Section 708.—Continuation of
Partnership

Ny

of 26 CFR 1.708-1: Continuation of partnership.
. (Also sections 731, 732, 735, 741, 751, 1012;
1.741-1; 301.7701-2, 301.7701-3.)

anu- Partnership to disregarded entity.
ue of . . . .
Fﬁfms ruling describes the federal incom
tax consequences if one person purchas
all of the ownership interests in a dome:
tic limited liability company (LLC) that is
classified as a partnership under sectic
301.7701-3 of the Procedure and Admir
istration Regulations, causing the LLC’
midstatus as a partnership to terminate unc
ont§ection 708(b)(1)(A) of the Code.

Rev. Rul. 99-6
ISSUE

What are the federal income tax cons
guences if one person purchases all of t
iqownership interests in a domestic limite
onti@bility company (LLC) that is classified
as a partnership under § 301.7701-3
the Procedure and Administration Regulz
tions, causing the LLC’s status as a pa
nership to terminate under § 708(b)(1)(A

of the Internal Revenue Code?

FACTS

mid- |n each of the following situations, ar

o) C is formed and operates in a stat

~which permits an LLC to have a single
owner. Each LLC is classified as a par
nership under § 301.7701-3. Neither ¢
the LLCs holds any unrealized receiv
ables or substantially appreciated invel
tory for purposes of 8 751(b). For the

. sake of simplicity, it is assumed that nei

godher LLC is liable for any indebtedness
nor are the assets of the LLCs subject
any indebtedness.



Situation 1. AandB are equal partners held property received in a distributionANALYSIS AND HOLDINGS
in AB, an LLC. A sellsA’s entire interest from a partnership (other than for pur- ) ) )
in ABto B for $10,000. After the sale, theposes of § 735(a)(2)), there shall be in- Situation 1. The AB partnership termi-
business is continued by the LLC, whicfcluded the holding period of the partnerRates under § 708(b)(1)(A) whahpur-
is owned solely b. ship, as determined under § 1223, Witf;:lhaS(ESAS entire interest IAB. Accord—
Situation 2. GandD are equal partners respect to the property. ingly, A must treat the_ transaction as the
in CD, an LLC. C andD sell their entire  Section 741 provides that gain or los ale of a partnership Interest. Reg.
interests inCD to E, an unrelated person,resulting from the sale or exchange of a 1'741_1@"6‘ must report gain or loss,
in exchange for $10,000 each. After thénterest in a partnership shall be recoi—l any, rgsultlng from the sale @fs_ part-
sale, the business is continued by theized by the transferor partner, and th ership interest in a(_:cordance with § 741.
LLC, which is owned solely bE. the gain or loss shall be considered aﬁ Under the analysis di{cCauslenand
After the sale, in both situations, no engain or loss from a capital asset, except i ”: Ul 67-65, for purposes of deter-
tity classification election is made under $rovided in § 751 (relating to unrealized "'""Y the fax treatment 3, the.AB.
301.7701-3(c) to treat the LLC as an aseceivables and inventory items). partnership is deemed to make a liquidat-
sociation for federal tax purposes. Section 1.741-1(b) provides that § 74 ng d'smb”t'on. of a“.Of Its assets maqd
applies to the transferor partner in a two:’ and followmg_tms distributionB is
ﬁreated as acquiring the assets deemed fc

person partnership when one partner Selhsave been distributed t# in liquidation

Section 708(b)(1)(A) and § 1.708-2 partnership interest to the other partnecr)T A's partnership interest,
1(b)(1) of the Income Tax Regulationsand to all the members of a partnership g acic in the assets attributablei®
provide that a partnership shall terminat@hen they sell their interests to one of | -\t interest in the partnership is
when the operations of the partnership af80re persons outside the partnership. ¢4 504 the purchase price fais part-
discontinued and no part of any business, Section 301.7701-2(c)(1) prOVideSners’hip interest. Section 1012. Section
financial operation, or venture of the partthat, for federal tax purposes, the terM35(h) does not apply with respect to the
nership continues to be carried on by anjpartnership” means a business entity (agssetg is deemed to have purchased
of its partners in a partnership. the term is defined in 8 301.7701-2(a)};on A ThereforeB's holding period for
Section 731(a)(1) provides that, in théhat is not a corporation and that has gf,ese assets begins on the day immedi-
case of a distribution by a partnership to ast two members. ately following the date of the sale. See
partner, gain is not recognized to the part- In Edwin E. McCauslen v. Commis-ge\, Ry|. 66-7, 19661 C.B. 188, which
ner except to the extent that any mone§ioner,4s T.C. 588 (1966), one partner in, oyides that the holding period of an
distributed exceeds the adjusted basis 8 €qual, two-person partnership died, angiqet is computed by excluding the date
the partner’s interest in the partnershipis partnership interest was purchasegh yhich the asset is acquired.
immediately before the distribution. from his estate by the remaining partner. o the termination 0B, Bis con-
Section 731(a)(2) provides that, in the'he purchase caused a termination of thgqered to receive a distribution of those
case of a distribution by a partnership ifartnership under § 708(b)(1)(A). Theéygsets attributable &is former interest in
liquidation of a partner’s interest in a partTax Court held that the surviving partneing - Bmust recognize gain or loss, if any,
nership where no property other thaslid not purchase the deceased partner’s ign the deemed distribution of the assets to
money, unrealized receivables (as defind@rest in the partnership, but that the sufhe extent required by § 731(a's basis
in § 751(c)), and inventory (as defined irviving partner purchased the partnershig, the assets received in the deemed liqui-
§ 751(d)(2)) is diStributed to the partnerassets attributable to the interest. As a rgation OfB’S partnership interest is deter-
loss is recognized to the extent of the exsult, the surviving partner was not permitmined under § 732(b). Under § 735(b),
cess of the adjusted basis of the partnerted to succeed to the partnership’s holding's holding period for the assets attribut-
interest in the partnership over the sum gferiod with respect to these assets. able toB’s one-half interest irAB in-
(A) any money distributed, and (B) the Rev. Rul. 67-65, 1967-1 C.B. 168, alse|udes the partnership’s holding period
basis to the distributee, as determineconsidered the purchase of a deceasest such assets (except for purposes of
under § 732, of any unrealized receivpartner’s interest by the other partner in § 735(a)(2)).
ables and inventory. two-person partnership. The Service Sijtuation 2. The CD partnership termi-
Section 732(b) provides that the basisuled that, for the purpose of determininghates under § 708(b)(1)(A) when E pur-
of property (other than money) distributedhe purchaser’s holding period in the asechases the entire interests®@fandD in
by a partnership to a partner in liquidatiorsets attributable to the deceased partnesD. CandD must report gain or loss, if
of the partner’s interest shall be annterest, the purchaser should treat thany, resulting from the sale of their part-
amount equal to the adjusted basis of tHeansaction as a purchase of the assets aership interests in accordance with
partner’s interest in the partnership, retributable to the interest. Accordingly, theg 741.
duced by any money distributed in theurchaser was not permitted to succeed to For purposes of classifying the acquisi-
same transaction. the partnership’s holding period with retion by E, the CD partnership is deemed
Section 735(b) provides that, in deterspect to these assetSee alsdRev. Rul. to make a liquidating distribution of its
mining the period for which a partner ha®$5-68, 1955-1 C.B. 372. assets t&€ andD. Immediately following

LAW



this distribution,E is deemed to acquire,
by purchase, all of the former partner
ship’s assets. Compare Rev. Rul. 84-11
1984-2 C.B. 88 (Situation 3), which de
termines the tax consequences to a cory
rate transferee of all interests in a partne
ship in a manner consistent witl
McCauslen and holds that the trans
feree’s basis in the assets received equ
the basis of the partnership interests, all
cated among the assets in accordance w
§ 732(c).

E's basis in the assets is $20,000 und
§ 1012. E’s holding period for the asset:
begins on the day immediately following
the date of sale.
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