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form, with partnership ABCD contributing
property Y to partnership AB2 and property
Z to partnership CD, and distributing the in-
terests in such partnerships to the des-
ignated partners.

Example 6. (i) The facts are the same as in
Example 4, except that partnership ABCD di-
vides into three partnerships by contributing
property X to newly-formed partnership AB1
and property Y to newly-formed partnership
AB2 and distributing all interests in each
partnership to A and B in exchange for all of
their interests in partnership ABCD.

(ii) Because resulting partnership CD is not
a continuation of the prior partnership (part-
nership ABCD), partnership CD cannot be
treated, for Federal income tax purposes, as
the partnership that transferred assets (i.e.,
the divided partnership), but instead must be
treated as a recipient partnership. Under the
last sentence of paragraph (d)(4)(i) of this
section, partnership AB1 will be treated as
the resulting partnership that is the divided
partnership. Under paragraph (d)(3)(i)(A) of
this section, partnership ABCD will be treat-
ed as following the assets-over form, with
partnership ABCD contributing property Y
to partnership AB2 and property Z to part-
nership CD, and distributing the interests in
such partnerships to the designated partners.

Example 7. (i) Partnership ABCDE owns
Blackacre, Whiteacre, and Redacre, and di-
vides into partnership AB, partnership CD,
and partnership DE. Under paragraph (d)(1)
of this section, partnership ABCDE is consid-
ered terminated (and, hence, none of the re-
sulting partnerships are a continuation of
the prior partnership) because none of the
members of the new partnerships (partner-
ship AB, partnership CD, and partnership
DE) owned an interest of more than 50 per-
cent in the capital and profits of partnership
ABCDE.

(i) Partnership  ABCDE distributes
Blackacre to A and B and titles Blackacre in
the names of A and B. A and B then con-
tribute Blackacre to partnership AB in ex-
change for interests in partnership AB. Part-
nership ABCDE will be treated as following
the assets-up form described in paragraph
d)@3)(ii)(B) of this section for Federal in-
come tax purposes.

(iif)  Partnership ABCDE  distributes
Whiteacre to C and D and titles Whiteacre in
the names of C and D. C and D then con-
tribute Whiteacre to partnership CD in ex-
change for interests in partnership CD. Part-
nership ABCDE will be treated as following
the assets-up form described in paragraph
(d)@3)(ii)(B) of this section for Federal in-
come tax purposes.

(iv) Partnership ABCDE does not liquidate
under state law so that, in form, the assets
in new partnership DE are not considered to
have been transferred under state law. Part-
nership ABCDE will be treated as under-
taking the assets-over form described in
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paragraph (d)(3)(i)(B) of this section for Fed-
eral income tax purposes with respect to the
assets of partnership DE. Thus, partnership
ABCDE will be treated as contributing
Redacre to partnership DE in exchange for
interests in partnership DE; and, imme-
diately thereafter, partnership ABCDE will
be treated as distributing interests in part-
nership DE to D and E in liquidation of their
interests in partnership ABCDE. Partnership
ABCDE then terminates.

(6) Prescribed form not followed in cer-
tain circumstances. If any transactions
described in paragraph (d)(3) of this
section are part of a larger series of
transactions, and the substance of the
larger series of transactions is incon-
sistent with following the form pre-
scribed in such paragraph, the Commis-
sioner may disregard such form, and
may recast the larger series of trans-
actions in accordance with their sub-
stance.

(7) Effective date. This paragraph (d)
is applicable to partnership divisions
occurring on or after January 4, 2001.
However, a partnership may apply
paragraph (d) of this section to part-
nership divisions occurring on or after
January 11, 2000.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 8717,
62 FR 25500, May 9, 1997; T.D. 8925, 65 FR 719,
Jan. 4, 2001; 67 FR 57330, Sept. 10, 2002]

§1.709-1 Treatment of organization
and syndication costs.

(a) General rule. Except as provided in
paragraph (b) of this section, no deduc-
tion shall be allowed under chapter 1 of
the Code to a partnership or to any
partner for any amounts paid or in-
curred, directly or indirectly, in part-
nership taxable years beginning after
December 31, 1975, to organize a part-
nership, or to promote the sale of, or to
sell, an interest in the partnership.

(b) Amortization of organization ex-
penses. (1) Under section 709(b) of the
Code, a partnership may elect to treat
its organizational expenses (as defined
in section 709(b)(2) and in §1.709-2(a))
paid or incurred in partnership taxable
years beginning after December 31,
1976, as deferred expenses. If a partner-
ship elects to amortize organizational
expenses, it must select a period of not
less than 60 months, over which the
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partnership will amortize all such ex-
penses on a straight line basis. This pe-
riod must begin with the month in
which the partnership begins business
(as determined under §1.709-2(c)). How-
ever, in the case of a partnership on
the cash receipts and disbursements
method of accounting, no deduction
shall be allowed for a taxable year with
respect to any such expenses that have
not been paid by the end of that tax-
able year. Portions of such expenses
which would have been deductible
under section 709(b) in a prior taxable
year if the expenses had been paid are
deductible in the year of payment. The
election is irrevocable and the period
selected by the partnership in making
its election may not be subsequently
changed.

(2) If there is a winding up and com-
plete liquidation of the partnership
prior to the end of the amortization pe-
riod, the unamortized amount of orga-
nizational expenses is a partnership de-
duction in its final taxable year to the
extent provided under section 165 (re-
lating to losses). However, there is no
partnership deduction with respect to
its capitalized syndication expenses.

(c) Time and manner of making elec-
tion. The election to amortize organiza-
tional expenses provided by section
709(b) shall be made by attaching a
statement to the partnership’s return
of income for the taxable year in which
the partnership begins business. The
statement shall set forth a description
of each organizational expense in-
curred (whether or not paid) with the
amount of the expense, the date each
expense was incurred, the month in
which the partnership began business,
and the number of months (not less
than 60) over which the expenses are to
be amortized. A taxpayer on the cash
receipts and disbursements method of
accounting shall also indicate the
amount paid before the end of the tax-
able year with respect to each such ex-
pense. Expenses less than $10 need not
be separately listed, provided the total
amount of these expenses is listed with
the dates on which the first and last of
such expenses were incurred, and, in
the case of a taxpayer on the cash re-
ceipts and disbursements method of ac-
counting, the aggregate amount of
such expenses that was paid by the end
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of the taxable year is stated. In the
case of a partnership which begins
business in a taxable year that ends
after March 31, 1983, the original return
and statement must be filed (and the
election made) not later than the date
prescribed by law for filing the return
(including any extensions of time) for
that taxable year. Once an election has
been made, an amended return (or re-
turns) and statement (or statements)
may be filed to include any organiza-
tional expenses not included in the
partnership’s original return and state-
ment.

[T.D. 7891, 48 FR 20048, May 4, 1983]

§1.709-2 Definitions.

(a) Organizational expenses. Section
709(b)(2) of the Internal Revenue Code
defines organizational expenses as ex-
penses which:

(1) Are incident to the creation of the
partnership;

(2) Are chargeable to capital account;
and

(3) Are of a character which, if ex-
pended incident to the creation of a
partnership having an ascertainable
life, would (but for section 709(a)) be
amortized over such life.

An expenditure which fails to meet one
or more of these three tests does not
qualify as an organizational expense
for purposes of section 709(b) and this
section. To satisfy the statutory re-
quirement described in paragraph (a)(1)
of this section, the expense must be in-
curred during the period beginning at a
point which is a reasonable time before
the partnership begins business and
ending with the date prescribed by law
for filing the partnership return (deter-
mined without regard to any exten-
sions of time) for the taxable year the
partnership begins business. In addi-
tion, the expenses must be for creation
of the partnership and not for oper-
ation or starting operation of the part-
nership trade or business. To satisfy
the statutory requirement described in
paragraph (a)(3) of this section, the ex-
pense must be for an item of a nature
normally expected to benefit the part-
nership throughout the entire life of
the partnership. The following are ex-
amples of organizational expenses
within the meaning of section 709 and
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