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$100x each to GP and LP (which is in ac-
cordance with their interests in the part-
nership).

The allocation of depreciation of $200x
to GP in year 2 has economic effect.  Al-
though the allocation reduces GP’s capital
account to negative $200x, while LP’s
capital account remains $0, the allocation
to GP does not create a deficit capital ac-
count in excess of GP’s limited deficit
restoration obligation.  If LPRS liquidated
at the beginning of year 3, selling the de-
preciable property for its basis of $600x,
the proceeds would be applied toward the
$800x LPRS liability.  Because GP is ob-
ligated to restore a deficit capital account
to the extent necessary to pay creditors,
GP would be required to contribute $200x
to LPRS to satisfy the outstanding liabil-
ity.  Thus, at the end of year 2, GP has a
deficit restoration obligation of $200x,
and the allocation of depreciation to GP
does not reduce GP’s capital account
below its obligation to restore a deficit
capital account.

This analysis also applies to the alloca-
tion of $200x of depreciation to GP in
years 3 through 5.  At the beginning of year
6, when the property is fully depreciated,
the $800x principal amount of the partner-
ship liability is due.  The partners’ capital
accounts at the beginning of year 6 will
equal negative $800x and $0, respectively,
for GP and LP.  Because value is conclu-
sively presumed to equal basis, the depre-
ciable property would be worthless and
could not be used to satisfy LPRS’s $800x
liability.  As a result, GP is deemed to be
required to contribute $800x to LPRS.  A
contribution by GP to satisfy this limited
deficit restoration obligation would in-
crease GP’s capital account balance to $0.

HOLDING

When a partner is treated as having a
limited deficit restoration obligation by
reason of the partner’s liability to the part-
nership’s creditors, the amount of that
obligation is the amount of money that the
partner would be required to contribute to
the partnership to satisfy partnership lia-
bilities if all partnership property were
sold for the amount of the partnership’s
book basis in the property.
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SUMMARY:  This document contains
final regulations relating to the allocation
of depreciation recapture among partners
in a partnership.  The final regulations
amend existing regulations to require that
gain characterized as depreciation recap-
ture be allocated, to the extent possible, to
the partners who took the depreciation or
amortization deductions.  The final regu-
lations affect partnerships (and their part-
ners) that sell or dispose of certain depre-
ciable or amortizable property.  

DATES:  These regulations are effective
August 20, 1997.
For dates of applicability of these regula-
tions, see §§ 1.704–3(f) and 1.1245–
1(e)(2)(iv).

FOR FURTHER INFORMATION CON-
TACT:  Daniel J. Coburn, (202) 622-3050
(not a toll-free number)

SUPPLEMENTARY INFORMATION:

Background

This document amends the Income Tax
Regulations (26 CFR part 1) relating to
the characterization and allocation of  de-
preciation recapture among partners in a
partnership. Section 1245 of the Internal

Revenue Code requires taxpayers to re-
characterize as ordinary income some or
all of the gain on the disposition of certain
types of business properties.  The amount
recharacterized as ordinary income (de-
preciation recapture) is the lesser of (1)
the gain realized on the disposition, or (2)
the total deductions allowed or allowable
for depreciation or amortization from the
property.    

On December 12, 1996, the IRS pub-
lished in the Federal Register (61 F.R.
65371) a notice of proposed rulemaking
(REG–209762–95) to provide guidance
on partnership allocations of depreciation
recapture.  Although a public hearing was
scheduled for March 27, 1997, the IRS
cancelled the hearing because it received
no requests to speak. 

Explanation of Provisions

I. General Background

The regulations provide guidance on
allocating depreciation recapture among
partners, including depreciation recapture
attributable to contributed property.  

The regulations provide that a partner’s
share of depreciation recapture is equal to
the lesser of (1) the partner’s share of total
gain arising from the disposition of the
property (gain limitation) or (2) the part-
ner’s share of depreciation or amortiza-
tion from the property (as defined in para-
graph (e)(2)(ii) of the regulations).  This
rule seeks to insure, to the extent possible,
that a partner recognizes recapture on the
disposition of property in an amount
equal to the depreciation or amortization
deductions from the property previously
taken by the partner.  Any depreciation re-
capture that is not allocated to a partner
due to the gain limitation is allocated
among those partners whose shares of
total gain on the disposition of the prop-
erty exceed their shares of depreciation or
amortization from the property.  This un-
allocated depreciation recapture is allo-
cated among those partners in proportion
to their relative shares of the total gain on
the disposition of the property.

The regulations provide special rules
for determining a partner’s share of depre-
ciation or amortization from contributed
property subject to section 704(c).  Under
the regulations, a contributing partner’s
share of depreciation or amortization in-
cludes depreciation or amortization al-
lowed or allowable prior to contribution.



In addition, the regulations provide that
curative and remedial allocations gener-
ally reduce the contributing partner’s
share of depreciation or amortization and
increase the noncontributing partners’
shares of depreciation or amortization.

II.  Changes in Response to Comments

In response to comments, the regula-
tions clarify the effect of curative and re-
medial allocations on the partners’shares
of depreciation or amortization from con-
tributed property.  The examples now
demonstrate that curative and remedial al-
locations can reduce the contributing part-
ner’s share of depreciation or amortization
to zero, but not below zero.  Once the con-
tributing partner’s share of depreciation or
amortization has been reduced to zero, the
curative or remedial allocations do not af-
fect the contributing partner’s share of de-
preciation or amortization.  However, the
curative or remedial allocations continue
to affect the noncontributing partners’
shares of depreciation or amortization. 

The regulations have also been revised
to make it clear that these amendments to
the section 1245 regulations only affect
how the depreciation recapture recog-
nized by the partnership is allocated
among the partners; they do not affect the
computation of depreciation recapture at
the partnership level.  The regulations rec-
ognize that even absent a gain limitation,
remedial and curative allocations may
cause the total of the partners’shares of
depreciation to exceed the amount of de-
preciation recapture recognized at the
partnership level.  In such a case, the part-
nership’s depreciation recapture with re-
spect to the contributed property is to be
allocated among the partners in propor-
tion to their relative shares of depreciation
or amortization with respect to that prop-
erty.  However, no partner’s share of de-
preciation recapture from the property can
exceed that partner’s share of the total
gain arising from the disposition of the
property.

Example 2 of paragraph (e)(2)(iii) of
the regulations has also been revised to
demonstrate more thoroughly how recap-
ture is allocated when a partner’s share of
depreciation recapture is capped by the
partner’s share of gain from the disposi-
tion of the property.  As illustrated in the
example, some partnerships may find it
necessary to make multiple reallocations

of depreciation recapture from a property
if allocations under the general rule (allo-
cations in proportion to the remaining
partners’shares of gain from the disposi-
tion of the property) cause a remaining
partner’s share of depreciation to exceed
the partner’s share of gain from the dispo-
sition of the property.  

One commentator requested that the
regulations allow but not require that part-
nerships allocate depreciation recapture in
proportion to the partners’shares of the
gain from the disposition of the property.
This change was not made because the
IRS and Treasury continue to believe that
matching depreciation recapture alloca-
tions to depreciation allocations most ap-
propriately carries out the policies under-
lying section 1245.  

A number of terminology and stylistic
changes have also been made to these reg-
ulations.  These changes were made for
purposes of economy and should not be
interpreted as substantive changes.  

Special Analyses

It has been determined that this Trea-
sury decision is not a significant regula-
tory action as defined in EO 12866.
Therefore, a regulatory assessment is not
required.  It also has been determined that
section 553(b) of the Administrative Pro-
cedure Act (5 U.S.C. chapter 5) does not
apply to these regulations, and because
the regulations do not impose a collection
of information on small entities, the Reg-
ulatory Flexibility Act (5 U.S.C. chapter
6) does not apply.  Pursuant to section
7805(f) of the Internal Revenue Code, the
notice of proposed rulemaking preceding
these regulations was submitted to the
Small Business Administration for com-
ment on its impact on small business.

Drafting Information

The principal author of these regula-
tions is Daniel J. Coburn, Office of Assis-
tant Chief Counsel (Passthroughs and
Special Industries), IRS.  However, other
personnel from the IRS and Treasury par-
ticipated in their development.

*  *  *  *  *

Adoption of Amendments to the 
Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1.  The authority citation for
part 1 continues to read, in part, as fol-
lows:  

Authority:  26 U.S.C. 7805 * * *
Par. 2.  Section 1.704–3 is amended by:
(1) Adding new paragraph (a)(11). 
(2) Revising paragraph (f).  
The addition and revision read as fol-

lows:

§1.704–3  Contributed property.

(a) * * * 
(11) Contributing and noncontributing

partners’ recapture shares. For special
rules applicable to the allocation of depre-
ciation recapture with respect to property
contributed by a partner to a partnership,
see §§1.1245–1(e)(2) and 1.1250–1(f).

*  *  *  *  *

(f) Effective date.With the exception
of paragraph (a)(11) of this section, this
section applies to properties contributed
to a partnership and to restatements pur-
suant to §1.704–1(b)(2)(iv)(f) on or after
December 21, 1993.  Paragraph (a)(11) of
this section applies to   properties con-
tributed by a partner to a partnership on or
after August 20, 1997.  However, partner-
ships may rely on paragraph (a)(11) of
this section for properties contributed be-
fore August 20, 1997, and disposed of on
or after August 20, 1997.

Par. 3.  Section 1.1245–1 is amended
by revising paragraph (e)(2) to read as
follows:  

§1.1245–1  General rule for treatment 
of gain from dispositions of certain 
depreciable property.

*  *  *  *  *

(e) * * *
(2)(i)  Unless paragraph (e)(3) of this

section applies, a partner’s distributive
share of gain recognized under section
1245(a)(1) by the partnership is equal to
the lesser of the partner’s share of total
gain from the disposition of the property
(gain limitation) or the partner’s share of
depreciation or amortization with respect
to the property (as determined under para-
graph (e)(2)(ii) of this section).  Any gain
recognized under section 1245(a)(1) by
the partnership that is not allocated under
the first sentence of this paragraph
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(e)(2)(i) (excess depreciation recapture) is
allocated among the partners whose
shares of total gain from the disposition of
the property exceed their shares of depre-
ciation or amortization with respect to the
property.  Excess depreciation recapture
is allocated among those partners in pro-
portion to their relative shares of the total
gain (including gain recognized under
section 1245(a)(1)) from the disposition
of the property that is allocated to the
partners who are not subject to the gain
limitation.  See Example2 of paragraph
(e)(2)(iii) of this section. 

(ii)(A) Subject to the adjustments de-
scribed in paragraphs (e)(2)(ii)(B) and
(e)(2)(ii)(C) of this section, a partner’s
share of depreciation or amortization with
respect to property equals the total amount
of allowed or allowable depreciation or
amortization previously allocated to that
partner with respect to the property. 

(B) If a partner transfers a partnership
interest, a share of depreciation or amorti-
zation must be allocated to the transferee
partner as it would have been allocated to
the transferor partner.  If the partner trans-
fers a portion of the partnership interest, a
share of depreciation or amortization pro-
portionate to the interest transferred must
be allocated to the transferee partner.  

(C)(1) A partner’s share of depreciation
or amortization with respect to property
contributed by the partner includes the
amount of depreciation or amortization
allowed or allowable to the partner for the
period before the property is contributed

(2) A partner’s share of depreciation or
amortization with respect to property con-
tributed by a partner is adjusted to ac-
count for any curative allocations.  (See
§1.704–3(c) for a description of the tradi-
tional method with curative allocations.)
The contributing partner’s share of depre-
ciation or amortization with respect to the
contributed property is decreased (but not
below zero) by the amount of any curative
allocation of ordinary income to the con-
tributing partner with respect to that prop-
erty and by the amount of any curative al-
location of deduction or loss (other than
capital loss) to the noncontributing part-
ners with respect to that property.  A non-
contributing partner’s share of deprecia-
tion or amortization with respect to the
contributed property is increased by the
noncontributing partner’s share of any cu-
rative allocation of ordinary income to the

contributing partner with respect to that
property and by the amount of any cura-
tive allocation of deduction or loss (other
than capital loss) to the noncontributing
partner with respect to that property.  The
partners’shares of depreciation or amorti-
zation with respect to property from
which curative allocations of depreciation
or amortization are taken is determined
without regard to those curative alloca-
tions.  See Example3(iii) of paragraph
(e)(2)(iii) of this section.

(3) A partner’s share of depreciation or
amortization with respect to property con-
tributed by a partner is adjusted to ac-
count for any remedial allocations.  (See
§1.704–3(d) for a description of the reme-
dial allocation method.)  The contributing
partner’s share of depreciation or amorti-
zation with respect to the contributed
property is decreased (but not below zero)
by the amount of any remedial allocation
of income to the contributing partner with
respect to that property.  A noncontribut-
ing partner’s share of depreciation or
amortization with respect to the con-
tributed property is increased by the
amount of any remedial allocation of de-
preciation or amortization to the noncon-
tributing partner with respect to that prop-
erty.  See Example3(iv) of paragraph
(e)(2)(iii) of this section.  

(4) If, under paragraphs (e)(2)(ii)(C)(2)
and (e)(2)(ii)(C)(3) of this section, the
partners’shares of depreciation or amorti-
zation with respect to a contributed prop-
erty exceed the adjustments reflected in
the adjusted basis of the property under
§1.1245–2(a) at the partnership level,
then the partnership’s gain recognized
under section 1245(a)(1) with respect to
that property is allocated among the part-
ners in proportion to their relative shares
of depreciation or amortization (subject to
any gain limitation that might apply).  

(5) This paragraph (e)(2)(ii)(C) also ap-
plies in determining a partner’s share of
depreciation or amortization with respect
to property for which differences between
book value and adjusted tax basis are cre-
ated when a partnership revalues partner-
ship property pursuant to §1.704–
1(b)(2)(iv)(f). 

(iii) Examples.The application of this
paragraph (e)(2) may be illustrated by the
following examples:

Example 1.Recapture allocations.(i) Facts. A
and B each contribute $5,000 cash to form AB, a

general partnership.  The partnership agreement pro-
vides that depreciation deductions will be allocated
90 percent to A and 10 percent to B, and, on the sale
of depreciable property, A will first be allocated gain
to the extent necessary to equalize A’s and B’s capi-
tal accounts.  Any remaining gain will be allocated
50 percent to A and 50 percent to B.  In its first year
of operations, AB purchases depreciable equipment
for $5,000.  AB depreciates the equipment over its
5-year recovery period and elects to use the straight-
line method.  In its first year of operations, AB’s op-
erating income equals its expenses (other than de-
preciation).  (To simplify this example, AB’ s
depreciation deductions are determined without re-
gard to any first-year depreciation conventions.)

(ii) Year 1.In its first year of operations, AB has
$1,000 of depreciation from the partnership equip-
ment.  In accordance with the partnership agree-
ment, AB allocates 90 percent ($900) of the depreci-
ation to A and 10 percent ($100) of the depreciation
to B.  At the end of the year, AB sells the equipment
for $5,200, recognizing $1,200 of gain ($5,200
amount realized less $4,000 adjusted tax basis).  In
accordance with the partnership agreement, the first
$800 of gain is allocated to A to equalize the part-
ners’ capital accounts, and the remaining $400 of
gain is allocated $200 to A and $200 to B.

(iii) Recapture allocations.$1,000 of the gain
from the sale of the equipment is treated as section
1245(a)(1) gain.  Under paragraph (e)(2)(i) of this
section, each partner’ s share of the section
1245(a)(1) gain is equal to the lesser of the partner’s
share of total gain recognized on the sale of the
equipment or the partner’s share of total deprecia-
tion with respect to the equipment.  Thus, A’s share
of the section 1245(a)(1) gain is $900 (the lesser of
A’s share of the total gain ($1,000) and A’s share of
depreciation ($900)).  B’s share of the section
1245(a)(1) gain is $100 (the lesser of B’s share of
the total gain ($200) and B’s share of depreciation
($100)).  Accordingly, $900 of the $1,000 of total
gain allocated to A is treated as ordinary income and
$100 of the $200 of total gain allocated to B is
treated as ordinary income.

Example 2. Recapture allocation subject to gain
limitation. (i) Facts. A, B, and C form general part-
nership ABC.  The partnership agreement provides
that depreciation deductions will be allocated
equally among the partners, but that gain from the
sale of depreciable property will be allocated 75 per-
cent to A and 25 percent to B.  ABC purchases de-
preciable personal property for $300 and subse-
quently allocates $100 of depreciation deductions
each to A, B, and C, reducing the adjusted tax basis
of the property to $0.  ABC then sells the property
for $440.  ABC allocates $330 of the gain to A (75
percent of $440) and allocates $110 of the gain to B
(25 percent of $440).  No gain is allocated to C.

(ii) Application of gain limitation.Each partner’s
share of depreciation with respect to the property is
$100.  C’s share of the total gain from the disposi-
tion of the property, however, is $0.  As a result,
under the gain limitation provision in paragraph
(e)(2)(i) of this section, C’s share of section
1245(a)(1) gain is limited to $0.

(iii)  Excess depreciation recapture. Under para-
graph (e)(2)(i) of this section, the $100 of section
1245(a)(1) gain that cannot be allocated to C under
the gain limitation provision (excess depreciation re-
capture) is allocated to A and B (the partners not
subject to the gain limitation at the time of the allo-
cation) in proportion to their relative shares of total
gain from the disposition of the property.  A’s rela-
tive share of the total gain allocated to A and B is 75
percent ($330 of $440 total gain).  B’s relative share
of the total gain allocated to A and B is 25 percent
($110 of $440 total gain).  However, under the gain
limitation provision of paragraph (e)(2)(i) of this
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section, B cannot be allocated 25 percent of the ex-
cess depreciation recapture ($25) because that
would result in a total allocation of $125 of depreci-
ation recapture to B (a $100 allocation equal to B’s
share of depreciation plus a $25 allocation of excess
depreciation recapture), which is in excess of B’s
share of the total gain from the disposition of the
property ($110).  Therefore, only $10 of excess de-
preciation recapture is allocated to B and the re-
maining $90 of excess depreciation recapture is allo-
cated to A.  A is not subject to the gain limitation
because A’s share of the total gain ($330) still ex-
ceeds A’s share of section 1245(a)(1) gain ($190).
Accordingly, all $110 of the total gain allocated to B
is treated as ordinary income ($100 share of depreci-
ation allocated to B plus $10 of excess depreciation
recapture) and $190 of the total gain allocated to A is
treated as ordinary income ($100 share of deprecia-
tion allocated to A plus $90 of excess depreciation
recapture).

Example 3. Determination of partners’shares of
depreciation with respect to contributed property. (i)
Facts.C and D form partnership CD as equal part-
ners.  C contributes depreciable personal property
C1 with an adjusted tax basis of $800 and a fair mar-
ket value of $2,800.  Prior to the contribution, C
claimed $200 of depreciation from C1.  At the time
of the contribution, C1 is depreciable under the
straight-line method and has four years remaining
on its 5-year recovery period.  D contributes $2,800
cash, which CD uses to purchase depreciable per-
sonal property D1, which is depreciable over seven
years under the straight-line method.  (To simplify
the example, all depreciation is determined without
regard to any first-year depreciation conventions.)

(ii) Traditional method. C1 generates $700 of
book depreciation (1/4 of $2,800 book value) and
$200 of tax depreciation (1/4 of $800 adjusted tax
basis) each year.  C and D will each be allocated
$350 of book depreciation from C1 in year 1.  Under
the traditional method of making section 704(c) al-
locations, D will be allocated the entire $200 of tax
depreciation from C1 in year 1.  D1 generates $400
of book and tax depreciation each year (1/7 of
$2,800 book value and adjusted tax basis).  C and D
will each be allocated $200 of book and tax depreci-
ation from D1 in year 1.  As a result, after the first
year of partnership operations, C’s share of depreci-
ation with respect to C1 is $200 (the depreciation
taken by C prior to contribution) and D’s share of
depreciation with respect to C1 is $200 (the amount
of tax depreciation allocated to D).  C and D each
have a $200 share of depreciation with respect to
D1.  At the end of four years, C’s share of deprecia-
tion with respect to C1 will be $200 (the deprecia-
tion taken by C prior to contribution) and D’s share
of depreciation with respect to C1 will be $800 (four
years of $200 depreciation per year).  At the end of
four years, C and D will each have an $800 share of
depreciation with respect to D1 (four years of $200
depreciation per year).

(iii) Effect of curative allocations.(A) Year 1. If
the partnership elects to make curative allocations

under §1.704–3(c) using depreciation from D1, the
results will be the same as under the traditional
method, except that $150 of the $200 of tax depreci-
ation from D1 that would be allocated to C under the
traditional method will be allocated to D as addi-
tional depreciation with respect to C1.  As a result,
after the first year of partnership operations, C’s
share of depreciation with respect to C1 will be re-
duced to $50 (the total depreciation taken by C prior
to contribution ($200) decreased by the amount of
the curative allocation to D ($150)).  D’s share of de-
preciation with respect to C1 will be $350 (the de-
preciation allocated to D under the traditional
method ($200) increased by the amount of the cura-
tive allocation to D ($150)).  C and D will each have
a $200 share of depreciation with respect to D1.  

(B) Year 4.At the end of four years, C’s share of
depreciation with respect to C1 will be reduced to $0
(the total depreciation taken by C prior to contribu-
tion ($200) decreased, but not below zero, by the
amount of the curative allocations to D ($600)), and
D’s share of depreciation with respect to C1 will be
$1,400 (the total depreciation allocated to D under
the traditional method ($800) increased by the
amount of the curative allocations to D ($600)).
However, CD’s section 1245(a)(1) gain with respect
to C1 will not be more than $1,000 (CD’s tax depre-
ciation ($800) plus C’s tax depreciation prior to con-
tribution ($200)).  Under paragraph (e)(2)(ii)(C)(4)
of this section, because the partners’shares of depre-
ciation with respect to C1 exceed the adjustments re-
flected in the property’s adjusted basis, CD’s section
1245(a)(1) gain will be allocated in proportion to the
partners’relative shares of depreciation with respect
to C1.  Because C’s share of depreciation with re-
spect to C1 is $0, and D’s share of depreciation with
respect to C1 is $1,400, all of CD’s $1,000 of section
1245(a)(1) gain will be allocated to D.  At the end of
four years, C and D will each have an $800 share of
depreciation with respect to D1 (four years of $200
depreciation per year).

(iv) Effect of remedial allocations.(A) Year 1.If
the partnership elects to make remedial allocations
under §1.704-3(d), there will be $600 of book depre-
ciation from C1 in year 1.  (Under the remedial allo-
cation method, the amount by which C1’s book basis
($2,800) exceeds its tax basis ($800) is depreciated
over a 5-year life, rather than a 4-year life.)  C and D
will each be allocated one-half ($300) of the total
book depreciation.  As under the traditional method,
D will be allocated all $200 of tax depreciation from
C1.  Because the ceiling rule would cause a disparity
of $100 between D’s book and tax allocations of de-
preciation, D will also receive a $100 remedial allo-
cation of depreciation with respect to C1, and C will
receive a $100 remedial allocation of income with
respect to C1.  As a result, after the first year of part-
nership operations, D’s share of depreciation with
respect to C1 is $300 (the depreciation allocated to
D under the traditional method ($200) increased by
the amount of the remedial allocation ($100)).  C’s
share of depreciation with respect to C1 is $100 (the
total depreciation taken by C prior to contribution

($200) decreased by the amount of the remedial al-
location of income ($100)).  C and D will each have
a $200 share of depreciation with respect to D1.  

(B) Year 5. At the end of five years, C’s share of
depreciation with respect to C1 will be $0 (the total
depreciation taken by C prior to contribution ($200)
decreased, but not below zero, by the total amount of
the remedial allocations of income to C ($600)). D’s
share of depreciation with respect to C1 will be
$1,400 (the total depreciation allocated to D under
the traditional method ($800) increased by the total
amount of the remedial allocations of depreciation to
D ($600)).  However, CD’s section 1245(a)(1) gain
with respect to C1 will not be more than $1,000
(CD’s tax depreciation ($800) plus C’s tax deprecia-
tion prior to contribution ($200)).  Under paragraph
(e)(2)(ii)(C)(4) of this section, because the partners’
shares of depreciation with respect to C1 exceed the
adjustments reflected in the property’s adjusted basis,
CD’s section 1245(a)(1) gain will be allocated in pro-
portion to the partners’relative shares of depreciation
with respect to C1.  Because C’s share of deprecia-
tion with respect to C1 is $0, and D’s share of depre-
ciation with respect to C1 is $1,400, all of CD’s
$1,000 of section 1245(a)(1) gain will be allocated to
D.  At the end of five years, C and D will each have a
$1,000 share of depreciation with respect to D1 (five
years of $200 depreciation per year).

(iv) Effective date.This paragraph
(e)(2) is effective for properties acquired
by a partnership on or after August 20,
1997.  However, partnerships may rely on
this paragraph (e)(2) for properties ac-
quired before August 20, 1997, and dis-
posed of on or after August 20, 1997.

*  *  *  *  *

Michael P. Dolan,
Acting Commissioner of 

Internal Revenue.

Approved July 8, 1997.

Donald C. Lubick,
Acting Assistant Secretary of 

the Treasury.

(Filed by the Office of the Federal Register on Au-
gust 19, 1997, 8:45 a.m., and published in the issue
of the Federal Register for August 20, 1997, 62 F.R.
44214)
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