Washington, DC. Alternatively, taxpayersEstimates of capital or start-up costs and
may submit comments electronically viacosts of operation, maintenance, and pur-
the Internet by selecting the “Tax Regsthase of services to provide information.
option on the IRS Home Page, or by sub- The collections of information in these
mitting comments directly to the IRS In-proposed regulations are in §1.1(h)-1(e).
ternet site at http://www.irs.ustreas.govirhis information is required by the IRS to
tax_regs/regslist.html. The public hearimplement section 311 of the Taxpayer
ing will be held in room 3411, Internal Relief Act of 1997, as amended by the In-
Revenue Building1111 Constitution Av- ternal Revenue Service Restructuring and

Notice of Proposed Rulemaking ~ €nue, NW, Washington, DC. RfformtAct of 1998. '(I;hte collep(j'[iops; of
and Notice of Public Hearin information are required to provide infor-
g FOR FURTHER INFORMATION CON- mation to the IRS regarding the capital
Capital Gains, Partnership, TACT: Concerning the proposed regulagain attributable to collectibles and sec-
Subchapter S, and Trust tions, Jeanne Sullivan (202) 622-305G5on 1250 property held by a partnership
Provisions Conciernlng submissions of comments, .thﬁhen a partner sells or exchanges an in-
hearing, and/or to be placed on the builderest in that partnership and the capital
REG-106527-98 ing access list to attend the hearingyain attributable to collectibles when a
~ LaNita VanDyke (202) 622-7180 (nOtshareholder sells or exchanges an interes
AGENCY: Internal Revenue Servicetoll-free numbers). in an S corporation or a trust beneficiary
(IRS), Treasury. NTARY INFORMATION:  SE/IS O exchanges an interest in a trust
. . ¢ d rul K SUPPLEME : This information will be used to verify
ACTION: Notice of proposed rulema _Paperwork Reduction Act compliance with section 1(h) and to deter-

ing and notice of public hearing. mine that the tax on capital gains has beer

. . The collections of information con-computed correctly. The collection of in-
SUMMARY: Th'.s documgnt contains 1ined in this notice of proposed rulemakformr;ﬁon is man(}j/atory_ The likely re-
proposed regulations relating to sales thg have been submitted to tfidfice of spondents are individuals and businesses.
exchanges of interests in partnerships, panagement and Budgetfor review in Respondent taxpayers provide informa-
corporations, and trusts. - The proposegl.cqgance with the Paperwork Redugion by attaching a statement to the appro-
regulations interpret the look-throughyon act of 1995 (44 U.S.C. 3507(d)). priate tax return. The burden for this re-
provisions of section (), added by sec- comments on the collections of infor-quirement is reflected in the burden
tion 311 of the Taxpayer Relief Act 0fmation should be sent to ti@ffice of  estimates for: Form 1040, U.S. Individual
1997 and amended by sections 5001 _arl\ﬁ’anagement and BudgetAttn: Desk |ncome Tax Return: Fo’rm 1065 U.S
6005(d) of the Internal Revenue Servicgyficer for the Department of the Treapartnership Return, of Income- ,Fo.rm.
Restructuring and Reform Act of 1998gyry, Office of Information and Regula-1041, U.S. Income Tax Return for Estates
and explain the rules relating to the divitory Affairs, Washington, DC 20503, with and 1,'ru§ts;' and Eorm 1120S. U.S. Income
sion of the holding period of a partnershigopies to thdRS, Attn: IRS Reports T Return' for an S Corporaiiorll .The es-
interest. The proposed regulations affedtjearance Officer, OP:FS:FP, Washinggmated burden of information collection
partnerships, partners, S corporations, gn, DC 20224. Comments on the colleGryr the statement required is 10 minutes
corporation shareholders, trusts, and trugibns of information should be received An agency may not conduct or sponsc;r
beneficiaries. by October 8, 1999. Comments arg,q 4 person is not required to respond o
specifically requested concerning: : : ; .
DATES: Written comments must be reyyhether the proposed collections of in-. |;Os”ZCSZEdOZ(;:I(r)c:ImnaJIrzEeurn::is 2e%|sb
ceived by November 8, 1999. Requests f@rmation are necessary for the pmpe?heyOffice of Management and BU(gj ot y
speak and outlines of topics to be disperformance of the functions of the IRS, 5~ \ =~ recordgs relating o a cgolléc-
cussed at the public hearing scheduled f@ficluding whether the collections will tion of information must bg retained as
November 18, 1999, must be received tiiave a practical wtilty; long as their contents may become mater-
October 28, 1999. The accuracy of the estimated burden as- 9 I y

sociated with the proposed collections o'fal n the administration of any internal

ADDRESSES: Send submissions topformation (see below): revenue Ia}w. Geqerally, tax returns and
CC:DOM:CORP:R (REG-106527-98),How the quality, utility, and clarity of the tax return information are confidential, as
room 5226, Internal Revenue Serviceinformation to be collected may be enfequired by 26 U.S.C. 6103.

POB 7604, Ben Franklin Station, Washhanced:

ington, DC 20044. Submissions may bejow the burden of complying with the
hand delivered Monday through Fridayproposed collections of information may This document contains proposed
between the hours of 8 a.m. and 5 p.m. the minimized, including through applica-amendments to the Income Tax Regula-
CC:DOM:CORP:R (REG-106527-98) tion of automated collection techniques otions (26 CFR Part 1) relating to taxation
Courier's Desk, Internal Revenue Serether forms of information technology;of capital gains in the case of sales or ex-
vice, 1111 Constitution Avenue, NW,and changes of interests in partnerships, S

Background



corporations, and trusts. The Taxpaydsle percentage under section 1250(agold or exchanged, section 1(h) provides
Relief Act of 1997, Public Law 105-34,were 100 percent, reduced by any net lospecial treatment for “collectibles gain” in
111 Stat. 788, 831 (1997 Act), amendeth the 28-percent rate gain categoryproperty held by a partnership, S corpora-
section 1(h) of the Internal Revenue Cod&wenty-eight percent rate gain is capitalion, or trust and for “section 1250 capital
to reduce the maximum statutory tax rategains and losses from the sale or exgain” in property held by a partnership.
for long-term capital gains of individualschange of collectibles (as defined in sedSpecifically, section 1(h)(6)(B) provides
in general. Certain technical correctionsion 408(m) without regard to sectionthat any gain from the sale of an interest
and other amendments to section 1(M08(m)(3)) held for more than one year, & a partnership, S corporation, or trust
were enacted as part of the Internal Reyortion of the gain attributable to the sal&vhich is attributable to unrealized appre-
enue Service Restructuring and Reforrof section 1202 stock, and capital gainsiation in the value of collectibles shall be
Act of 1998, Public Law 105-206, 112and losses determined under the rules tieated as gain from the sale or exchange
Stat. 685, 787, 800 (1998 Act). section 1(h)(13), reduced by net shortof a collectible, applying rules similar to
Section 1(h) provides that intermediatéerm capital loss for the taxable year angection 751(a) to determine the amount of
level rates apply to long-term capitalany long-term capital loss carryoveithe gain. In addition, under section

gains from certain transactions, such asnder section 1212(b)(1)(B). 1(h)(7)(A) (in conjunction with sections

sales or exchanges of collectibles, section _ _ 751(a) and (c)), the amount of long-term
1202 stock (with respect to a portion of-ollectibles Gain and Unrecaptured capital gain (not otherwise treated as ordi-
the gain), and section 1250 property wittp€Ction 1250 Gain nary income under section 751(a)) that

gain attributable to straight-line deprecia- - .would be treated as ordinary income
tion. Section 1(h)(11) provides authorit 1he sale or exchange of an Interest In g, 4o section 751(a) if section 1250 ap-
' P Ypartnership with a long-term holding pe-_,: - .
to the Secretary to issue such regulatio : - - ..~ Pplied to all depreciation (section 1250
y 9 od generally will result in capital gain in_ . : ) )
as are appropriate to apply these rules _ capital gain) must be taken into account in
pprop pply the 20-percent rate gain category to th : :
the case of sales or exchanges by pass- . : .~ Computing unrecaptured section 1250
C _ 9€s Dy PaSSitent that section 751(a) is not applicas .. h interest | tnershi
thru entities and of interests in pass-thryja  gection 751(a) generally provideagam whnen an interest in a partnersnip

entities. This document provides rules fofyat an amount received in exchange for with a holding period of more than one

sales or exchanges of interests in partner- o .~ year, or more than 18 months during cer-
€Sartnership interest, to the extent attribu ain periods in 1997) is sold or ex-

ships, S corporations, and trusts. Thigye 1o unrealized receivables and invens, o nced. See H. Rep. No. 105-356
document also provides rules relating t9,1, shall be considered as an amount r?LD5tthoﬁ 1st Sess 2.1997.) at 16. fn
dividing the holding period of a partner-yjized from the sale or exchange 01 s Re gNo 105-174. 105th Cong. 2d
ship interest. property other than a capital asset. Seggcs (1988), at 149, fn. 65. g

Explanation of Provisions tion 1250 property is treated as an unreal- the proposed regulations provide guid-

ized receivable for purposes of sectioRnce with respect to the application of
In general, prior to the 1997 Act, indi-751 to the extent of the amount that woulghase rules to a sale or exchange of an in

viduals were taxed on capital gains at thee treated as gain to which sectioRgrest in a partnership, S corporation, or
same rate as ordinary income, except tha250(a) would apply. trust holding assets with collectibles gain
the rate for net capital gain was capped at The sale or exchange of stock in an gnq a partnership holding assets with sec
28 percent. The 1997 Act provided forcorporation with a long-term holding pe-jon 1250 capital gain. Generally, the

lower maximum rates of taxation on gaiiod generally will result in gain or loss ingmount of such gain is determined by ref-
from the sale or exchange of certain typethe 20-percent rate gain category, unlesgence to the gain that would be allocated
of property. As amended by the 1998 Actan exception to capital gain treatment aRp the selling partner, shareholder, or ben-
section 1(h) currently provides for maxi-plies. Certain of those exceptions are Pre&ficiary (to the extent attributable to the

mum capital gains rates on the sale or exided in sections 304, 306, 341, and 1254ortion of the transferred interest that is
change of certain types of property in The sale or exchange of an interest in gubject to long-term capital gain) if the

three categories: 20-percent rate gain, 2&ust with a long-term holding period genpartnership, S corporation, or trust had
percent rate gain, and 28-percent raterally will result in gain or loss in the 20-sold all of its collectibles or if the partner-

gain. Twenty percent rate gain is net cagercent rate gain category. However, i§hip had sold all of its section 1250 prop-
ital gain from the sale or exchange of capghe transferor is treated as the owner @ity in a fully taxable transaction immedi-

ital assets held for more than one year, réhe portion of the trust attributable to arately before the transfer of the

duced by the sum of 25-percent rate gainterest under sections 673 through 67®artnership, S corporation, or trust inter-
and 28-percent rate gain. Twenty-fivehe transferor is treated as transferring agst. Special rules are provided where the
percent rate gain is limited to unrecapundivided interest in the assets of the truptartner, S corporation shareholder, or
tured section 1250 gain. Unrecapturetather than an interest in the trust itself. trust beneficiary recognizes less than all
section 1250 gain is the amount of long- Effective for taxable years ending afteof the gain upon the sale or exchange of
term capital gain (not otherwise treated alay 6, 1997, when an interest in a partits interest.

ordinary income) which would be treatechership, an S corporation, or a trust held In addition, for purposes of applying

as ordinary income if section 1250(b)(1for more than one year (or more than 18ection 1(h)(7)(B), which provides that a
included all depreciation and the applicamonths during certain periods in 1997) isaxpayer’s unrecaptured section 1250



gain cannot exceed the taxpayer’s net seferred interest must be divided in thaites per statement); and (2) it is antici-
tion 1231 gain, gain from the sale of aame ratio as the holding period(s) of thpated that, as a result of these regulations
partnership interest that results in sectiopartner’s entire partnership interest. small entities will file no more than one
1250 capital gain is not treated as section These proposed regulations do not corstatement per year. Furthermore, taxpay-
1231 gain even if section 1231 couldain a specific anti- abuse rule regardingrs will have to respond to the requests for
apply to the disposition of the underlyingholding periods. However, there may bénformation contained in §1.1(h)-1(e)
partnership property. Although sectiorsituations where taxpayers will attempt tonly if there is a sale or exchange of an in-
1(h)(7) (in combination with section 751)undertake abusive transactions using therest in a partnership, an S corporation,
applies a limited look-thru rule for pur-rules in these regulations. For instanceyr a trust that holds certain property.
poses of determining the capital gain rateaxpayers may attempt to shift gain fronTherefore, a Regulatory Flexibility
applicable to the sale of a partnership inproperty with a short-term holding periodAnalysis under the Regulatory Flexibility
terest, no similar look-thru rule applieso property with a long-term holding pe-Act (5 U.S.C. Chapter 6) is not required.

for purposes of applying section 1231fiod by contributing the short-term prop- _ _
Anomalous results would follow if sec-erty to a partnership and selling the par€omments and Public Hearing

tion 1250 capital gain derived from thenership interest. Because the basis of agqo o these proposed regulations are
sale of a partnership interest were treatgshrtnership interest cannot be segregateQo e as final regulations, considera-

as section 1231 gain for purposes of afp a portion of an interest, basis in the POEon will be given to anv written com-

plying the limitation in section 1(h)(7)(B) tion of a partnership interest with a long 1 ents (a signed ori ingl and eight (8)
but not for purposes of actually applyingerm holding period could reduce gain iz o pies) thatgare sub?nitted timel gto the
section 1231. tributable to the portion of a partnershi Rg The IRS and Treasury requist com.

interest with a short-term holding perio ents on the clarity of the proposed rule

in situations where such interest was reénd how it may be made easier to under-

. . o c_ently received in ex_chang_e for €ON5tand. All comments will be available for
In view of the long-established princi-tributed short-term capital gain property, S . .
. o . L ublic inspection and copying.
ple that a partner has a single basis inla appropriate situations, the IRS may atp . :

L ) . A public hearing has been scheduled for
partnership interest (see Rev. Rul. 84-5@&ck such abusive transactions under aVRiovember 18. 1999 beginning at 1 p.m
(1984-1 C.B. 159)), there is some confurety of judicial doctrines, including sub- ' ' o
sion under current law as to how the prinstance over form or step transaction
ciples of section 1223 apply to the sale afinder §1.701-2 of the regulations.
an interest, or a portion of an interest, in a _
partnership. The proposed regulation§"oPosed Effective Date

provide rules relating to the allocation of e 3mendments are proposed to be gfon and Pennsylvania Avenues, NW. In
a divided holding period with respect g yiye for all transfers of interests in ayddition. all visitors must presént photo
an interest in a partnership. These r.UIj:ﬂftnefShip, S corporation, or trust and fqgientification to enter the building. Be-

generally provide that the holding periody gjsyiputions from a partnership on ofcause of access restrictions, visitors will
of a partnership interest will be divided 'fafter the date the regulations are pulhot be admitted beyond the ir’nmediate en-

a partner acquires portions of an intereﬁrSh . : . _

: . X . . ed as final regulations in tifeederal trance area more than 15 minutes before
at different times or if an interest is ac, _ .
Register. the hearing starts. For information about

quired in a single transaction that gives havi laced he buildi
rise to different holding periods underSpecial Analyses aving your name placed on the building

section 1223. The holding period of a access list to attend the hearing, see th
portion of a partnership interest shall be It has been determined that this noticd-OR FURTHER INFORMATION CON-
determined based on a fraction that i€f proposed rulemaking is not a signifi-TACT" section of this preamble.

equal to the fair market value of the porcant regulatory action as defined in Exec- The rules of 26 CFR 601.601(a)(3)
tion of the partnership interest to whichitive Order 12866. Therefore, a regulaapply to the hearing. Persons who wish to
the holding period relates (determined imtory assessment is not required. Pursuapitesent oral comments at the hearing mus
mediately after the acquisition) over thdo section 7805(f), this notice of proposedequest to speak and submit written com-
fair market value of the entire partnershigulemaking will be submitted to the Chiefments and an outline of the topics to be
interest. A selling partner may use the ad=ounsel for Advocacy of the Small Busi-discussed and the time to be devoted tc
tual holding period of the portion of aness Administration for comment on itseach topic (signed original and eight (8)
partnership interest sold if the partnershipnpact on small business. It is herebgopies) by October 28, 1999. A period of
is a “publicly traded partnership” (as de<ertified that the collection of information 10 minutes will be allotted to each person
fined under section 7704(b)), the partnerin these regulations will not have a signiffor making comments. An agenda show-
ship interest is divided into identifiableicant economic impact on a substantiahg the scheduling of the speakers will be
units with ascertainable holding periodshumber of small entities. This certifica-prepared after the deadline for receiving
and the selling partner can identify thdion is based on the facts that: (1) the timeutlines has passed. Copies of the agend
portion of the interest transferred. Otherrequired to prepare and file the statementill be available free of charge at the
wise, the holding period(s) of the transis minimal (currently estimated at 10 min-hearing.

Determination of Holding Period in a
Partnership

in room 3411 of the Internal Revenue

' %uilding, 1111 Constitution Avenue, NW,
Washington, DC. Due to building security
procedures, visitors must enter at the 10th
Street entrance, located between Constitu



Drafting Information loss mean gain or loss, respectively, frofvhen an interest in a partnership held for

. the sale or exchange of a collectible (asore than one year is sold or exchanged ir

The principal author of these proposeiefined in section 408(m) without regarch transaction in which all realized gain is

regulatlons IS Jeanne Sullivan, Office 0{0 section 408(m)(3)) that is a capitalecognized, there shall be taken into ac-
the Assistant Chief Counsel (Passzgset held for more than 1 year, but onlgount under section 1(h)(7)(A)() in deter-

throughs and Special Industries). HOWg, the extent such gain is taken into aamining the partner’s unrecaptured section

ever, other personnel frolm. the IRS anfount in computing gross income, and.250 gain the amount of section 1250 cap-
Treasury Department participated in theig,, .1, |oss is taken into account in computtal gain that would be allocated (taking

development. ing taxable income. into account any remedial allocation under

* % % Kk (i) Share of collectibles gain alloca-§1.704-3(d)) to that partner (to the extent

ble to an interest in a partnership, S corattributable to the portion of the partner-

Proposed Amendments to the Regulatiorsoration, or trust. When an interest in a ship interest transferred that was held for
. . partnership, S corporation, or trust heldnore than one year) if the partnershi
Accordingly, 26 CFR part 1_'5 PrO”for more than one year is sold or extransferred all of )i/ts sgction 12p50 propertS
posed to be amended as follows: changed in a transaction in which all realin a fully taxable transaction immediately
Part 1—INCOME TAXES ized gain is recognized, the transferobefore the transfer of the interest in the
shall recognize as collectibles gain th@artnership. If less than all of the realized

Paragraph 1. The authority citation foamount of net collectibles gain (but nogain is recognized upon the sale or ex-

part 1 continues to read in part as followsiet collectibles loss) that would be allochange of an interest in a partnership, the

Authority: 26 U.S.C. 7805 * * * cated to that partner (taking into accourdgame methodology shall apply to deter-
Par. 2. Section 1.1(h)-1 is added tany remedial allocation under §1.704mine the section 1250 gain recognized by
read as follows: 3(d)), shareholder, or beneficiary (to thehe transferor, except that the partnershig

extent attributable to the portion of theshall be treated as transferring only a pro-
rPartnership interest, S corporation stockgortionate amount of each section 1250
or trust interest transferred that was helgroperty determined as a fraction that is
for more than one year) if the partnershipghe amount of gain recognized in the sale
(a) In general. When an interest in a S corporation, or trust transferred all of it®r exchange over the amount of gain real-
partnership held for more than one year igollectibles in a fully taxable transactionized in the sale or exchange.
sold or exchanged, the transferor may reénmediately before the transfer of the in- (iii) Limitation with respect to net sec-
ognize ordinary income (e.g., sectiorierest in the partnership, S corporation, dion 1231 gain. In determining a trans-
751(a)), collectibles gain, section 125@rust. If less than all of the realized gain igeror partner's net section 1231 gain (as
capital gain, and residual long-term Capirecognized upon the sale or exchange difined in section 1231(c)(3)) for pur-
tal gain or loss. When stock in an S coran interest in a partnership, S corporatiomposes of section 1(h)(7)(B), the transferor
poration held for more than one year i®r trust, the same methodology shalpartner’s allocable share of section 1250
sold or exchanged, the transferor may re@pply to determine the collectibles gaircapital gain in partnership property shall
ognize ordinary income (e.g., sectiongecognized by the transferor, except thatot be treated as section 1231 gain, re
304, 306, 341, 1254), collectibles gainthe partnership, S corporation, or trusgardless of whether the partnership prop-
and residual long-term capital gain oshall be treated as transferring only a preerty is used in the trade or business (as de
loss. When an interest in a trust held fagportionate amount of each of its colfined in section 1231(b)).
more than one year is sold or exchangetgctibles determined as a fraction that is (c) Residual long-term capital gain or
a transferor who is not treated as th#he amount of gain recognized in the sallss. The amount of residual long-term
owner of the portion of the trust attribut-or exchange over the amount of gain reatapital gain or loss recognized by a part-
able to the interest sold or exchangeited in the sale or exchange. With respeaer, shareholder of an S corporation, or
(sections 673 through 679) (a non-grantde the transfer of an interest in a trust, thibeneficiary of a trust on account of the
transferor) may recognize collectiblegparagraph applies only to transfers bgale or exchange of an interest in a part-
gain and residual long-term capital gaimon-grantor transferors (as defined imership, S corporation, or trust shall equal
or loss. paragraph (a) of this section). the amount of long-term capital gain or
(b) Look-through capital gai-(1) In (3) Section 1250 capital gair(i) De- loss that the partner would recognize
general. Look-through capital gain is thefinition. For purposes of this secticggc- under section 741, that the shareholde!
share of collectibles gain allocable to ation 1250 capital gairmeans the long- would recognize upon the sale or ex-
interest in a partnership, S corporation, derm capital gain (not otherwise treated ashange of stock of an S corporation, or
trust, plus the share of section 1250 capérdinary income) that would be treated athat the beneficiary would recognize upon
tal gain allocable to an interest in a parterdinary income if section 1250(b)(1) in-the sale or exchange of an interest in &
nership, determined under paragraphaduded all depreciation and the applicablerust (pre-look-through long-term capital
(b)(2) and (3) of this section. percentage under section 1250(a) wergain or loss) minus the amount of long-
(2) Collectibles gain and collectibles 100 percent. term capital gain determined under para-
loss—(i) Definitions. For purposes of this (i) Share of section 1250 capital gaingraph (b) of this section (look-through
section, collectibles gain and collectiblegllocable to interest in partnership.capital gain).

81.1(h)-1 Capital gains look-through
rule for sales or exchanges of interests i
a partnership, S corporation, or trust.



(d) Special rule for tiered entitiesln B will recognize $7,000 of ordinary income with re-held that stock for more than one year. As adjusted
determining whether a partnership, S cogpect to the unrealized recgivables. The differendeasis in theX stock is $100. If A were to sell all of
poration, or trust has collectibles gain anaetween the amount of capital gain or loss that thiae X stock toT for $150, A would realize $50 of

’ . ; artner would realize in the absence of section 75ire-look-through long-term capital gain.
whether a partnershlp has section 12 6,000) and the amount of ordinary income or loss (i) If X were to sell its antiques in a fully taxable
capital gain, such partnership, S corporatetermined under §1.751-1(a)(2) ($7,000) is thezansaction immediately before the transfefoA
tion, or trust shall be treated as owning itgartner’s capital gain or loss on the sale of the parwould be allocated $100 of collectibles gain on ac-
proportionate share of the property of an rship interest under section 741. In this case, tlwount of t_he sale.. Therefore, A will regognizg $100
partnership, S corporation, or trust irﬂ:nsferor has a $1,000 pre-look-through long-termf collectibles gain (look- through capital gain) on

L ' . N . capital loss. account of the collectibles held By
Wh'_Ch _'t owns an interest, glther dlre_Ctly (iv) If PRSwere to sell all of its collectibles in a (i) The difference between the transferor’s pre-
or indirectly through a chain compriseduily taxable transaction immediately prior to thelook-through long-term capital gain or loss ($50)
exclusively of such entities. transfer ofB's partnership interest to B would be and the look-through capital gain determined under

(e) Notification requirements.Rules allocated $1,000 of collectibles gain from the sale ahis section ($100) is the transferor’s residual long-
similar to those that apply to the partnerte collectibles. Therefor& will recognize $1,000 term capital gain or loss on the sale of the S corpora:

. . collectibles gain on account of the collectiblegion stock. Under these facts, A will recognize $100
and the partnershlp under section 751($ild byPRS of collectibles gain and a $50 residual long-term
shall apply in the case of sales or eX- () The difference between the transferor's precapital loss on account of the sale of A's interest in
changes of interests in a partnership, Bok-through long-term capital gain or lossX.
corporation, or trust that holds property—$1,000) and the look-through capital gain deter- , ) . ,
with collectibles gain and in the case ofnined under this section ($1,000) is the transferor's (9) Effective date.This section applies

. . residual long-term capital gain or loss on the sale i i i
sales or exchanges of interests in a paqﬁ- g pital g db transfers of interests in partnerships, S

. i ) e partnership interest. Under these faBtsyill corporations. and trusts that occur on or
nership that ho_lds property with sectionecognize a $2,000 residual long-term capital loss ngtepr the date these regulations are pub
1250 capital gain. See 81.751-1(a)(3). account of the sale or exchange of the interest iln hed as final lati in theederal
(f) ExamplesThe following examples PRS |IQS c tas inal reguiations in era
illustrate the requirements of this section; Example 2. Special allocationsAssume the REGISIET. . .
same facts as iExample 1 except that under the  Par. 3. Section 1.1223-3 is added to
Example 1. Collectibles gain(i) A andB are partnership agreement, all gain from the sale of theead as follows:
equal partners in a personal service partnershigpllectibles is specially allocated B) andB trans-
(PR9. B transfersB's interest inPRSto T for fers B's interest toT for $16,000. All items of in- §1.1223-3 Rules relating to the holding
$15,000 wheiPRSs balance sheet (reflecting a cashcome, gain, loss, or deductionfRS other than the Reriods of partnership interests.
receipts and disbursements method of accounting) ¢sllectibles gain, are divided equally between A an
as follows: B. Undgr thege fact®'s pre-look-through long- (@) In general. A partner shall have a
ASSETS term capital gain would be $0. HRSwere to sell divided holdin eriod in an interest in a
Adjusted Market all of its collectibles in a fully taxable transaction o _g P
Basis Value immediately prior to the transfer &fs partnership partnership if: _ _
interest toT, B would be allocated $2,000 of col- (1) The partner acquired portions of an

E:as:s Owed t.o. Partnershlp e sigggg SIigg(g)gectibles gain from the sale of the collectiblesinterest at different times; or
. e ' '~ “Therefore,B will recognize $2,000 of collectibles 2) The partner acquired portions of the
Collectibles ........... 1,000 3,000 gain on account of the collectibles held BRS B ( ) P d P

cher Capital Assets. ....__6.000 2,000 also will recognize $7,000 of ordinary income (departnerShip interest in EXChang,e for prop-
Capital Assets ............ 7.000 500040 mined under §1.751-1(a)(2)) and a $2,000 lond!ty transferred at the same time but re-
Unrealized Receivables ..... __ 0.14.000 ., capital loss on account of the sal@sfinter-  Sulting in different holding periods deter-
Total. ... $20,000 $32,000 est inPRS mined under section 1223.
LIABILITIES AND CAPITAL Example 3. Net collectibles loss ignoreds- (b) Accounting for holding periods of
Liabilities . . ... ..veeee.. . $2000 §2,000 SUMe the same facts asirample Lexcept thatthe , interest in a partnershipThe portion

Canital- collectibles held byPRShave an adjusted basis of o ;
aprat $3,000 and a fair market value of $1,000, and tth a partnershlp interest to which a hold-

g‘ ------------------- %%%% 15 %)50'800 other capital assets have an adjusted basis of $4,000 period relates shall be determined by
Total . oo $20,000 $32,oooa”d a fair market value of $4,000. RRSwere to  reference to a fraction that is the fair mar-

sell all of its collectibles in a fully taxable transac-ket value of the portion of the partnership
(i) At the time of the transfeB has held the in- tion immediately prior to the transfer Bfs partner- interest received in the transaction to

terest inPRSfor more than one year, and none of theship interest tol, B would be allocated $1,000 of . . .

property owned byPRSis section 704(c) property. collectibles loss. Because none of the gain from th‘é’h'Ch the holding period re_lates over th_e

The total amount realized & is $16,000, consist- sale of the interest iRRSis attributable to unreal- fair market value of the entire partnership

ing of the cash received, $15,000, plus $1,@9, ized appreciation in the value of collectibles held bynterest (determined immediately after the

share of the partnership liabilities assumed by T°RS the net loss in collectibles held BRSis not  transaction).

See section 752B's basis for the partnership inter- recognized at the timB transfers the interest in (c) Sale or exchange of all or a portion

est is $10,000 ($9,000 plus $1,08G; share of part- PRS B will recognize $7,000 of ordinary income . . .

nership liabilities). B's undivided one-half interest (determined under §1.751-1(a)(2)) and a $1,0081 &N interest in a partnership(1) Sale

in PRSincludes a one-half interest in the partneriong-term capital loss on account of the sal®sf OF exchange of entire interest in a part-

ship’s unrealized receivables and a one-half intereitterest inPRS nership. If a partner sells or exchanges

in the partnership’s collectibles. Example 4. Collectibles gain in an S corporathe partner’s entire interest in a partner-
(iii) 1If PRSwere to sell all of its section 751 tion. (i) A corporation ¥) has always been an S Cor'ship, any capital gain or loss recognized

property in a fully taxable transaction immediatelyporation and is owned by individuals B, andC. In .

prior to the transfer d8's partnership interest B B 1996, X invested in antiques. Subsequent to thei?haII be dIVIde,d between 'O”Q'term and

would be allocated $7,000 of ordinary income frompurchase, the antiques appreciated in value by $30800rt-term capital gain or loss in the same

the sale 0PRSs unrealized receivables. Therefore,A owns one-third of the shares ¥fstock and has proportions as the holding period of the



interest in the partnership is divided beecontribution of money to the partnership) begins on ASSETS
tween the portion of the interest held fofhe day after the contributiorA received two-thirds Adjusted  Market
more than one year and the portion of th?—}f the interest infPRSin exchange for the capital Basis vValue

. asset ($10,000/$15,000). Accordingly, pursuant t
interest held for one year or less. section 1223(1)A has a two-year holding period in Cash ... $5,000 $5,000

(2) Sale or exchange of a portion of anwo-thirds of the interest received RS Unrgzllziteatli'sszfil\{ables g 008 gggg
interest in a partnership(i) If the owner- (i) Six months later, whel's basis inPRSis Cagital Aeset2 5000 = 000
Ship interest in a publicly traded partner$12,000 (due to a $2,QOO allogation of partnershi&apitall Assets . éOOO m‘o
Ship (as defined under section 7704(b)) jacome taA), A sells the interest iRRSfor $15,000. Total .. 8100 $10,000  $24,000

divided into identifiable units with ascer_AssumingPRShoIds no inventory or unrealized re-

. : - - ceivables (as defined under section 751(c)) and no (ii) Although at the time of the transférhas not
tainable h0|d|_ng p?”()dsa and _the sellingoliectibles or section 1250 propertywill realize  heldA's interest ifPRSfor more than one year, 50%
partner can identify the portion of the$3,000 of capital gain.As determined above, one- of the fair market value of's interest inPRSwas
partnership interest transferred, the selthird of A's interest inPRShas a holding period of received in exchange for property with a long-term
ing partner may use the actual holding peXne year or less, and two-thirds & interest in holding period. Therefore, 50% @fs interest in

; ; PRShas a holding period equal to two years and siRRShas a long-term holding period.
ri f th rtion transferred. _ _ SR ; )

Oq. 0 ft e portio tha s ed'eqd d holdi months. Therefore, one-third of the capital gain will (i) If PRSwere to sell all of its section 751 prop-

(|.|) | ~a partner has a divided holdinNgpe ghort-term capital gain, and two-thirds of the cagerty in a fully taxable transaction immediately be-
period in a partnership interest, and paraa gain will be long-term capital gain. fore A's transfer of the partnership interestwould
graph (c)(2)(i) of this section does not Example 2. Division of holding period—contri- be allocated $3,000 of ordinary income. One-half of
apply, then the holding period of the transbution of money, section 1231 property, and othejijat_ atmour;t_ (ISDSESSO) |sf attn(ljn:?bli to thdeT p(l)rtZ)n of
ferred interest shall be divided betweeRrorerty. In exchange for a 30% interest in a partAS INterest in ransierre - Accordingly,

lona-term and short-term capital gain OPerShip (ABC),A contributes toABC $50,000 cash Will recognize $1,500 ord_inary _income and $1,000
g pital g and equipment used in a trade or business and hé%®.500 — $1,500) of capital gain on account of the

loss in the same proportions as the 10Ngs; more than one year with a fair market value offansfer to T of one-half ok's interest irPRS Fifty
term and short-term capital gain or 105$100,000 and an adjusted basis of $40,000. THRercent ($500) of that gain is long-term capital gain
that the transferor partner would realize iéquipment has a recomputed basis under sectighd 50% (|$500)'sz“°”*”?: Cap'ta'fga'”- oo

ira i i i 45 of $60,000. Accordingly, a portion of the EXample 5. Sale or exchange of a portion of an
the entire 'n_tereSt in the partnershlp Weréz ; t li Jue to $20.000 i tion 124Bterest in a partnership(i) The facts are the same
transferred in a fully taxable transactiorfdt'PMent €quatin vajue to $29,96 1S section

. : property that is not section 1231 property. Se8S iNExample 4except that capital asset 1 is a col-
immediately before the actual transfer. §1.1245-6(a). A's partnership interest has a fairlectible that was purchased BRSmore than one

(d) Distributions—(1) In general. A market value of $150,000, a basis of $90,000, and¥§ar earlier. If capital asset 1 were sold or ex-
partner’s holding period in a partnershipiivided holding period. A received 46.67% °¢anged in a fully taxable transaction immediately
interest is not affected by distributiong$70,000/$150,000) of the interest ABC in ex- bef:’krjebAesaltI:)acr;;%r of the partnership interes,
from the partnership. change for property that is neither a capital asset ndP . ) )

(2) Character of capital gain or loss section 1231 property (that is, cash of $50,000 and a $2,500 of collectibles gain. Fifty percent of that

. L. ~~ portion of the equipment attributable to section 124§mount _($1’250) is attributable to the portlgnﬁm‘
recognized as a result of a d|s'[r|bu'[|onrecapture in an amount equal to $20,000). Therdterest inPRSsold toT. The collectibles gain allo-

from a partnership. If a partner is re- fore, A's holding period for 46.67% oRs interest cable to the portion of the transferred intere RS

. . . . ! ith a long-term holding period is $625 (50% of
quired to recognize capital gain or loss ategins on the day after the exchange of the proper, 250). Accordinglyawill recognize $625 of col-

et e e ! )
a result of a d|3t”punon .from a partner-f;'ééhoe oggig%rzgg) Ig;zrfsﬁrng?rl]\,lb\e; C5i§.2)3<—/0 lectibles gain on account of the transfer of one-half
ship, then the capital gain or loss reco ’ :000) of the interest ilPRS

. . change for section 1231 property. Accordin " .
nized shall be divided between Iong'temﬂoldi?\ eriod for 53 3302 o‘;\’s i):]terest inclfgzs (i) The difference between the amount of pre-
and short-term capital gain or loss in thes ho%ig eriod for the section 1231 property, 00K through long-term capital gain or 0ss ($500)
gp PrOPETYY. - and the look-through capital gain ($625) is the

same proportions as the long-term and Example 3. Division of holding period when, .= ©* 0 long-term capital gain or loss
short-term capital gain or |955_that the dissapital account is increased by contribution. A, Byat a will recognize on account of the transfer of
tributee partner would realize if such part¢: andD are equal partners in aopé“nefsm’ﬁ@' one-half of the interest iRRS Under these facts

ner’s entire interest in the par'[nershi@nd the fair market value of a 25% interesPRSis recognize a residual long-term capital loss of

90x. A, B, C,andD each contribute an additional ; ;
i Ui $125 and a short-term capital gain of $500.
were tranSf.erred in a fully taxz_;lblg tre.msa%lox to partnership capital, thereby increasing the gyample 6. Sale of units of interests in partner-
tion immediately before the distribution. fair market value of each partner’s interest to $100%pip.  Apublicly traded partnershiPRS has own-

(e) Examples. The provisions of this As a result of the contribution, each partner has gship interests that are segregated into identifiable
section are illustrated by the following ex-1ew holding period in the portion of the partner’s inyits of interestA owns 10 limited partnership units

amples: terest inPRSthat is attributable to the contribution. i, pRSfor which A paid $10,000 three years ago.
That portion equals 10% ($10x/$100x) of each partater, A purchases five additional units for $10,000
Example 1. Division of holding period—contri- Ner's interest iPRS _ at a time when the fair market value of each unit has
bution of money and a capital assefi) A con- Example 4. Sale or exchange of a portion of afhcreased to $2,000A's holding period for one-

tributes $5,000 of cash and a nondepreciable capitéterest in a partnership(i) A contributes $5,000 in third ($10,000/$30,000) of the interest RRSbe-
assefA has held for two years to a partnersi#®§  cash and a capital asset with a fair market value gins on the day after the purchase of the five addi-
for a 50% interest iPRS A’s basis in the capital $5,000 and a basis of $2,000 to a partnersPRS( tional units. Less than one year latarsells five
asset is $5,000, and the fair market value of the asdetexchange for an interest RRS At the time of  units of ownership ifPRSfor $11,000. At the time,

is $10,000. After the exchang&'s basis inA’'s in-  the contributionA had held the contributed property A's basis in the 15 units ¢fRSis $20,000, and\'s
terest inPRSis $10,000, and the fair market value offor two years. Six months later, whés basis in capital gain on the sale of 5 units is $4,333 (amount
the interest is $15,000A received one-third of the PRSis $7,000A transfers one-half o&’s interest in  realized of $11,000 — one-third of the adjusted basis
interest inPRSfor a cash payment of $5,000 PRSto T for $6,000 at a time whePRSs balance or $6,667). For purposes of determining the holding
($5,000/$15,000). ThereforAs holding period in sheet (reflecting a cash receipts and disbursememtsriod, A can designate the specific units PRS
one- third of the interest received (attributable to thenethod of accounting) is as follows: sold. If A properly identifies the five units sold as



five of the ten units for whiclA has a long-term (Filed by the Office of the Federal Register on Au
holding period, the capital gain realized will begust 6, 1999, 8:45 a.m., and published in the issue
long-term capital gain. the Federal Register for August 9, 1999, 64 F.F
Example 7. Disproportionate distributionin  43117)
1997,A and B each contribute cash of $50,000 to
form and become equal partners in a partnership
(PRS. Sometime laterA receives a distribution
worth $22,000 fronPRS which reduce#\'s interest
in PRSto 36%. After the distributiorB owns 64%
of PRS The holding periods ok andB in their in-
terests irPRSare not affected by the distribution.
Example 8. Gain or loss as a result of a distribu-
tion. In 1996,A contributes property with a basis of
$10 and a fair market value of $10,000 in exchange
for an interest in a partnershipBC). In 1999,
whenA's interest inABC is worth $12,000A con-
tributes $6,000 cash in exchange for an additional
interest iNABC, bringing the fair market value éfs
interest to $18,000. The holding periodAX inter-
est iNABCis determined immediately after that ex-
change.A’s holding period in one-third of's inter-
est inABC ($6,000 cash contributed over the
$18,000 value of the entire interest) begins on the
day after the cash contributionARC holds no in-
ventory or unrealized receivables.) Later in 1999,
ABC makes a cash distribution #oof $10,000. A’s
basis inABC immediately before the distribution is
$6,010. AccordinglyA must recognize $3990 of
capital gain as a result of the distribution. See sec-
tion 731(a)(1). One-third of the capital gain recog-
nized as a result of the distribution is short-term cap-
ital gain, and two-thirds of the capital gain is
long-term capital gain. After the distributioA’s
basis in the interest MRSis $0, and the holding pe-
riod for the interest ilPRScontinues to be divided
in the same proportions as before the distribution.

(f) Effective date.This section applies
to transfers of partnership interests and
distributions of property from a partner-
ship that occur on or after the date final
regulations are published in tiederal
Register.

Par. 4. Section 1.741-1 is amended by
adding paragraphs (e) and (f) to read as
follows:

§1.741-1 Recognition and character of
gain or loss on sale or exchange.

* k*x K* *x %

(e) For rules relating to the capital gain
or loss recognized when a partner sells or
exchanges an interest in a partnership that
holds appreciated collectibles or section
1250 property with section 1250 capital
gain, see 81.1(h)-1.

(f) For rules relating to dividing the
holding period of an interest in a partner-
ship, see §1.1223-3.

Robert E. Wenzel,
Deputy Commissioner of
Internal Revenue.



