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distributions before Jan. 1, 1995, distributions in liq-
uidation of partner’s interest, or distributions in com-
plete liquidation of publicly traded partnerships, see 
section 741(c) of Pub. L. 103–465, set out as a note under 
section 731 of this title. 

EFFECTIVE DATE 

Section applicable to distributions on or after June 
25, 1992, see section 1937(c) of Pub. L. 102–486, set out as 
an Effective Date of 1992 Amendment note under sec-
tion 704 of this title. 

SUBPART C—TRANSFERS OF INTERESTS IN A 
PARTNERSHIP 

Sec. 

741. Recognition and character of gain or loss on 
sale or exchange. 

742. Basis of transferee partner’s interest. 
743. Special rules where section 754 election or 

substantial built-in loss. 

AMENDMENTS 

2004—Pub. L. 108–357, title VIII, § 833(b)(6)(B), Oct. 22, 
2004, 118 Stat. 1591, substituted ‘‘Special rules where 
section 754 election or substantial built-in loss’’ for 
‘‘Optional adjustment to basis of partnership property’’ 
in item 743. 

§ 741. Recognition and character of gain or loss 
on sale or exchange 

In the case of a sale or exchange of an interest 
in a partnership, gain or loss shall be recognized 
to the transferor partner. Such gain or loss shall 
be considered as gain or loss from the sale or ex-
change of a capital asset, except as otherwise 
provided in section 751 (relating to unrealized 
receivables and inventory items). 

(Aug. 16, 1954, ch. 736, 68A Stat. 248; Pub. L. 
107–147, title IV, § 417(12), Mar. 9, 2002, 116 Stat. 
56.) 

AMENDMENTS 

2002—Pub. L. 107–147 struck out ‘‘which have appre-
ciated substantially in value’’ after ‘‘inventory items’’. 

§ 742. Basis of transferee partner’s interest 

The basis of an interest in a partnership ac-
quired other than by contribution shall be deter-
mined under part II of subchapter O (sec. 1011 
and following). 

(Aug. 16, 1954, ch. 736, 68A Stat. 249.) 

§ 743. Special rules where section 754 election or 
substantial built-in loss 

(a) General rule 

The basis of partnership property shall not be 
adjusted as the result of a transfer of an interest 
in a partnership by sale or exchange or on the 
death of a partner unless the election provided 
by section 754 (relating to optional adjustment 
to basis of partnership property) is in effect with 
respect to such partnership or unless the part-
nership has a substantial built-in loss imme-
diately after such transfer. 

(b) Adjustment to basis of partnership property 

In the case of a transfer of an interest in a 
partnership by sale or exchange or upon the 
death of a partner, a partnership with respect to 
which the election provided in section 754 is in 
effect or which has a substantial built-in loss 
immediately after such transfer shall— 

(1) increase the adjusted basis of the part-
nership property by the excess of the basis to 
the transferee partner of his interest in the 
partnership over his proportionate share of the 
adjusted basis of the partnership property, or 

(2) decrease the adjusted basis of the part-
nership property by the excess of the trans-
feree partner’s proportionate share of the ad-
justed basis of the partnership property over 
the basis of his interest in the partnership. 

Under regulations prescribed by the Secretary, 
such increase or decrease shall constitute an ad-
justment to the basis of partnership property 
with respect to the transferee partner only. A 
partner’s proportionate share of the adjusted 
basis of partnership property shall be deter-
mined in accordance with his interest in part-
nership capital and, in the case of property con-
tributed to the partnership by a partner, section 
704(c) (relating to contributed property) shall 
apply in determining such share. In the case of 
an adjustment under this subsection to the basis 
of partnership property subject to depletion, any 
depletion allowable shall be determined sepa-
rately for the transferee partner with respect to 
his interest in such property. 

(c) Allocation of basis 

The allocation of basis among partnership 
properties where subsection (b) is applicable 
shall be made in accordance with the rules pro-
vided in section 755. 

(d) Substantial built-in loss 

(1) In general 

For purposes of this section, a partnership 
has a substantial built-in loss with respect to 
a transfer of an interest in a partnership if the 
partnership’s adjusted basis in the partnership 
property exceeds by more than $250,000 the fair 
market value of such property. 

(2) Regulations 

The Secretary shall prescribe such regula-
tions as may be appropriate to carry out the 
purposes of paragraph (1) and section 734(d), 
including regulations aggregating related 
partnerships and disregarding property ac-
quired by the partnership in an attempt to 
avoid such purposes. 

(e) Alternative rules for electing investment 
partnerships 

(1) No adjustment of partnership basis 

For purposes of this section, an electing in-
vestment partnership shall not be treated as 
having a substantial built-in loss with respect 
to any transfer occurring while the election 
under paragraph (6)(A) is in effect. 

(2) Loss deferral for transferee partner 

In the case of a transfer of an interest in an 
electing investment partnership, the trans-
feree partner’s distributive share of losses 
(without regard to gains) from the sale or ex-
change of partnership property shall not be al-
lowed except to the extent that it is estab-
lished that such losses exceed the loss (if any) 
recognized by the transferor (or any prior 
transferor to the extent not fully offset by a 
prior disallowance under this paragraph) on 
the transfer of the partnership interest. 
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