Section 1.—Tax Imposed An agency may not conduct or sponsoments were received in response to the nc
and a person is not required to respond tbce of proposed rulemaking. After con-

26 CFR 1.1(h)-1: Capital gains look-through rule g collection of information unless the col-sideration of the comments, the propose
fsorczféisraouroix%ﬁ?l?sets of interests in a partnershipje ction of information displays a valid regulations under sections 1(h), 741, anc
' ' control number assigned by the Office 01223 are adopted, as revised by this Tree

T.D. 8902 Management and Budget. sury decision. The comments receivec

The estimated annual burden per reand revisions made are discussed below.
DEPARTMENT OF THE TREASURY  spondent/recordkeeper is 10 minutes.

Internal Revenue Service Comments concerning the accuracy dFXPlanation of Revisions and Summary
26 CFR Parts 1 and 602 this burden estimate and suggestions fof Comments

. . . reducing this burden should be sent to the
Capital Gains, Partnership, Internal Revenue ServicgAttn: IRS Re- 1. Look-Through Capital Gain
Subchapter S, and Trust ports Clearance Officer, OP:FS:FP, Wash-
Provisions ington, DC 20224, and to th@ffice of . |, General

. Management and Budget Attn: Desk

AGENCY: Internal Revenue Servicepyficer for the Department of the Trea- Section 1(h) provides maximum capital
(IRS), Treasury. sury, Office of Information and Regula-gains rates in three categories: 20-percer
ACTION: Final regulations. tory Affairs, Washington, DC 20503. rate gain, 25-percent rate gain, and 28-pel

_ ) Books or records relating to this colleccent rate gain. Twenty percent rate gain i
SUMMARY: This document contains jon of information must be retained asiet capital gain from the sale or exchang:
final regulations relating to sales or €Xjonq a5 their contents may become mateof capital assets held for more than one
changes of interests in partnerships, § i, the administration of any internalyear, reduced by the sum of 25-percen
corporations, and trusts. The regulationgyenye law. Generally, tax returns ancate gain and 28-percent rate gain
interpret the look-through provisions Ofy5y ey information are confidential, aswenty-five percent rate gain is limited to

section 1(h), added by section 311 of thg,q,jired by 26 U.S.C. 6103. unrecaptured section 1250 gain. Twenty-
Taxpayer Relief Act of 1997 and amended eight percent rate gain includes capital
by sections 5001 and 6005(d) of the InteBackground gains and losses from the sale or exchang

nal Revenue Service Restructuring and . . . .
Reform Act of 1998, and explain the%ules Section 311 of the Taxpayer Relief Ac©f collectibles (as defined in section
relating to the division of the holding pe-°f 1997, Public Law 105-34 (111 stat#08(m) without regard to section

. S e 408(m)(3)) held for more than one year
riod of a partnership interest. The regulal88; 831) (the 1997 Act), as modified bé}nd certain other types of gain,

; i ections 5001 and 6005(d) of the Intern
tions affect partnerships, partners, S coP (@ Capital gain attributable to the sale or

orations, S corporation shareholderd?€venue Service Restructuring and Re- : :
tprusts et bgneficiaries. form Act of 1998, Public Law 105-206 €xchange of an interest in a pass-thru er

(112 Stat. 685, 787, 800) (the 1998 Act)_t,ity_ held for more than one year generally
DATES: Effective Date These regula- reduced the maximum statutory tax rate§ ' the 20-percent rate gain category

tions are effective September 21, 2000. for long-term capital gains of individualsHOWever, the proposed regulations pro-

FOR FURTHER INFORMATION CON- in general and provided regulatory authorvide that, when a taxpayer sells or ex-
TACT: Jeanne M. Sullivan or David J.1tY to apply the rules to sales and exchanges an mteres';]ln ?]p%rtnerihlp’-j «©
Sotos (202) 622-3050 (not a toll-freechanges of interests in pass-thru entitigdoration, _?r trtusiht at IO S c(:jo ectl t(_as,
number). and to sales and exchanges by pass—tlﬂ%lfs similar to the rules under section
entities. On August 9, 1999, the IRS pub/>1(2) apply to determine the capital gair
SUPPLEMENTARY INFORMATION: lished in theFederal Registera notice of thgt is attributable _to certain unrealized
proposed rulemaking (REG—106527—92}?3'” in the collectibles. _Furthermore,_
1999-34 |.R.B. 304 [64 F.R. 43117]) relattiNder the proposed regulations, rules simi
The collections of information con-ing to the taxation of capital gains in thd2" t0 the rules under section 751(a) als¢
tained in these final regulations have beegase of sales or exchanges of interests AP 10 determine the capital gain attrib-
reviewed and approved by the Office opartnerships, S corporations, and trustytable to certain unrealized gain m_sectlor
Management and Budget in accordancghe regulations interpreted rules added b}250 property held by a partnership wher
with the Paperwork Reduction Act ofthe 1997 Act and amended by the 1998 taxpayer sells or exchanges an interest|
1995 (44 U.S.C. 3507) under controAct, and provided guidance relating to thé Partnership that holds such property.
number 1545-1654. Responses to thegévision of the holding period of a partner{, net Collectibles Loss
collections of information are required toship interest. The IRS received no re-
verify compliance with section 1(h) andguests to speak at a public hearing that Twenty-eight percent rate gain is the
to determine that the tax on capital gain@as scheduled for November 18, 199%xcess (if any) of (i) the sum of col-
has been computed correctly. and canceled the hearing. Written comlectibles gain and section 1202 gain, ovel

Paperwork Reduction Act



(i) the sum of collectibles loss, the netion 1(h)(7)(A), without regard to thetity is collectibles gain (taxable at a 28-
short-term loss, and the amount of longhmitation set forth in section 1(h)(7)(B). percentrate). Consistent with the purpos

term capital loss carried under section . . of the look-through provisions contained
1212(b)(1)(B) to the taxable year. Ondl. Redemption of a Partnership Interest in section 1(h), these regulations charac
commentator suggested that, when an in- terize a transferor’s long-term capital gair

terest in a partnership, S corporation, or SOMe practitioners have expressed CORsognized on the sale of the interest in
trust is transferred, net collectibles loss &€ that the look-through capital gaingy,ss thry entity by reference to the en
well as net collectibles gain in propertyProvisions of the proposed regulationgjy s ynderlying assets that give rise to
held by such an entity should be take@PPY 0 the redemption of a partnershi e, gain. Where a transferor recognize
into account in determining a taxpayerdnterest. To apply the regulations in thg, term capital gain on the sale of an in.
overall collectibles gain or collectiblesCONtext of redemptions, it would be neéCtgrest in a partnership, S corporation, o
loss. The Treasury Department (Trea€SS&ry to import the concepts utilized ifyst it would be anomalous to provide
sury) and the IRS believe that the proS€ction 751(b). Treasury and the IRS bgpe transferor with a better tax result if the
posed regulations are consistent with thi€ve that this would not be advisablegsiy has a short-term holding period in
rule in section 1(h)(6)(B), which, in pro-Accordingly, these regulations do noiectibles than if the entity has a long-
viding look-through treatment with re-@PPIy to any transaction that s treated 8@ holding period in such property.
spect to collectibles, refers only to “gaif €d€mption of a partnership interest fofhis ryle is not relevant with respect to
from the sale of an interest in a partnef-€deral income tax purposes. section 1250 property. Because all depre
ship, S corporation, or trust which is at- ciation with respect to section 1250 prop-

tributable to unrealized appreciation in" Allocating Section 704(c) Gain and erty held for one year or less is treated a

the value of collectibles . . .” Accord- Loss additional depreciation under section
ingly, the comment is not adopted in the ~qrtain commentators requested thak250(b)(1), such amounts will be treatec
final regulations. the final regulations provide guidanceé®S unrealized receivables under sectio

with respect to the proportionate part of °1(c) and thus will give rise to ordinary
the section 704(c) built-in gain or loss thaf’c0me under section 751(a) upon a dis
is transferred to the purchaser when a seR0Sition of the partnership interest.

Section 1(h)(7)(B) limits the amounttion 704(c) partner sells a portion of &  petermination of Holding Period in a
of unrecaptured section 1250 gain recogpartnership interest. This issue is relevant Partnership
nized as a consequence of sales, eRecause, in determining a taxpayer’s
changes, and conversions described ghare of collectibles gain or section 1250
section 1231(a)(3)(A) to the taxpayer'ssapital gain on the sale of a partnershif
net section 1231 gain (as defined in sedaterest, it is necessary to calculate how 11,4 proposed regulations provide rules
tion 1231(c)(3)) for the taxable year. Thénuch of such gain would be allocatedg ating to the allocation of a divided
proposed regulations provide that, upon With respect to the partnership interestging period with respect to an interes
partner’s transfer of a partnership intersold if the underlying collectibles or secq, 5 partnership. These rules generall
est, the partner’s allocable share of se#ion 1250 property held by the partnershipoyide that the holding period of a part-
tion 1250 capital gain (as defined inwere sold for their fair market value. Ny rship interest will be divided if a part-
§1.1(h)-1(b)(3)) is not treated as sectiomaking this determination where a partye acquires portions of an interest at dif
1231 gain for purposes of applying theéer sells only a portion of its interest in ggrent times or if an interest is acquired ir
limitation in section 1(h)(7)(B). There Partnership, it is necessary to determing gjngje transaction that gives rise to dif-
has been some confusion regardinfjow much section 704(c) gain relating tqe ent holding periods under section
whether the section 1(h)(7)(B) limitationcollectibles or section 1250 property is aly 553 ynder the proposed regulations
applies to all unrecaptured section 125cable to the portion of the partnershigne ho|ding period of a portion of a part-
gain, including section 1250 capital gairinterest that is sold. Although relevante gpin interest generally is determinec
recognized on the transfer of a partnerfreasury and the IRS believe that thigageq on a fraction that is equal to the fai

c. Limitations with Respect to Section
1231 Property

In General

ship interest. issue is beyond the scope of these regulgqa et value of the portion of the partner-
Because the transfer of an interest in #ons. Accordingly, this comment is NOtghj, interest to which the holding period
partnership is not described in sectiopddressed in these regulations. relates (determined immediately after the

1231(a)(3)(A), the limitation provided in . Look-Through Capital Gain Where the@cquisition) over the fair market value of
section 1(h)(7)(B) is not applicable with™ 5 - Entity Has a Short-Term the entire partnership interest.

respect to such transfers. Accordingly, Holding Period in Collectibles Under the proposed regulations, a sell
under the final regulations (and consis- ing partner generally cannot identify and
tent with the proposed regulations), The final regulations modify the pro-use the actual holding period for a portior
where a partner sells an interest in a pafsosed regulations to provide that a passf the partner’s interest. However, the
nership, the partner must take into aghru entity’s holding period in the col- proposed regulations provide that a sell
count the entire allocable share of sectiorctibles is not relevant in determininging partner is permitted to identify the
1250 capital gain in determining the unwhether long-term capital gain recog-portion of a partnership interest sold with
recaptured section 1250 gain under segized on the sale of an interest in the erits holding period if the partnership is a



publicly traded partnership (as definedermine whether a new holding period If a partner makes cash contributions
under section 7704(b)), the partnershigias created by reference to whether thend receives cash distributions from &
interest is divided into identifiable unitsfunds were used for capital expenditurepartnership during the one-year period be
with ascertainable holding periods, andin which circumstance, a short-ternfore sale of all or a portion of the interest
the selling partner can identify the portiorholding period generally would be approin the partnership, Treasury and the IRS
of the interest transferred. priate) or for operating expenditures obelieve it is appropriate that the net cast
the partnership (in which circumstancecontribution to the partnership determine
no new holding period should be createdjhe portion of the interest that is held for
On the other hand, to the extent that ane year or less. Therefore, the final reg
The proposed regulations include alEwart_ne_rship interest is a capita_l asset thatations provide that, if a pa_rtner makes
example of a pro rata contribution of casf® dlstlnct from the pa_rtnersh!p’s ass_etsn_e or more cash contnpuﬂ_ons_ and re.
by partners that results in a divided holg(@an entlt_y approach), its ho_ldmg_ periocteives one or more Cash_dlstrlt_)utlons with
ing period in those partners’ interests ifand basis should be determined indeperespect 'Fo the p_artnershlp during the one
the partnership. Commentators suggestéjt?ntly anq should not be aff_ected by thgear period ending on the (_Jlate of the sals
that it is inappropriate to provide for a di_partnersh_|p’s use of the contributed _fundsnr exc_hange qf allor a portlon_ of _the part-
vided holding period where an existindn choosing the gntlty approach in the_ner’s interest in the par_tn_ersh|p, in apply-
partner contributes cash to the partnep_roposed regulations, Treasury and thlag t_he ruIe; for_ dgtermlnlng th_e p_artner’s
ship, particularly where the contribution'R_S Concludeq that tracing fundg to the|h(_)ld|ng period in its partner_sh|p_ interest
is pro rata by all of the partners. Accordyltlm_at_e use in the partnership is r?ot_ awith respect to cash contrlbut|or_15, _the
ing to these commentators, such an aﬁl_dmlnlstrable means of determlnln_gaartner may reduce the cash contr!bupon:
proach may unfairly convert portions ofvhether a Contrlbl_mon tq a partnershlp_nade dur_mg the year b_y gash d|str|b_u-
long-term appreciation of partnership ascreates a new holding period. _ tlons_ received on a Ia_st-m_-flrst-out_ basis,
sets into a short-term capital gain on the Furthe_rmore, t_he proposed regulathntreatmg a!l cash d|str|but|ons_ as if _they
sale of a long held partnership interesf'® con3|st_ent Wlth general _rules relatingvere received by the partner |mme(_1|ately
(This conversion occurs regardless otP the holding period of capital a_nd sechefore th_e sgle or exc_hz_inge. This _rule
whether the partner sells all or a portioﬁ'_on 12_31 asset_s. Where a capital assalsg applies in dete_rmlnlng the holdlng
of a partnership interest.) (including a capital asset h_eld fo_r one y_eaperlod qf a partne_zrshlp interest V\_/here gair
The conversion of long-term apprecia®” Ies_s) or pr_operty described in _sectlonr loss is res:og_nlzed under sectlon_731(a
tion in partnership assets into short-tern][231 is contrlbute_d to a partne_rshlp, seapon a dl_s_trlbunon b_y the partne_rshlp._
capital gain upon the sale of a partnershitﬂ)on _1223(1_) requires the tack_lng of the In add|t|or_1, the final regulations in-
interest as a result of cash contributions te°lding period in the partnership interestclude authority for the Secretary to pro-
the partnership is largely the product oyvh_etherthe partners m_ake pro rata contridde, in published guidance, z_addmonal
partners having unitary bases in their parpunons of property or mstea_d make nonexceptlpns to the general holding pe_rlod
nership interests. See Rev. Rul. 84-58 ratz_a contrl_butlons that increase the_ules Wlth re_spect tq _other cash contrlbu-
(1984-1 C.B. 159) (a partner has a Sing|grop0rt|onate interests of one or more!ons, includingde m|r_1|m|s:ash contribu-
basis in a partnership interest). Underthgartners._ _ _ tions, to a partnership. Treasury and the_
rule, gain attributable to previously con- In a_ddltlon, t_he proposed regulationdRS request comnje_nt_s asto t_he appropri
tributed or acquired assets may be all@void inappropriate results that may occuate level for ale minimisexception.

; if cash contributions are ignored after the
cated to the short-term portion of a part* 9 ¢. Treatment of Deemed Cash

P rmation of a partnership. If cash contri- e i
?hegs:;]%rltr_]:::;Stpi\rﬁgntho L:]goh;reeaéarh:ﬁa(fqputions were ignored, it would be possible Contributions under Section 752(a)
the amount of cash contributed to th&0! partners to form shelf partnerships gection 752(a) provides that an in-
partnership. If basis from contributedVith nominal cash contributions in orderyyeage in a partner's share of partnershi
cash or property could be traced to a seff Start their holding period in the intergpijities, or an increase in a partner’s in-
regated interest in the partnership, thi€StS, where the majority of cash would nQ§jyiqual liabilities by reason of the part-
conversion of long-term capital apprecial® contributed (and significant operating,e;s assumption of partnership liabilities,
tion into short-term capital gain would no?SSets of the partnership would not be agy 5| pe treated as a contribution of
occur. Larger problems would ariseduired) until some time in the future. Thignoney by the partner to the partnership
however, in the context of partnershigF'€arly would not be a proper result. Some practitioners have questionec
taxation if a partner were allowed to have Baséd upon the foregoing, Treasury andhether a partner's deemed contribution
a divided basis in a partnership interest. € IRS continue to believe that the apat cash under section 752(a) will give rise

An aggregate approach to determinin§0ach taken in the proposed regulationg, 4 new holding period in that partner’s
the holding period of an interest in a partS @PPropriate. However, in response {yarest in the partnership. Adeemed con
nership would make it more likely that &COMments, Treasury and the IRS have prggp ytion of cash resulting from a shift
contribution of cash would not give rise to//ded one exception, and explicitly grant,qng partners in their share of liabilities
a short-term holding period. Under an aguthority for another, where the contribug, 5575 result of a partnership incurring
gregate approach, one could trace cod©n Of cash will not create a new holding,e,; gebt does not expand the net ass:
tributed funds into the partnership and dgl€rod in a partnership interest. base of the partners represented by the

b. Contributions of Cash by Existing
Partners



interests in the partnership. Accordinglyagain in determining the selling partner’fiave raised questions regarding the pos
it is inappropriate to create a new holdinghort-term capital gain. In response ttion taken in this example. For purpose:
period as a result of such deemed contiihese comments, the final regulations praf these regulations, Treasury and the IR
butions. However, to the extent that aide that, if a partner recognizes ordinarpelieve that it is appropriate to character
partner actually assumes a debt of thiacome or loss on account of section 75ize all properties and potential gain
partnership, thus causing an increase mssets, either under section 751(a) as a teeated as unrealized receivables unde
the net asset base of the partnership, tkalt of the sale of all or part of the partnersection 751(c) and the regulations there
creation of a new holding period with resship interest or as a result of the sale hynder as separate assets that are not ca
spect to a portion of the partner’s intereghe partnership of the section 751 assets| assets or property described in sectio
is appropriate. the section 751 assets shall be disregard@@31. Accordingly, while the example in

In addressing a similar issue, the capin determining the division of the holdingthe proposed regulations has been elim
tal account rules regarding the treatmengeriod of an interest in a partnership uponated, a specific rule has been added i
of liabilities under 81.704-1(b)(2)(iv)(c) a sale of such partnership interest durinthe final regulations to provide for such a
attempt to measure the increase or déhe one-year period following the contri-result. This rule is consistent with the
crease in a partner’s economic interest ipution. This rule does not apply if, in therule added in the final regulations regard
the partnership resulting from the asabsence of the rule, a partner would nahg the holding period exception for con-
sumption of liabilities by either the part-be treated as having held any portion dfibuted section 751 assets. As discusse
ner or the partnership. Those rules prahe interest for more than one year. Acabove, that rule will disregard the contri-
vide: cordingly, if a partner’s only contributionsbution of section 751 assets (including

(1) money contributed by a partner to a partneitg a partnership are contributions of segroperties and potential gain treated a
ship includes the amount of any partnership liabiliion 757 assets or section 751 assets andrealized receivables under sectior

ties that are assumed by such partner (other thz(i:%lsh within the prior one-year period, th&51(c)) in computing the holding period

Lctiza;na]wltlsght[ﬁsc'ar{ntgsttigrr,evsi?ﬁu: gidst??/bit%imok;adjustment will not be available, and thef a partnership interest where the interes
property by the partnership]) but does not includ@artner appropriately will be treated ass sold within one year after contribution.
increases in such partner’s share of partnership lilaving a short-term holding period withAccordingly, while section 1245 recap-
E't'g'desto(saeep:ff;':r” sza(ag;rfn”;s(ﬁ)ipmicr’]’;ii’dczz"t'ﬁgespect to the entire interest. ture (and similar items treated as unreal
amount of such partner's individual liabilities that A similar rule disregarding the contri-ized receivables) will be treated as a sep:s
are assumed by the partnership (other than [certaifution of section 751 assets does naoate asset that is not a capital or sectio
liabilities . . . that are assumed by the partnership [iapply in determining the holding period1231 asset, the asset will not give rise to
connection with a contribution of property to theof a partnership interest with respect tshort-term holding period where a part-
partnership]) but does not include decreases in s,“ghin or loss recognized under section 73dership interest is sold. This rule also is
sgg&e);.sls'hare of partnership fiabilties (see Secnoupon a distribution by a partnershipsimilar to the rule contained in

This rule is incorporated in the ﬁna|ProperIy_ coorqlinating the hoIding pe_riod@_ 1.755-1(a), vv_hich provides that proper-
regulations. The final regulations providéUIeS with gain or loss determln_atlon_gles and potentlal gain trea’ged as unrea
that deemed contributions and distribu¥nder section 751(b) would be inordiized receivables under section 751(c) ar
tions of cash under sections 752(a) anlagte_ly complex. In _addition, where,considered separate ordinar_y income ac
(b) will be disregarded in determining aWIthIn a one-year period, a partner con§ets for purposes of_ allocating basis ad
partner’s holding period in its partnershiﬁ”bmes section 751 assets to a partnershjipstments under section 755.

interest to the same extent that suc@nd receives a cash distribution Iargfe

amounts are disregarded undefnough to require the recognition of gain,

§1704—1(b)(2)(|V)(C) (Deemed distribu—it is Ilkely that the contribution and distri-

tions under section 752(b) are relevant dtion will constitute a disguised sale of 1o o 050sed regulations provide tha
a result of the cash netting rule added if{!€ Section 751 assets to the partnership

. selling partner may use the actual hold
these final regulations.) under section 707(a)(2)(B), thus renderg, . o ioq of the portion of a partnership

ing the holding period rules irrelevanﬁ

I : _ terest sold if the partnership is a “pub-
d. Contribution of Section 751 Assets  since the sale of an asset to a partnersr"nely traded Ipartnzrship" (g)s| defiE:d
does not affect the holding period of an

nder section 7704(b)), the partnershi
Chterest in the partnership. . ! (b)) P '

Identification of Publicly Traded
Partnership Units

Commentators noted that, if a partn

has a short-term holding period in a part- interest is divided into identifiable units
nership interest on account of the contrie. Treatment of Recapture and Other ~ With ascertainable holding periods, anc
bution of assets described in section Unrealized Receivables the selling partner can identify the por-
751(c) or (d) (section 751 assets), the tion of the interest transferred. Commen

rules of section 751(a) in conjunction An example in the proposed regulatators suggested that it may be appropri
with the proposed regulations cause théons treats the portion of a contributedte to provide that a partner must be
section 751 assets to be counted twice ifagset that would be recaptured as ordinacpnsistent in electing, for holding period
partnership interest is sold within 12income under section 1245 upon dispospurposes, to identify units of a publicly
months of the contribution, once in applytion as non-section 1231 property for purtraded partnership that are sold or ex
ing section 751(a) to treat part of thePoses of the tacked holding period rule ishanged in order to avoid distortion in
amount received as ordinary income, angection 1223(1). Some commentatorthe total long-term and short-term capita



gain recognized. This suggestion iSpecial Analyses rule for sales or exchanges of interests in

adopted in the final regulations. , . a partnership, S corporation, or trust.
It has been determined that this Trea-

g. Conversion from General Partnershipsury decision is not a significant regula- (a) In general When an interest in a
to Limited Partnership tory action as defined in Executive Ordepartnership held for more than one year i
... 12866. Therefore, a regulatory assesseold or exchanged, the transferor may rec
A commentator requested clarificationyent js not required. It also has been degnize ordinary income (e.g., under sec
that a partner’s holding period in its partyemined that section 553(b) of the Adtion 751(a)), collectibles gain, section
nership interest carries over when a parfinistrative Procedure Act (5 U.S.C.1250 capital gain, and residual long-term
nership converts from a general partneisanter 5 does not apply to these regulaapital gain or loss. When stock in an S
ship to a limited partnership, as describegl,,g |t js hereby certified that the colleccorporation held for more than one year i
in Rev. Rul. 84-52 (1984-1 C.B. 157)+jon of information in these regulationssold or exchanged, the transferor may rec
The ruling concludes that, pursuant Qi not have a significant impact on aognize ordinary income (e.g., under sec
section 1223(1), there will be no changgpstantial number of small businessetions 304, 306, 341, 1254), collectibles
to the holding period of any partner's in—rhjs certification is based upon the facgain, and residual long-term capital gain
terest in the partnership as a result of SUGR,¢ the economic burden imposed on taxr loss. When an interest in a trust helc
a conversion. The final regulations do nzayers by the collection of informationfor more than one year is sold or ex-
change the result set forth in Rev. Rul. 843, recordkeeping requirements of thesshanged, a transferor who is not treated a
o2. regulations is insignificant. For examplethe owner of the portion of the trust attrib-
the estimated average annual burden petable to the interest sold or exchangec
respondent is 10 minutes. Therefore, gsections 673 through 679) (a non-grantol
The proposed regulations contain an eXRegulatory Flexibility Analysis is not re- transferor) may recognize collectibles
ample which, consistent with Rev. Rulquired under the Regulatory Flexibilitygain and residual long-term capital gain
84-53, states that a partner has a singhet (5 U.S.C. chapter 6). Pursuant to seor loss.
basis in its partnership interest. Certaition 7805(f) of the Internal Revenue (b) Look-through capital gair-(1) In
commentators suggested that the principléode, the notice of proposed rulemakingeneral Look-through capital gain is the
that a partner has a single basis in its pagireceding these regulations was submishare of collectibles gain allocable to an
nership interest should be set forth in regued to the Chief Counsel for Advocacy ofnterest in a partnership, S corporation, ol
lations, rather than simply relying on Revthe Small Business Administration fortrust, plus the share of section 1250 capi
Rul. 84-53. The rules set forth in theseomment on its impact on small businesdal gain allocable to an interest in a part-
regulations address only holding period . . nership, determined under paragraph:
and character issues. In illustrating thPrafting Information (b)(2) and (3) of this section.
operation of certain of these rules, the ex- 1 principal authors of these regula- (2) Collectibles gair—(i) Definition.
ample accurately reflects current 1awi;qn5 are Jeanne M. Sullivan and David JOF Purposes of this sectiooollectibles
Treasury and the IRS believe that the inggins of the Associate Chief Counsed@in shall be treated as gain from the sale
clusion of a separate rule providing that fPassthroughs and Special Industries§’ exchange of a collectible (as defined in
partner has a single basis in its partnershm)owever, other personnel from Treasur;?eCtiO” 408(m) without regard to section
interest is unnecessary and is beyond the 4 the IRS participated in their deve|0p408(m)(3)) that is a capital asset held for
scope of these regulations. more than 1 year.

h. Other Miscellaneous Issues

Finally, it was suggested that the finalmem' X ok Kk x * (ii) Share of collectibles gain allocable
regulations cross-reference section 83(f), to an interest in a partnership, S corpora-
which provides that in determining theAdoption of Amendments to the tion, or a trust When an interest in a
holding period of property to which sec-Regulations partnership, S corporation, or trust held
tion 83(a) applies, only the holding period for more than one year is sold or ex-

during which rights are transferable or are Accordingly, 26 CFR parts 1 and 602.hanged in a transaction in which all real-
not subject to a substantial risk of forfei2re amended as follows: ized gain is recognized, the transferor
ture shall be included. 'Treasury and thBART 1— INCOME TAXES shall recognize as collectibles gain the
IRS currently are studying the extent to amount of net gain (but not net loss) tha
which section 83(a) applies to the issuance Paragraph 1. The authority citation fomwould be allocated to that partner (taking
of certain partnership interests (i.e., a profpart 1 is amended by adding an entry imto account any remedial allocation

its interest in a partnership) in exchangaumerical order to read in part as folunder 81.704-3(d)), shareholder, or bene

for services. Section 83(f) is relevant tdows: ficiary (to the extent attributable to the
the extent that section 83(a) applies with Authority: 26 U.S.C. 7805 * * * portion of the partnership interest, S cor-
respect to a partnership interest. However, Section 1.1(h)-1 is also issued undggoration stock, or trust interest transferrec
in order to avoid any implication that sec26 U.S.C. 1(h); * * * that was held for more than one year) if
tion 83(a) applies to all partnership inter- Par. 2. Section 1.1(h)-1 is added tthe partnership, S corporation, or trust
ests issued in exchange for services,raad as follows: transferred all of its collectibles for cash
cross reference to section 83(f) has nat equal to the fair market value of the asset

§1.1(h)-1 Capital gains look-through

been included in the final regulations. in a fully taxable transaction immediately



before the transfer of the interest in thextent attributable to the portion of thewould recognize upon the sale or ex-
partnership, S corporation, or trust. If lespartnership interest transferred that washange of stock of an S corporation, ol
than all of the realized gain is recognizetield for more than one year) if the partthat the beneficiary would recognize upor
upon the sale or exchange of an interest irership transferred all of its section 1256he sale or exchange of an interest in
a partnership, S corporation, or trust, thproperty in a fully taxable transaction fortrust (pre-look-through long-term capital
same methodology shall apply to detereash equal to the fair market value of thgain or loss) minus the amount of look-
mine the collectibles gain recognized byssets immediately before the transfer ahrough capital gain determined undel
the transferor, except that the partnershighe interest in the partnership. If less thaparagraph (b) of this section.
S corporation, or trust shall be treated aall of the realized gain is recognized upon (d) Special rule for tiered entitiesln
transferring only a proportionate amounthe sale or exchange of an interest in determining whether a partnership, S cor
of each of its collectibles determined as partnership, the same methodology shatioration, or trust has gain from col-
fraction that is the amount of gain recogapply to determine the section 1250 caplectibles, such partnership, S corporation
nized in the sale or exchange over th&l gain recognized by the transferor, exar trust shall be treated as owning its pro
amount of gain realized in the sale or except that the partnership shall be treatgubrtionate share of the collectibles of any
change. With respect to the transfer of aas transferring only a proportionatepartnership, S corporation, or trust in
interest in a trust, this paragraph (b)(2amount of each section 1250 property devhich it owns an interest either directly or
applies only to transfers by non-grantotermined as a fraction that is the amounhdirectly through a chain of such entities.
transferors (as defined in paragraph (a) @f gain recognized in the sale or exchanda determining whether a partnership ha:
this section). This paragraph (b)(2) doesver the amount of gain realized in theection 1250 capital gain, such partner
not apply to a transaction that is treatedsale or exchange. This paragraph (b)(3hip shall be treated as owning its propor
for Federal income tax purposes, as a redoes not apply to a transaction that idonate share of the section 1250 propert
demption of an interest in a partnership, 8eated, for Federal income tax purposesf any partnership in which it owns an in-
corporation, or trust. as a redemption of a partnership interestterest, either directly or indirectly through
(3) Section 1250 capital gair(i) Defi- (i) Limitation with respect to net sec-a chain of partnerships.
nition. For purposes of this sectiosgc- tion 1231 gain In determining a trans- (e) Notification requirements Report-
tion 1250 capital gairmeans the capital feror partner’s net section 1231 gain (amg rules similar to those that apply to the
gain (not otherwise treated as ordinary indefined in section 1231(c)(3)) for pur-partners and the partnership under sectic
come) that would be treated as ordinargoses of section 1(h)(7)(B), the transferor51(a) shall apply in the case of sales ¢
income if section 1250(b)(1) included allpartner’s allocable share of section 1258xchanges of interests in a partnership,
depreciation and the applicable percentapital gain in partnership property shaltorporation, or trust that cause holders o
age under section 1250(a) were 100 penot be treated as section 1231 gain, reuch interests to recognize collectibles gai
cent. gardless of whether the partnership promnd in the case of sales or exchanges of il
(i) Share of section 1250 capital gainerty is used in the trade or business (as derests in a partnership that cause holde
allocable to interest in partnership fined in section 1231(b)). of such interests to recognize section 125
When an interest in a partnership held for (c) Residual long-term capital gain or capital gain. See §1.751-1(a)(3).
more than one year is sold or exchangddss The amount of residual long-term (f) Examples.The following examples
in a transaction in which all realized gaircapital gain or loss recognized by a pariflustrate the requirements of this section:
is recognized, there shall be taken into acer, shareholder of an S corporation, or Example 1 Collectibles gain (i) A andB are
count under section 1(h)(7)(A)(i) in deter-beneficiary of a trust on account of th&dual partners in a personal service partnershi

L , . . . PRS. B transfersB’s interest inPRSto T for
mining the partner’s unrecaptured sectiorale or exchange of an interest in a par};

. . . . 15,000 wherPRSs balance sheet (reflecting a cash
1250 gain the amount of section 125@ership, S corporation, or trust shall equakceipts and disbursements method of accounting) |
capital gain that would be allocated (takthe amount of long-term capital gain oOfas follows:

ing into account any remedial allocatiodoss that the partner would recognize

under §1.704-3(d)) to that partner (to thender section 741, that the shareholder

ASSETS
Adjusted Market
Basis Value
CaSh o $ 3,000 $3,000
Loans Owed to Partnership . ........ . 10,000 10,000
Collectibles . . ... 1,000 3,000
Other Capital ASSEtS . ... .o 6,000 2,000
Capital ASSELS . . . .o 7,000 5,000
Unrealized Receivables . . ... .. - 0 _,000 14

TOtal . $20,000 $32,000



LIABILITIES AND CAPITAL

Liabilities . .. e $ 2,000 $ 2,000
Capital:
A e 9,000 15,000
B o 9,000 15,000
TOtal L. $20,000 $32,000
(i) At the time of the transfeB has held the in- Example 2 Special allocations Assume the term capital loss on account of the sal®sfinter-

terest inPRSfor more than one year, aik basis same facts as iExample 1 except that under the est inPRS

for the partnership interest is $10,000 ($9,000 plugartnership agreement, all gain from the sale of the Example 4 Collectibles gain in an S corpora-
$1,000, B’s share of partnership liabilities). None otollectibles is specially allocated By andB trans- tion. (i) A corporation X) has always been an S
the property owned bi?RSis section 704(c) prop- fersB's interest toT for $16,000. All items of in- corporation and is owned by individuais B, and
erty. The total amount realized Bis $16,000, come, gain, loss, or deduction BRS other than C. In 1996,X invested in antiques. Subsequent to
consisting of the cash received, $15,000, pluthe gain from the collectibles, are divided equallytheir purchase, the antiques appreciated in value b
$1,000,B’s share of the partnership liabilities as-betweenA andB. Under these fact®'s amount re- $300. A owns one-third of the sharesX&tock and
sumed by T. See section 758's undivided one- alized is $17,000, consisting of the cash receivedias held that stock for more than one ye&is ad-
half interest inPRSincludes a one-half interest in $16,000, plus $1,00®’s share of the partnership justed basis in th¥ stock is $100. IA were to sell
the partnership’s unrealized receivables and a onkabilities assumed byl. See section 752B will  all of A's X stock toT for $150,A would realize $50
half interest in the partnership’s collectibles. recognize $7,000 of ordinary income with respecof pre-look-through long-term capital gain.

(iii) If PRSwere to sell all of its section 751 prop-to the unrealized receivables (determined under (ii) If X were to sell its antiques in a fully taxable
erty in a fully taxable transaction for cash equal t&1.751-1(a)(2)). Accordingl®'s pre-look-through transaction for cash equal to the fair market value of
the fair market value of the assets immediately pridong-term capital gain would be $0. RRSwere to the assets immediately before the transfef,té
to the transfer oB'’s partnership interest td, B sell all of its collectibles in a fully taxable transac-would be allocated $100 of gain on account of the
would be allocated $7,000 of ordinary income fromtion for cash equal to the fair market value of the asale. ThereforeA will recognize $100 of col-
the sale oPRSs unrealized receivables. Therefore sets immediately prior to the transferB%$ partner- lectibles gain (look-through capital gain) on ac-
B will recognize $7,000 of ordinary income with re-ship interest tdl, B would be allocated $2,000 of count of the collectibles held b
spect to the unrealized receivables. The differenggain from the sale of the collectibles. Therefde, (iii) The difference between the transferor’s pre-
between the amount of capital gain or loss that theill recognize $2,000 of collectibles gain on ac-look-through long-term capital gain or loss ($50)
partner would realize in the absence of section 75dount of the collectibles held B3RS B will recog- and the look-through capital gain determined under
($6,000) and the amount of ordinary income or lossize a $2,000 residual long-term capital loss on adhis section ($100) is the transferor’s residual long-
determined under 81.751-1(a)(2) ($7,000) is theount of the sale of B interest ilPRS term capital gain or loss on the sale of the S corpo
partner’s capital gain or loss on the sale of the part- Example 3 Net collectibles loss ignoredAs- ration stock. Under these fac®,will recognize
nership interest under section 741. In this case, tlseme the same facts asHrample 1except that the $100 of collectibles gain and a $50 residual long-
transferor has a $1,000 pre-look-through long-termollectibles held byPRShave an adjusted basis ofterm capital loss on account of the salésfinter-
capital loss. $3,000 and a fair market value of $1,000, and thest inX.

(iv) If PRSwere to sell all of its collectibles in a other capital assets have an adjusted basis of $4,000Example 5 Sale or exchange of partnership in-
fully taxable transaction for cash equal to the faiand a fair market value of $4,000. (The total adterest where part of the interest has a short-term
market value of the assets immediately prior to thpisted basis and fair market value of the partneholding period (i) A, B, andC form an equal part-
transfer ofB's partnership interest 6, B would be ship’s capital assets are the same a@xample 1)  nership PRS. In connection with the formatioi
allocated $1,000 of gain from the sale of the colf PRSwere to sell all of its collectibles in a fully contributes $5,000 in cash and a capital asset with
lectibles. ThereforeB will recognize $1,000 of col- taxable transaction for cash equal to the fair markéair market value of $5,000 and a basis of $2,@0;
lectibles gain on account of the collectibles held byalue of the assets immediately prior to the transferontributes $7,000 in cash and a collectible with a
PRS of B's partnership interest t®, B would be allo- fair market value of $3,000 and a basis of $3,000;

(v) The difference between the transferor’'s preeated $1,000 of loss from the sale of the colandC contributes $10,000 in cash. At the time of
look-through long-term capital gain or loss (-$1,000)ectibles. Because none of the gain from the sale tffie contributionA had held the contributed prop-
and the look-through capital gain determined undehe interest irPRSis attributable to unrealized ap- erty for two years. Six months later, wh&gs basis
this section ($1,000) is the transferor’s residual longareciation in the value of collectibles held BRS in PRSis $7,000A transfersA’s interest inPRSto
term capital gain or loss on the sale of the partnethe net loss in collectibles held BYRSis not recog- T for $14,000 at a time whelARSs balance sheet
ship interest. Under these fadBwill recognize a nized at the tim® transfers the interest PRS B (reflecting a cash receipts and disbursements
$2,000 residual long-term capital loss on account ofill recognize $7,000 of ordinary income (deter-method of accounting) is as follows:

the sale or exchange of the interes?RS mined under §1.751-1(a)(2)) and a $1,000 long-
ASSETS
Adjusted Market
Basis Value
CaS N . o $ 22,000 $22,000
Unrealized Receivables . ... ... . e 0 6,000
Capital ASSBt . . o o e 2,000 5,000
Collectible e 3,000 9,000
Capital ASSEES . . o ot e 5,000 14,000

Total $ 27,000 $42,000



(ii) Although at the time of the transférhas  under the undesignated center headirgarded to the same extent that suc
not h‘;'c?A's '”teriSth'”fRSforkmorel ”;3; one “General Rules for Determining Capitalamounts are disregarded unde
year, 50 percent of the fair market valueial In- g 4ing and Losses” to read as follows: 81.704-1(b)(2)(iv)(c).

terest inPRSwas received in exchange for a capi- ] /
(4) Adjustment with respect to con-

tal asset with a long-term holding period. There . . .
fore, 50 percent of\’'s interest inPRShas a §1.1223-3 Rules relating to the hOIdIngtributed section 751 asset$-or purposes

long-term holding period. See §1.1223-3(b)(1). Periods of partnership interests. of applying paragraph (b)(1) of this sec-
(iii) If PRSwere to sell all of its section 751 tion to determine the holding period of a

property in a fully taxable transaction immediately (a) In general A partner shall not o :

beforeA's transfer of the partnership interest, have a divided holding period in an in-Partnership interest (or portion thereof)

would be allocated $2,000 of ordinary incometerest in a partnership unless— that is sold or exchanged, if a partner re
Accordingly, A will recognize $2,000 ordinary in- (1) The partner acquired portions ofceives a portion of the partnership interes
come and $5,000 ($7,000 - $2,000) of capital gaign interest at different times: or in exchange for property described in sec

on account of the transfer  of A’s interest in . . : . \
PRS Fifty percent ($2,500) of that gain is long- (2) The partner acquired portions of!on 751(c) or (d) (section 751 assets;

term capital gain and 50 percent ($2,500) is shorthe partnership interest in exchange fopithin the one-year period ending on the
term capital gain. See §1.1223-3(c)(1). property transferred at the same time b§tate of the sale or exchange of all or

(iv) If the collectible were sold or exchangedyggylting in different holding periods portion of the partner’s interest in the

in a fully taxable transaction immediately before . artnership, and the partner recognize
A’s transfer of the partnership intereAtywould be (e.g., section 1223)' P P P 9

allocated $2,000 of gain attributable to the col- (b) Accounting for holdin.g periods Ofordlhnary |ngom7e510r IOSS.On ?leount 8|f
lectible. The gain attributable to the collectiblean interest in a partnership(1) Gen- Such a section asset In a fully taxabl
that is allocable to the portion of the transferred ineral rule. The portion of a partnershiptransaction (either as a result of the sale
terest inPRSwith a long-term holding period is jnterest to which a holding period related@!l or part of the partner’s interest in the
$1,000 (50 percent of $2,000). Accordingd, o) e determined by reference to Rartnership or the sale by the partnershi

will recognize $1,000 of collectibles gain on ac- . . . i ibuti
U Of the tramsrer of's interost RS fraction, the numerator of which is theof the section 751 asset), the contributior

(v) The difference between the amount of prefair market value of the portion of theOf the section 751 asset during the one
look-through long-term capital gain or losspartnership interest received in th&/@ar period shall be disregarded. How.
($2,500) and the look-through capital gaingransaction to which the holding period®Ver: if, in the absence of this paragraph,
($1,000) is the amount of residual long-term Cap"relates, and the denominator of which igartner would not be treated as havin

tal gain or loss thaA will recognize on account of . . ; i
the transfer ofA’s interest inPRS Under these the fair market value of the entire parthEId any portion of the interest for more

facts,A will recognize a residual long-term capitalnership interest (determined immedithan one year (e.g., because the partner
gain of $1,500 and a short-term capital gain ofitely after the transaction). only contributions to the partnership are
$2,500. (2) Special rule For purposes of ap- contributions of section 751 assets or sec
(g) Effective date This section ap- plying paragraph (b)(1) of this section tdion 751 assets and cash within the prio
plies to transfers of interests in partnergatermine the holding period of a partohe-year period), this adjustment is no
ships, S corporations, and trusts theﬁership interest (or portion thereof) thafvailable.
occur on or after September 21, 2000. 5 sold or exchanged (or with respect to (5) Exception The Commissioner may
Par. 3. Section 1.741-1 is amendeghich gain or loss is recognized upon Rrescribe by guidance published in the In
by adding paragraphs (e) and (f) to reagistripution under section 731),ifa part_ternal Revenue Bulletin (see §601.-
as follows: ner makes one or more contributions o801(d)(2) of this chapter) a rule disregard
cash to the partnership and receives oy certain cash contributions (including
or more distributions of cash from thecontributions of ade minimisamount of
partnership during the one-year perioash) in applying paragraph (b)(1) of this
P ending on the date of the sale or exSection to determine the holding period of
(e) For rules relating to the capitalchange (or distribution with respect tc? Partnership interest (or portion thereof
gain or loss recognized when a partnerhich gain or loss is recognized undefhat is sold or exchanged
sells or exchanges an interest in a parsection 731), the partner may reduce the (C) Sale or exchange of all or a portion
nership that holds appreciated coleash contributions made during the yea@f an interest in a partnership(l) Sale
lectibles or section 1250 property withby cash distributions received on a lastr exchange of entire interest in a part-
section 1250 capital gain, see 8n-first-out basis, treating all cash distri-nership If a partner sells or exchanges
1.1(h)-1. This paragraph (e) applies tbutions as if they were received immedithe partner’s entire interest in a partner
transfers of interests in partnerships thately before the sale or exchange (or &ip, any capital gain or loss recognizec
occur on or after September 21, 2000 the time of the distribution with respectshall be divided between long-term anc
(f) For rules relating to dividing the to which gain or loss is recognizedshort-term capital gain or loss in the sam
holding period of an interest in a partunder section 731). proportions as the holding period of the
nership, see §1.1223-3. This paragraph (3) Deemed contributions and distrib-interest in the partnership is divided be-
(f) applies to transfers of partnership inutions For purposes of paragraphdween the portion of the interest held for
terests and distributions of propertyb)(1) and (2) of this section, deemednore than one year and the portion of th
from a partnership that occur on or aftecontributions of cash under sectiodnterest held for one year or less.
September 21, 2000. 752(a) and deemed distributions of cash (2) Sale or exchange of a portion of an
Par. 4. Section 1.1223-3 is addednder section 752(b) shall be disreinterest in a partnership-(i) Certain

81.741-1 Recognition and character of
gain or loss on sale or exchange.



publicly traded partnerships A selling gain treated as unrealized receivable®rship PS. The value of\'s PSinterest is $900,
partner in a publicly traded partnershipunder section 751(c) shall be treated g§dA’ holding period in the entire interest is long-

. . . term. On January 2, 2000, when the valua'sPS
(as defined under section 7704(b)) mageparate assets that are not capital asslﬁfg;est is still $900A contributes $100 t®S On

use the actual hold_ing period of the poras Qefin_ed in s_ection 1221 or property degyne 1, 2000 receives a distribution of $40 cash

tion of a partnership interest transferredcribed in section 1231. from the partnership. On September 1, 2000, whe!

if— (f) Examples_ The provisions of thisthe value ofA’s interest inPSis $1,350,A con-
(A) The ownership interest is dividedsection are illustrated by the followingributes an additional $230 cashR and on Octo-

into identifiable units with ascertainableexamples: ber 1, 2000A receives another $40 cash distribu-
. . S ) . ~ tion fromPS A sellsA’s entire partnership interest
holding periods; Example 1 Division of holding period—contri- - "\ e mber 1, 2000, for $1,600's adjusted
(B) The selling partner can identify thebution of money and a capital assefi) A con- ' ' '

. . _basis in thePSinterest at the time of the sale is
. L tributes $5,000 of cash and a nondepreciable capi
portion of the partnership interest trans; . s held for two years to a partnerstiRg ,000.
(i) For purposes of netting cash contributions

ferred; and . for a 50 percent interest ARS A's basis in the atnd distributions in determining the holding period
(C) The selling partner elects to use theapital asset is $5,000, and the fair market value 9 A's interest inPS Alis treated as having received

identification method for all sales or ex-he asset is $10,000. After the exchan§e.basis 'y in ion of $80 on November 1, 2000. Apply-

changes of interests in the partnershiP A interest inPRSis $10,000, and the fair mar- g oo+ distribution on a last-in-first-out basis to re-

. ket value of the interest is $15,008.received one- . P . }
- . ) ! h h -

after September 21, 2000. The Se”m_gwd of the interest iPRSfor a cash payment of duge prior contributions during the year, the contr
bution made on September 1, 2000, is reduced tt

partner makes the election referred to i§s 000 ($5,000/$15,000). Thereforts holding : : (
this paragraph (c)(2)(i)(C) by using theperiod in one-third of the interest received (attribut:$l50 (230 - $80). The holding period then is de-

. : . o . termined as follows: Immediately after the contri-
actual holding period of the portion of theable to the contribution of money to the partnershlpb)ution of $100 on January 2, 2000s holding pe-

partner’s interest in the partnership firspegins on the day after the contributiohreceived riod in A’s PSinterest is 90 percent long-term

two-thirds of the interest iRRSin exchange for the
transferred after September 21, 2000, I&apital asset ($10,000/$15,000). Accordingly, pur§$900/(35900 + $100)) and 10 percent short-term

reporting the transaction for federal insyant to section 1223(13 has a two-year holding ($100/($900 + $100)). The contribution of $150 on

come tax purposes. period in two-thirds of the interest receivedPRS ::Fstﬁir;:?ﬁ:eiészto(%%sgz/i(lgle;](-)o f;‘fg&ﬁfiﬁve .
(i) Other partnerships If a partner (i) Six months later, whei's basis iNPRSis g oy holding period.ﬁ Accordingly, immedi-
has a divided holding period in a partner'2.000 EduAe toAa $|2|0?: a!lotcatlont er;’%a;tfnershlgtely after the contribution on September 1, 2000

ship interest, and paragraph (c)(2)(i) og}l(;ogég (/)G\S)S‘umizg’RSShoﬁismngrii\?enltory Oran- A's holding period inA’'s PSinterest is 81 percent

this section does not apply, then the holdzajized receivables (as defined under sectiolong_term (:90 x .90) and 19 percent short-term

ing period of the transferred interest shalt51(c)) and no collectibles or section 1250 propgf']t'gexégi?‘) ft 0;2)5 Sp‘;igog?'t?gg’smife(jﬁg?oﬁﬁ1)

be diVide_d betV_Veen Iong_—term and Shorter_ty,gwgl realize $5r;980¢gf capital g?'ghgﬁ deter-iorm capital gain, and $114 ($600 x .19) is short-
term capital gain or loss in the same prdPinéd above, one-third ats interest INPRShas & o0y canital gain.,

. holding period of one year or less, and two- thirds - . .
- - ; ) ) . E le 4 D f hol h
port_lons as_ the Iong term and short te"Hf A's interest inPRShas a holding period equal to a it):llrgtl:)c?)unt islvilnsclcr):aged Edl:r:)gntﬁiﬁggAwBen
capital gain or loss that the transferofyo years and six months. Therefore, one-third c;é P y e

o L . ST . . , andD are equal partners in a partnerstiRg,
partner would realize if the entire interesthe capital gain will be short-term capital gain, an re equal p P RO,
and the fair market value of a 25 percent interest ir

in the partnership W_ere_tranSf_erred in _yvlo-th_lrds of the capital gain will be long-term cap-pp s 5100, A, B, C, andD each contribute an ad-
fully taxable transaction immediately be [t 9ain: o _ _ _
fore the actual transfer Example 2 Division of holding period—contri-

(@) Distributions—(1) In general Ex- ot nventory wi a basi of 5000 and o, S200, AS 2 esulof e coribution,eac
cept as providd: in paragraph (5)(2) O marke el of 56.000 and » captal assqi ey oo & GG pered i e porin
this section, a partner’s holding period invhich A has held for more than one year with ape contripution. That portion equals 50 percent
a partnership interest is not affected b9a5|s of $4},000 and a fair market value of $6'OOQ$100/$200) of each partner's interesPRS
distributions from the partnership. :E;:)Bg;)””f:t:i::j? g‘ff ilez;;?)%?ritg;gg: Zr’?z_r;r;‘ffr_' Example 5 Sale or exchange of a portion of an
(2) Character of capital gain or loss ) ' interest in a partnership (i) A, B, andC form an

of A's interest inAB is treated as having been heldequal partnershipPRS. In connection with the

recognized as a result of a distributionfor more than one year under section 1223(1). SBbrmation, A contributes $5,000 in cash and a capi-

from a partnership If a partner is re- months laterA transfers one-half of's interest in | 5qset (capital asset 1) with a fair market value o

quired to recognize capital gain or loss &8 o C for $6,000, realizing a gain of $3,000. Ifgg 500 and a basis of $2,0@contributes $7,000

a result of a distribution from a partner-’o‘B were to sell all of its section 751 property in &, cash and a capital asset (capital asset 2) with

. . . fully taxable transaction immediately befofés fair market value of $3.000 and a basis of $3,000:
ship, then the capital gain or loss reCOGransfer of the partnership interestwould be allo- 4 ¢ conributes $10 (;00 in cash. At the tim,e of’

nized shall be divided between long-termated $4,000 of ordinary income on account of thg, . contribution A had held the contributed prop-
and short-term capital gain or loss in théventory. AccordinglyA will recognize $2,000 of oy for o years. Six months later, wheta basis
same proportions as the long-term angdinary income and $1,000 of capital gain ($3,004, prsjs $7,000A transfers one-half o&'s interest

short-term capital gain or IoSs thal (hg %200, St of 1 17 Sectg, i pRio Tfor 7,000 at o tne weRRS
distributee partner would realize if Such/entory that was contributed B within the one ance sheet (reflecting a cash receipts and disburs

) P - - ments method of accounting) is as follows:
partner s entire interest in the partnershlpear period ending on the date of the sale, the in- 9)

were transferred in a fully taxable transventory will be disregarded in determining the hold-

action immediately before the distribu-ng period ofA's interest inAB. All of the capital
tion gain will be long-term.

. Example 3 Netting of cash contributions and
(€) Section 751(c) asset$or purposes distributions (i) On January 1, 200@, holds a 50

of this section, properties and potentighercent interest in the capital and profits of a part-

ditional $100 to partnership capital, thereby in-
creasing the fair market value of each partner’s in-



ASSETS

Adjusted Market
Basis Value
CaSh L $ 22,000 $22,000
Unrealized ReCeIVADIES . . . ... e 0 6,000
Capital ASSEt L . o e 2,000 5,000
Capital ASSET 2 . .o 3,000 9,000
Capital ASSEES . . . ot e 5,000 14,000
Ot o $ 27,000 $42,000

(i) Although at the time of the transf@rhas not method for all subsequent sales or exchanges of i§i10,000) tcABC on September 30, 200®\'s hold-
held A’s interest inPRSfor more than one year, 50 terests in the partnership by using the actual holdirigg period in one-seventh @'s interest inABC
percent of the fair market value éfs interest in period in reporting the transaction Ais federal in- ($2,000 cash contributed over the $14,000 value c
PRSwas received in exchange for a capital ass&ome tax return, the capital gain realized will behe entire interest (determined as if only $2,000 wer

with a long-term holding period. Therefore, 50 periong-term capital gain. contributed rather than $12,000)) begins on the da
cent of A’'s interest inPRShas a long-term holding Example 7 Disproportionate distribution In  after the cash contributionA recognizes $7,990 of
period. 1997,A andB each contribute cash of $50,000 tocapital gain as a result of the distribution. See sec

(iii) If PRSwere to sell all of its section 751 prop-form and become equal partners in a partnershipn 731(a)(1). One-seventh of the capital gain rec
erty in a fully taxable transaction immediately be{PRS. More than one year laté receives a distri- ognized as a result of the distribution is short-tern
fore A's transfer of the partnership intereatwould  bution worth $22,000 frorfPRS which reduce€\'s  capital gain, and six-sevenths of the capital gain i
be allocated $2,000 of ordinary income. One-half ohterest inPRSto 36 percent. After the distribution, long-term capital gain. After the distributioA’s
that amount ($1,000) is attributable to the portion oB owns 64 percent RS The holding periods &  basis in the interest IRRSis $0, and the holding pe-
A's interest inPRStransferred tdr. Accordingly,A  andB in their interests ifPRSare not affected by the riod for the interest ilPRScontinues to be divided
will recognize $1,000 ordinary income and $2,50@istribution. in the same proportions as before the distribution.
($3,500 - $1,000) of capital gain on account of the Example 8 Gain or loss as a result of a distribu- (9) Effective date This section applies
transfer toT of one-half ofA’s interest iInPRS Fifty  tion—(i) On January 1, 1996\ contributes prop- to transfers of partnership interests an
percent ($1,250) of that gain is long-term capitaérty with a basis of $10 and a fair market value of,. _ . .
gain and 50 percent ($1,250) is short-term capitdi10,000 in exchange for an interest in a partnershfals_mbunonS of property from a partner-
gain. (ABQ). On September 30, 2000, whea interestin  Ship that occur on or after September 21

Example 6 Sale of units of interests in a partner-ABCis worth $12,000 (and the basisAi§ partner- 2000.
ship. A publicly traded partnershi®RS has own- ship interest is still $104A contributes $12,000 cash
ership interests that are segregated into identifiable exchange for an additional interestABC. Ais PART 602—OMB CONTROL
units of interestA owns 10 limited partnership units allocated a loss equal to $10,0004BCfor the tax- NUMBERS UNDER THE
in PRSfor which A paid $10,000 on January 1, able year ending December 31, 2000, thereby reduP’APERWORK REDUCTION ACT
1999. On August 1, 200@ purchases five addi- ing the basis ofA's partnership interest to $2,010.
tional units for $10,000. At the time of purchase, th®©n February 1, 200/ABC makes a cash distribu- Par. 5. The authority citation for part
fair market value of each unit has increased ttion toA of $10,000. ABCholds no inventory or un- . .
$2,000. A’s holding period for one-third realized receivables. (Assume tidas allocated no 602 Contl_nues to read as follows:
($10,000/$30,000) of the interest RRSbegins on gain or loss for the taxable year ending December Authority: 26 U.S.C. 7805.
the day after the purchase of the five additionaB1, 2001, so that the basisA§ partnership interest ~ Par. 6. In § 602.101, paragraph (b) is
units. Less than one year latérsells five units of does not increase or decrease as a result of such agmended by adding an entry in numerica
ownership inPRSfor $11,000. At the timeA’'s  cations.) order to the table to read as follows:
basis in the 15 units TRSis $20,000, and\'s capi- (il) The netting rule contained in paragraph (b)(2)
tal gain on the sale of 5 units is $4,333 (amount reabf this section provides that, in determining the§602.101 OMB Control numbers.
ized of $11,000 - one-third of the adjusted basis drolding period ofA’s interest inABC, the cash con-
$6,667). For purposes of determining the holdingribution made on September 30, 2000, must be re-x x % *
period, A can designate the specific units RS duced by the distribution made on February 1, 2001.

* % %
sold. If A properly identifies the five units sold as Accordingly, for purposes of determining the hold- (b)
five of the ten units for which A has a long-terming period ofA’s interest inABC, A is treated as hav-
holding period and elects to use the identificatioing made a cash contribution of $2,000 ($12,000 -
CFR part or section where Current OMB
identified and described control No.
LAM=L(8) - oo e e e e 1545-1654

* k k% %
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