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Answer 1: In the year the deduction is 
allowed, the deduction will constitute 
an allocable cash basis item under sec-
tion 706(d)(2)(B)(iv). 

(Secs. 267(f)(2)(B), 706(d)(2)(B)(iv), 1502, and 
7805, Internal Revenue Code of 1954 (98 Stat. 
704, 26 U.S.C. 267; 98 Stat. 589, 26 U.S.C. 706; 
68A Stat. 367, 26 U.S.C. 1502; 68A Stat. 917, 26 
U.S.C. 7805)) 

[T.D. 7991, 49 FR 47001, Nov. 30, 1984]

§ 1.706–3T Temporary regulations 
under the Tax Reform Act of 1986 
and the Revenue Act of 1987 (tem-
porary). 

(a) Certain tax-exempt partners dis-
regarded—(1) General rule. In deter-
mining the taxable year (the ‘‘current 
year’’) of a partnership under section 
706(b) and the regulations thereunder, a 
partner that is tax-exempt under sec-
tion 501(a) shall be disregarded if such 
partner was not subject to tax, under 
chapter 1 of the Code, on any income 
attributable to its investment in the 
partnership during the partnership’s 
taxable year immediately preceding 
the current year. However, if a partner 
that is tax-exempt under section 501(a) 
was not a partner during the partner-
ship’s immediately preceding taxable 
year, such partner will be disregarded 
for the current year if the partnership 
reasonably believes that the partner 
will not be subject to tax, under chap-
ter 1 of the Code, on any income attrib-
utable to such partner’s investment in 
the partnership during the current 
year. 

(2) Example. The provisions of para-
graph (a)(1) of this section may be il-
lustrated by the following example.

Example. Assume that partnership A has 
historically used the calendar year as its 
taxable year. In addition, assume that A is 
owned by 5 partners, 4 calendar year individ-
uals (each owning 10 percent of A’s profits 
and capital) and a tax-exempt organization 
(owning 60 percent of A’s profits and capital). 
The tax-exempt organization has never had 
unrelated business taxable income with re-
spect to A and has historically used a June 
30 fiscal year. Finally, assume that A desires 
to retain the calendar year for its taxable 
year beginning January 1, 1987. Under these 
facts and but for the special rule in para-
graph (a)(1) of this section, A would be re-
quired under section 706(b)(1)(B)(i) to change 
to a year ending June 30, for its taxable year 
beginning January 1, 1987. However, under 
the special rule provided in paragraph (a)(1) 

of this section, and assuming the optional ef-
fective date provided in paragraph (c) of this 
section is chosen, the partner that is tax-ex-
empt is disregarded, and A must retain the 
calendar year, under section 706(b)(1)(B)(i), 
for its taxable year beginning January 1, 
1987.

(b) Effect of partner elections under sec-
tion 444. For purposes of section 
706(b)(1)(B), any section 444 election by 
a partner in a partnership shall be 
taken into account in determining the 
taxable year of the partnership. See ex-
ample 4 of § 1.7519–1T(d). 

(c) Effective date. The provisions of 
this section are generally effective for 
taxable years beginning after Decem-
ber 31, 1987. However, a partnership 
may, at its option, apply the provisions 
of this section for taxable years begin-
ning after December 31, 1986. 

[T.D. 8205, 53 FR 19710, May 27, 1988]
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[T.D. 8439, 57 FR 44978, Sept. 30, 1992]

§ 1.707–1 Transactions between part-
ner and partnership. 

(a) Partner not acting in capacity as 
partner. A partner who engages in a 
transaction with a partnership other 
than in his capacity as a partner shall 
be treated as if he were not a member 
of the partnership with respect to such 
transaction. Such transactions include, 
for example, loans of money or prop-
erty by the partnership to the partner 
or by the partner to the partnership, 
the sale of property by the partner to 
the partnership, the purchase of prop-
erty by the partner from the partner-
ship, and the rendering of services by 
the partnership to the partner or by 
the partner to the partnership. Where a 
partner retains the ownership of prop-
erty but allows the partnership to use 
such separately owned property for 
partnership purposes (for example, to 
obtain credit or to secure firm credi-
tors by guaranty, pledge, or other 
agreement) the transaction is treated 
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