§1.742-1

of the amount realized from such sale
or exchange, the amount realized shall
be reduced by the amount attributable
under section 751 to unrealized receiv-
ables and substantially appreciated in-
ventory items, and the adjusted basis
of the transferor partner’s interest in
the partnership shall be reduced by the
portion of such basis attributable to
such unrealized receivables and sub-
stantially appreciated inventory items.
See section 751 and §1.751-1.

(b) Section 741 shall apply whether
the partnership interest is sold to one
or more members of the partnership or
to one or more persons who are not
members of the partnership. Section
741 shall also apply even though the
sale of the partnership interest results
in a termination of the partnership
under section 708(b). Thus, the provi-
sions of section 741 shall be applicable
(1) to the transferor partner in a 2-man
partnership when he sells his interest
to the other partner, and (2) to all the
members of a partnership when they
sell their interests to one or more per-
sons outside the partnership.

(c) See section 351 for nonrecognition
of gain or loss upon transfer of a part-
nership interest to a corporation con-
trolled by the transferor.

(d) For rules relating to the treat-
ment of liabilities on the sale or ex-
change of interests in a partnership see
§§1.752-1 and 1.1001-2.

(e) For rules relating to the capital
gain or loss recognized when a partner
sells or exchanges an interest in a part-
nership that holds appreciated collect-
ibles or section 1250 property with sec-
tion 1250 capital gain, see §1.1(h)-1.
This paragraph (e) applies to transfers
of interests in partnerships that occur
on or after September 21, 2000.

(f) For rules relating to dividing the
holding period of an interest in a part-
nership, see §1.1223-3. This paragraph
(f) applies to transfers of partnership
interests and distributions of property
from a partnership that occur on or
after September 21, 2000.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 7741,
45 FR 81745, Dec. 12, 1980; T.D. 8902, 65 FR
57099, Sept. 21, 2000]
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§1.742-1 Basis of transferee partner’s
interest.

The basis to a transferee partner of
an interest in a partnership shall be de-
termined under the general basis rules
for property provided by part Il (sec-
tion 1011 and following), subchapter O,
chapter 1 of the Code. Thus, the basis
of a purchased interest will be its cost.
The basis of a partnership interest ac-
quired from a decedent is the fair mar-
ket value of the interest at the date of
his death or at the alternate valuation
date, increased by his estate’s or other
successor’s share of partnership liabil-
ities, if any, on that date, and reduced
to the extent that such value is attrib-
utable to items constituting income in
respect of a decedent (see section 753
and paragraph (c)(3)(v) of §1.706-1 and
paragraph (b) of §1.753-1) under section
691. See section 1014(c). For basis of
contributing partner’s interest, see sec-
tion 722. The basis so determined is
then subject to the adjustments pro-
vided in section 705.

§1.743-1 Optional adjustment to basis
of partnership property.

(a) Generally. The basis of partnership
property is adjusted as a result of the
transfer of an interest in a partnership
by sale or exchange or on the death of
a partner only if the election provided
by section 754 (relating to optional ad-
justments to the basis of partnership
property) is in effect with respect to
the partnership. Whether or not the
election provided in section 754 is in ef-
fect, the basis of partnership property
is not adjusted as the result of a con-
tribution of property, including money,
to the partnership.

(b) Determination of adjustment. In the
case of the transfer of an interest in a
partnership, either by sale or exchange
or as a result of the death of a partner,
a partnership that has an election
under section 754 in effect—

(1) Increases the adjusted basis of
partnership property by the excess of
the transferee’s basis for the trans-
ferred partnership interest over the
transferee’s share of the adjusted basis
to the partnership of the partnership’s
property; or

(2) Decreases the adjusted basis of
partnership property by the excess of
the transferee’s share of the adjusted
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