction of
such obligation which were received
during the first taxable year to which
the election applies and to all such
payments received during each taxable
year thereafter, whether the recipient
is the person who made the election, a
current beneficiary, or a person to
whom the obligation may be trans-
mitted by gift, bequest, or inheritance.
Therefore, all payments received to
which the election applies shall be
treated as payments made on install-
ment obligations to which section
691(a)(4) applies. However, the estate
tax deduction provided by section
691(c) is not allowable for any such
payment. The application of this sub-
paragraph may be illustrated by the
following example:

Example. A, the holder of an installment
obligation, died in 1952. The installment obli-
gation was transmitted at A’s death to B
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who filed a bond on Form 1132 pursuant to
paragraph (c) of §39.44-5 of Regulations 118
(26 CFR part 39, 1939 ed.) for the necessary
amount. On January 1, 1965, B, a calendar
year taxpayer, filed an election under sec-
tion 691(e) to treat the obligation assured by
bond as an obligation to which section
691(a)(4) applies, and B’s bond was released
for 1964 and subsequent taxable years. B died
on June 1, 1965, and the obligation was be-
queathed to C. On January 1, 1966, C received
an installment payment on the obligation
which had been assured by the bond. Because
B filed an election with respect to the obli-
gation assured by bond, C is required to treat
the proper proportion of the January 1, 1966,
payment and all subsequent payments made
in satisfaction of this obligation as income
in respect of a decedent. However, no estate
tax deduction is allowable to C under section
691(c)(1) for any estate tax attributable to
the inclusion of the value of such obligation
in the estate of either A or B.

(c) Release of bond. If an election ac-
cording to the provisions of paragraph
(b) of this section is filed, the liability
under any bond filed under section
44(d) of the 1939 Code (or the cor-
responding provisions of prior law)
shall be released with respect to each
taxable year to which such election ap-
plies. However, the liability under any
such bond for an earlier taxable year to
which the election does not apply shall
not be released until the district direc-
tor of internal revenue for the district
in which the bond is maintained is as-
sured that the proper portion of each
installment payment received in such
taxable year has been reported and the
tax thereon paid.

[T.D. 6808, 30 FR 3436, Mar. 16, 1965]

§1.691(f)-1 Cross reference.

See section 753 and the regulations
thereunder for application of section
691 to income in respect of a deceased
partner.

[T.D. 6808, 30 FR 3436, Mar. 16, 1965]

§1.692-1 Abatement of income taxes of
certain members of the Armed
Forces of the United States upon
death.

(a)(1) This section applies if:

(i) An individual dies while in active
service as a member of the Armed
Forces of the United States, and

(ii) His death occurs while he is serv-
ing in a combat zone (as determined
under section 112), or at any place as a
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result of wounds, disease, or injury in-
curred while he was serving in a com-
bat zone.

(2) If an individuals dies as described
in paragraph (a)(1), the following liabil-
ities for tax, under subtitle A of the In-
ternal Revenue Code of 1954 or under
chapter 1 of the Internal Revenue Code
of 1939, are canceled:

(i) The libaility of the deceased indi-
vidual, for the last taxable year, ending
on the date of his death, and for any
prior taxable year ending on or after
the first day he served in a combat
zone in active service as a member of
the U.S. Armed Forces after June 24,
1950, and

(ii) The liability of any other person
to the extent the liability is attrib-
utable to an amount received after the
individual’s death (including income in
respect of a decedent under section 691)
which would have been includible in
the individual’s gross income for his
taxable year in which the date of his
death falls (determined as if he had
survived).

If the tax (including interest, additions
to the tax, and additional amounts) is
assessed, the assessment will be
abated. If the amount of the tax is col-
lected (regardless of the date of collec-
tion), the amount so collected will be
credited or refunded as an overpay-
ment.

(3) If an individual dies as described
in paragraph (a)(1), there will not be
assessed any amount of tax of the
indvidual for taxable years preceding
the years specified in paragraph (a)(2),
under subtitle A of the Internal Rev-
enue Code of 1954, chapter 1 of the In-
ternal Revenue Code of 1939, or cor-
responding provisions of prior revenue
laws, remaining unpaid as of the date
of death. If any such unpaid tax (in-
cluding interest, additions to the tax,
and additional amounts) has been as-
sessed, the assessments will be abated.
If the amount of any such unpaid tax is
collected after the date of death, the
amount so collected will be credited or
refunded as an overpayment.

(4) As to what constitutes active
service as a member of the Armed
Forces, service in a combat zone, and
wounds, disease, or injury incurred
while serving in a combat zone, see sec-
tion 112. As to who are members of the

§1.692-1

Armed Forces, see section 7701(a)(15).
As to the period of time within which
any claim for refund must be filed, see
sections 6511(a) and 7508(a)(1)(E).

(b) If such an individual and his
spouse have for any such year filed a
joint return, the tax abated, credited,
or refunded pursuant to the provisions
of section 692 for such year shall be an
amount equal to that portion of the
joint tax liability which is the same
percentage of such joint tax liability as
a tax computed upon the separate in-
come of such individual is of the sum of
the taxes computed upon the separate
income of such individual and his
spouse, but with respect to taxable
years ending before June 24, 1950, and
with respect to taxable years ending
before the first day such individual
served in a combat zone, as determined
under section 112, the amount so
abated, credited, or refunded shall not
exceed the amount unpaid at the date
of death. For such purpose, the sepa-
rate tax of each spouse:

(1) For taxable years beginning after
December 31, 1953, and ending after Au-
gust 16, 1954, shall be the tax computed
under subtitle A of the Internal Rev-
enue Code of 1954 before the application
of sections 31, 32, 6401(b), and 6402, but
after the application of section 33, as if
such spouse were required to make a
separate income tax return; and

(2) For taxable years beginning be-
fore January 1, 1954, and for taxable
years beginning after December 31,
1953, and ending before August 17, 1954,
shall be the tax computed under chap-
ter 1 of the Internal Revenue Code of
1939 before the application of sections
32, 35, and 322(a), but after the applica-
tion of section 31, as if such spouse
were required to make a separate in-
come tax return.

(c) If such an individual and his
spouse filed a joint declaration of esti-
mated tax for the taxable year ending
with the date of his death, the esti-
mated tax paid pursuant to such dec-
laration may be treated as the esti-
mated tax of either such individual or
his spouse, or may be divided between
them, in such manner as his legal rep-
resentative and such spouse may agree.
Should they agree to treat such esti-
mated tax, or any portion thereof, as
the estimated tax of such individual,
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the estimated tax so paid shall be cred-
ited or refunded as an overpayment for
the taxable year ending with the date
of his death.

(d) For the purpose of determining
the tax which is unpaid at the date of
death, amounts deducted and withheld
under chapter 24, subtitle C of the In-
ternal Revenue Code of 1954, or under
subchapter D, chapter 9 of the Internal
Revenue Code of 1939 (relating to in-
come tax withheld at source on wages),
constitute payment of tax imposed
under subtitle A of the Internal Rev-
enue Code of 1954 or under chapter 1 of
the Internal Revenue Code of 1939, as
the case may be.

(e) This section shall have no appli-
cation whatsoever with respect to the
liability of an individual as a trans-
feree of property of a taxpayer where
such liability relates to the tax im-
posed upon the taxpayer by subtitle A
of the Internal Revenue Code of 1954 or
by chapter 1 of the Internal Revenue
Code of 1939.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as
amended by T.D. 7543, 43 FR 19392, May 5,
1978]
PARTNERS AND PARTNERSHIPS
DETERMINATION OF TAX LIABILITY

§1.701-1 Partners,
subject to tax.

not partnership,

Partners are liable for income tax
only in their separate capacities. Part-
nerships as such are not subject to the
income tax imposed by subtitle A but
are required to make returns of income
under the provisions of section 6031 and
the regulations thereunder. For defini-
tion of the terms ‘‘partner’ and ‘‘part-
nership”’, see sections 761 and 7701(a)(2),
and the regulations thereunder. For
provisions relating to the election of
certain partnerships to be taxed as do-
mestic corporations, see section 1361
and the regulations thereunder.

§1.701-2 Anti-abuse rule.

(a) Intent of subchapter K. Subchapter
K is intended to permit taxpayers to
conduct joint business (including in-
vestment) activities through a flexible
economic arrangement without incur-
ring an entity-level tax. Implicit in the
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intent of subchapter K are the fol-
lowing requirements—

(1) The partnership must be bona fide
and each partnership transaction or se-
ries of related transactions (individ-
ually or collectively, the transaction)
must be entered into for a substantial
business purpose.

(2) The form of each partnership
transaction must be respected under
substance over form principles.

(3) Except as otherwise provided in
this paragraph (a)(3), the tax con-
sequences under subchapter K to each
partner of partnership operations and
of transactions between the partner
and the partnership must accurately
reflect the partners’ economic agree-
ment and clearly reflect the partner’s
income (collectively, proper reflection of
income). However, certain provisions of
subchapter K and the regulations
thereunder were adopted to promote
administrative convenience and other
policy objectives, with the recognition
that the application of those provisions
to a transaction could, in some cir-
cumstances, produce tax results that
do not properly reflect income. Thus,
the proper reflection of income require-
ment of this paragraph (a)(3) is treated
as satisfied with respect to a trans-
action that satisfies paragraphs (a)(1)
and (2) of this section to the extent
that the application of such a provision
to the transaction and the ultimate tax
results, taking into account all the rel-
evant facts and circumstances, are
clearly contemplated by that provi-
sion. See, for example, paragraph (d)
Example 6 of this section (relating to
the value-equals-basis rule in §1.704-
1(b)(2)(iii)(c)), paragraph (d) Example 9
of this section (relating to the election
under section 754 to adjust basis in
partnership property), and paragraph
(d) Examples 10 and 11 of this section
(relating to the basis in property dis-
tributed by a partnership under section
732). See also, for example, §§1.704—
3(e)(1) and 1.752-2(e)(4) (providing cer-
tain de minimis exceptions).

(b) Application of subchapter K rules.
The provisions of subchapter K and the
regulations thereunder must be applied
in a manner that is consistent with the
intent of subchapter K as set forth in
paragraph (a) of this section (intent of
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