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(iv) With respect to transfers after
October 9, 1975, and to sales,
exchanges, and distributions taking
place after that date, the term unrealized
receivables, for purposes of this section
and sections 731, 736, 741, and 751,
also includes potential gain from stock
in certain foreign corporations as
described in section 1248. With respect
to stock in such a foreign corporation,
the potential gain is the amount that
would be treated as gain to which
section 1248(a) would apply if (at the
time of the transaction described in
section 731, 736, 741, or 751, as the case
may be) the stock were sold by the
partnership at its fair market value.

(v) With respect to any taxable year of
a partnership ending after December 31,
1963, the term unrealized receivables,
for purposes of this section and sections
731, 736, 741, and 751, also includes
potential gain from section 1250
property. With respect to each item of
partnership section 1250 property (as
defined in section 1250(c)), potential
gain from section 1250 property is the
amount that would be treated as gain to
which section 1250(a) would apply if (at
the time of the transaction described in
section 731, 736, 741, or 751, as the case
may be) the item of section 1250
property were sold by the partnership at
its fair market value. See § 1.1250–
1(f)(1).

(vi) With respect to any taxable year
of a partnership beginning after
December 31, 1969, the term unrealized
receivables, for purposes of this section
and sections 731, 736, 741, and 751,
also includes potential gain from farm
recapture property as defined in section
1251(e)(1) (as in effect before enactment
of the Tax Reform Act of 1984). With
respect to each item of partnership farm
recapture property so defined, the
potential gain is the amount which
would be treated as gain to which
section 1251(c) (as in effect before
enactment of the Tax Reform Act of
1984) would apply if (at the time of the
transaction described in section 731,
736, 741, or 751, as the case may be) the
item were sold by the partnership at its
fair market value.

(vii) With respect to any taxable year
of a partnership beginning after
December 31, 1969, the term unrealized
receivables, for purposes of this section
and sections 731, 736, 741, and 751,
also includes potential gain from farm
land as defined in section 1252(a)(2).
With respect to each item of partnership
farm land so defined, the potential gain
is the amount that would be treated as
gain to which section 1252(a)(1) would
apply if (at the time of the transaction
described in section 731, 736, 741, or
751, as the case may be) the item were

sold by the partnership at its fair market
value.

(viii) With respect to transactions
which occur after December 31, 1976, in
any taxable year of a partnership ending
after that date, the term unrealized
receivables, for purposes of this section
and sections 731, 736, 741, and 751,
also includes potential gain from
franchises, trademarks, or trade names
referred to in section 1253(a). With
respect to each such item so referred to
in section 1253(a), the potential gain is
the amount that would be treated as
gain to which section 1253(a) would
apply if (at the time of the transaction
described in section 731, 736, 741, or
751, as the case may be) the items were
sold by the partnership at its fair market
value.

(ix) With respect to any taxable year
of a partnership ending after December
31, 1975, the term unrealized
receivables, for purposes of this section
and sections 731, 736, 741, and 751,
also includes potential gain under
section 1254(a) from natural resource
recapture property as defined in
§ 1.1254–1(b)(2). With respect to each
separate partnership natural resource
recapture property so described, the
potential gain is the amount that would
be treated as gain to which section
1254(a) would apply if (at the time of
the transaction described in section 731,
736, 741, or 751, as the case may be) the
property were sold by the partnership at
its fair market value.

(x) For purposes of section 751(c) and
this paragraph (c)(4), any arm’s-length
agreement between the buyer and seller,
or between the partnership and
distributee partner, will generally
establish the fair market value of the
property described in this paragraph
(c)(4).

(5) For purposes of subtitle A of the
Internal Revenue Code, the basis of any
potential gain described in paragraph
(c)(4) of this section is zero.

(6)(i) If (at the time of any transaction
referred to in paragraph (c)(4) of this
section) a partnership holds property
described in paragraph (c)(4) of this
section and if—

(A) A partner had a special basis
adjustment under section 743(b) in
respect of the property;

(B) The basis under section 732 of the
property if distributed to the partner
would reflect a special basis adjustment
under section 732(d); or

(C) On the date a partner acquired a
partnership interest by way of a sale or
exchange (or upon the death of another
partner) the partnership owned the
property and an election under section
754 was in effect with respect to the
partnership, the partner’s share of any

potential gain described in paragraph
(c)(4) of this section is determined
under paragraph (c)(6)(ii) of this section.

(ii) The partner’s share of the
potential gain described in paragraph
(c)(4) of this section in respect of the
property to which this paragraph
(c)(6)(ii) applies is that amount of gain
that the partner would recognize under
section 617(d)(1), 995(c), 1245(a),
1248(a), 1250(a), 1251(c) (as in effect
before the Tax Reform Act of 1984),
1252(a), 1253(a), or 1254(a) (as the case
may be) upon a sale of the property by
the partnership, except that, for
purposes of this paragraph (c)(6) the
partner’s share of such gain is
determined in a manner that is
consistent with the manner in which the
partner’s share of partnership property
is determined; and the amount of a
potential special basis adjustment under
section 732(d) is treated as if it were the
amount of a special basis adjustment
under section 743(b). For example, in
determining, for purposes of this
paragraph (c)(6), the amount of gain that
a partner would recognize under section
1245 upon a sale of partnership
property, the items allocated under
§ 1.1245–1(e)(3)(ii) are allocated to the
partner in the same manner as the
partner’s share of partnership property
is determined. See § 1.1250–1(f) for
rules similar to those contained in
§ 1.1245–1(e)(3)(ii).
* * * * *

Par. 7. Sections 1.1254–0 through
1.1254–6 are added to read as follows:

§ 1.1254–0 Table of contents for section
1254 recapture rules.

This section lists the major captions
contained in §§ 1.1254–1 through
1.1254–6.

§ 1.1254–1 Treatment of gain from
disposition of natural resource recapture
property.
(a) In general.
(b) Definitions.

(1) Section 1254 costs.
(2) Natural resource recapture property.
(3) Disposition.

(c) Disposition of a portion of natural
resource recapture property.

(1) Disposition of a portion (other than an
undivided interest) of natural resource
recapture property.

(2) Disposition of an undivided interest.
(3) Alternative allocation rule.

(d) Installment method.

§ 1.1254–2 Exceptions and limitations.
(a) Exception for gifts and section 1041

transfers.
(1) General rule.
(2) Part gift transactions.

(b) Exception for transfers at death.
(c) Limitation for certain tax-free

transactions.
(1) General rule.


