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$100,000. PRS uses the cash to purchase As-
sets 2, 3, 4, 5, and 6. Assets 2 and 3 are non-
depreciable capital assets, and Assets 4, 5,
and 6 are inventory that has not appreciated
substantially in value within the meaning of
section 751(b)(3). Assets 4, 5, and 6 are the
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only assets held by the partnership that are
subject to section 751. The partnership has
an election in effect under section 754. After
seven years, the adjusted basis and fair mar-
ket value of PRS’s assets are as follows:

Assets
: " Fair market
Adjusted basis value
Capital Gain Property:
Asset 1 ........... $ 25,000 $ 75,000
Asset 2 . . 100,000 117,500
Asset 3 ........... 50,000 60,000
Ordinary Income Property:
Asset 4 ........... 40,000 45,000
Asset 5 . . 50,000 60,000
Asset 6 ........... 10,000 2,500
TOAI et 275,000 360,000

(ii) Allocation between classes. Assume that
PRS distributes Assets 3 and 5 to A in com-
plete liquidation of A’s interest in the part-
nership. A’s basis in the partnership interest
was $75,000. The partnership’s basis in Assets
3 and 5 was $50,000 each. A’s $75,000 basis in
its partnership interest is allocated between
Assets 3 and 5 under sections 732(b) and (c).
A will, therefore, have a basis of $25,000 in
Asset 3 (capital gain property), and a basis of
$50,000 in Asset 5 (section 751 property). The
distribution results in a $25,000 increase in
the basis of capital gain property. There is
no change in the basis of ordinary income
property.

(iif) Allocation within class. The amount of
the basis increase to capital gain property is
$25,000 and must be allocated among the re-
maining capital gain assets in proportion to
the difference between the fair market value
and basis of each. The fair market value of
Asset 1 exceeds its basis by $50,000. The fair
market value of Asset 2 exceeds its basis by
$17,500. Therefore, the basis of Asset 1 will be
increased by $18,519 ($25,000, multiplied by
$50,000, divided by $67,500), and the basis of
Asset 2 will be increased by $6,481 ($25,000
multiplied by $17,500, divided by $67,500).

(d) Required statements. See §1.743-
1(k)(2) for provisions requiring the
transferee of a partnership interest to
provide information to the partnership
relating to the transfer of an interest
in the partnership. See §1.743-1(k)(1) for
a provision requiring the partnership
to attach a statement to the partner-
ship return showing the computation
of a basis adjustment under section
743(b) and the partnership properties to
which the adjustment is allocated
under section 755. See §1.732-1(d)(3) for
a provision requiring a transferee part-

ner to attach a statement to its return
showing the computation of a basis ad-
justment under section 732(d) and the
partnership properties to which the ad-
justment is allocated under section 755.
See §1.732-1(d)(5) for a provision requir-
ing the partnership to provide informa-
tion to a transferee partner reporting a
basis adjustment under section 732(d).

(e) Effective Date—(1) Generally. Ex-
cept as provided in paragraphs (b)(5)
and (e)(2) of this section, this section
applies to transfers of partnership in-
terests and distributions of property
from a partnership that occur on or
after December 15, 1999.

(2) Special rules. Paragraphs (a) and
(b)(3)(iii) of this section apply to trans-
fers of partnership interests and dis-
tributions of property from a partner-
ship that occur on or after June 9, 2003.

[T.D. 8847, 64 FR 69916, Dec. 15, 1999; 65 FR
9220, Feb. 24, 2000, as amended by T.D. 9059, 68
FR 34295, June 9, 2003]

DEFINITIONS

§1.761-1 Terms defined.

(a) Partnership. The term partnership
means a partnership as determined
under  8§301.7701-1, 301.7701-2, and
301.7701-3 of this chapter.

(b) Partner. The term partner means a
member of a partnership.

(c) Partnership agreement. For the
purposes of subchapter K, a partnership
agreement includes the original agree-
ment and any modifications thereof

580



Internal Revenue Service, Treasury

agreed to by all the partners or adopt-
ed in any other manner provided by the
partnership agreement. Such agree-
ment or modifications can be oral or
written. A partnership agreement may
be modified with respect to a par-
ticular taxable year subsequent to the
close of such taxable year, but not
later than the date (not including any
extension of time) prescribed by law
for the filing of the partnership return.
As to any matter on which the partner-
ship agreement, or any modification
thereof, is silent, the provisions of
local law shall be considered to con-
stitute a part of the agreement.

(d) Liquidation of partner’s interest.
The term liquidation of a partner’s inter-
est means the termination of a part-
ner’s entire interest in a partnership
by means of a distribution, or a series
of distributions, to the partner by the
partnership. A series of distributions
will come within the meaning of this
term whether they are made in one
year or in more than one year. Where a
partner’s interest is to be liquidated by
a series of distributions, the interest
will not be considered as liquidated
until the final distribution has been
made. For the basis of property distrib-
uted in one liquidating distribution, or
in a series of distributions in liquida-
tion, see section 732(b). A distribution
which is not in liquidation of a part-
ner’s entire interest, as defined in this
paragraph, is a current distribution.
Current distributions, therefore, in-
clude distributions in partial liquida-
tion of a partner’s interest, and dis-
tributions of the partner’s distributive
share. See paragraph (a)(1)(ii) of §1.731-
1.

(e) Distribution of partnership interest.
For purposes of section 708(b)(1)(B) and
§1.708-1(b)(1)(iv), the deemed distribu-
tion of an interest in a new partnership
by a partnership that terminates under
section 708(b)(1)(B) is not a sale or ex-
change of an interest in the new part-
nership. However, the deemed distribu-
tion of an interest in a new partnership
by a partnership that terminates under
section 708(b)(1)(B) is treated as an ex-
change of the interest in the new part-
nership for purposes of section 743. This
paragraph (e) applies to terminations
of partnerships under section
708(b)(1)(B) occurring on or after May 9,

§1.761-2

1997; however, this paragraph (e) may
be applied to terminations occurring
on or after May 9, 1996, provided that
the partnership and its partners apply
this paragraph (e) to the termination
in a consistent manner.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as
amended by T.D. 7208, 37 FR 20686, Oct. 3,
1972; T.D. 8697, 61 FR 66588, Dec. 18, 1996; T.D.
8717, 62 FR 25501, May 9, 1997]

§1.761-2 Exclusion of certain unincor-
porated organizations from the ap-
plication of all or part of sub-
chapter K of chapter 1 of the Inter-
nal Revenue Code.

(a) Exclusion of eligible unincorporated
organizations—(1) In general. Under con-
ditions set forth in this section, an un-
incorporated organization described in
subparagraph (2) or (3) of this para-
graph may be excluded from the appli-
cation of all or a part of the provisions
of subchapter K of chapter 1 of the
Code. Such organization must be
availed of (i) for investment purposes
only and not for the active conduct of
a business, or (ii) for the joint produc-
tion, extraction, or use of property, but
not for the purpose of selling services
or property produced or extracted. The
members of such organization must be
able to compute their income without
the necessity of computing partnership
taxable income. Any syndicate, group,
pool, or joint venture which is classifi-
able as an association, or any group op-
erating under an agreement which cre-
ates an organization classifiable as an
association, does not fall within these
provisions.

(2) Investing partnership. Where the
participants in the joint purchase, re-
tention, sale, or exchange of invest-
ment property:

(i) Own the property as coowners,

(ii) Reserve the right separately to
take or dispose of their shares of any
property acquired or retained, and

(iii) Do not actively conduct business
or irrevocably authorize some person
or persons acting in a representative
capacity to purchase, sell, or exchange
such investment property, although
each separate participant may delegate
authority to purchase, sell, or ex-
change his share of any such invest-
ment property for the time being for
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