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his death to the decedent’s successor in
interest, the fair market value of such
interest is income in respect of a decedent under section 691.
(2) To the extent that the value of
such interest is: (i) Compensation for
services rendered to the partnership, it
is a guaranteed payment for services
under section 707(c); (ii) compensation
for services rendered to a partner, it is
not deductible by the partnership, but
is deductible only by such partner to
the extent allowable under this chapter.
(c) Underwritings of partnership interests—(1) In general. For the purpose of
section 721, if a person acquires a partnership interest from an underwriter in
exchange for cash in a qualified underwriting transaction, the person who acquires the partnership interest is treated as transferring cash directly to the
partnership in exchange for the partnership interest and the underwriter is
disregarded. A qualified underwriting
transaction is a transaction in which a
partnership issues partnership interests for cash in an underwriting in
which either the underwriter is an
agent of the partnership or the underwriter’s ownership of the partnership
interests is transitory.
(2) Effective date. This paragraph (c) is
effective for qualified underwriting
transactions occurring on or after May
1, 1996.

of the indebtedness assumed by the
other partners, since the partnership’s
assumption of his indebtedness is
treated as a distribution of money to
the partner. Conversely, the assumption by the other partners of a portion
of the contributor’s indebtedness is
treated as a contribution of money by
them. See section 752 and § 1.752–1. See
§ 1.460–4(k)(3)(iv)(A) for rules relating
to basis adjustments required where a
contract accounted for under a longterm contract method of accounting is
transferred in a contribution to which
section 721(a) applies. The provisions of
this section may be illustrated by the
following examples:

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 8665,
61 FR 19189, May 1, 1996]
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§ 1.722–1 Basis of contributing partner’s interest.
The basis to a partner of a partnership interest acquired by a contribution of property, including money, to
the partnership shall be the amount of
money contributed plus the adjusted
basis at the time of contribution of any
property contributed. If the acquisition
of an interest in partnership capital results in taxable income to a partner,
such income shall constitute an addition to the basis of the partner’s interest. See paragraph (b) of § 1.721–1. If the
contributed property is subject to indebtedness or if liabilities of the partner are assumed by the partnership,
the basis of the contributing partner’s
interest shall be reduced by the portion

Example 1. A acquired a 20-percent interest
in a partnership by contributing property.
At the time of A’s contribution, the property
had a fair market value of $10,000, an adjusted basis to A of $4,000, and was subject to
a mortgage of $2,000. Payment of the mortgage was assumed by the partnership. The
basis of A’s interest in the partnership is
$2,400, computed as follows:
Adjusted basis to A of property contributed ........
Less portion of mortgage assumed by other
partners which must be treated as a distribution (80 percent of $2,000) ..............................

$4,000

Basis of A’s interest ..............................

2,400

Example 2. If, in example 1 of this section,
the property contributed by A was subject to
a mortgage of $6,000, the basis of A’s interest
would be zero, computed as follows:
Adjusted basis to A of property contributed ........
Less portion of mortgage assumed by other
partners which must be treated as a distribution (80 percent of $6,000) ..............................

10:38 May 11, 2010

Jkt 220091

PO 00000

Frm 00596

Fmt 8010

$4,000

(800)

Since A’s basis cannot be less than zero, the
$800 in excess of basis, which is considered as
a distribution of money under section 752(b),
is treated as capital gain from the sale or exchange or a partnership interest. See section
731(a).
[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 9137,
69 FR 42558, July 16, 2004]

§ 1.723–1 Basis of property contributed
to partnership.
The basis to the partnership of property contributed to it by a partner is
the adjusted basis of such property to
the contributing partner at the time of
the contribution. Since such property
has the same basis in the hands of the
partnership as it had in the hands of
the contributing partner, the holding
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