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in the case of a transfer of a partnership inter-
est, in the manner provided in section 743. Such 
an election shall apply with respect to all dis-
tributions of property by the partnership and to 
all transfers of interests in the partnership dur-
ing the taxable year with respect to which such 
election was filed and all subsequent taxable 
years. Such election may be revoked by the 
partnership, subject to such limitations as may 
be provided by regulations prescribed by the 
Secretary. 

(Aug. 16, 1954, ch. 736, 68A Stat. 251; Pub. L. 
94–455, title XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 
Stat. 1834.)

Editorial Notes 

AMENDMENTS 

1976—Pub. L. 94–455 struck out ‘‘or his delegate’’ after 
‘‘Secretary’’ wherever appearing. 

§ 755. Rules for allocation of basis 

(a) General rule 

Any increase or decrease in the adjusted basis 
of partnership property under section 734(b) (re-
lating to the optional adjustment to the basis of 
undistributed partnership property) or section 
743(b) (relating to the optional adjustment to 
the basis of partnership property in the case of 
a transfer of an interest in a partnership) shall, 
except as provided in subsection (b), be allo-
cated—

(1) in a manner which has the effect of re-
ducing the difference between the fair market 
value and the adjusted basis of partnership 
properties, or 

(2) in any other manner permitted by regula-
tions prescribed by the Secretary. 

(b) Special rule 

In applying the allocation rules provided in 
subsection (a), increases or decreases in the ad-
justed basis of partnership property arising from 
a distribution of, or a transfer of an interest at-
tributable to, property consisting of—

(1) capital assets and property described in 
section 1231(b), or 

(2) any other property of the partnership,

shall be allocated to partnership property of a 
like character except that the basis of any such 
partnership property shall not be reduced below 
zero. If, in the case of a distribution, the adjust-
ment to basis of property described in paragraph 
(1) or (2) is prevented by the absence of such 
property or by insufficient adjusted basis for 
such property, such adjustment shall be applied 
to subsequently acquired property of a like 
character in accordance with regulations pre-
scribed by the Secretary. 

(c) No allocation of basis decrease to stock of 
corporate partner 

In making an allocation under subsection (a) 
of any decrease in the adjusted basis of partner-
ship property under section 734(b)—

(1) no allocation may be made to stock in a 
corporation (or any person related (within the 
meaning of sections 267(b) and 707(b)(1)) to 
such corporation) which is a partner in the 
partnership, and 

(2) any amount not allocable to stock by 
reason of paragraph (1) shall be allocated 
under subsection (a) to other partnership prop-
erty.

Gain shall be recognized to the partnership to 
the extent that the amount required to be allo-
cated under paragraph (2) to other partnership 
property exceeds the aggregate adjusted basis of 
such other property immediately before the al-
location required by paragraph (2). 

(Aug. 16, 1954, ch. 736, 68A Stat. 252; Pub. L. 
94–455, title XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 
Stat. 1834; Pub. L. 108–357, title VIII, § 834(a), 
Oct. 22, 2004, 118 Stat. 1592.)

Editorial Notes 

AMENDMENTS 

2004—Subsec. (c). Pub. L. 108–357 added subsec. (c). 
1976—Subsecs. (a), (b). Pub. L. 94–455 struck out ‘‘or 

his delegate’’ after ‘‘Secretary’’ wherever appearing.

Statutory Notes and Related Subsidiaries 

EFFECTIVE DATE OF 2004 AMENDMENT 

Pub. L. 108–357, title VIII, § 834(b), Oct. 22, 2004, 118 
Stat. 1592, provided that: ‘‘The amendment made by 
this section [amending this section] shall apply to dis-
tributions after the date of the enactment of this Act 
[Oct. 22, 2004].’’

PART III—DEFINITIONS 

Sec. 

761. Terms defined. 

§ 761. Terms defined 

(a) Partnership 

For purposes of this subtitle, the term ‘‘part-
nership’’ includes a syndicate, group, pool, joint 
venture, or other unincorporated organization 
through or by means of which any business, fi-
nancial operation, or venture is carried on, and 
which is not, within the meaning of this title, a 
corporation or a trust or estate. Under regula-
tions the Secretary may, at the election of all 
the members of an unincorporated organization, 
exclude such organization from the application 
of all or part of this subchapter, if it is availed 
of—

(1) for investment purposes only and not for 
the active conduct of a business, 

(2) for the joint production, extraction, or 
use of property, but not for the purpose of sell-
ing services or property produced or extracted, 
or 

(3) by dealers in securities for a short period 
for the purpose of underwriting, selling, or dis-
tributing a particular issue of securities,

if the income of the members of the organiza-
tion may be adequately determined without the 
computation of partnership taxable income. 

(b) Partner 

For purposes of this subtitle, the term ‘‘part-
ner’’ means a member of a partnership. In the 
case of a capital interest in a partnership in 
which capital is a material income-producing 
factor, whether a person is a partner with re-
spect to such interest shall be determined with-
out regard to whether such interest was derived 
by gift from any other person. 
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