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and distributions of property from a 
partnership that occur on or after De-
cember 15, 1999. 

[T.D. 8847, 64 FR 69916, Dec. 15, 1999; 65 FR 
9220, Feb. 24, 2000]

§ 1.755–2T Coordination of sections 755 
and 1060 (temporary). 

(a) Coordination with section 1060—(1) 
In general. If there is a basis adjust-
ment to which this section applies— 

(i) The fair market value of each 
item of partnership property must be 
determined under this section; and 

(ii) The rules of § 1.755–1 must be ap-
plied using the values so determined. 

(2) Application of this section. This sec-
tion applies to any basis adjustment 
made under section 743(b) (relating to 
certain transfers of interests in a part-
nership) or section 732(d) (relating to 
certain partnership distributions), if 
assets of the partnership constitute a 
trade or business for purposes of sec-
tion 1060(c). 

(b) Determining the fair market value of 
partnership property—(1) Property other 
than that in the nature of goodwill or 
going concern value. For purposes of 
this section, the fair market value of 
each item of partnership property 
(other than property in the nature of 
goodwill or going concern value) shall 
be determined on the basis of all the 
facts and circumstances. 

(2) Property in the nature of goodwill or 
going concern value. For purposes of 
paragraph (a) of this section, the fair 
market value of partnership property 
in the nature of goodwill or going con-
cern value (referred to hereinafter in 
this section as goodwill) shall be 
deemed to equal the amount (not below 
zero) which if assigned to such prop-
erty would result in a liquidating dis-
tribution to the transferee partner 
equal to such partner’s basis for the 
transferred partnership interest imme-
diately after the transfer (reduced by 
the amount, if any, of such basis that 
is attributable to partnership liabil-
ities) if— 

(i) All partnership property were sold 
immediately after such transfer for an 
amount equal to the fair market value 
of such property (as determined under 
this section), and 

(ii) The proceeds of that sale were, 
after the payment of all partnership li-

abilities (within the meaning of section 
752 and the regulations thereunder), 
distributed to the partners. 

(c) Cross-reference. See §§ 1.732–1(d)(3) 
and 1.743–1(b)(3) for rules requiring a 
transferee partner to attach a state-
ment to such partner’s return showing 
the computation of the special basis 
adjustment and the partnership prop-
erties to which the adjustment is allo-
cated under section 755. 

(d) Effective date. This section applies 
to any basis adjustment under section 
743(b) made as a result of any transfer 
of a partnership interest made after 
May 6, 1986, unless such transfer is 
made pursuant to a binding contract 
that was in effect on May 6, 1986, and at 
all times thereafter prior to such 
transfer. However, the requirements of 
this section shall be deemed to be sat-
isfied with respect to any transfer 
made on or before July 15, 1988, if the 
amount of any basis adjustment under 
section 743(b) or section 732(d) made as 
a result of such transfer that is allo-
cated to each item of partnership prop-
erty (other than goodwill) does not ex-
ceed the amount equal to the dif-
ference between the transferee part-
ner’s share of the partnership basis of 
such property and such partner’s share 
of the fair market value of such prop-
erty. 

(e) Example. The provisions of this 
section may be illustrated by the fol-
lowing example which assumes that 
the assets of the partnership constitute 
a trade or business under section 1060 
and that the partnership has an elec-
tion in effect under section 754 at the 
time of the sale of the partnership in-
terest.

Example (1). A is a member of partnership 
ABC. ABC has three assets: a building with a 
fair market value of $2,000,000, equipment 
with a fair market value of $800,000 and good-
will. ABC has no liabilities. A has a one-
third interest in partnership capital and 
profits. A sells his partnership interest to D 
for $1,000,000. Under paragraph (b)(2) of this 
section, the fair market value of goodwill is 
deemed to equal the value that must be as-
signed to goodwill in order for the partner-
ship to distribute $1,000,000 to D if it were to 
sell all of its property at fair market value 
(in the case of goodwill, its assigned value) 
and completely liquidate after D’s purchase 
of A’s partnership interest. In order for D, a 
one-third partner, to receive a liquidation 
distribution of $1,000,000, the partnership 
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would have to sell all partnership property 
for a total of $3,000,000. The fair market 
value of partnership property other than 
goodwill is $2,800,000. Therefore, goodwill 
must be assigned a value of $200,000 ($3,000,000 
¥ $2,800,000) in order for D to receive a liqui-
dating distribution of $1,000,000. Accordingly, 
D’s section 743(b) basis adjustment must be 
allocated under § 1.755–1 using a fair market 
value of $200,000 for goodwill.

[T.D. 8215, 53 FR 27044, July 18, 1988]

DEFINITIONS

§ 1.761–1 Terms defined. 
(a) Partnership. The term partnership 

means a partnership as determined 
under §§ 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 
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, 
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, 
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