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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of which he had withdrawn $3,000.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 wunder 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
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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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in the partnership to D on January 1, 1971.
The partnership may elect under section 754
and this section to adjust the basis of part-
nership property under sections 734(b) and
743(b). Unless an extension of time to make
the election is obtained under the provisions
of §1.9100-1, the election must be made in a
written statement filed with the partnership
return for 1971 and must contain the infor-
mation specified in subparagraph (1) of this
paragraph. Such return must be filed by
April 17, 1972 (unless an extension of time for
filing the return is obtained). The election
will apply to all distributions of property to
a partner and transfers of an interest in the
partnership occurring in 1971 and subsequent
years, unless revoked pursuant to paragraph
(c) of this section.

(c) Revocation of election. (1) In gen-
eral. A partnership having an election
in effect under this section may revoke
such election with the approval of the
district director for the internal rev-
enue district in which the partnership
return is required to be filed. A part-
nership which wishes to revoke such an
election shall file with the district di-
rector for the internal revenue district
in which the partnership return is re-
quired to be filed an application set-
ting forth the grounds on which the
revocation is desired. The application
shall be filed not later than 30 days
after the close of the partnership tax-
able year with respect to which revoca-
tion is intended to take effect and shall
be signed by any one of the partners.
Examples of situations which may be
considered sufficient reason for approv-
ing an application for revocation in-
clude a change in the nature of the
partnership business, a substantial in-
crease in the assets of the partnership,
a change in the character of partner-
ship assets, or an increased frequency
of retirements or shifts of partnership
interests, so that an increased adminis-
trative burden would result to the
partnership from the election. How-
ever, no application for revocation of
an election shall be approved when the
purpose of the revocation is primarily
to avoid stepping down the basis of
partnership assets upon a transfer or
distribution.

(2) Revocations effective on December
15, 1999. Notwithstanding paragraph
(c)(1) of this section, any partnership
having an election in effect under this
section for its taxable year that in-
cludes December 15, 1999, may revoke
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such election effective for transfers or
distributions occurring on or after De-
cember 15, 1999, by attaching a state-
ment to the partnership’s return for
such year. For the revocation to be
valid, the statement must be filed not
later than the time prescribed by
§1.6031(a)-1(e) (including extensions
thereof) for filing the return for such
taxable year, and must set forth the
name and address of the partnership re-
voking the election, be signed by any
one of the partners who is authorized
to sign the partnership’s federal in-
come tax return, and contain a declara-
tion that the partnership revokes its
election under section 754 to apply the
provisions of section 734(b) and 743(b).
In addition, the following statement
must be prominently displayed in cap-
ital letters on the first page of the
partnership’s return for such vyear:
“RETURN FILED PURSUANT TO
§1.754-1(c)(2).””

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as
amended by T.D. 7208, 37 FR 20686, Oct. 3,
1972; T.D. 8847, 64 FR 69916, Dec. 15, 1999; 65
FR 9220, Feb. 24, 2000]

§1.755-1 Rules for allocation of basis.

(a) In general—(1) Scope. This section
provides rules for allocating basis ad-
justments under sections 743(b) and
734(b) among partnership property. If
there is a basis adjustment to which
this section applies, the basis adjust-
ment is allocated among the partner-
ship’s assets as follows. First, the part-
nership must determine the value of
each of its assets under paragraphs
(a)(2) through (5) of this section. Sec-
ond, the basis adjustment is allocated
between the two classes of property de-
scribed in section 755(b). These classes
of property consist of capital assets
and section 1231(b) property (capital
gain property), and any other property
of the partnership (ordinary income
property). For purposes of this section,
properties and potential gain treated
as unrealized receivables under section
751(c) and the regulations thereunder
shall be treated as separate assets that
are ordinary income property. Third,
the portion of the basis adjustment al-
located to each class is allocated
among the items within the class.
Basis adjustments under section 743(b)
are allocated among partnership assets
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