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the date of the exchange) of the liabil-
ity. For purposes of this section, the 
adjusted value of a partner’s interest in 
a partnership is the fair market value 
of that interest increased by the part-
ner’s share of partnership liabilities 
under §§ 1.752–1 through 1.752–5. 

(b) Exceptions—(1) In general. Except 
as provided in paragraph (b)(2) of this 
section, the exceptions contained in 
section 358(h)(2)(A) and (B) apply to 
this section. 

(2) Transactions described in Notice 
2000–44. The exception contained in sec-
tion 358(h)(2)(B) does not apply to an 
assumption of a liability (defined in 
section 358(h)(3)) by a partnership as 
part of a transaction described in, or a 
transaction that is substantially simi-
lar to the transactions described in, 
Notice 2000–44 (2000–2 C.B. 255). See 
§ 601.601(d)(2) of this chapter. 

(c) Example. The following example 
illustrates the principles of paragraph 
(a) of this section:

Example. In 1999, A and B form partnership 
PRS. A contributes property with a value 
and basis of $200, subject to a nonrecourse 
debt obligation of $50 and a fixed or contin-
gent obligation of $100 that is not a liability 
to which section 752(a) and (b) applies, in ex-
change for a 50% interest in PRS. Assume 
that, after the contribution, A’s share of 
partnership liabilities under §§ 1.752–1 
through 1.752–5 is $25. Also assume that the 
$100 liability is not associated with a trade 
or business contributed by A to PRS or with 
assets contributed by A to PRS. After the 
contribution, A’s basis in PRS is $175 (A’s 
basis in the contributed land ($200) reduced 
by the nonrecourse debt assumed by PRS 
($50), increased by A’s share of partnership 
liabilities under §§ 1.752–1 through 1.752–5 
($25)). Because A’s basis in the PRS interest 
is greater than the adjusted value of A’s in-
terest, $75 (the fair market value of A’s in-
terest ($50) increased by A’s share of partner-
ship liabilities ($25)), paragraph (a) of this 
section operates to reduce A’s basis in the 
PRS interest (but not below the adjusted 
value of that interest) by the amount of li-
abilities described in section 358(h)(3) (other 
than liabilities to which section 752(a) and 
(b) apply) assumed by PRS. Therefore, A’s 
basis in PRS is reduced to $75.

(d) Effective dates—(1) In general. This 
section applies to assumptions of li-
abilities occurring after October 18, 
1999 and before June 24, 2003. 

(2) Election to apply § 1.752–7. The 
partnership may elect, under provi-
sions of REG–106736–00 in 2003–28 I.R.B. 

(see § 601.601(d)(2) of this chapter) to 
apply those provisions and related In-
come Tax Regulations to all assump-
tions of liabilities by the partnership 
occurring after October 18, 1999, and be-
fore June 24, 2003. Provisions of REG–
106736–00 in 2003–28 I.R.B. (see 
§ 601.601(d)(2) of this chapter) describe 
the manner in which the election is 
made. 

[T.D. 9062, 68 FR 37416, June 24, 2003]

§ 1.753–1 Partner receiving income in 
respect of decedent. 

(a) Income in respect of a decedent 
under section 736(a). All payments com-
ing within the provisions of section 
736(a) made by a partnership to the es-
tate or other successor in interest of a 
deceased partner are considered income 
in respect of the decedent under sec-
tion 691. The estate or other successor 
in interest of a deceased partner shall 
be considered to have received income 
in respect of a decedent to the extent 
that amounts are paid by a third per-
son in exchange for rights to future 
payments from the partnership under 
section 736(a). When a partner who is 
receiving payments under section 
736(a) dies, section 753 applies to any 
remaining payments under section 
736(a) made to his estate or other suc-
cessor in interest. 

(b) Other income in respect of a dece-
dent. When a partner dies, the entire 
portion of the distributive share which 
is attributable to the period ending 
with the date of his death and which is 
taxable to his estate or other successor 
constitutes income in respect of a dece-
dent under section 691. This rule ap-
plies even though that part of the dis-
tributive share for the period before 
death which the decedent withdrew is 
not included in the value of the dece-
dent’s partnership interest for estate 
tax purposes. See paragraph (c) (3) of 
§ 1.706–1. 

(c) Example. The provisions of this 
section may be illustrated by the fol-
lowing example:

Example. A and the decedent B were equal 
partners in a business having assets (other 
than money) worth $40,000 with an adjusted 
basis of $10,000. Certain partnership business 
was well advanced towards completion be-
fore B’s death and, after B’s death but before 
the end of the partnership year, payment of
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$10,000 was made to the partnership for such 
work. The partnership agreement provided 
that, upon the death of one of the partners, 
all partnership property, including unfin-
ished work, would pass to the surviving part-
ner, and that the surviving partner would 
pay the estate of the decedent the undrawn 
balance of his share of partnership earnings 
to the date of death, plus $10,000 in each of 
the three years after death. B’s share of 
earnings to the date of his death was $4,000, 
of which he had withdrawn $3,000. B’s dis-
tributive share of partnership income of 
$4,000 to the date of his death is income in 
respect of a decedent (although only the 
$1,000 undrawn at B’s death will be reflected 
in the value of B’s partnership interest on 
B’s estate tax return). Assume that the value 
of B’s interest in partnership property at the 
date of his death was $22,000, composed of the 
following items: B’s one-half share of the as-
sets of $40,000, plus $2,000, B’s interest in 
partnership cash. It should be noted that B’s 
$1,000 undrawn share of earnings to the date 
of his death is not a separate item but will 
be paid from partnership assets. Under the 
partnership agreement, A is to pay B’s estate 
a total of $31,000. The difference of $9,000 be-
tween the amount to be paid by A ($31,000) 
and the value of B’s interest in partnership 
property ($22,000) comes within section 736(a) 
and, thus, also constitutes income in respect 
of a decedent. (However, the $17,000 dif-
ference between the $5,000 basis for B’s share 
of the partnership property and its $22,000 
value at the date of his death does not con-
stitute income in respect of a decedent.) If, 
before the close of the partnership taxable 
year, A pays B’s estate $11,000, of which they 
agree to allocate $3,000 as the payment under 
section 736(a), B’s estate will include $7,000 in 
its gross income (B’s $4,000 distributive share 
plus $3,000 payment under section 736(a)). In 
computing the deduction under section 
691(c), this $7,000 will be considered as the 
value for estate tax purposes of such income 
in respect of a decedent, even though only 
$4,000 ($1,000 of distributive share not with-
drawn, plus $3,000, payment under section 
736(a)) of this amount can be identified on 
the estate tax return as part of the partner-
ship interest.

(d) Effective date. The provisions of 
section 753 apply only in the case of 
payments made with respect to dece-
dents whose death occurred after De-
cember 31, 1954. See section 771(b)(4) 
and paragraph (b)(4) of § 1.771–1.

§ 1.754–1 Time and manner of making 
election to adjust basis of partner-
ship property. 

(a) In general. A partnership may ad-
just the basis of partnership property 
under sections 734(b) and 743(b) if it 

files an election in accordance with the 
rules set forth in paragraph (b) of this 
section. An election may not be filed to 
make the adjustments provided in ei-
ther section 734(b) or section 743(b) 
alone, but such an election must apply 
to both sections. An election made 
under the provisions of this section 
shall apply to all property distribu-
tions and transfers of partnership in-
terests taking place in the partnership 
taxable year for which the election is 
made and in all subsequent partnership 
taxable years unless the election is re-
voked pursuant to paragraph (c) of this 
section. 

(b) Time and method of making election. 
(1) An election under section 754 and 
this section to adjust the basis of part-
nership property under sections 734(b) 
and 743(b), with respect to a distribu-
tion of property to a partner or a trans-
fer of an interest in a partnership, shall 
be made in a written statement filed 
with the partnership return for the 
taxable year during which the distribu-
tion or transfer occurs. For the elec-
tion to be valid, the return must be 
filed not later than the time prescribed 
by paragraph (e) of § 1.6031–1 (including 
extensions thereof) for filing the return 
for such taxable year (or before August 
23, 1956, whichever is later). Notwith-
standing the preceding two sentences, 
if a valid election has been made under 
section 754 and this section for a pre-
ceding taxable year and not revoked 
pursuant to paragraph (c) of this sec-
tion, a new election is not required to 
be made. The statement required by 
this subparagraph shall (i) set forth the 
name and address of the partnership 
making the election, (ii) be signed by 
any one of the partners, and (iii) con-
tain a declaration that the partnership 
elects under section 754 to apply the 
provisions of section 734(b) and section 
743(b). For rules regarding extensions 
of time for filing elections, see § 1.9100–
1. 

(2) The principles of this paragraph 
may be illustrated by the following ex-
ample:

Example. A, a U.S. citizen, is a member of 
partnership ABC, which has not previously 
made an election under section 754 to adjust 
the basis of partnership property. The part-
nership and the partners use the calendar 
year as the taxable year. A sells his interest
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