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240), Airspace-Rules and Aeronautical
Information Divisian, Air Tralfic Rules
and Procedures Service, Federal
Aviation Administration, 800
Independence Avenue, SW., -
Washington, DC 20591; telephone: (702}
267-9250. . o

SUPPLEMENTARY INFORMATION: On
December 8, 1994, the FAA published 2

final rle that revised the descriptioa of
Jet Rouis }-37 in the State of Louisiana,
In the airspace designstion of Jet Route -
]-37 the Hobby 084° radial was in errar.
This correction changes the “Hobby -
0842*" radia) to read the “Hobby 090*"
radial. :

Carrection vf Findl Rule

Accordingly, pursuaat lo the
authorily delegaled o e, the airspace .
designation for jet Route }-37 published
in the Federal Register on Decerpber 9,
1994 (59 FR 63718; Federal Register
Document $4-30225, Column 3} is
corrected as follows:

JF37 [Cerrecied] :

' From Hobby, TX, via INT of the Hobby - .
090° and Harvey, LA, 266* radials; Hurvey;
Semmes, AL; Monigomery, AL: Sparunburg,
$C; Lynchburg. VA; Gordonavilie, VA;
PBrooke, VA: INT Brooke 067" and Coyle, NJ.

-226* radials: 1o Coyle. From Kennedy, NY:
Kingston, NY; Albany, NY: Massena, NY, to
the INT of the Massena 837" radial xad the
United States/Canadian Border:

issued io Washingtoa, DC, on December
30, 1994,

Harold W. Becker, -

Manager, Airspace-Rules and Atronautical
Infarmation Division. )

IFR Dot 95~577 Filed 1=-0=45: 8:45 am)
BRUMG CODE 4810134

14 CFR Parts 121, 129, and 133

[Docket No. 27563; Amdt No. 121-248)

Fl

RIH 2120-AF24
Traffic Alert and Collision Avoldance
System, TCAS|

AGENCY: Federal Aviation
Administration (FAA), DOT.

ACTION: Final rule; correction.

suMMARY: This document ¢onlains a
correction 1o 2 final rule, Traffic Alen
and collision avoidance System, TCAS
1, published in the Federal Register on
December 29, 1994

DATES: This document is effective
December 29, 1834, The final
compliance date is December 37, 1085,
Comments on the revision of
§121.356(b) must be received on or
before February 27, 1995.

FOR FURTHER INFORMATION CONTACT:

Gary E. Davis, telephone (202] 267-
8096,

Go-rrfclion 1o Final Rule

1n the final rule beginning en page
67584, In_the issue of Thursday,
December 29, 1994, the following
correciton is being made:

1. On page 67584, first column, and
in the heading, the amendment number
should read “121-246", instead of
*121=-247", .

Dated: January 4. 1995.

Donald P. Byrns,

. Assistont Chief Counsel, Office of Chief

Counsel, _ .
{FR Doc. 95571 Filed 1~0-95: 8:45 am]
BULLING COOE 49101208

DEPARTMENT OF THE TREASURY
Internal Revenue Service

26 CFR Parts 1 and 602
(TD 4585)
RIN 1545-AC35

Treatment of Galin From D:isposiﬁon of
Certain Natural Resource Recapture

Property

AGENCY? Internal Revenuve Service {IRS), -

Treasury. -
ACTION; Final regulstions.

SUMMARY: This document provides final
regulstions relating to the tax reatment
of gain from the disposition of certaia
natural resource recapture property
(section 1254 property after enactment
of the Tax Reform Act of 1886 and oil,
gas. or geothermal property before
enactment of the Tax Reform Act of
1988}, Changes 1o Lthe spplicable tax law
were made by the Tax Relform Actof
1988, the Tax Reform Act of 1984, the .
Energy Tax Act of 1978, the Tax Reform
Act of 19786, the Tax Refarm Act of
1969, and the Act of Sepiember 12,
1966. The regulations provide the
public with guidance in complying with
the changed tax laws.
DATES: These regulations are effective
January 10, 1995.

For dates of applicability. sec
§1.1254-6.
FOR FURTHER INFORMATION CONTACT:
Brenda M. Stewan {202-622-3120. not
1 toll-free number].

SUPPLEMENTARY INFORMATION!
Paperwork Reduction Act

The collection of informetion
conteined in these final regulations has
been reviewed and approved by the

S

Qffice of Management and Budget in
accordance with the Paperwork :
Reduction Act {34 U.5.C. 3504(h)) under

. conirel pumber 1545-1352. The

cstimated annusi burden per respondent
varies from four (o six hours, depending
on individual circumstances, with an
estimated average of five hours,
Comments conceming the sccuracy of

" this burden estimate and suggestions for

reducing this burden should be sent (o
the Imternal Revenue Service, Altn: 1RS
Reponts Clearance Officer, PC.FP,
\Washinglon, DC 20224, and 10 the y
Gllice of Management and Budpet, Attn.
Desk Officer for the Departmont of the
Trmasury, Office of Informatior and
Regulatory Affairs, Washington, DC
20303.

Background

On June 11, 1980, the IRS pyblished
propesed amendments to the lncome
Tax Regulations {26 CFR part 1) under
sections 170, 301, 312, 341, 433, 751,
1234, and 1502 of the Internal Reveque
Code of 1954 in the Federal Regisier [45
FR 39512). These amendments were
praposed to conform the regulatiops 10
section 205 (a), (b), and.(c) (1) and (2}
of the Tax Refarte Act of 1976, Pub. L.
934455, 90 Siat. 1533, and sectionr | --
402(c) of the Energy Tax Act of 1978,
Pub. L. 95-618, 92 Siat. 3202, and 1o
make certain other technical :
amendments to conform the regulations
1o section 1(c) ofthe Act of September .
12, 1966, Pub. L. 85-570, 80 Stat. 762,
10 section 211(bX6) of the Tax Reform
fAictof 1969, Pub. L. 91172, 83 Stat. -
570, and 1o sections 1042{c)(2),
1101{d){2). 1901{3}(93), and 2110(a) of
the Tax Reform Act of 1976, 90 Stat.
1637. 1658, 1780, 1805). A public
heating wwas held on September 3, 1980
Alter considering all comments . :
regarding the proposed regulations, the
proposed regulations {except for the
provisions relaling to an electing small
business corporation (hereinafier
referred 10 as an $ corporation)), are
adopied as revised by this Treasury
decision. The rules under §1.751-
HelG)lii} are clarified. but no
substantive change is intended exrep! 1o
insert additional recapture sections
under the Internal Revenue Code of
1986 (Code].

Because of the substantial changes
made 10 the tax reatment of S
corporations by section 5(a}(37) of the
Subchapler S Revision Act of 1982, Pub
1. 97-354, 96 Stal. 1696, section 492 of
the Tax Reform Act ol 1984, Pub. L. 98-
359, 98 Stal. 853, and sections 411 and
413 of the Tax Reform Act of 1986, Pub.
L. 28-514, 100 Sta1, 2225, 2227,
§1.1254-3 of the proposed regulalions
(relating to an electing small business],
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has not been adopted. Instead, anotice s determined st tbe partnership levelif  legislative history, the recapture amount
of proposed rulemaking. designated as  the Commissiones deterraines that the  shouid be reduced even in situations

§ 1.1254-4, relating 1o the recapture of amount realized ot gain recognized fram  where expensing intangible drilling and
natural resource recapluye property by - the disposition of section 1234 propeny  development costs did not result in

an 5 corporstion aod its shareholders is allocated to partners with a principal  decreasad depleticn deductions.

will be propased to conform the . purposeol avaiding recapture nnder The firal regulations reject this view ;
regulations to these laws. seclion 1254, . and instead continue to follow the
. - : tesb s talute, which, n3 noted above, ides

I. Intangible Drilling and Development 11 Recapture of Distributions on the s ; _ . provi
Costs Recapture in a Partnership Liguidalion of 3 Parmership - . g’;‘ é?gﬂmg dJ;lhnfh and

The proposad regulations requirea . Ingeneral, the section 1254 recapiure amoun?by which th?'dedtf:uo?for!
partnership to compute the amountof  provisions overide aonrecognition depietion cisimed nnder section 611
intangible drilling and development provisions in the Code. However, “would heve been increased.” Thus, the

costs to be secaplured {entity approach)  section 1254 (b){1]) states that rules S .
- apd,subject to the substantial economic  similar to the ruies of section 1245 (b} ﬁﬁ:’;,}; ;ﬂﬁgﬁ:ﬁ:ﬂ?ﬂpb{?

effect 12ct. 10 allocate that amouni . and (c) shall be prescribed by -
among (be partners in accordance with  regulation. Accordingly, the nal Eg%mdo?ﬁrefi‘::la}; li;e:fes:;:ei;ny. of
their respaclive disuributive shares as regulations limit the amountsubjectto le)lqi:un deduction (mf:l u\ed?'it
provided in the partnership agreement. recaptuse in ceriain lax-free tansactions inll:.n ible drilling and defe] :m
Some commentalols argue Lhat the 10 gain that would be recognized t:ostsssub}ecx ‘o 33 istion bad bee
proposad regulations gre inconsisient witkout regard to section 1254. Section capitalized) wnretge amoont of ‘hn oot
with pestner level (aggregate approach)  1.1233~2(c){3) lists the translersin orp depletios deduct; m:lh
computation of depletion and gain upon  which recaphure is limtted. All transfers taxpimgnl Ny claimed. e
the sale of partnership oil and gas listed involve transferred basis, Corl: Tn:ml! u':'ﬂ 13: h s
property undersection §13A(c}{7)(D). Commentators point ont that under " tsef y.t f;‘ lefi ypothetical
Under the entity spproach of the the proposed regulations recapture is cost or percentage Jepieuon ymount is

greater than the aciual depletion

proposed regulztions, soma recapture 0!  required upon lhe liguidation of a deduction claimed. no depletion

seclion 1254 costs may be shilied fraim pajtnership inierest because tection

. ; . f eduction is foregone, and all intangitils
tha partners who claimed the 732{b) provides that the basis of dedu oTeg
deductions 10 other partners who did propeny received in & liquidation ¥ » d&%ﬁdf"gjwmm costs |
no:}l receive U{;Je genztft of the substitute basis equal ta the basis of the . :ecap‘:nnﬁe.o propeaty are
deductions. Under the aggregate partnet’s interest in the partnership. : . . -
approsch, depending on the allocation  However, under section 12150)6HA), = 108 Soal regulations are clarified to -
of gam or amoun! realized upon sale, recapture upon the distribution of remove oocertznies n&:dmg the
some section 1254 costs may not be partnership assets in liquidation is method for calculating 1be reducian in
recaptured though total partuership gaim  limited. Accordingly, the commentators  U'8 BIount of recaptuszble intangible
exceeds letal partnership seclion 1258 suggest that a simiilar rula shouldba  diiliingand developmenteasts. -
costs, . adopied for section 1254 . . oL
The commentators suggest that. e final resulatians adopt the IV. Nonproductive Wells o

consistent with section 813AICH7ND).  commentators’ suggestion. The basis of ~ Some commentaiors stale thar, - -

the final regulations should adopt the natural resource recapture property intangible drilling and developmemt ..° ..
aggregate approsch. They argue that distributed by a partnership 108 partner  ©05t3 allocabls to nonproductive wells =
under the aggregate approech, s partner  j5 deerned 1o be determined by reference  $20Uld not be subject 1o recapture. They -

can more readily compute both the 10 the sdjusted besis of the property 1o Point out thal, even il & taxpayer elecs
exien! of the deductions that were the pannership. } to capitalize intangible drillingand ¢
previously allocated 10 the pariner and L developoent cotts, intangible dritling
the appropriste adjustment sequired by [ Recapture Reduction and development costs of

section 1254[a}4) {as in effect before | Under section 1254[a}(3) [as in effact Nonproductive welis are notadded to
enactment of the Tax Reform Act of before enactment of the Tax Reiorm Act  basis because the operator normslly
1986). The camumentators coniend that it of 1988), the amsount of intangible deducis these amounts under §1812—

is difficult for a panipership toobwin . drilling and development costs subject  4{bi{4) on the retum for the first taxadls
this jnfopmation fram the individusl ~ 1o mg&m is sednced by the amount, - ycar after abandonment ol a :

partners. in addition. they cite section  if any. by which the “'daduction for nonproductive well.

38(i) {as in efTact before ensciment of depleting™ under section 611 “would One reason for the enactment of

the Tax Reform Act of 1986}, which . have been increased” if intangible . section 1254 was to prevent the .

aliowed general partners toedect to drilling and development costs hed conversion of intangible drillingand ~ .
amontize imangible drilling and been charged to & capital account rather  developmexnt cosis currently deduciad - 4 -
development cosis overa 5 year perfod  than currently expensed under section  2g8inst ordinary incorme inlo copital <7 ..
and limited partners to elect Lo amortiza  263{c). Theo proposed regulatians, gain in cevigin Emited risk situations. " .-
intangible dnlling and development . therefore, require taxpayers to uss the See H.R Rep. 94-555, 94¢th Cong.,. 1t
costs pver a 10 year period. Section excess of the hypothetical cost or Sess. 94 {1975). For example, i a well

59(e) pow provides an analogons . . percentags depletion deduction over the  proves to be nonproductive causings ' .
aportization sleclinn, amount allowed under section 611 . nonrecourse debi to become worhiess.

Consisten! with the conunentators’ {either cost or perceutage depletion) in  Whe taxpeyer generally recognizes
sugpestion, Lhe final regulations adopt determining the construciive increase in incomae that is treated as capital gain

the spgregete approsch. Recaplure is depletion. . upon foreciorure of the debt, becanse a
determined ut the partner level, gy contrast, many commentalors [oreclosurs is doemed 10 be a salo of the
However, the regulations cantain an srgucd that, potwithstanding the propesty. Consequently, ords T

inti-abuse nule providing that recapture  languege of the sistvie, accooding tothe  income deductions would be convertad
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ino capital gains to the exlent of the
leveraged amounts,

Aside from foreclosure of a
nenrecourse debt, bowever, a
nonproductive well providesno .
opportunity for converting an ordinary

" _income stream iniocapital gein.

Accordingly, the Gina) regulations -
rovide that section 1254 cosis |
attributable 10 nonproductive wells are
" not Jecapturabls, excepd in certain
limited risk situations. '

V. Deprecistion :

Some comment{ators argue that -~
depreciable costs sssociated with -
drilling should not be separated from
depletable cosis in caleulating the
hypothetical depletion deduction.
Commentators also point put that it is
difficult to identify the amount of
intangible drilling and development
costs that could have been deducted as
depreciation, because it is not current

Louisiana Land and Expierction Co., 92
T.C. st 1348, and the Claims Court in
Seuthland Royulty Co., 91-1 US.TC. at
87,337, noted that because the Tax
Reform Act of 1986 amcended section
1254 to include withi:l the definition of
*oil, gas, or geotbermal property”
property the basic of which has been
edjusied for depletion, nonoperating
minera] interests come within the ambit
of section 1254 after 1986.
Consequently, the couns reasoned, the
issue considered in these cases would
arise only with respect Lo propeny
Pleced in service befors 1987,

. The regulations have basn amended

{o trest & nonopersling mineral interest
earved out of an operatiniminml
interest with respect to wiich section
1254 costs have deducted as
property 1o which section 1254 costs are
properly chargeable. Thus, the final
regulations make clear that natural

" resource recaptuse propedy includesa

industry prectice to separate daprecieble nonoperating mineral interest if the

costs from depletahle costs. ln response
to these comments, the final regulations
da not require depreciable costs to be
separaled from depletable costsin
cakulating the hypothetical depletion
deduction.

VI Property Interes! Subject to
Kecapturs

Under tha proposed regulations, each
operaling mioeral interest in an “oil,
ges, or geothermal property.” as well as
uny nonapersting mineral interest
retained by a lessor or sublessor of a
property to which intangible drillin
and development cosls were properly
chargeabie when held by such pemon
prior to the creation of the lease or
sublease, is subject 10 recaplure.

In Houston Cil and Minerals Corp. v.
Commissioner, 92 T.C. 1311 {1989),
off'd, 922 F.2d 283 (5th Cir. 1991),
Youisiapa Land and Exploration Co. v.
Commissioner, 92 T.C. 1340 (1989), and
Southiond Royaity Co. v. Uniled Stales,
g1-1 ULA.T.C. 150,083 {Cls. 1. 1591),
the Internal Revenue Service took the
position that section 1254 requires
recapture of intangible dsilling end
development costs upon tbe disposition
of e nonoperating minerd! interest
carved out of an opersting mineml
ipterest. The courts, howevet, held
instead that the disposition of an
overtiding royalty interest carved out of
an operating minersl interest ta which
istangible drilling and development
costs were charged does ot Lrigger
recapture because the overriding royalty
intsrest is nol “oll, gas, of geothermal
property” within the meaning of section
1254(0)[3)-

The Tax Court in Houston Gjl and
Minerals Corp., 92 TC. a1 1239, and

nonoperating mineral interest was

carved oul of an operating minersl

interest 1o which section 1254 costs

were properly chargeable by the holder

of the operating mineral interest. See

- §1.1254~1(b)(2). Consistent with the
opinicns in the lib'%:ed cases, bowever,
this provision will be effective only
with respect to property placed ia
service sher December 31, 1986,

Commentators uwrge that the
regulations slate who is liable for
recapture if an opetating mineral
interest shifts sutomatically or st the
eption of the person who will receiva
the interest, ns, for example, a faym-out.

In responsa 1o these comments. the final

regulstions pravide that Lability for”

polential recapture of intangible drilling

and development costs attributable to
the entim operating minerul interest
held by the carTying party prier o
Feversion or conversion remain
sttribytable ta the reduced operating

miners) interest retained by the carying

party sfier s portion of the operating
mineral interest bas reverted 10 the
carried party or after the conversion of
an overrding royalty interest that
cohverts, at the option of the granter or
successor in inlerest, 10 an operating
mineral interest aher » certain amount
of productien.

VIII, Like Kind Exchanges and
Involuntary Conversions

Commentators state tbat under
§1.1254—4(d} of the proposed
regulations liability for recapture of
intangible drilling and development
costs remains with the propenty with

respect to which the cosis were incurred

. response lo the commentatars’ -

and docs not transler to the property
rectived in a like kind exchange or
involuntary conversion. However, under
the final regulations recapture liabilit
transfers to the property received by lie
transferor who received the benefit'of
the deductions for section 1254 costs.
This result is consistent with the section
1245{b){4] and §1.1245-2(c)(4) rules for
recapiure of deprecistion. Because
section 1254{b){1) states that the
regulations should prescribe rules
similar 1o rules in section 1245 (b) and
{¢] for lika kind exchanges, involuntary
conversions, and other nontexeble
transfers, the finsl regulstiens more
closoly mirror the section 1245
recapture rules for such transactions..
iX. Filing Requirements

The propesed regulations provide
allocation rules for the recapture of
saction 1254 costs on the saleofa
portion of, er xn undivided imerest in,
natural resource recepture propeny.
Under the proposed regulstions, a
taxpayer i$ required to sttach 10 the tax
relun documents sufficient 10 establizh
allocation of intangible drilling and
development costs 0 the disposed of .

- porlion or undivided interest,

notwithstanding that the intangible
drilling and development costs do not
in fect telate 10 that portion ot
undivided interest. Commentators
suggest that it is more practical simply
1o require a taxpaysr Lo state on the tax
return that the section 1254 costs.do not
relate to the propeny disposed of and to
retain verifying documentation. In
suggestion, the final regulations contain
» book and records retention

uirement, :
re%ffecu‘ve dates: These regulations are
effective January 10, 1945 and
§41.1254-1 through 1.1254-3 and
§1.1254-5 »pply w0 any dispesition of
natutal retource recaptura propert
occurring sfier March 13, 1995. The yule
in § 13254 {bH2)(Iv)IAM2). conceming
a nonoperating mineral interest carved
oul of an opersting mineral interest with
respect to which an expenditure has
been deducied, applies to any .
disposition oceurring afier March 13,
1995 of propenty {within the meaning of
scction 614] that is placed in service by
the taxpayer afier Decermnber 31, 1986. " -
For dispositions of natura) rescurce
recapturs property boCuUiTing on of
belore Masch 13, 1995, taxpayers must
lake reasonable return positions teking
inte considerstion the siatute and its
legisiative history.

Special Analyses

It has been determined that this
Treaswry decision is not » significem



2500

]

Federal Register / Vol 60, No. 6 / Tuesday, january 10, 1995 / Rules and Regulalions

trgulatory actiop &s defined in EQ
12806. Therefore, a regulalory
ossessment is not required, it also has
been determnined that section 553{b] of
the Administrative Procedure Act{S
U1.S.C. chapter 5} and the Regulatory
Flexibility Act (3 U.S.C. chapter 6} do
not apply to these regulations, and,
therefore. 8 Regulatory Flexability
Analysis i$ not required. Pursuant 1o
soction 7805(f) of the internal Revenue
Code, the notice of proposed rulcmaking
preceding these regulations was :

- submitied to the Small Busioess

Administrasiion oa its impact o small
businesz :

Draﬂing Infarmation . :

The principa] author of these final
regulations is Brenda M. Stewart, Office
of Assistant Chief Counse] :
[Passthroughs and Special Industries),
I1RS. However, other personnel from the
IRS and Treasury Department
participated in their development. -

List of Subjects

26 CFR Part 1

Income taxes, Regorting and
recordkeeping requiremenis.

26 CFR Part 602 -
Reporting and recordkeeping -
requirements. :
Adoption of Amendments 10 the
Regolations :
Accordingly, 26 CFR parts 1'and 602
are amended 2s follows; :

PART 1—~INCOME TAXES

Paragraph 1. The suthouity citation
for part 1 is smended by adding enviss
in nurnerical order 1o read as follows:

Authorityr 1B V5.C 7805 = *

Seciion 1.12%4-1 slso isued pnder 26
1.5.C 125400}

Section 1.1254-2 als issusd under 14
USLC 12546b)0 :

Section 1.1254-3 3150 issued under 28 ..,
USC 1254{b),

Section 1.1254-4 also issued under 26
USC 12%4fbL

Seclion 1.1254-5 o150 issued under 26
U.5.C 1254(b).

Section 1.1254-6 also issued ynder 38
USCizsaml~=+ .

§ 1.301-1  jAmended]
Par. 2. Section 1.301-1 is amonded as
follows: .
" L Paragraph (d)(1){iii) isamended by
removing the laoguage "or 1252(a;” and
edding ~1252(s), or 125-4(2)” Lo i1s
pl

-

b

ace. .
2. Paragraph (h)(2)(ii)(D] is amended
by removing the language “or section
1252(a) {relating 10 ?am from -
disposition of farm jand)” and sdding

“seciion 1252({s) (relating to gain from
disposition of larm land), or section
1254(8) {relating 1o gain fram
disposition of interest in natural |
resource fecaptire propenty]” in its
place.

3. Poragraph (j{1) isamended by
removing the language “or 1252{a)" and
adding "1252(a), or 1254(a}" in its
place. .

§ 19123 [Amended) _
Par. 3. Section 1.312~3 is amended by

removing “or 1252{(s)” and adding

*1252(a). or 1254(s)" in its place.

§1.241-8 [Amended]

Par, 4. Section 1.341-6 is amcnded as
foilows:

1.4n paragraph (b}{1}, the last
sentenca 35 amended by removing the
language “and 1252 {relating to gain
from disposition of farn land)"” and
addipg “ 1252 {relating to gain-from
disposition of farm land}, and 1254
{relating to gain from disposition of
interesi in Datral resource recapture
property)” i its place. .

2. In paragraph (bX2)i), the first
sentence is amended by remaving “‘or
12521 and adding 1252, or 1254)" in
its place.

3. In paragraph (b}{2)iii}, the second
sentence is smendad by removing “or
1252)" and edding “1252, or 1254)" in
its place.

4. In paragraph {(bl(3}, the first
senience is amended by removing “or
1252} and adding “1252, or 1254]" in
its place. .

5. In paragraph [h)l4). the Hrst

. sentence is amended by removing “or

12523 and adding 1232 er 1254)" in
its place.

6. Paragraph (n) is amended by:

a. Removing the language “and 1252
from the paragraph heading and adding
~1252, apd 1254 ip its place. .

b. Removing from the text the
language “and 1252(a} (relating to gain
from disposition of farma land)” and
adding "1252{a) {relating 12 gain from
disposilion of farm land), and 1254(a}
{relating to gain from disposition af
interest in natural rescurcs recaplure
property)” in its place. .

§ 1.453-% |Amended} .

Par. 5. Section 1.453-9, parageaph
{cli1){ii} is amended by: )

1. Remaving from the second septence
the Janguage ""or 1252{a}(1)"* and adding
*1252{a){1). or 1254{p}(1)" in its place.

2. Removing from 1be third sentence
the langwege “and pamgrsph {d}3) of
§1.1252-1" and adding in its place
*paragraph {dj{3} of §1.1252~1. aDd
paragraph (djof §1.1754=-1".

- 1245 pro
 betreal

Par. 6. Section 1.751-1, paragraphs
{cH 4}, {c}(5), and (c){B) ara revised 10
read as {ollows:

§ 1.7531-1  Unrealized recelvables and
Inwentory Rems,
- L] " - *

(4)(1) With respect to any taxable yoar |
of a parinership ending after Seplember
12,1966 (but only in respect of '
expendilures paid or incurred after that
date), the termn unrealized receivables,
for purposes of this section and sections
731,736, 741, and 751, also ineludes
potential gain from mining property
gdelined in sectica 612{DI2) Witk
respect to each item of partnership
mining property so defiined, the .
potentiel gain is the amount that would
be treated as gain 1o which section
617{d)(1} would apply I (at the time of
the transaction described
736, 741, or 751, as the case may be)the

. iten were s0ld by the partnership at jts

fair market value - .
{if) With respect to sales, exchanges,
or other dispositions after December 31,
1475, in any taxahle year ofa
parinership ending alier tha) date. the
term unrealized receivables, for. .
purposes of this section and seciions.’
731,736, 741, and 751, Also includes
potential gain from stock in a DISC as
described in section 992{(a), With

" respect lo stock in such a DISC, tha

potential gain is the amount that would
be wreaied as gain to which section’ -
995{(c) would apply if (st the time of the

. transaction described in section 731,

736,731, or 751, as the case may be) the
stock were sold by the partnership at its

. fair market valus.

{iii) With respect to any taxable year
of a pertnership beginning efter
December 31, 1962, the term unrealized
receivables, fot 5 of this seciion
and sections 731, 736, 741, and 751,
also includes polential gain from section

- 1245 property. With respact 10 each

ilem of partnership section 1245
propeny {as defined in scction.
1245(a}(3)], potential gain from section

y is the amoynt that would
A3 gain 1o which section
1245(a){1) would sppiy if {at the time of
the transaction in section 731,
736, 741, or 751, as the case may be) the
item of section 1245 property wers sold
by the partnership at its fuir market
value. See § 1.1245-1{e}{1). For
example, if 8 partnershig would |
recognize under section 1245(a}{1) gain
of $600 upon u sale of ooe item of .
section 1245 property and gein of $300
upon & sale of jts valy other item of
such property, the potentisl section = .
1245 incame of the parmership would
be 000, . )

in section 731,
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{iv} With respect to transfers alter
October 9. 1975, and io sales,
exchanges, and disUibutions waking
place wiier that date, the term unrealized
receivables, for putpases of this secon
and sectiops 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 & foreign corporaden,
the powential gain is the amount that
would be treated 8s gain Lo which
section 1248{a} would apply‘if [nl_ the
time of the transaction d in
section 731, 736, 741, or 751, s the cass
may be) the stock were sold by the
parinersbip at its fair market value.

{v) Wilb respect 1o any taxable year of
o partnership snding after Decembet 31,
1963, the lerm varealized rectivables,
for purpases of this section and sections
731, 736, 741, and 751, also includes
potential gain from section 1250
property. With respedt 1o each item of
F ip section 1250 property [as
defined ip section 1250(c)), potential
gain fom section 1250 property ic the
amount that would be trazied g5 gain to
which sertion 1250(a) would appiy if {st
the time pf the transaction described in
section 731, 736, 741, or 751, as the cass
may be) the item of section 1250
property wese sold by the parinershipat
its fair market value. Soe 4 1.1250~
pEETITY N

(vi} With respect to any taxable year
of » partnership beginning afier
December 31, 1969, the 1e110 &

- recaivables, for p of this saction
apd sections 731, 736, 741, and 751,
also includes potential gain from farm
recapture property as defined in section
1251{e){1) (as in £Hect before enactment
of the Tax .R&f?rm Actfof 198{3:.;:7&&“
respect to item of partaership
rocapiure property so defined, the
potential gain is the amount which
would be treated 2% gain to which
section 1251{c] (as ia eliect bafore
enactment of the Tax Reform Act of
1584} would apply if (a1 the Lims of the
transaction described in section 731,
736. 741, or 751, as the case may be} the -
itemn were spld by the parinership atits
lzir markel valus

{vii) With respect 1o apy taxable year
of a partnesship beginning afier
December 31, 1969, the term uarealized
receivabies, for purposes of this section
and seclions 731, 736, 741, and 751,
also includes potential gain from famn
jand as deflined in saction 1252{a)(2Z).
With respect to each item of panthership
farm land so defined, the potential gain
is the amount (hat would be tresied as
geain to which section 1252(aK1) would
apply if (a! the time of the tmnsaction
desctibed ia section 737, 736, 741, ot
751, ms the case may be) tha item were

sojd by the partnership at its fair market
v

ue,
(viii] With respect Lo Lransactions
which occur aher December 31,1376, in
any 1axable yoar ol 8 parinership ending
alter that date, the term unrealized
receivables, for pusrpases of thic soction
and seclions 731, 736, 741, and 751,
also includes poteatial gain from
franchises, trademarks, or tede names
referred to in section 1253(a). With
respect o sach such hem so referred to
in section 1253(a), the potential gain is
the amount thet would be treated os
gain to-which section }253[a) would
epply if {at the Lime of the transaction
described in sectinn 731, 736, 741,01

" 751, as the case may be) the itemns were

m]lg by the pentnership al its Lir markel
value.

{ix) With respect b any laxable yoar
of & partnership ending afler December
31, 1875, the term unrealized
receivables, Ior purposes of this seclion
and sections 731. 736, 741, apd 751,
also includes potential gain undar

_section 1254(s) from natural resource

recapture propernty &s defined in
§1.1254-1{b)(2). With respect 10 cach
separate ip natural resource
Fecapture pro so describad, the
g:unu'q gain is the amount that would
trestod as gain to which section

1254(a) would apply if {st the time of
ihe transaction described in section 731,
736, 741. o1 rsx.ladsbt?e case may be] the

roperty were so the panpership a1
?t.s fair market value.

{x) For p
this pasagraph {c}{4), any arm’'s-Jength
apresmeand batween the buyesr and seller,
or betwsen the parinership and
distributee partner. will generally
establish the fair market value of the

’. property described in this paragraph

[e)}4).

{5) For purposas of subtitle A of the
Interns] Revenue Code, the basis of any
tential gain described it paragraph

E'.:O}HI of this sectiop is zero. .

{6)1i} If {a¢ the time of any transaction
referred o in paragraph {c)i4) of this
section] a partoesship boids propeny
described ia paagraph {cH4) of this
seclion and if—

(A} A partner hed e special basis

. adjustment under section 743(b) in

res of the propenty; .
(B) The basis under section 732 of Lhe
property if distributad to the pariner
would rellect » specisl basis adjustment
under section 732(d); or

{C} Og the date & partaer scquirted a
parthership inlerest by way of a sale or
exchange {or upon the death of another
partner) the parmership owned the
property and an election under section
7549 was in effect with respect lothe .
partoership, ibe partner’s share of any

of sectipn 751c) and

potential gain desesibed in paragroph
{c)(4} of this saction it determined
under parsgraph {cM{6)iii) of this section.
{ii} Tha partaer's sherw of the -

clentie] gain described in paragraph

cit4) of this section in respect of the
property 10 which this paragraph
{c)(6){ii) applies is Lbal amount of gain
that the partaer would r ize undcer
section 617{d) 1}, 995{c). 1245(a),
12481{a), 12501{a), 1251(c) {as in effert
before the Tax Reform Act of 1084),
125Z(a), 1253(e), or 1254(a) (23 the case
may be} upen & sal- of the property by
the parinership, excepl that, for
pwposes of this paragraph {c)(5) the
pariner's shere of such gain is
delarmined in a mancer thet is
consiszentsh with the rmanper in which the
partner’s share of partnership properny
is determined: n.mr the amount ol‘lrm
polential special basis adjustment under
section 732{d} iz trested as {f it were the

- amoun! of & specis) basis adjustiwent

under section 743(b). Fos example, in
determining, for purposes of this .
paregraph (c){6), the arncunt of gain that
# partner would recognize under section

1245 upan s sale of parnership

propexty. the items sllocated under
§1.1245-1{£)(3i:) are eliocated to the
pariner in the same mannez as the
pariner's share of partnership property
is determined. See §1.1250-1(0 for
rules similar to those contained in
§ L.1245~1(e)(3)(ii).
» . - 13 -«

Par. 7. Sections 1.1254-0 through
1.1254—6 are added 10 yead as follows:

§1,3254-0 Tabtde of contents lor tection
1254 recaplure rules,

This section lists the major captions
contained in £§ 1.1254-1 through
1.1254-5. :

$1.12541 Treatmeni of goin from
disposition of notura) resource recaplive
Property.
(4] In gemerul.
(b} Definitions.
Eli Nsmwdson 1254 costs. _
2] R TENTurce recaplure property.
{3) Disposition. ’
{¢) Disposition of » portion of nature)
respurce recapture property.
(1) Disposition of ¢ pottion (other than un
wndivided interesi) of Datural rerource

TECAPTUre property.
(2] Dispasition of an undivided inicrest, |
{3] Alternative allocation rule.
[dY Tnstalltoent welbod.

§¥1.1254-2 Exceplionsand limilotions.
{a) Exception Jor gifts and section 1041
transiers.

(1) CGeperal rule.
2} Fanl ;l.ﬂ tanuactions.
(b} Exception for wansiers at death.
fc} Limitsticn for certein tax-fres
ransastidos
{1) General rule,
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{2) Specinl rule for dixpasitions to certain  °
fax exempt arganizsions.

{3) Translers described.

{4).Special rules for section 332 lronsfers.

{d) Limi1ation for like kind exchanges and
involuntary conversions.
"[1) General rule,

{2} Disposition and scquisition of both
nolural resource recapture properiy and
other propefty.

§1.2254-3 Section 1254 costs immediately
after certgin gequisitions.

{a) Transactions in which basis is determined
' by reference 10 cost or kir market value
of property transfemed. .

{1) Easis determined under section 1012.

{2} Basis derermined under section 301{d),
334[a). or 358{al2). -

{3) Basis derermined solely under former
section 334(b)(2) or fonmer seclion
334(cl. :

(4} Basit datermtined by reason of the
aoplication of section 10614[a).

(b) Gifts and certain tax-free transactions,
{1) General rule.
(2] Trantactions covered.
{c} Certain transiers gt death.
{d) Property received in a like kind exchonge
or inveluntary convetsion.

{1) General rule.

(2} Allocation of séction 1254 casts amoag
mubliiple natural resovrce recaplure |
propery scquired.

te) Property transfetred in cases to which
section 1071 or 1081(b) applics.

§3.1254—4 Special rules for S cerporations
and their thereholders. [Reserved).

§$1.1254-5 Special rules for partnerships

ond their partners.

() In general.

(b) Determinaticn of gain treated og ordinary
income under section 1254 upon the
dispasilion of natural resource recapture

- proparty by s putpership,
{1) Geners! ruls.
(2) Exception to partner level recaplure in
the case of abuaive allocations, :
{3} Examples. -
{c) Section 1254 costs of a partner.
1) General ruls.
{2) Section 1254 costs of a transieres
pastner after certain acquisitions.

{d] Propeny distributed It a pariner.

(1) in general.

(2) Aggreguie of partpery’ section 1254 .
cols with respect 10 nututal resource
recapturs property held by ¢ partaetship.

$1.1254=6 Effective dote of regulotions:

§1.1254-1 Treatment of gain from -
glsposition of natural resourcs recapture
projperty. .

{a} In generol. Upon any disposition
of section 1254 propenty or any
disposition sfier December 31, 1875 of
oil. gas. or geothermal property, gain is
treated as ordinary income in an amount
equal to the lesser of the amount of Lhe
section 1254 costs [as defined in
parugraph (b}{1) of ihis secrion) with
1espect 16 Lhe property. or the amount,
if any, by which the amount realized on

the sale, exchange. or involuntary
canvetsion. or the fair market value of
the property on any other disposilion,
exceeds the adjusicd basis of the'
property. However, any amount Lreated
as ordinary income under the preceding
sentence is not included in the
laxpayer's gross income from the
properiy lor purposes of section 613,
Generally, the Tesser of the amounts
described in this paragraph {a] is treated
as ordinary income even though. in the
absence of seciion 1254{a), ne gain
woyld be recognized upon the
dispositfon under any other provision of
the Internal Revenue Code. For the
definition of the term section 1254 costs,
see paragraph {b){1) of this section. For
the definition of the lerms section 1254
property, oif, gas, or geothermai
property, and notural resource recaptuce
propeny, see paragraph b)2) ol this
section. For rules relating to Lhe
disposition of natural resousce recapture
propeity, see paragraphs (b){3), {c), and
{d) of this section. For exceptions and
limitations to the application of section -
1254{a), sea § 1.1254-2.

(b} Definitions—{1) Section 1254
costs—{i} Property placed in tervice
ofter Decernber 31, 1986. With respect to
any properly placed in servics by the
taxpayer after Docember 31, 1886, the
term section 1254 costs means—

[A) The aggregate amount of '
expenditures that have been deducted
by the taxpayer or any person under
section 263, 516, o1 617 with respect to
such property and (hat, but for ths

deduction, would have been included in

the adjusted basis of the property or in
the adjusted basis of certain depreciable
property associated with the propernty;

and

(8] The deductions lor depletion
under saction 611 that reduced the
ad‘[usted basis of the JN‘OPG“Y-

ii} Property ploced in service before
January 1, 1987, With respect 10 any
properly placed In secvice by the
laxpayer before January 1, 1987, the
term seciion 1254 costs Means-~

(A} The aggregaie amount of costs
paid or'incurred afler December 31,
1975, wilh respect to such property, that
have been deducted as intangible
drilling and development costs undar
section 263{c) by the taxpayer or any -
other person {except that section 1254
costs do not include costs incurred with
respect lo geothermal wells commenced
before October 1, 1578} and that, but for
the deduction, would be reflected in tha
&djusted basis of the property or in the
adjusted basis of certain depreciable
property associated with the property;
reduced by

- {B) The amount {if any)} by which ths
deduction for deplction allowed under

section 611 that was computed either
urder section 512 or sections 613 and
B13A, wilh respect 10 the praperty,
would have been increased if the cosis
[paid or incurred after Decomber 31,
1975) had been charged to capital
account rather than deducled,

(iii) Deductions under section 59 gnd
section 291. Amounts capitalized
putsuani to an election under section
58(e} or pursuant to section 293{b} are '
Wreated as section 1254 gosts in the yoar
in which an amortization deduction is
claimed under section 59{¢)(1} or
seciion 291(b}(2).

(iv} Suspended deductions.1f a
deduction of a section 1254 cost has
been suspended as of the date of
disposition of section 1254 property, the .
deduction is not treated as a section
1254 cost if it it included in basis for
determining g;in or loss on the
disposition. On the other hand, if the
deduction will eventually be claimed, it
is a seclion 1254 cost 8% of the daie of
disposition. For example. a deduction
suspended pursuaht to the 6§ percent of
taxable income {imitstior of section
g;aA{d}(ll i‘my either befinduded in

5is upon disposition of the pro
or may be dedggfed in & year Eﬁﬁ:
year of disposilion, See § 1.613A=-
4(2)(1). if it is included in the basis then
it is not & section 1254 cost, butifitis
deductible in a later year it is a section
1254 cost as of the date of the . -
disposition. . .

(v) Previously recoptured amaunts. I
an amount has been previously trested
a< ordinary income pursuant to section
1254, it is not a seclion 1254 cost.

{vi) Nonproductive wells. The
apgregate umount of section 1254 costs
peid or incutred on any propen
includes the emount of inkngible
drilling and developmeni cosis incurred
on nonproductive wells, bul only 10 the
exient that the 1axpayer recognizes
income on the foreclosure of 2 :
nonrecourss debi the proceeds from
which were used to finance the section
1254 costs with respect ta the property.
For this purpose, the term
nonproductive well means a wellthat * .
does not produce oil or ges in - T
commercial quantities, including a well -
that is drilled for the purpose of :
asceriaining the existence, location, or
extent of an oil or pas reservoir fe.g., a
delincation weil). The term

-nonproductive well does not include an

injection well {other than an injection
well drilled as part of a project that does
not resull in production in commercal
fuantitieg).
{vii} Colculotion of amount described
in paragraph (b)1)(ii){B] of this section
{hypothetical depletion offset}~{A) In "
generof. In calculating the amount
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described in paragraph (B)1}iiH(B) of
this section, the taxpsysr shall apply the
{ullowing rules. Tha taxpayer may use -
the 65-prroent-of-taxsble-income
\imitation of section 613A(d)1). 1l the
faxpayer uses that limitation, the -
laxplyes it not required 10 recalculale
the effect of such limitation with respect
(0 any propernty not disposed of. That is,
. the taxpayer meay essume that the
" hypoibetical capitalization of intangible
_dalling and development costs with
respect 1o any-property dispoesed of does -
pot affect the allowabie depletion wilh
respoct fa property retained by the
taxpaysr. Apy intangible driiling and
dovelupment costs thet, if they had not .
been Lreatod as expenses under seclion
263(c), would have properly been
capitalized under §1.612~4(b)(2}
(relating to itexns recoverabie through
deprecistion upder tection 167 of cost |
recovery under section 168) are trealed
as costs described in § 1.612—4{b)(1)
(relaling 10 items recoverabile through
depletion). The increase in depletion
attribiutable 10 the cxpitalization of
intangible drilling and development
€osts is computed by subtractiog the
amauni of ¢ost or parcentage depletion
sctually claimed from the amount of
cosl ar percentage depletion that would
have been allowable if inwangible
drilling and development costs bad |
been capilalized. 1f the remainder is
2e50 or less than zero, the entire amount
of intengibla driiling and developmont
costs altributebla to the properly is
recapturable.

(B} Example. The following example
illustrates the principles of paragraph
(1 Mviil(AL

Exi H etical depletion offset In
Isrsmwund:nloﬁfd pmp{’ny lor
510.000. 1977, A lnourred 5200,000 of
productive well intangible drilling and
developmeny costa with respect (o the
propesny. A deducted 1he intangible drilling
and development cosis ss expenses under
section 2G3{c). Estimated reserves of 156,000
barre ks of mcoversble oll were discovered in
1977 »nd procuction begsn in 1978, In 1978,
A produced and soid 30.000 barrels of oil at
38 per barrel, resulting in $240.000 of gress -
income. A had no ather 03] £r gas produsiion
in 1978. A claimed & percentage depletion
deduttion of $52, 200 {i.e., 22% of $210,000
gross income trom the propecty]. if A had
caprtilized the intangible drilling and
development costa, ssxume that ST04.000 of
the costs would hare been allocuted 1o the
depleisbie property and none a depracialfe
property. A's cost deplelion dudvcvan if Lhe
ietangible drilling and development cosit
had buch capitalized would bave been
542.000 {i.= . {(5200.000 intangible driltinp
and development costa + §10.000 acquisition
cows) 1 30,000 barrels of prodoction)/
150.000 barrels of estimaled recoverable
reserves). Sinee this nmount is Jess thap A's
depletiog deduction of $52.800 [percentage

-

depiction, no refuction it imade to the
smounl ol iptangible drilling and
developmen! oosis (5200,000). On fanuary 1.
1979, A suld the oil propemny 10 B for
$360,000 anid calculsied section 1754
recapture withoun reference 10 the 63-
percent-ol-taxshle-income limitation, A's

+ gain oo the sale is the eptire $360.000,

bocause A's busis in the property ut the
begloning of 1979 is zero [Le., $10,000 cosi -
less 552,000 depletion deduction for 1978].
Since the section 1254 cortx (5200.000) are
Jess than A's guin o the sale. 5200,000 is
ireetad & ordinary ipcome undor section
1254(s). The remaining amouot of A's gain
[S160,000) is not subject 1o section 1254]0).

(2) Nowral resource recapture
prapertyp—{il In general. The tern
notural resource recaptyre property
means soction 1254 property or oil. gas,
orgeolbermal pruperty as those lenms
are defined io this section.’ :

(ii) Seclion 1254 property. The term
seetion 1254 proparty mieans an
property (withio the meanipg of section
G24) Lhat is placed in service by ibe
1axpayer afier December 31, 1984, if any.
expenditures described in paragraph
(L){1}i)}A) of this section {relating to -
€O$1s under seciion 263, §16. or 617} ama
properiy chergeable to suck praperty, ot
if the pdjusted basis of such property -
includes adjusuments for deductions for -
depletion under section 611. :

isi) Onl, gos. ar gecthermal property.
Theicrm oil, gas, or gevthermal -~
property means any property (within the

 meaning of section 614) that was placed

in service by the taxpayer before January
1. 1367, if eny ditures described
in patagraph (bi{1}ii}{A]} of this section
are properly chargeable 10 such

™ .
P {imiopeﬂy to which section 1254

" oosis o properly charge-.le.—{A) An

expenditure is praperiy chzrgeable o
propenty if—

{1) The property is an operating
mineral interegt with respect to which
the expendiiwre has been deductad:

{2} The propeny is a panopetating
miners] inlerest [eg.. a net profite
interest or an overriding royally inierest)
burdening an operating mineral interest
if the nenoparating mineral interest is
carved out of «n operating misesal
intarest described in paragraph
B Z)ivHAN ) of this section:

(3) The propenty is & nonDoperuting
mineral ioterest retained by alessor or
sublessor if such lessor or sublessor
heid, prior to the jease of sublaase, ag
opcrating mineral interest described in
paragraph (L) 2)liv)[A)( 1) of this section
0

r

[4) The property is an operaling or a
nonoperating mineral intcrest held by &
taxpayer il a party related to the
taxpaye: {witkin the meaning of section
267[b) ur section 707{b)) held an

opcrating mineral iclerest {Jdesaibed in
paragraph (bl 2)(iv)IA){ ) of this section)
in the same iract or parcel af land thnt
lerminsted (in-whole or in part] without
being disposed of {e.g., & working

interest which termuinated safier o

specified period of titme or & given .
amount of productjon), bt only if thers
exisis betweon the rolated partics an
arrangement or plan to avaid recapiure
under soction 1254, in Such a cuse, the
taxpayer’s saction 1254 costs with
respect to the property include those of
the reloied party.

(B) Example. The following example
illusiretes the provisions of pamgraph
(2XivIAM &) of this seclion:

Example. Arrongement or plen 1o myvoid
recopliure. C, an individuel, owns 160% of
the s1ock of both X Co. and Y Co. On Sonusry
1, 1998, X Co enters inio n Handard 0il aud
gus leate. X Co. immediately assigne 10Y Co,
1% of the working iouenst for one yoar, and
o8% of the working interest thereafier, In
1608, X Co. end Y Co. expend 5300 in
invangible drilling and developruent cosis
developing the uact, of whick 5297 gre
deducted by X Co. under section 263{c). Dn-
lenyary 1, 1999, Y Co. sellx fis 99% share of
tht wurking Inieresi to an unrelaled perscm.
Bsved on &)l the facts imd dreumsaaces, the
wrengerrent betwoen X Co. and Y Co. s prart
of s plan or arrangement 1o svoid macapne
under section 3254, Therefore, Y Co. must
include In jts section 1254 costa the $297 pf
inlangible drilling and developmen costs
dedircted by X Ca. .

(V) Property the basis of which
includes adjusunents for depletion
deductions. The sdjusted basis of
property includes adjusiments for
deplotion under section 611if-— .

A The basis of the property has been
roduced bry reason of depletion
deduciions; or

{B) The property has been carved out
of or is & portion of property the basis
of which has been reduced by reasva of
depletion deductjons. .

vi] Froperty held by a transferee.
Propesty beld by s vancfaros is naluru)
resource recaplure property if the
property was natusal resource recapture
property in the hands of the ransieror
and the transferee’s basis in the propeny
i# dewrnpinoed with relerence 18 the
transieror's basit in the property {eg . a
gift) oris determined under section 732

{vii) Property hald by o tansfecor.
Property held by a transieror of naturad

. FesOwcE Fecapture property is natural

resowree recapiure property if tbe
transieror’s basis in the propeny
received is determined with reference to
the transferor’s basis in the propeny
transfzired by the trancferor (2.g.. 8 like
kind exchange}. For purposcs of this
paragrapk (b){2), propeny desuiled in
this paragraph (b){2)Ivii} Is Lreated us
placed in service a! the time the
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property translerred by the transferor

was placed in service by the transferor. .

(3} Disposition—{}) General rule. The
term disposition has the same meaning
as in section 1245, relating to gain from
dispositions of certain depreciable ~

roperty. . .

(i) Exceptions. The term disposition
does not include— . .

{A) Apy transaction that is merely a
financing cevice, such 25 a mortgage or
a production payrent that is Leated as
a loan under section 635 and the
regulations thereunder;

%B] Any sbandonment {except that an
abapdonment is a disposition to the
exient the taxpayer recognizes income
on the foreclosure of a nonrecourss
debt);

(C) Any creation of a Jease or sublease
of natural tesource recapture property;

{D} Any termination or election of \he
stalus of an S corporation;

(E) Any unitization or pooling

arrangement;
. [F) Any expiration or reversion of an
aperating mineral interes! that expires
or reverts by its own terms, in whole or
in patt; or . .

G) Any conversion of an overriding
rovalty interest that, at the option of the
grantar or successer jn interest, convens
to an vperating mineral interest sftera
certain amount of production:

{iii) Specia! rule for carrying
arrangemants. In a carTying
arrengement, Yiabilily for section 1254
cosls atiributable to the entire operating
mineral interest held by the carrying
party prior 10 revelrsion of conversion
remains attributable to the reduced
operating minera) interes! retained by
the carrying party after 3 ponion of the
operating mineral interest has reverted
10 the carried party or alier the
conversicn of an overriding rovalty -
interest that, at the option of the grantor
O SUCTESSOr in interes). convens 1g.an
operaling mineral interest after a certain
amount of producticn.

{c) Dispasition of & portion of natural
resource recapture property—{1)
Disposition of a portion {other then on
undivided interest) of noturel resource
recopture propery—iil Natural resource
recapture property subject to the general
rules of § 1.1254-1. For purposes of
sectipn 1254{a){1) and paragraph {a) of
this section, excepl as provided in
paragraphs (c){1) {ii) and (3) of this
section, in the case of the disposition of
a portion (that is not an undivided
interest] of natural resource recapture
property, the entira amount of the
section 1254 costs with respect to the
natural resource recaplure propeny is
treated as allocabls to thal portion of the
property 1o the extent of the amount of
gain 10 which section 1254(a){1} applics.

. recapture by the taxp

if the amount ofthe gain to which
section 1254(a){1) applies is lvss than
the amount of the section 1254 costs
with respect to the natural resource
recaplure propeny, the balance of the
section 1254 Costs remaining aler
allocation to 1the portion of the property
that was disposed of remains subject to
recapture by the 1laxpayer under section
1254(a)(1) upon disposition af the
remaining portion of the property. For
example, assume that A owns 8n B0-acie
tract of land with respect to which A
has deducted intangible drilling and
development costs under section 263(c).
i A sells the north 40 acres, the entire
amount of the section 1254 costs with
respect to the B0-acre tract is trealed as
allocable to the 40-acre poriion sold {to
the extent of the amount of gain to
which section 1254(a)(1) applies}.

{ii} Netural rescarce recaplure
property subject to the exceptions and -
limitations of § 1.1254-2. For purpases
of section 1254{a){1) and paragraph (a)
of this section, except as provided in
paragraph {b}3} of this scction, in the
case of the dispositicn of s portion {that
is not an undivided interest) of natyral
resource recapture property to which
section 1254(2}(1) does not apply by
reason of the application of §2.1254-2
{cortain nonrecognition transactions},
the following rule for ellocation of costs
applies. An amount of the section 1234
costs that bears the same ratio to the
entire amount of such costs with respect
1o the entire natural resousce recapiure
properiy as the value of the properny
transferred bears to the value of the

. entire natutal resource recapiure

propecty is tested as allocable lo the
portion of the natural resource recapturs
property transierred. The balonce of the
section 1254 costs remaining afler
alipeation to that portion of the
transierred property remains subject lo
ayer under seclion
1254(s)(1) vpon disposition of the
remaining portion of the property. For
example, assume that A owns an 80-acro
tract of land with respect to which A
bas deductied intangsble drilling and
development costs under section 263{c),
If A gives sway the north 40 acres, and
il 60 percent of the vaiue of the 80-acre
tract ware sttributable (o the north 40
acres given away. 80 percent of the
section 1254 costs with respect to the
80-acre tract is allocable 10 the north 40
scres given away.

{2} Disposition of an undivided
intérest—{i) Naturol resource recopture
propesty subject to the geaeral rules of
§1.1254~1. For purposes of seclion
1254(a}{1), except as provided in
paragraphs (b)(2)Gii) and (b}3) of this
scction, in the case of tha disposition of
an undivided interest in patural

resource recapture propeny [ora
pontion thereal), a proportionate part of
the section 1254 costs with respect to
the natural resource recaplure propeny
is treated as allocable to the transferred
rndivided interes) 1o the extent of the
amount of gain to which secrion
1254(al{1) applies. For example. assume
that A owns an 80-scre tract of land
wilh respect 10 which A has deducted

" intangible d:illing and development

cosls under section 263(c). i A sells 2n
undivided 40 percenl inerest in the 80-
acre tracl. 40 percent of the section 1254
costs wilh respect to the 8Q-acre tract is
aliocabie to the ranslerred 10 percent
Interest in the B0-acre tract, However, if
Lthe amount of gain recognized on the
sale of the 40 percent undivided interest
were equal to only 35 percent of the
amoun! of section 1254 costs
atuributahble to the 80-acre tract, only 35

ercent of the section 1254 cosls would

Irealed as aluibutable to the -

undivided 40 percent interest. See
paragraph {¢](3) of this section. foran
aiternative atlocation rule.

{ii} Natural rescurce recapture
propenty subject to the exceptions and
limitations of § 1.1254~2. For purposes
of section 1254(a)(1) end paragraph {a) -

. of this section. except as provided in

paragraph [b}{3} of this section, [n the
case of a disposition of an undivided
intergst in natural resource recapture
propenty (or a portion thereoi) to which
section 1254 (a)(1) does not apply by
reason of § 1.1254-2, a proportiongte
part of the sectjon 1254 costs with
respect to the nalursl resource recapture
property is treated as allocable to the
transferred undivided inlerest. See
paragraph {c}(3) of this section for an
altemnative allocation rule.

{3) Alernative olocation rule—{i) Jn
general. The rules for the allocation of
costs set forth in seclion 1254(a)(2) and
paragraphs {c}{1) and (2} of this section
do not apply with respect to section
1254 costs that the taxpayer establishes
to the satisfaction of the Commissiener
do not relate to the transferred propeny
Except as provided in paragrapﬁs
(ci3}tii} and {iii} of this section, a
laxpayer mnay salisfy this requirement
only by recetving a privaie letter ruling
from the Internal Revenue Service that *-
the section 1254 cosls do not relae 1 . .
the translerred property. :

{ii} Portion of property. Upon the
transfer of a porlicn of a natural
resource recayture propeny (other than
an undivided interest) with respect 1o
which section 1254 costs have been -
incurred, a 1axpayer may treat section
1254 cosls as not relating to the
transferred portion if the transferred
pertion does not include any pan of anv



L. the

deposit with respect to which the costs
were incurred,

(iii) Undivided inlerest. Upon Lhe
trensfer of an undivided interestin a
natural resource recapiure properiy with
respeet to which section 1254 costs have

" been ncurred, a taxpayer may treat

costs as not relating to the transferred

.- 'interest if the undivided interest is an

undivided interest in a porfion of the
natural resource recapture property, snd
portion would be eligible for the
sltemnative allocation rule under -

pars ;ph (c)(3)(ii} of this soclion.

) (ivgir ubstantigtion. 1§ a laxpayer Ueaws

-“scction 1254 costs incurred with respect

to & natural resource recaplure propeily
as not relating to a transferred interest

" in s portion of Lhe property, the

taxpayer must indicate on his or her tax
retumn that the costs do not relate to the
transferred portion end meintain the
records end supponting evidence that
substantiale this position.

{d) Installment method. Gain from »
disposition to which section 1254(s)(1)
applies is reported on the instaliment
methed if that method otherwise applies
under section 453 or 4534 of the
Intenal Revenue Code and the
regulations thereunder. The portion of
each installment payment as reported
that represents income (other than
interest) is trealed as gain te which
secton 1254(s)(1} applies until all of the
gain (1o which section 1254{a)1) :
applies) has been reported. and the
remaining portion {if any) of the income
is then treated as gain to which section
1254{a){1) does not spply. For teatment
of amounts as interest on certain
deferred payments, see sections 483,
1274, andplhe regulations thereunder,

§ 112542 Exceptlona and imitations,
_[a) Exception for gifts and section
1041 transfers—{1) General rule. No
gain is recognized under section .
1254(a}(1) vpon # disposition of natunl
resotirce recapture property by s gift or
by a transfer in which no gain or loss
is recognized pursuant o section 1041
(relating 10 rransfers between spouses).
For purposes of this paragraph [a), the
{srm gift means, except to the extent that
paragraph {a){2) of this section applies,
a ransfer of natural resource recaplure
property that, in the hands of the
tansferee, has a basis determined under
the provisions of sections 1015(a} or [d)
{relating to basis of propeny acquired by
gift). For rules concerning the potential
reduction in the amount of the
charitable coniribution in the case of
nalural resqurce recapture property, sce

. seclion 170(e) and § 1.170A—4. Sec

§1.1254-3(b3{1] for determination of
potential recaplure of secticn 1254 costs
on property acquired by gifi. See

§1.1254~1[c}1¥ii} end [c}(2)(il) for
spporiionment of seclion 1254 cosls on
8 gift of 8 portion of natural resource
recaplure piopeny. '

leran gift transactions. 1l a
disposition of natural resource recapture
property is in part  sale or exchange

. and in part a gifi, the gain that is treated

as ordinary income pursuant {o section
1254(s)(1} is the lower of the scction
1254 costs with respect to the property
or the excess of the amount realized
upon the ditposition of the property
over the adjusted basis of the property.
In the case of & Uansler subject to -
section 1011(b) {relating to bargain sales
10 charitable organizations), the adjusied
basis lor purposes of the preceding '
septence is the sdjusted basis for
determining gain or loss under section
1011(b). .

(b) Exception for transfers of Seath.
Except as provided in section 691
(relating 10 incame in respect of 2
decedent), no gain is recognized under
"section 1254(a)(1) vpon a transfer at
dedth Forp ses of this paragraph,
the term transfer al death meansa
transfer of natural rescurce recapture
property that, in the hands of the
transferee, has & basis determined under
the provisions of section 1014{a)
(relating to basis of property acquired
from a decedent) because of the death of
the transferor. See § 1.1254-3{eH4} and
() for the determination of polentinl
recapture of section 1254 costs on
property acquired in a transfer at death.

fc) Limitotion for cesntain tax-free
transactions—{1) General rule. Upon a
transfer of property descrited in

" paragraph {c){3} of this scclion. the

amount of gain treated as ordinary
income by the transferor under scction
1254(a}{1] may nok exceed the amount
of gain recognized to the uansieror on
the transfer {determined without regard
to section 1254). In the case of a transfet
of bolh natural resource recapiure
property and property that is not natursl
resource recapture propeny ih one
transaction, the amount realized from
the disposttion of the natura) resource
recaptute property is deemed to be
equal 1o the amount that bears the same
ratio to the wial amount realized as the
fajr market value of the natural resource
recaplure property bears 10 the aggregate
fair market value of all the propernty
transferred. The preceding sentence is
applied solely for purposes of
computing the portion of the tolal gain
(determined without regard 10 section
1254) that may be recognized as
ordinary income under seclion
1254(a){1).

{2} Speciaf rule for dispositions to
certain tax-exempt orgonizations.
Paragraph [c)(1) of this section does not

apply 1o B disposition of nalural
rcsource recaplure property to an
organization {other than & cooperative
described in section 521} that is exempt
from the 1ax imposed by chapter J of the
Internal Revenue Code. The preceding .
senience does not apply 1o & disposition
of natural resource recapture propery to
an orpanization described in section 511
{a)(2) or (b}(2) (relating to imposition of
tax on unrelated business income af
chariloble, ete., organizalions) il
immedialely afl¢r the disposition, the
organization uses the property in an
unreclated trade or business as defined in
section §13. I any propeny with respect
1o which gain is nol recognized by

reason of the exception of this

paragraph [c){2) coases to be used in an
unrelated trade or business of (he
organization acquiring the property. thal
organization is, jot purpases ol section
1254, treated bs having disposed of Lthe
propenly on the dateof the cessation.

{3} Transfers desccibed. The transfers
referred Vo in paragraph (c)(1) of this
section are translers of natural resource
Tecapture property in which the basis of
the natural resourse recapture property
in the hands of the vanslereeis . .
delcrmined by reference (o its basis in
the hands of the transferor by reason of
the application of afiy of the following
provisions:

{i) Section 332 (relating to cerlain
liquidations of subsidiarics), See
pargfraph (c)(4) of this section.

(i) Section 351 {relaling to transfer to
a cor?oralion controlled by translerorn).

(iii} Section 361 (relating to exchanges
pursuatil to certain corporate '
rearganizations).

(iv) Section 721 {relating 10 transfers
10 & partnership in exchange for s
partnership interes:}.

[v) Section 731 (relating to
distributions by a parinership o a
partaer). For purposes of this paragraph,
the basis of natural resource recapiure
property distributed by a partnership 1o
a pariner is deemed to be determined by
reference to the adjusted basis of such
property to the parinesship.

(4) Speciol m?es for section 332
irensfers. In the case of a distribution in
complete Liquidation of  subsidiary to
which séction 332 applies, the
limitation provided in this paragraph (c)
is confined to instances in which the
basis of the natural resource recapiure
property in the hands of the transicree
is determined, under section 334{L)(1),
by reference to its basis in the hands of
the transferor. Thus, for example, the
limitation may apply in respect of a
liguidating disuribution of natural
resource recapture propeny by 8
subsidiary corporation 1o the parent
corporation, but does nat apply in
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is acquired from & decedent prior lo
death). - ;o

{d) Property received in a like kind
exchange or inveluntary conversion—(1)
General rule. If natural resource -
recaplure property is disposed ofin a
like l:\inci exchange under section 1031
or inveluntary conversion under section
1033, then immodiately aker the
dispasition the amount of section 1254
costs with respect to any natural
resource recaplire property scquired for
the property transfecred is anamount .
equal 10— . .

(i) The amount of section 1234 costs
with respect to the natural resource
recepture property disposed of: minus

(ii?'rhe amount of any gain taken into
sccount as ordinary income under
section 1254(a)(1) by the transferor upon

the disposition.
(2] Allocation of section 1254 Tosls

among muftiple natural resource
recaptune properties gcquired. H moere
ihan one parcel of natural resource
recapture property is acquired at the
same time from the same person ina
transaction referred to in paragraph
(d)(1) of this section, the total amount of
section 1254 costs with respect ta the
parcels is allocated 1o the parcels in
proportion to their respective adjusted
bases. R

{e} Property tronsferred in coses lo
which section 1071 or 1081(b) appiies.
Rules similar to the rules of section
1245(b)(5) shall apply under secticn
1254.

§ 1.1254-4 Special rules for S corporations
and their sharehokiers. [Recerved].

§ 1.1254-E Speclal rules for partnerships
and their parners.

{a) In genervl, This section provides
- rules for applylng the provisions of
section 1254 to partnerships and their
partners upon the disposition ol natural
resoulce recaptire propesty by the
partnarship and certain distributions of
property by & partnership. Set section
751 and the regulations thereunder lor
rules concerning the treatment of gain
upon Lhe wransfer of a partnership
inlerest.

(b} Determination of gain treated as
ardinary income under section 1254
upon the disposition of notural resource
recapiure propery by a partnership—{1}
Generaf rule. Upon & dispositien of
natural respuice recapiure property by a
paninership, the amount treaied as
ordinary income under seclion 1254 is
determined atthe pariner level. Each
partner must recognize as ordinary
income under section 1254 the lesser
of— i}

(i) The partner's section 1154 costs
with respect to the property disposed of;
or

{ii} The panner's share of the amount,
il any, by which the amount realized
upon the sale. exchange, o involuntary
conversion, er the fair market vdiue of
the property upon any other disposition,
exceeds the adjusted basis of the
property.

{2) Exceplion to poriner level
recopture in the case of abusive
allocations. Paragraph (b)(1) of this
section does nol apply in determining
the amount treated as ordinary income
under section 1254 upen a dispositien
of section 1254 propeny by a
partaership if the partnership has
allocated the amount realized or gain
recognized from the dispesition witha
principal purpose of avoiding the
regegnition of ordinary income under
section 1254, In such case, the amount
of gain on the disposition recaptured as
ordinary income under scction 1254 is
determined et the partnership level.

(3) Examples. The provisions of
paragrephs (n} and {b] of this section are
ittustrated by the following examples
which assume that capita) accounis are
maintsined in accordance with seclion °

. 704(b) and the regulations thereunder:

Exomple 1 Portner Jeve! recopture—in
gereral. A.B, and €, have equal interests in
capital in Parinership ABC that was {ormed
on junvary 1, 1985. The pannership scquired
ap undeveloped domestic oil propenty on
January 1, 1985, for $120,000. The
parinership allocated the property’s basis o
each paniner in proponion to the pariner’s
interest in partnership capital, so each
pariner wos allocated 540,000 of basis. In
1985, the parinerthip incurred 560,000 of
productive well intangible drilling and
development costa wilh respect to the

. property. The pannership elected 10 deduct

the intangible drilling and development cosut
®s expenset under section 263{c). Each
partner deducted §20.000 of the intangible
drilling and developmcnt costs. Assume that
depletion allowable under section .
G13A[c) 7){ D) for each parner for 1985 was
$19.000. On Jahuary 1, 1386, the partnership
sold the oif propenty 10 an unrelated third
party far 5210.000. Each partaer’s allocable
shary of the amount realized is $70.000. Each
pariner’s basis in the oli propenty at the end
of 1985 is 530,000 {540,000 cosi~—510.00K
depletion deductions claimed]. Each paraer
bes o gain of 547000 ok the tale of the o
propeny (S70,000 smount realized-—530.000
sdjusted basis in the oll property). Assume
that cach pariner's depletion allowance
would nat have boen increased i the
intangible drittiog and development cusis
had been capitalized. Eoch pariner's seclion
1254 costs wilh respect 1o the property sre
520,000. Thus. A. B, and C each myst reat
520,000 0f gain recognized as ordinary
income under yection 1254({al.

Example 2. Special eliocetion of inlangible
drifling and development costs. K and L form
e parinership on January 1, 1997, to acquire
and develop @ geothermal property as
delined under section 613{e}{Z]. The
partnecship agreement provide: tha all

intangible drilling end development costs
will be allocated 1o panner K, and that i
other hems of lacome, gain. or locs will he
allocated cqualiy bevween the two pariners.
Azsume those allocations hove subsiantia)
ccononiic oflect under section 704(b) and the
regulations thereunder, The partnership
&CQuifs 8 lease covering undeveloped
acrenge located In the Uniled Stares Jor
550,000, 1. 1997, the partnership incurs
530,000 of intangible drilling and
development cosls thal are allccaied to
partnet K. The pactnership alse has £30.000
of depletion dedurlions, which ere allocoied
equally between K wnd L. On January 1, 1098,
the partnership sells the geothermal property
o an unrelsted third party for $166,000 and
recognizes g goin of $140,000 {$160.000
amount realized less $20,000 sdjusted bosis
(550,000 unadjusled basis legs 530,000
deplation deductions)). This gein is allocated
equally botween K and L. Becouse K's section
1254 costs wre 365,000 and L's section 1254
cosls are $315.000, K recogrizes $65.000 a5
ordinary income upder seclion 1254(a) and L
recognizes $15.000 at ordinary incofme under
section 1254{a}. The remaining 55,000 of gain
sifocated to K and 355.000 of gain sliccaied
to L is characierized withoul regard 10~
seclion 1254,

-Exaiple 3. Section 5%¢] election ia |
capitalize intangible driiling and
develapment costs, Parnership DK bat 50
equal parwners. On January 1, 1995, the
pannership purchases an undeveloped oil
and gas property for $160.000. The i
parinership allocates the property’s basis
equally aimong the partners, 20 each partner
i3 allocaled $2.000 ol basis, In January 1995,
the partnership incuts 5240.000 of intangible
drilling and development tosts with respect
10 the property. The partnership elects 10
deduct the intangible drilling and .
developmenl costs as expenses under seclion
263(c). Each partner is allocated 54,600 of
intangibie drilling and development cosis.
One of the partners, H. elects under section
59e} to capitalize his 54,800 share of
intangible drilling and developmeni costs,
Therefore, H is permitted 1o &monice hia
54,800 share of intangible drilling nnd
developtmenl costs over 60 months. H lakes
a 5968 amortization deduction in 1045, Each
of the remaining 49 partners deducss hix
$4,800 share of inlangible drilling and
development cosis in 1995, Assume that
depletion allowwble for each partner undet
section G1IACHTND] for t985 it $1.000, On
Decembur 31, 1995, the partnership sells the
property for 3300,000. Each panner is
allocated 56000 of amoun! realized. Each
pariner that deducted the intangible drilling
and development costs has 3 basis in the ail
property al the end of 1995 of $1.000 [S2.000
cosl - 51.000 depletion deduciions
claimed). Each of these pariners has a gain
of §5.000 on the sale of the ¢il propeny
(S6.000 amount realized — S1.000 adjusted
basis in the property). The section 1254 costs
of each parner Lhat deducied intangible
drilling snd development costs are 55,800
[S4,800 intangible drilling and development
cosls deducted + 51.000 depletion
deductions claimed}. Because each partner’s
section 1254 costs [55.800) exceed each
partpers share of amoun! reolized less cach
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partoer's adjusted basts 155.000), each
partper must ireat his 55.000 gein recognized
on the sals of the oil property as ordinary
incame Under seclion 1254(al Because 11
glecied under section 59{e] ta capitaliza Lhe
$4.800 of intangibis drilliog and
developruent costs sad amonized only 5960
of the costs jn 1995, the £3.840 of
unamorized intungible drillisg and
development costs are included in H's basia
in the oil propenty Tharefore, ai the end of
1995 H's basis in the oil property 11 54,540
([52.000 cont + $4.800 capitalizad intangible
drillinghmd development costa) — (5960
intangible dillizg 3pd developmanl cons
amertized + 53,000 depieiion deduction
claimed)) H's gain on the sale of the il
property is 51,160 {56,000 amoun) realized -
51840 adjusted basis) H's secilon 1254 coets
are $1,960 (5960 intangible drilling and
* dovelopmont cosis umortized + $1,000
depletion deductions claimed). Becauss H's
secton 1254 costs ($1.960) eaczed H's share
of arnount reslized less H's edjpusitd basly
151.160), H must treat the 51,160 of gain
recognized as ordinary income under seclion
1754(a) -
(c] Section 1254 costs of o parther—
(1) General rule. A pariner's section
1254 costs with respect Lo property held
by a partnership include ali of the
paziner’s seciion 1354 cosis with respect
10the propeny in the bands of tha
partnetship. In the case of property
contributed 10 8 partnership iz 2
transaction described in seclion 721, &
ner’s section 1254 costs inelude 8l
of the pertner’s section 1254 costy with
respoct {g the property prior\o
‘ contribution. Sectivn 1.31254-1(b)(1}(iv).
whick provides rules conceming the.
treatroent of suspended deductions,
applies to amounis bot deduciible
pursuan 10 seciion 704(d).

-[2) Sectionr 1254 costs of a trunsferee .

pariner after certain acquisitions—ii)
Basis determined under section 101211
a person scquires an intetesiin a -
parinership that holds natural resource
recapturc properly (transferce parines}
and the rans(cses partner’s basis for the
interest is determined by reference 1o ita
cost (within \he meaning «f section
1012}, the amowm of the troskeres
partner's section 1254 costs with respect
10 the properly held by the partnership
is rero on the acguisition date.

1ii} Basfs detcrnined by reason of the
applicatian of section 1014{al 1f 2
(ransleroe partner acquires an interest in
a partnership that belds neiuwrel
resource cucapture propeny from 2
decadeni and the ansferee partner’s
basis is determined. by reason of the
application of section 1014{e). solely by
reference g the fair market value of the
parnership inlerest on the date of the
decedent's death or on the applicable
date provided in section 2032 {rolating
ta altemnate valuation date), the amount
of the transleree partper's sectivn 1234

costs with respedt 10 property held by
the pasuership is 2ero on the
acquisilion date. -

{1ii} Basis deterrnined by reason of the
application of section 1014b}3). U an
interest in a partnership that bolds
natura] fesource recapture propeny is
acquired before the death of the
decedent, the amount of the ransieree
partner's seclion 1254 costs with respect
ta preperiy held by the partnership shall
include the amount, if aay, of Lhe )
sectiog 1254 costs deducied by the
trznsferee pariner belore the decedent’s
death. {a the extent thal the basis of the
partoer's inlerest (detersained under
section 1014{a)} is required 1o be
reduced under section 3014(b}(9)
frelating 1o adjusuneats io basis when
the propenty is acquired before the desth
of the decedent).

{iv) Gifts and section 1041 tronsfers.
If an interest in o parnership is
wrensferred in 2 transferthat isa gift, 4
part sale or exchange and partgifi,or s
transfer that is described in saction '
1041(a), the amount of the transferve
partnet’s section 1254 costs with respect
10 praperty held by the pannership
immediaiely after the transleris an
amount equal to—

{A} The amount of the transferor
partner’s section 1251 costs with respect
to the property immediatoly before tha
transier; minus

{B} The amount of any gain
recognized as ordinary income vnder
section 1254 b{zﬂ‘e transferor pariner -
upon the transier. .

{d) Property distributed to a pariner—

_-11) In general. The section 1254 costs for
. any hatural resource recapture property -

received by a parines in & distribution

-with respect to pant or sllof an interest -

in a partnership include— . - -

(i) The aggregate of the pariners’ .
section 1254 cosie with respect to the
natural resaurce recapture proposty
immediately prior to the distribution:
reduced try . :

.{ii) The amount of any gain laken into
account as ordinary income under
sectioh 751 by the partnership or the
partners (a¢ constiluled sfier the
disiribution) on the distribution of the
nalural resource recapture propery.

(2} Agzregote of partners’ section 1254
rosls with respect [o naturel resource
recopture property held by o
partnership—1) in generol. The
aggregate of partners’ seclion 1254 costs
it equal to the sum of each partner’s
section 1254 costs. The parunership
must determino each partner's section
1254 costs under either paragraph
{d}21(5)(A) {(wrilten data) or paragraph
{d)(2)(i)(B) (assumptions) of ihis section.
The pannenship mey determine the
scction 1254 costs of some of the

partners under paragraph (d){2Hi}A} of
this section and of others under
paragraph (di(2){i }{B) of this saction.
-{A} Written dara, A parinership may
dotermine a partner's section 1254 costs
by using written data provided by a
partoer showing the pariner’s section
1254 cosis with respect to naturel
resource recaplure property held by the
partnership unless the partnership
knows or has reuson to knoty that the
written data is inaccurate, I 2
partnership does not teceive written
data upon which it may roly, the
pertnership must usq the assumplions
provided in paragraph {@){2)}i1}(B) of this
section in determining 8 partnes’s
section 1254 cosis. )

(B} Assumplions. A parinership that
does not use written data pursuant 1o
paragraph {2)iMA) of this section 1o
determine & partner’s section 1254 costs
must use the following sssumptions to
determine the partner's section 1254
costs: '

{1} The pariner deducted bis or her
share uf deductions under secion
263(c), 616, or 617 for the first year in
which the partner could claim a .
deductian for such amounts, unless in .
the case of expenditures under section
263(c) or 616, the pastnership elscted 1o
capitalize xuch amounis; .

(2) The parther was not subjecttothe -
following limitations with respect 1o tha

- partner’s depletion allowance under

section 611. except to the extent a -

- limitation applied at the partnership

level: the taxable jncome limftation of
section €13(a): the depletable quantity

limitations of section 613Alck or the ~ & . ° -
. limitations of section 613A{d}{2). {2), -

and {4} texclusion of retailers and

- refliners).
§1.1254-8 EHactive dare of regulations.

‘Sections 1.1254~) through 1.3254~3
end § 1.1254-5 are efiective wilh respect
to any disposition of naturel resource -
IECapluss property occurring after
March 13,1995, The rule in §1.1254—

T (b)2Miv)(AN2), relsting to a

nonoperatling miners! interest carved
out of an eperating mineral interest with
respect 10 which an expenditure has -

“been deducted, is effective with respect

{0 any disposition occurring after March
13, 1995 of property (within the
meaning of scction 614} that is placed
in service by the taxpayerafler -
Dccember 31, 1086,

§ 1.1502-14 {Amended]

Par. 8. In §1.1502-14, the first
sentence of parageaph {c)(1} is amended
by removing the language “or
1250{a}1})" and adding "1250 [a){1}or -
1254{a)(1)"" in its place.

-

.-'
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PART 602—OMB CONTROL NUMEBERS
UNDER THE PAPERWORK
HEDUGTION ACT -

Par. 8. The authority citation for pant
702 cootinues to read as follows:
Authority: 26 U.S.C. 7605.

Par. 10, Scction 502.1_01 {c)is
amended by edding the following
cniries in numerical order to the table
to read as follows: :

§602.101 OMB Control numbers.

L L4 - -

.[c]t LI

CFR pant or sectioh where idan- O%tgg‘n-

\itied and described |

trol rsmber
1A254=1 [CHD) vomvresrersrecemrsener 15451352
1A254-HAN2) croimrseriessreses 1545-1352

Margaret Milner Richardson,
Commissioner of Internal Revenue.

_ hpproved: November 22, 1994.
Lexlie 8. Samuels, .
Assistont Secretory of the Treaxury

{Fk Doc. 95-172 Filed 1-9-03; 8:45 am|
BILLING CODE 430-01-4

FEDERAL MEDIATION AND
CONCILATION SERVICE

2% GFR Part 1425

Mediation Assistance in the Federal
Seclor -

- AGENCY: Federal Mediation and -
Conciliation Service.

AcTioN: Final rule.

SUMMARY: This final rule is published in
order to renew Foon F-53, Notice to
Federal Mediation and Conciliation
Service.

Pursuant to the Paperwatk Reduction
Act (44 U.S.C. Chapter 35}, the Federal
AMedintion and Conciliation Service
submitted its final rule 1o the Qlfice of
Management and Badget (OME8} an
November 2, 1994 and received its
approval on Novemnber 23, 1984 for the
use of F~33 through November 30, 1997,
EFFECTIVE DATE: February 9, 1495,

FOR FURTHER IHFORMATION CONTALT:
Eilern Hoflman, (202) 653-5105.
SUPPLEMENTARY INFODRAMATION: Noveinber
4.1994, FMCS published a notice ol
proposed rulemaking in the Federal
Register (56 FR 55268). This notice wos
published in acder to extend FMCS
Fonn F-53, which is used fur

notification of contract expirations or
reopener in the Federal senvice. and ta
rovise the 1ox1 of 29 CYR 1425, which
accompanies the ilhustration of Form F-
53 in the agency’s regulations {20 CFR
1425.2).

Form F-53 is made svailable 10 assist
Federa) sgencies and labor orgenizations
16 pblain FMCS services, as provided for
in the Title § U.5.C. Section 7119(3).
The revision of Form F-51 allows
pariics 10 more ciearly and accuralely

-stare the service requested and arrenges
information in a manner which aids in

entry of data into FMCS computer
records. The revised version of Form F-
53 is shown below in this rule for
purposes of identification.

A summary of information pertaining
10 Form F-53 is as follows:

Form pwmnber: FMCS F-53,0MB
307560005,

Frequency; On occasion,

Respondent: Pariies 1o 6 Federal
Sector dispute or gricvance.

Qbligation: Voluntary.

finder: Approximately 600 responses
per year: spproximaiely 100 reporting
hours per year; approximately 15
minules per response. B

Need and Use: The informalion is
necded 10 advise FMCS of Federsl
Sector disputes pursuant to 29 CFR Part

11425 paragreph 1425.3. It is used in

arder w make sssipnments of cases to
FMCS medistors,

Comments: No comments were
received on the proposed form as it is
no change from existing form.

Executive Ocder 12291

This rule is not a “major rule” under
Executive Order 12291 because it is not
likely 1o result in [1) an annual effect on
the economy of $100 million or more;
(2} & major increase in costs or prices for
cansumers, individua)l industries,
Fecdersl, State or local govetnmem
apencies, or geographic regions; or {3 a
significam decline in productivity,
innovation. or the ability of United
Stales-based enterprises to compete
with loreign-based enterprises in
domeslic or export Markets.
Accordingly. no regu!alor;\' impact
analysis is required.

' Paperwork Redustion Act Notice

The collection of information in this
rule was submitted to the Office of
Manusgement and Budget under seclion
3504(h) of the Paperwork Reduction Act

|44 L.5.C. 3301 et seq.]. Comments

reparding any aspect of this information
collection should be submitted 10 the
Federal Mediation and Coneiliation
Service, 2100 K Sueet, NIV, -
Washingien, DC 20427, Attention:
LCileen B. Hofiman, and the Office of

Management and Budget, Atiention,
Dresk Officer for PMCS. OMB room
o1, Washington, DC 20503,

Repulatory Flexibility Act Certification

The FMCS {inds that this rule will
have no significant economic impast on
a substantial number of small entitics
within the meaning of section 3(a) of the
Regulatory Flexibility Act, Pub. L. 96~
354, 94 Siat. 1164 [5 U.5.C. 605(g)}. and
will so conify to the Chief Counsel for
Advocacy of the Small Business
Adninisuativn. This conclusion has .
boen reached because the proposed rule
does not, in iself. impose sny _
sdditional economic requirements upan
small enlities. Accordingly. no
regulatony Rexibility analvsis is
required. |

List of Subjects in 26 CFR Part 7425

Administrative practice and
procedure. collective bargaining, Labor-
management rclations.

Dated: Decembor 14,1994,
John Calhoun Wells,
Director, FACS. ) .
- Accordingly, 29 CFR Part 1425 is
amcnded as follows:”

PART 1425—MEDIATION ASSISTANGE
INTHE FEDERAL SERVICE -

1. The authority citation for 2¢ CFR
Part 1425 is revised 10 read a3 Iollows:

Avthority: 8 US.C 5813). 7119, 7134,

2. Saction 1425.2 is revised 1o road as
Tollows:

§14252 Holica to the Service of
sgreament negotiations,

(a) In order that the Service may
provide assistance 10 the parties, the
party initiating negotiations shall file a
notice with the FMCS Notice Processing
Unit, 2100 K Streei, NV, Washington,
D.C. 20427, ot least 30 davs prior to the
cxpiratian or modification date of an
exisling agreement, or 30 days prior tu
the reopener dale of an exisling
agreement, In the case of an initial
agreement the notice shall be filed
within 30 davs alter commencing
nepotiations, -

{b] Parties enpaging in mid-lerm or
impact andfor implementation
bargaining are encouraged to send a
notict 10 FMCS if assistance is desired.
Such nolice may be sent by cither party
or may be submitted jointy. In regard 1o
such nolices a briel listing should be
general in nature e.g.. smoking policics,
or Alternative Work Schedules {AWS).

(c) Parlies requesting gricvance
mediation must send = request sigined
by beth the unicn and the agency
involved, Receipt of such roguest does



