st.html. The public hearing will be held In Rev. Rul. 68-289 (1968-1 C.B.
in room 2615, Internal Revenue Building314), three existing partnerships (P1, P2,
1111 Constitution Avenue, NW, Washing-and P3) merged into one partnership with
ton, DC. P3 continuing under section
_ 708(b)(2)(A). The revenue ruling holds
FOR FURTHER INFORMATION CON that P1 and P2, the two terminating part-

TACT: Concerning the regulations, Dannershi s, are treated as having contributec
Carmody, (202) 622-3080; concernin bS, 9

o 91l of their respective assets and liabilities
submissions of comments, the hearin

and/or to be placed on the building accesc%:ns'et?gr rzsu;trlt%%rzzirmienrtse?leps’t Iirr]1 TDX:;
list to attend the hearing, LaNita 9 P P '

P1 and P2 are considered terminated an
vVanDyke, (202) 622-7180 (not toll-free partners of P1 and P2 receive interest

numbers). in P3 with a basis under section 732(b) in

. . SUPPLEMENTARY INFORMATION: liquidation of P1 and P2 (Assets-Over
Notice of Proposed Rulemaking Form). Rev. Rul. 77-458 (1977-2 C.B.
and Notice of Public Hearing This document proposes to amend $€670), and Rev. Rul. 90-17 (1990-1 C.B.

':;ons I70tg 743;’2?2;;2 of tthi)lncom%Ta§19), also follow the Assets-Over Form
i eguiations part 1) regardingg 4 partnership merger.
Partnership Mergers and partnership mergers and divisions. P P g

Divisions Partnership Mergers Explanation of Provisions

REG-111119-99 Background A. Form of a Partnership Merger

AGENCY: Internal Revenue Service Section 708(b)(2)(A) provides that in The IRS and Treasury are aware that tax
(IRS), Treasury. the case of a merger or consolidation gfayers may accomplish a partnership
two or more partnerships, the resultingnerger by undertaking transactions in ac-
partnership is, for purposes of sectiomwordance with jurisdictional laws that fol-
708, considered the continuation of anjow a form other than the Assets-Over
SUMMARY: This document contains merging or consolidating partnershipcorm. For example, the terminating part-
proposed regulations on the tax consevhose members own an interest of momeership could liquidate by distributing its
guences of partnership mergers and divinan 50 percent in the capital and profitassets and liabilities to its partners who ther
sions. The proposed regulations affeaf the resulting partnership. Sectiorcontribute the assets and liabilities to the re-
partnerships and their partners. This do@-708-1(b)(2)(i) of the Income Tax Regusulting partnership (Assets-Up Form). In
ument also contains a notice of publidations provides that if the resulting partaddition, the partners in the terminating
hearing on these proposed regulations. nership can be considered a continuatigmartnership could transfer their terminating
of more than one of the merging partnerpartnership interests to the resulting part-
ceived by April 10, 2000. Requests tos_hips,. the resulting partnership is .the come'rship in exchange for re;ulting partner-
speak (with outlines of oral comments) aRlnuatl.on of the pgrtngrshlp that is credshllp |nterest§, ar_ld the'termlnatlng par.tner-
the public hearing scheduled for May 4|,ted with the contribution of the greatesshlp cou!d liquidate into the resulting
2000, must be submitted by April 13,dollar'value of assets to the resulting parpartnership (Interegt-(_)ver Form).
2000. nership. If none of the members of the In the partnership incorporation area, a
merging partnerships own more than a 5@&xpayer’s form generally is respected if
ADDRESSES: Send submissions topercent interest in the capital and profitthe taxpayer actually undertakes, under
CC:DOM:CORP:R (REG-111119-99),0f the resulting partnership, all of thethe relevant jurisdictional law, all the
room 5226, Internal Revenue Servicemerged partnerships are considered ternsteps of a form that is set forth in one of
POB 7604, Ben Franklin Station, Washnated, and a new partnership results. Theree situations provided in Rev. Rul.
ington, DC 20044. In the alternative, subtaxable years of the merging partnershig34—111 (1984—2 C.B. 88). The three situ-
missions may be hand delivered Mondaghat are considered terminated are closedions that Rev. Rul. 84—111 sets forth are
through Friday between the hours of 8nder section 706(c). the Assets-Over Form, Assets-Up Form,
a.m. and 5 p.m. to: CC:DOM:CORP:R Although section 708 and the applicabland Interest-Over Form. Rev. Rul.
(REG-111119-99), Courier's Desk, Inter- regulations provide which partnership con84-111 explains that, depending on the
nal Revenue Service, 1111 Constitutiofinues when two or more partnershipgorm chosen to incorporate the partner-
Avenue, NW, Washington, DC. Alterna-merge, the statute and regulations do nehip, the adjusted basis and holding peri-
tively, taxpayers may submit commentsgrescribe a form for the partnership mergeads of the various assets received by the
electronically via the Internet by selectingOften, state merger statutes do not providerporation and the adjusted basis anc
the “Tax Regs” option of the IRS Homea particular form for a partnership merger.holding periods of the stock received by
Page, or by submitting comments directlyn revenue rulings, however, the IRS hathe former partners can vary. Like part-
to the |IRS Internet site at:prescribed the form of a partnership mergerership incorporations, each form of a
http://www.irs.ustreas.gov/tax_regs/regslfor Federal income tax purposes. partnership merger has potentially differ-

ACTION: Notice of proposed rulemaking
and notice of public hearing.

DATES: Written comments must be re



ent tax consequences. Over Form, the revenue ruling respectB. Adverse Tax Consequences of the As
Under the Assets-Up Form, partnersnly the transferors’ conveyances of partsets-Over Form
could recognize gain under sectionsership interests, while treating the re- The |RS and Treasury are aware tha
704(c)(1)(B) and 737 (and incur state oceipt of the partnership interests by thgertain adverse tax consequences ma
local transfer taxes) when the terminatingransferee corporation as the receipt of theccyr for partnerships that merge in a
partnership distributes the assets to thegartnership’s assets (i.e., the Assets-Upansaction that will be taxed in accor-
partners. However, under the Assetd-orm). The theory for this result, base@jznce with the Assets-Over Form. These
Over Form, gain under sectiondargely onMcCauslen v. Commissioner proposed regulations address some of th
704(c)(1)(B) and 737 is not triggeredA5 T.C. 588 (1966), is that the transferegyyerse tax consequences regarding se:
See §81.704-4(c)(4) and 1.737-2(b). Adzorporation can only receive assets sinGgyn 752 liability shifts and buyouts of ex-
ditionally, under the Assets-Up Form, beit is not possible, as a sole member, for jfing partners.
cause the adjusted basis of the assets cém+eceive and hold interests in a partnek  gection 752 Revisions
tributed to the resulting partnership isship (i.e., a partnership cannot have only |t 5 nighly leveraged partnership (the
determined first by reference to sectiomne member; so, the entity is never a paffayminating partnership) merges with an-
732 (as a result of the liquidation) anchership in the hands of the transferee Cogther partnership (the resulting partner-
then section 723 (by virtue of the contriporation). ship), all of the partners in the terminating
bution), in certain circumstances, the ad- Adherence to the approach followed ihartnership could recognize gain because
justed basis of the assets contributed madgev. Rul. 84-111 creates problems in thgf section 752 liability shifts. Under the
not be the same as the adjusted basis adntext of partnership mergers that argssets-Over Form, the terminating part-
the assets in the terminating partnershipot present with respect to partnership imership becomes a momentary partner ir
These circumstances occur if the partnersorporations. Unlike the corporate rulesge resulting partnership when the termi-
aggregate adjusted basis of their interestise partnership rules impose certain taxating partnership contributes its assets
in the terminating partnership does notesults on partners based upon a concegiq jiabilities to the resulting partnership
equal the terminating partnership’s adthat matches a contributed asset to thg exchange for interests in the resulting
justed basis in its assets. Under the Apartner that contributed the asset. Segyrtnership. If the terminating partner-
sets-Over Form, because the resultinons 704(c) and 737 are examples of sudhip (as a momentary partner in the result
partnership’s adjusted basis in the assetgitles. The operation of these rules brealgy partnership) is considered to receive
receives is determined solely under seclown if the partner is treated as contributyeemed distribution under section 752
tion 723, the adjusted basis of the asseitsg an asset that is different from the ass@hfier netting increases and decreases i
in the resulting partnership is the same abat the partnership is treated as receivinggpjjities under §1.752-1(f)) that exceeds
the adjusted basis of the assets in the ter-Given that the hybrid treatment of thene terminating partnership’s adjusted
minating partnership. Interest-Over Form transactions utilizedyasis of its interests in the resulting part-
The regulations propose to respect thie Rev. Rul. 84-111 is difficult to apply in hership, the terminating partnership
form of a partnership merger for Federahe context of partnership mergers, anyoyld recognize gain under section 731.
income tax purposes if the partnershipsther characterization will be applied torpe terminating partnership’s gain then
undertake, pursuant to the laws of the auch transactions. The Assets-Over Forfjou|d be allocated to each partner in the
plicable jurisdiction, the steps of eithergenerally will be preferable for both theterminating partnership under section
the Assets-Over Form or the Assets-UfRS and taxpayers. For example, whefig4(p). In this situation, a partner in the
Form. (This rule applies even if none opartnerships merge under the Assets-Ovefyminating partnership could recognize
the merged partnerships are treated &orm, gain under sections 704(c)(1)(Byain even though the partner’s adjustec
continuing for Federal income tax pur-and 737 is not triggered. Moreover, thgasis in its resulting partnership interest
poses.) Generally, when partnershipbasis of the assets in the resulting partnegr jts share of partnership liabilities in the
merge, the assets move from one partneship is the same as the basis of the assgtsyiting partnership is large enough to
ship to another at the entity level, or inin the terminating partnership, even if theyoid the recognition of gain, provided
other words, like the Assets-Over Formpartners’ aggregate adjusted basis of thaikat the decreases in liabilities in the ter-
However, if as part of the merger, thenterests in the terminating partnershipinating partnership are netted against
partnership titles the assets in the partloes not equal the terminating partnekne increases in liabilities in the resulting
ners’ names, the proposed regulationship’s adjusted basis in its assets. partnership.
treat the transaction under the Assets-Up If partnerships merge under applicable The proposed regulations clarify that
Form. If partnerships use the Interestaw without implementing a form, the\yhen two or more partnerships merge
Over Form to accomplish the result of groposed regulations treat the partneginger the Assets-Over Form, increases o
merger, the partnerships will be treated aships as following the Assets-Over Formgecreases in partnership liabilities associ-
following the Assets-Over Form for Fed-This approach is consistent with the trealgteq with the merger are netted by the
eral income tax purposes. ment of partnership to corporation elecpgrtners in the terminating partnership
In the context of partnership incorporative conversions under the check-the-boxnq the resulting partnership to determine
tions, Rev. Rul. 84-111 distinguishesegulations and technical terminationgne effect of the merger under section 752
among all three forms of incorporationunder section 708(b)(1)(B), other form-the |RS and Treasury consider it appro-
However, with respect to the Interestiess movements of a partnership’s assetsyiate to treat the merger as a single trans



action for determining the net liability In this situation, the exiting partner isassets of a partnership. The proposed rec

shifts under section 752. Therefore, &reated as selling a partnership interest mations provide that the value of assets of

partner in the terminating partnership wilthe terminating partnership to the resulta partnership is determined net of the

recognize gain on the contribution undeing partnership (and the resulting partnempartnership’s liabilities.

section 731 only if the net section 75Zhip is treated as purchasing the partner’s ,

deemed distribution exceeds that parinterest in the terminating partnershipf Effective Date

ner’s _adjusted bas_is of its interest in thimmediately prior to the merger. Imme-  1he regulations are proposed to apply

resulting partnership. dlately after the sale, the resulting part_fo mergers occurring on or after the date

2. Buyout of a Partner nership b_ecor_nes a momentary partner i, regulations are published in tRed-
Another adverse tax consequence mayie terminating partnership. Consegg Register.

occur when a partner in the terminatingjuently, the resulting partnership and ul-

partnership does not want to become timately its partners (determined prior tdPartnership Divisions

partner in the resulting partnership anthe merger) inherit the exiting partner’s

yvould like to _receive money or p_ropertycapita_l account in the terminat_ing_ _partBackground

instead of an interest in the resulting partaership and any section 704(c) liability of

nership. Under the Assets-Over Form, thihe exiting partner. If the terminating Section 708(b)(2)(B) provides that, in

terminating partnership will not recognizepartnership has an election in effecthe case of a division of a partnership

gain or loss under section 721 when itinder section 754 (or makes an electiomto two or more partnerships, the re-

contributes its property to the resultinginder section 754), the resulting partnessulting partnerships (other than any re-

partnership in exchange for interests ighip will have a special basis adjustmergulting partnership the members of

the resulting partnership. However, if, iregarding the terminating partnership’svhich had an interest of 50 percent or

order to facilitate the buyout of the exitingproperty under section 743. The proless in the capital and profits of the prior

partner, the resulting partnership transfefgosed regulations provide that the resulpartnership) are considered a continua-

money or other consideration to the termiing partnership’s basis adjustments underon of the prior partnership. Section

nating partnership in addition to the resection 743 must be ultimately allocated.708-1(b)(2)(ii) provides that any other

sulting partnership interests, the terminatolely to the partners who were partnensesulting partnership is not considered a

ing partnership may be treated as sellingp the resulting partnership immediatelycontinuation of the prior partnership but

part of its property to the resulting partbefore the merger; the adjustments do nat considered a new partnership. If the

nership under section 707(a)(2)(B). Anyaffect the common basis of the resultingnembers of none of the resulting part-

gain or loss recognized by the terminatingartnership’s assets. nerships owned an interest of more thar
partnership generally would be allocated 50 percent in the capital and profits of
to all the partners in the terminating partS: Merger as Part of a Larger the prior partnership, the prior partner-
nership even though only the exiting part] ransaction ship is terminated. Where members of a
ner would receive the consideration. The proposed regulations provide thapartnership that has been divided do nof

The IRS and Treasury believe thaty he merger is part of a larger series dpecome members of a resulting partner-
under certain circumstances, when par{?ansactions, and the substance of thip that is considered a continuation of
nerships merge and one partner does r\%ger series of transactions is inconsistefff€ Prior partnership, such partner’s in-
become a partner in the resulting partne{yii following the form prescribed for theterest is considered liquidated as of the

ship, the receipt of cash or property b¥nerger, the form may not be respecte(ﬁj,ate of the division.

that partner should be treated as a sale g the larger series of transactions may Section 708(b)(2)(B) and the applica-
that partner’s interest in the terminating,q recast in accordance with their su2l€ regulations do not prescribe a particu-
partnership to the resulting partnershipgisnce. An example illustrating the applilar form for the division involving contin-
not a disguised sale of the terminatingation of this rule is included in the pro_uing partnerships. The IRS has not

partnership’s assets. Accordingly, th%osed regulations. addressed in published guidance how the

proposed regulations provide that if the assets and liabilities of the prior partner-
merger agreement (or similar document). Measurement of Dollar Value of ship move into the resulting partnerships.
specifies that the resulting partnership if\ssets Taxpayers generally have followed either
purchasing the exiting partner’s interest in the Assets-Over Form or the Assets-Up

the terminating partnership and the AS discussed above, the regulationgqm for partnership divisions.

amount paid for the interest, the transa&urrently provide that in a merger of part- ynger the Assets-Over Form, the prior
tion will be treated as a sale of the exitingerSh'ij if the resulting partnership Cap nership transfers certain assets to a re
partner’s interest to the resulting partnef2€ considered a continuation of more thagjting partnership in exchange for inter-
ship. This treatment will apply even if the®n€ Of the merging partnerships, the résqis in the resulting partnership. The
resulting partnership sends the considerg4lting partnership is the continuation of,ir partnership then immediately dis-
tion to the terminating partnership on beth® partnership that is credited with thip tes the resulting partnership interests
half of the exiting partner, so long as th&ontribution of the greatest dollar value of, nartners who are designated to receive
designated language is used in the rel@SSets to the resulting partnership. COMyterests in the resulting partnership.

vant document. mentators have questioned whether this ynqer the Assets-Up Form, the prior
rule refers to the gross or net value of the



partnership distributes certain assets tegulations propose to modify this resulsame rule applies to these situations.
some or all of its partners who then conand provide examples illustrating that .
tribute the assets to a resulting partnershjartnerships can divide and create a nelg; Conseguences under Sections

in exchange for interests in the resultingartnership under either the Assets-Ovefo4(€)(1)(B) and 737

partnership. Form or the Assets-Up Form. Gain under sections 704(c)(1)(B) and

Consistent with partnership mergers, i3 be tri d wh ;
Explanation of Provisions o X may be triggered when section 704(c)
P a partnership divides using a form Othe(gpjroperty or substituted section 704(c)
. than the two prescribed, it will be treateq, onerty s distributed to certain partners.
A. Form of a Partnership Division as undertaking the Assets-Over Form.  Thase rules often will be implicated in the
These proposed regulations use foylynext of partnership divisions.

rms to describe the form of a partner- N icinn i ; ;
and Treasury recognize that different tay P Where a division is accomplished in a

hip division. Two of these terms, prior, ; : ;
conseguences can arise depending on tB p Prokransaction that is taxed in accordance

Srtnership and resulting partnership deyi
i divici ' ith the Assets-Over Form, the partner-
form of the partnership division. Becausgrihe partnerships that exist under the a P

of the potential different tax results thafi-apje iurisdictional law. The orior art-emp interest in the recipient partnership
could occur depending on the form fol-b ] prior part-yjj| pe treated as a section 704(c) asset ta

: .~ nership is the partnership that exists undgfe extent that the interest is received b
lowed by the partnership, the regulationg,e applicable jurisdictional law before y

propose to respect for Federal income ¢ gijyision, and the resulting partner-the dvided partnership in exchange for

i diVie..: . s i 704(c) property. Section
purposes the form of a partnership divigpins are the partnerships that exist undaroag s : i
sion accomplished under laws of the ap P P P $7704-4(d)(1). Accordingly, the distribu-

he applicable jurisdictional law after the; Lo :
plicable jurisdiction if the partnership un- PP : Sion of the partnership interests in the re-

division. The other two terms, divided..;.; ; o
: ' cipient partnership by the divided partner-
dertakes the steps of either the,inership and recipient partnership, argr?ip gpenerally pwm trigger sgction

Assets-Over Form or the Assets—Uq;ederm tax conce .
pts. Adivided partner7g4c)(1)(B) where the interests in the re-
Form. Thus, the same forms allowed f°§hip is a partnership that is treated, (©)(1)(B)

: - fOfipient partnership are received by a part-
partnership mergers will be allowed for, - Ipient partnersnip /ed by a p
partnership divisions. Federal income tax purposes, as ransfgte, of the divided partnership other than

ring assets in connection with a division : :
Generally, an entity cannot be classi; g the partner who contributed the section

) Ly L and a recipient partnership is a partneroa(c) property to the divided partner-
fied as a partnership If it has only 0Ny tha is treated, for Federal income ta§hip(. ?npadgitioz section 737 maS be trig-

member. - This universally has been helfrposes, as receiving assets in CONNEfared if a partner who contributed section
to be the case in classifying transactiong,p, \yith a division. The divided partner-704.c) property to the divided partnership

where interests in a partnership are transpip must be a continuation of the PriOfeceives an interest in the recipient part-

ferred to a single person, so that the paf, inership. Although the divided parts

i i nership that is not attributable to the sec-
nership goes out of existendécCauslen o ohip is considered one continuing paron 70[)4(0) property.

v. Commissiongr4s T.C. 588 (1966); pership for Federal income tax purposes, Where a division is accomplished
Rev. Rul. 99-6, 1999-6 | R.B. 6 ReVit may actually be two different partner-nqer the Assets-Up Form assetps are dis:
Rul. 6765, 1967-1 ©.B. 168; Rev. Rulships under the applicable jurisdictionalip ted directly to t%e artners who will
>5-08, 1955-1 C.B. 372. However, In afyy (je., the prior partnership and a difthold interests |¥1 the recFi) ient partnershi
least one instance involving the contribuzerent resulting partnership that is considrpe distribution could ptri gr sectior?'
tion of assets by an existing partnership t@req 4 continuation of the prior partnerzo4(c)(1)(B) or 737 de e?]%in on the
a newly-formed partnership, regulationgpip for Federal income tax purposes). identity of the distributeg asseéJ and the
have provided that the momentary exis- ging|ly, because in a formless diViSiorHistrintee artner

tence of the new partnership will be rey yenerally will be unclear which partner- The re uFI)ations'under section 737 pro-
spected for Federal income tax purposeghip shouid be treated, for Federal INCOMEGqe an gxception for certain partner_fhip

See 81.708-1(b)(1)(Iv). Pursuant 1o gy, purposes, as transferring assets (i8ivisions. Section 737 does not apply
proposed regulations, under the Assel§re divided partnership) to another Parllyhen a transferor partnership transfers all
Over Form of a partnership division, the,ershin (i.e P P

- o : -, the recipient partnership),a section 704(c) property contributed b
prior partnership's momentary ownershiRyhere more than one partnership is a OB partner to a sSac)opnd [?)art);wership - seyc-

of all the interests in a resulting partnersnuation of the prior partnershio. the prow L
ship will not prevent the resulting partner- prior b P, 1° Pftion 721 exchange, followed by a distrib-

Posed regulations provide that the continggion of an interest in the transferee part-

ship from being classified as a partnership; ; o
o Ff)ormation. g p fing resulting partnership with the asselSership in complete liquidation of the

The example in  current having the greatest fair market value (N§herest of the partner that originally con-

R of liabilities) will be treated as the diVidedtributed the section 704(c) property to the
§1.708-1(b)(2)(ii) indicates that when g5 tnership. This issue also is presentansferor partnersr(nz).p P S)éction

partnership is not considered a Continu"ﬁ/here the partnership that, in form, transl'737_2(b)(2)_ This rule. however may

tion of the prior partnership under sectioflrs assets is not a continuation of tha. apply to many partnership divisions
708(0)(2)(B) (partnership considered $rior partnership, but more than one %ecause the original contributing partner
new partnership under currenty. giher resulting g gp

i i partnerships are Cofstten remains a partner in the divided
31.708-1(0)(@)(W), the new parnersiiinuaions of the prior partnership. Th&artnership. No sF;miIar rule is provided
is created under the Assets-Up Form. The p. p



under section 704(c)(1)(B). U.S.C. chapter 5) does not apply to thesdeadline for receiving outlines has
In many instances, the application ofegulations, and because these regulatiopassed. Copies of the agenda will be
sections 704(c)(1)(B) and 737 will be apdo not impose on small entities a collecavailable free of charge at the hearing.
propriate when a partnership dividegion of information requirement, the Reg- , )
under either the Assets-Over Form or thelatory Flexibility Act (5 U.S.C. chapter Prafting Information
Assets-Up Form. Consider the following) does not apply. Therefore, a Regula- 116 principal author of these regula-
example: A, B, C, and D form a partnertory Flexibility Analysis is not required. {j5ns is Mary Beth Collins, Office of
ship. A contributes appreciated propertfursuant to section 7805(f) of the Internghpiet counsel (Passthroughs and Specia
X ($0 basis and $200 value), B conRevenue Code, this notice of prOposeﬁ1dustries). However, other personnel
tributes property Y ($200 basis and $20@ulemaking will be submitted to the Chieft,y 1 the IRS and Treasury Department
value), and C and D each contribute $20CGounsel for Advocacy of the Small BUSi'participated in their development.

cash. The partnership subsequently diress Administration for comment on its * ok ok k%
vides into two partnerships using the Asimpact on small business.

sets-Over Form, distributing interests in , , Proposed Amendments to the
the recipient partnership in accordanc&omments and Public Hearing Regulations

wi_th each partner’s pro rata interest_in the Before these proposed regulations are Accordingly, 26 CFR part 1 is pro-
prior partnership. Property X remains inyqonted as final regulations, considergsosed to be amended as follows:

the prior partnership, and property Y igjon will be given to any written com- '
contributed to the recipient partnershipments (preferably a signed original andPART 1—INCOME TAXES

Under these facts, section 737 could bggp; (g) copies) that are submitted timely L
avoided if an exception were created fofy the |IRS. The IRS and the Department Paragraph 1. The authority citation for

the distribution of the recipient partner-y¢ Treasury specifically request comPart 1 continues to read as follows:

ship interests. If, subsequent to the diViy,ents on the clarity of the proposed regu- Authority: 26 U.S.C. 7805 * * *

sion, half of property Y is distributed to A, | 5tions and how they may be made easier Par. 2. Section 1.708-1 is amended a:

section 737 would not be triggered ber, nderstand. All comments will befollows:

cause property X (the section 704(c)yailable for public inspection and copy- 1. Paragraph (b) is amended by remov-

property) is no longer in the same partneqhg. ing paragraph (b)(2) and by redesignating

ship as property Y. A public hearing has been schedule§ach paragraph listed in the first column
While the IRS and Treasury generally, May 4, 2000, beginning at 10 a.m., ipf the following table as the paragraph

believe that it is appropriate to apply secqyom 2615, Internal Revenue BuiIding,”Sted in the second column as indicated in

tions 704(c)(1)(B) and 737 in the context 111 constitution Avenue, NW, wash-the following table:

of partnership divisions, comments are inl'ngton DC. Due to building security

vited on whether it would be appmpria_‘t%rocedures, visitors must enter at thQ Redesignated
j[O expar_1d the exceptions to th_ese secpqlﬁth Street entrance, located betweelﬁaragraph Paragraph
in certain circumstances relating to divicgngitution and Pennsylvania Avenuesp)(1)(i) (b)(1)
sive transactions. NW. In addition, all visitors must pre- (b)(l)(l)(a) (b)(l)(l)
C. Division as Part of a Larger se_nt.photo identification to entt_—zr -theb)(l)(i)(b) ()L
Transaction building. Because of access restnctloné,
visitors will not be admitted beyond the(b)(1)(ii) (b)(2)
The proposed regulations provide thémmediate entrance area more than 1@ 1)(iii b)(3
e B ) . ~(B)(2)(iii) (b)(3)
same rule for partnership divisions thaminutes before the hearing starts. For in- )
applies to partnership mergers. formation about having your nameP)(D)ii)(a) (0)(3)(1)
. placed on the building access list to atth)(1)(iii)(b) (b)(3)(ii)
D. Effective Date tend the hearing, see the “FOR FUR(b)(l)(IV) (b)(4)
The regulations are proposed to applyHER INFORMATION CONTACT”

Section of this preamble. (B)(1)(v) (b)(5)

The rules of 26 CFR 601.601(a)(3) 1. Paragraphs (c) and (d) are added t
apply to the hearing. Persons that wish f§ad as follows: _
present oral comments at the hearing mu§il'70§_1 C*ontmuatlon of partnership.
Special Analyses submit timely written comments and must

_ _ _ submit an outline of the topics to be dis- (C) Merger or consolidation-(1) Gen-
It has been determined that this noticg ,ssed and the time to be devoted to eafk@! rule. If two or more partnerships

of proposed rulemaking is not a Signiﬁ'topic (preferably a signed original and"€rge or consolidate into one partnership.
cant regulatory action as defined in Execéight (8) copies) by April 13, 2000. the resulting partnership shall be consid-
utive Order 12866. Therefore, a regula- o period of 10 minutes will be allotted ered a continuation of the merging or con-
tory assessment is not required. It alsg) oach person for making comments. solidating partnership the members of
has been determined that section 553(b) 5p, agenda showing the scheduling ovhich own an interest of more than 50
of the Administrative Procedure Act (5i¢ speakers will be prepared after theercent in the capital and profits of the re-

to divisions occurring on or after the dat
final regulations are published in tRed-
eral Register.



sulting partnership. If the resulting partexchange for an interest in the resultingartnership ABCD, the taxable year of partnership
nership can, under the preceding serpartnership; and, immediately thereaftefcD closes o Oftseptﬁ_mbceé?fo’tlgf’?" tthzdate ;)Ihthte
tence, be considered a continuation dhe terminated partnership distributes in?airege:;:rrt‘ne‘:?;i;egé% is r::quﬁ:;;rli%lea;;tu"?
more than one of_the rnerging or consoliterests in_ the r_esul_ting partnership t0 it the taxable year January 1 to December 31,
dating partnerships, it shall, unless theartners in liquidation of the terminatedio99, indicating thereon that, until September 30,
Commissioner permits otherwise, be corpartnership. 1999, it was partnership AB. Partnership CD is re-
sidered the continuation of that partner- (ii) Assets-up formDespite the part- qu'“idﬂ:o f"ehasre“:m fgr 'tsf()f'”gégxab'e year, Janu-
ship which is credited with the contribu-ners’ transitory ownership of the termi-aryExar;%LlfZ(ifpszt::rshi’p X in whose capital
tion of assets having th_e_ greatest fainated partnership’s assets and liabilitiegng profits A owns a 40-percent interest and B owns
market value (net of liabilities) to the re-the form of a partnership merger or cona 60-percent interest, and partnership Y, in whose
sulting partnership. Any other merging osolidation will be respected for Federafapital and profits B owns a 60-percent interest and
consolidating partnerships shall be conincome tax purposes if the merged or corfz °V1Vg§ga f‘r?]‘pzrcl‘rm '”ltereslf'ﬂ?“ergeton Sh‘?pt;mber
sidered as terminated. If the members sblidated partnership that is considereg: 1999 The dollar-value of the partnership X as-
. . . ~Sets (net of liabilities) is $100X, and the dollar-value
none pf the merging or consolidating partterm_inate_d linder paragraph (c)(l_) ot _thigf the partnership Y assets (net of liabilities) is
nerships have an interest of more than Sction distributes its assets and liabilities200x. The merger is accomplished under state law
percent in the capital and profits of the reto its partners in liquidation of the part-by partnership Y contributing its assets and liabili-
sulting partnership, all of the merged oners’ interests in the terminated partnertlest to pﬁrt”;rsh'tf] X 'rt‘ excrhangehfor I'_”te_[jei,ts in
consolidated partnerships are terminateghip; and, immediately thereafter, the&o "o'oP 7 W parinersnip ¥ fen quicating,

. . . _distributing interests in partnership X to B and C.
and a new partnership results. The_ta>partn_ers in the_terminated partnership (i) B, a partner in both partnerships prior to the
able years of such merging or consolidatontribute the distributed assets and lianerger, owns a greater than 50-percent interest in
ing partnerships which are considered tebilities to the resulting partnership in ex-he resulting partnership following the merger. Ac-
minated shall be closed in accordancehange for interests in the resulting parlf—(?rd'”g'i" bectaufsl‘? :)r_‘l‘?t,do”ar“’a'“e t°f F;r?””z:stma
with the provisions of section 706(c), andhership. S asse’s (ne, of liabilities) was greater than that o

. . . . . . partnership X’s, under paragraph (c)(1) of this sec-
such partnerships shall file their returns (3) S_ale pf an interest in the merging Okjon, x will be considered to terminate in the merger.
for a taxable year ending upon the date @fonsolidating partnershipin a transac- As a result, even though, for state law purposes, the
termination, i.e., the date of merger otion characterized under the assets-ovéansaction was undertaken with partnership Y con-
consolidation. The resulting partnershiform, a sale of an interest in the termil”t;l“;:,mi4 _gstass_etts a”? ','ab'“t'tes toh,pa)r(t?effh'p >t<
shall file a return for the taxable year ohated partnership to the resulting partneft.. Co- o' NJ INETEsts in parmersiip 7 1o 1's part-

. . . L ners, pursuant to paragraph (c)(2)(i) of this section,
the merging or consolidating_partnership;hip that occurs as part of a merger gk Federal income tax purposes, the transaction will
that is considered as continuing. The resonsolidation under section 708(b)(2)(A)pe treated as if partnership X contributed its assets to
turn shall state that the resulting partnems described in paragraph (c)(2)(i) of thigartnership Y in exchange for interests in partner-
ship is a continuation of such merging osection, will be respected as a sale of %"F: Y arr]‘,d t\:‘?”;'q“'(?eged' distributing interests in
consolidating partnership and shall inpartnership interest if the merger agreéD-arErg;F:IZ 3(?) Pa;mer'ship X and partnership Y
clude the names and addresses of tmeent (or similar docurnent) specifie_s tha,tnerge when the partners of partnership X transfer
merged or consolidated partnerships. Thée resulting partnership is purchasing intheir partnership X interests to partnership Y in ex-
respective distributive shares of the parterests from a particular partner in thghange for partnership Y interests. Immediately
ners for the periods prior to and subsemnerging or consolidating partnership and‘eﬁaﬁerv p?rtnersttilp Xh'!qL_“dates_('j”to ga””erih'p
quent to the date of merger or consolidathe consideration that is transferred fof; e esuling partnership is considered a continu-
1 . . ation of partnership Y, and partnership X is consid-
tion shall be shown as a part of the returreach interest sold. See section 741 aneq terminated.

(2) Form of a merger or §1.741-1 for determining the selling part- (i) The partnerships are treated as undertaking
consolidatior—(i) Assets-over form ner's gain or loss on the sale or exchandee assets-over form described in paragraph (c)(2)(i)
When two or more partnerships merge af the partnership interest. ;’f th'fhs‘f?"onttzﬁcause :he p?rt”erjh'ps_gjr‘g?”‘)o" a
consolidate into one partnership under the (4) Examples The following examples Orggh ?C)'(Sz?gi) O? f‘hsizesse'sgor?rmAcis;zifgl;n foarra'
applicable jurisdictional law without un-illustrate the rules in paragraphs (c)(lgederm income tax purposes, parmershib X is
dertaking a form for the merger or consolthrough (3) of this section: deemed to contribute its assets and liabilities to part-
idation, or undertake a form for the Example 1Partnership AB, in whose capital andnership Y in exchange for interests in partnership Y;
merger or consolidation that Is not deBis A3 < o SDosten et s, medataly ereater, parnersh X

. . i . I y eemea o have daistripute: e Interests In partner-
S_C”bed n paragraph (C)(Z)(") of this SeCD each own a 50-percent interest, merge on Septeship Y to its partners in liquidation of their interests
tion, any merged or consolidated partneliser 30, 1999, and form partnership ABCD. Partneris partnership X.
ship that is considered terminated undey, B, C, and D are on a calendar year, and partner- Example 4 (i) A, B, and C are partners in part-
paragraph (c)(1) of this section is treateship AB and partnership CD are also on a calendagrship X. D, E, and F are partners in Partnership Y.
as undertaking the assets-over form fofear- After the merger, the partners have capital amhrtnership X and partnership Y merge within the

. rofits interests as follows: A, 30 percent; B, 30 permeaning of section 708(b)(2)(A), and the resulting
Federal income tax purposes. Under tkﬁ%nt; C, 20 percent; and D, 20 percent. Since A anghrtnership is considered a continuation of partner-
assets-over fo”_n, the .merged or C0n50|i_3 together own an interest of more than 50 perceship Y. Partnership X is considered terminated.
dated partnership that is considered termiix the capital and profits of partnership ABCD, suctUnder state law, partnerships X and Y undertake the
nated under paragraph (c)(1) of this Se@artnership shall be considered a eontinuation ofssets-over form of paragraph (c)(2)(i) of this sec-
tion contributes all of its assets and)artnership AB and shall continue to file returns on &on to accomplish the partnership merger. C does
calendar year basis. Since C and D own an interastt want to become a partner in partnership Y, and

liabilities to the resulting partnership Mot less than 50 percent in the capital and profits gartnership X does not have the resources to buy C's



interest before the merger. C, partnership X, anlistrates the rules in paragraph (c)(5) ddivision. The resulting partnership that is
partnership Y enter into an agreement that specifigfis section: regarded as continuing shall file a return for

tnh;tsﬁi";‘;t;efrj:'g;(ﬂ'&fnugggfzs %;(';;eiﬁset r'TT e'?g;' Example A, B, and C are equal partners in partthe taxable year of the partnership that ha:
As part of the merger, partnership X receives froi€SniP ABC. ABC holds no section 704(c) proppeen divided. The return shall state that the

partnership Y $150 that will be distributed to C im-S™" D and E are equal partners in partnership D'iﬂartnel’Ship is a continuation of the prior

. . : d C want to exchange their interest in ABC fo .
mediately before the merger, and interests in ar%E an ; .
y 9 P | of the interests in DE. However, rather than expalrtnerShIp and shall set forth Separatel)’

hipYi h f tnership X’ t i istribLti
st Y exchnge ff patnersip X ss5els & anging partmership ierets, DE merges wibe respecive disiributive shares of the
section 754 ABC by undertaking the assets-up form described ipartners for the periods prior to and subse
’ aragraph (c)(2)(ii) of this section, with D and E requent to the date of division.

(ii) Because the merger agreement satisfies t iving title to the DE assets and then contributing (2) Form of a divisior—(i) Assets-over

reguirements of para_graph .(C)(S) Of. this SEC“OF" 9ne assets to ABC in exchange for interests in ABC.
will be treated as selling its interest in partnership X, . part of a prearranged transaction, the assets 4&/M. When a partnership divides into two

to partnership Y for $150 immediately before th‘_equired from DE are contributed to a new partneror more partnerships under applicable ju-

mherger. See SSC“;’" 741 anfd§1.74_1—1 t? determigi, and the interests in the new partnership are digsdictional law without undertaking a
the amount and ¢ a.rac.ter or &S gain or 10Ss on tqf“ibuted to B and C in complete liquidation of theirform for the division. or undertakes a
sale or exchange of its interest in partnership X. interests in ABC. The merger and division in thi ’

(ii) Because the merger agreement satisfies thecample represent a series of transactions that jff' ' th,at IS not desprlbed n paragrgph
requirements of paragraph (c)(3) of this sectionsypstance are an exchange of interests in ABC f6f)(2)(ii) of this section, the transaction
partnership Y is considered to have purchased Citerests in DE. Even though paragraph (c)(2)(ii) owill be characterized under the assets-
interest in partnership X for $150 immediately betjs section provides that the form of a merger wilbver form for Federal income tax pur-
fore the merger. See §1.704-1(b)(2)(M)dr deter- pe respected for Federal income tax purposes if t ses

mining partnership Y’s capital account in partnersteps prescribed under the asset-up form are fol-
ship X. Partnership Y's adjusted basis of its interegbwed, and paragraph (d)(2)(i) of this section pro- (A) Assets-over form where at least one

in partnership X is determined under section 74gides a form that will be followed for Federal in-resulting partnership is a continuation of
and §1.742—1. To the extent any bunt-m.gam orlossome tax purposes in the case of partnershighe prior partnershipIn a division under
on section 704(c) property in partnership X wouldyjyisions, these forms will not be respected for Fe e assets-over form where at least one re

have been allocated to C (including any allocationgral income tax purposes under these facts, and t € i hio i . . f1h
with respect to property revaluations under sectiofansactions will be recast in accordance with theirt/iNg partnership is a continuation of the

704(b) (reverse section 704(c) allocations)), see Segghstance as a taxable exchange of interests in ABEIOr partnership, the divided partnership
tion 704 and §1.704-3(a)(7) for determining theor interests in DE. (as defined in paragraph (d)(3)(i) of this

built-in gain or loss or reverse section 704(c) alloca- . . . i ; i i
tions apgportionable to partnership Y. Similgar)ly after (6) Effective dateThis paragraph (c) is section) contributes certain assets and lia

the merger is completed, the built-in gain or loss an@Pplicable to partnership mergers occupilities to a recipient partnership (as de-

reverse section 704(c) allocations attributable to Ceing on or after the date final regulationdined in paragraph (d)(3)(iv) of this sec-
interest are apportioned to D, E, and F under sectigfye published in thEederal Register tion) or recipient partnerships in exchange

704(c) and §1.704-3(a)(7). L . i i ipi i
.( ) (a)( ) . (d) Division of a partnership-(1) Gen- for interests in such recipient partnership
(iv) Because partnership X has an election under L or partnerships; and, immediately there-
i : i ral rule. Upon the division of a partner- i ' ! X

section 754 in effect, partnership Y, as a momenta@ - ‘ after. distributes the interests in such re-

partner in partnership X, will have a special basihip into two or more partnerships, any re= =" i t hi ¢ hios t

adjustment regarding the basis of partnership X'sulting partnership (as defined in paragrapfP'€" pa:rl n?r_s Ip or partners '.pT 0

propsg unger 131;?301143 ;nd §1_-7_43—i]- See sqg)(3)(iv) of this section) or resulting part—someI or "’ll_ 0 d Its par;nehrs In partial or

tion and §1.743-1 for determining the amou erships shall be considered a continuatidiP™MP ete liquigation of the partners’ in-

of the adjustment. After the merger, the adjustmen . . . . erests in the divided partnership.
is allocated solely to D, E, and F—the partners i®f the prior partnership (as defined in para P P
partnership Y immediately before the merger. graph (d)(3)(ii) of this section) if the mem- (B) Assets-over form where none of the

(v) Under paragraph (c)(2)(i) of this section, partbers of the resulting partnership or partnefesulting partnerships is a continuation of
nership X contributes assets and liabilities attributabighips had an interest of more than sthe prior partnershipin a division under
to the interests of A and B to partnership Y in eX-Ipercent in the capital and profits of the prionhe assets-over form where none of the re

e e i e e iy paneing parnersps i & coniuation f
partnershi;:) Y to A and B in liquidation of their inter- SNiP Will not be considered a continuatiorth€ prior partnership, the prior partnership

ests in partnership X. At the same time, partnership &f the prior partnership but will be consid-Will be treated as contributing all of its as-
distributes assets to partnership Y in liquidation obred a new partnership. If the members §ets and liabilities to new resulting part-
partnership Y’s interest in partnership X. none of the resumng partnerships owned ;,{herships in exchange for interests in the
(5) Prescribed form not followed in interest of more than 50 percent in the capiesulting partnerships; and, immediately
certain circumstancedj) If any transac- tal and profits of the prior partnership, nonéhereafter, the prior partnership will be
tions described in paragraph (c)(2) or (3)f the resulting partnerships will be considtreated as liquidating by distributing the
of this section are part of a larger series @fred a continuation of the prior partnershifterests in the new resulting partnerships
transactions, and the substance of thgnd the prior partnership will be considere¢p the prior partnership’s partners.
larger series of transactions is inconsistef$ have terminated. Where members of a (ii) Assets-up form-(A) Assets-up
with following the form prescribed in partnership which has been divided intéorm where the partnership distributing
such paragraph, the Commissioner magio or more partnerships do not becomassets is a continuation of the prior part-
disregard such form, and may recast th@embers of a resulting partnership which isership Despite the partners’ transitory
larger series of transactions in accordane@nsidered a continuation of the prior partewnership of some of the prior partner-
with their substance. nership, such partner’s interests shall bghip’s assets and liabilities, the form of a
(i) Example The following example il- considered liquidated as of the date of theartnership division will be respected for



Federal income tax purposes if the dipartnership that is a continuation of thehe applicable regulations.
vided partnership, which by definition is aprior partnership will be treated as the di- Example 2(i) Partnership ABCD owns proper-

continuing partnership, distributes certaitvided partnership. If a partnership dides W X, ¥, and Z, and divides into partnership AB

L epeas o . . . and partnership CD. Under paragraph (d)(1) of this
assets and liabilities to some or all of itvides into two or more partnerships Withection, partnership AB is considered a continuation
partners in partial or complete liquidationout undertaking a form for the divisionof partnership ABCD and partnership CD is consid-
of the partners’ interests in the dividedhat is recognized under paragraph (d)(2yed a new partnership. Partnership ABCD distrib-
partnership; and, immediately thereaftef this section, or if the resulting partnerites property Y to C and titles property ¥ in C's
such partners contribute the distributeghip that had, in form, transferred assef§™®: Partnership ABCD distributes property Z to
. g . . . and titles property Z in D’'s name. C and D then
assets and liabilities to a recipient partneand liabilities is not considered a continUggntribute properties Y and Z, respectively, to part-
ship or partnerships in exchange for interation of the prior partnership, and moreership CD in exchange for interests in partnership
ests in such recipient partnership or parthan one resulting partnership is consideD. Properties W and X remain in partnership AB.
nerships. ered a continuation of the prior partner- (i) Under paragraph (d)(2)(ii) of this section,
(B) Assets-up form where none of thehip, the continuing resulting partnershiff2ership ABCD wil be treated as following the
. . . . . . assets-up form for Federal income tax purposes.
resulting partnerships are a continuationwith the assets having the greatest fair gyample 3 (i) Partnership ABCD owns three
of the prior partnershiplf none of the re- market value (net of liabilities) will be parcels of property: property X, with a value of
sulting partnerships are a continuation dfeated as the divided partnership. $500; property Y, with a value of $300; and property
the prior partnership, then despite the (ii) Prior partnership—For purposes of Z: With avalue of $200. Aand B each own a 40-per-
partners’ transitory ownership of some oparagraph (d) of this section, the prioﬁgnég1 tzrnejtc'natnhdegaegﬁ: ﬁm'{:ifgs E:C%irtt?stfg;
all of the prior partnership’s assets and lipartnership is the partnership subject tg, e 'Capim and profits of parmersh?p ABCD. On
abilities, the form of a partnership divi-division that exists under applicable juriSNovember 1, 1999, partnership ABCD divides into
sion will be respected for Federal incomelictional law before the division. three partnerships (AB1, AB2, and CD) by con-
tax purposes if the prior partnership dis- (iii) Recipient partnership-For pur- tributing property X to a newly formed partnership
tributes certain assets and liabilities tposes of paragraph (d) of this section, gﬁ)lt)oaziﬁésg'k;i“ggu?: F')r:z:;srtss ;‘nzu;;&e:tt:s;_
some or all of its partners in partial orecipient partnership is a partnership thaty property z to a newly formed 'parmership (CD)
complete liquidation of the partners’ in-is treated as receiving, for Federal incomgnd distributing all interests in such partnership to C
terests in the prior partnership; and, imtax purposes, assets and liabilities from @nd D as equal partners in exchange for all of their
mediately thereafter, such partners corgivided partnership, either directly (undefnterests in partnership ABCD. _
tribute the distributed assets and liabilitiethe assets-over form) or indirectly (undey (W Partnerships AB1 and AB2 both are consid-
. . . ered a continuation of partnership ABCD, while
to a resulting partnership or partnershipthe assets-up form). partnership CD is considered a new partnership
in exchange for interests in such resulting (iv) Resulting partnership-For pur- formed on November 1, 1999. Under paragraph
partnership or partnerships. If the prioposes of paragraph (d) of this section, @)(2)()(A) of this section, partnership ABCD will
partnership does not liquidate under theesulting partnership is a partnership reke treated as following the assets-over form, with
applicable jurisdictional law, then with re-sulting from the division that exists underﬁ gtsnh?rsﬂg’lp‘:;?j rcooltrrt'buzt":g p;?tzirrt;’hix thpa:r; d
spect to the assets and liabilities that, iapplicable jurisdictional law after the di-distribsﬁng the imzrezts )iln SUCE parmersfﬂps {0 the
form, are not transferred to a new resultvision. For example, where a prior partdesignated partners.
ing partnership, the prior partnership willnership divides into two partnerships, Example 4(j) The facts are the same as in exam-
be treated as transferring these assets amith partnerships existing after the diviP!e 3. except that partnership ABCD divides into
liabilities to a new resulting partnershipsion are resulting partnerships. Lhnrsgrfa‘r’l‘:it:e:?g:;by operation of state law, without
under the assets over form described in (4) ExamplesThe following examples Undfr the last sentence of paragraph (d)(3)(i)
paragraph (d)(2)(i)(B) of this section. illustrate the rules in paragraphs (d)(1)ef this section, partnership AB1 will be treated as the
(3) Definitions—(i) Divided partner- (2), and (3) of this section: resulting partnership that is the divided partnership.
ship—For purposes of paragraph (d) of Example 1Partnership ABCD is in the real es-Under paragraph (d)(2)(i)(A) of this section, part-
this section, the divided partnership is thEte and insurance business. Aowns a 40-percent mership ABCD will be treated as following the as-
. S terest, and B, C, and D each owns a 20-percent intgets-over form, with partnership ABCD contributing
partnership which is treated, for Feder st, in the capital and profits of the partnership. Theroperty Y to partnership AB2 and property Z to

income tax purposes, as transferring th&nership and the partners report their income onrértnership CD, and distributing the interests in such
assets and liabilities to the recipient paricalendar year. They agree to separate the real esta@stnerships to the designated partners.

nership or partnerships, either directlyand insurance business as of November 1, 1999, andExample 5(i) The facts are the same as in exam-
(under the assets-over form) or indirectl{ form two partnerships; partnership AB to takeple 3, except that partnership ABCD divides into

der th p fth jover the real estate business, and partnership CDtftyee partnerships by contributing property X to
(under the assets-up form). If the resu Yake over the insurance business. Because membegwly-formed partnership AB1 and property Y to

ing partnership that, in form, transferreqy resuiting partnership AB owned more than a 50newly-formed partnership AB2 and distributing all
the assets and liabilities in connectiopercent interest in the capital and profits of partneiinterests in each partnership to Aand B in exchange
with the division is a continuation of theship ABCD (A, 40 percent, and B, 20 percent), partfor all of their interests in partnership ABCD.

prior partnership, then such resulting parlr]ersmp AB shall be considered a continuation of (i) Because resulting partnership CD is not a

hio will b d he divided artnership ABCD. Partnership AB is required tocontinuation of the prior partnership (partnership
nership will be treated as the divide partEle a return for the taxable year January 1 to DecenfBCD), partnership CD cannot be treated, for Fed-

nership. If a partnership divides into tWayer 31, 1999, indicating thereon that until Novembegral income tax purposes, as the partnership that
or more partnerships and only one of the, 1999, it was partnership ABCD. Partnership Ccransferred assets (i.e., the divided partnership), but
resulting partnerships is a continuation of considered a new partnership formed on Noveniastead must be treated as a recipient partnership,
the prior partnership, then the resultin§®’ 1, 1999, and is required to file a return for théJnder the last sentence of paragraph (d)(3)(i) of this
axable year it adopts pursuant to section 706(b) ars@ction, partnership AB1 will be treated as the re-



sulting partnership that is the divided partnershipx * * * * property Y, which is encumbered by a $100 liability.
Under paragraph (d)(2)(i)(A) of this section, part- (h) * % Partnership S’s adjusted basis in property Y is $200,
nership ABCD Wi_II be treated_as following t_he as- (1) * * * When a resulting partnershipthe _va_lut_a of property_ Y is_ $1,0003 and B's adjusted
sets-over form, with partnership ABCD contributing . . ) . basis in its partnership S interest is $40.
property Y to partnership AB2 and property Z tothalt is considered a continuation of a (i) Partnership T and partnership S merge under
partnership CD, and distributing the interests in sucierged or consolidated partnership und&gction 708(b)(2)(A). Under section 708(b)(2)(A)
partnerships to the designated partners. section 708(b)(2)(A) has a basis adjustand 81.708-1(c)(1), partnership T is considered ter-
Example 6 (i) Partnership ABCDE owns Black- ment in property held by the merged ofninated and the resulting partnership is considered ¢
acre, Whiteacre, and Redacre, and divides into paré— . . . -dgontinuation of partnership S. Partnerships T and S
. . . onsolidated partnership that is consi o ,
nership AB, partnership CD, and partnership DE. ) undertake the form described in §1.708-1(c)(2)(i)
Under paragraph (d)(1) of this section, partnershigf€d terminated under 81.708—1(c)(1) (&g the partnership merger. Under §1.708-1(c)(2)(i),
ABCDE is considered terminated (and, hence, non@ result of the resulting partnership acpartnership T contributes property X and its $900 li-
of the resulting partnerships are a continuation of tfquiring an interest in such merged or cormgbility to partnership S in exchange for an interest in
prior partnership) because none of the members gfg|idated partnership, seghartnership S. Immediately thereafter, partnership T
the new partnerships (partnership AB, partnershi 1.708-1(c)(3)), the resultin artnershiFqistributes the interests in partnership S to its part-
CD, and partnership DE) owned an interest of morg . B ! gp ] ners in liquidation of their interests in partnership T.
than 50 percent in the capital and profits of partnerWIII continue to have the same basis a owns a 25 percent interest in partnership S after
ship ABCDE. justments with respect to property distribpartnership T distributes the interests in partnership
(ii) Partnership ABCDE distributes Blackacre toyted (see §1,708_1(c)(4), Example 4(V)§ to B.
A and B and titles Blackacre in the names oannq!)y the terminated partnership to the re- (iii) Under paragraph (f) of this section, B nets
B. Aand B then contribute Blackacre to partnershi%ultin artnershio. reaardless of Whethetpe increases and decreases in its share of partne
AB in exchange for interests in partnership AB. gp . P, g_ . Ship liabilities associated with the merger of partner-
Partnership ABCDE will be treated as following theth€ resulting partnership makes a sectiafhip T and partnership S. Before the merger, B's
assets-up form described in paragraph (d)(2)(ii)(BY 54 election. The portion of the resultinghare of partnership liabilities was $650 (B had a
of this section for Federal income tax purposes. partnership’s adjusted basis in its asse$30 share of partnership liabilities in partnership T
(iif) Partnership ABCDE distributes Whiteacre to5ttriputable to the basis adjustment witghd a $20 share of partnership liabilities in partner-

C and D and titles Whiteacre in the names of C a"ldespect to the property distributed by théf)slppzrlmgzg:;\tigbﬁli‘g;e;Pt(:rn:ﬁ;g?nrlrgif iihgrzesgf

D. C and D then contribute Whiteacre to partnershiF . . .
CD in exchange for interests in partnership cpt€rminating partnership must be segrems percent of S's total partnership liabilities of

Partnership ABCDE will be treated as following thegated and allocated solely to the partnegs,000). Accordingly, B has a $400 net decrease ir
assets-up form described in paragraph (d)(2)(ii))(Byvho were partners in the resulting partits share of S’'s partnership liabilities. Thus, B is
of this section for Federal income tax purposes. nership immediately before the merger dfeated as receiving a $400 distribution from part-

(iv) Partnership ABCDE does not liquidate under nership S under section 752(b). Because B’s ad-

state law so that, in form, the assets in new partne(r:anO“datlon' justed basis in its partnership S interest before the

ship DE are not considered to have been transferred e deemed distribution under section 752(b) is $460

under state law. Partnership ABCDE will be treated Par. 4. Section 1.752-1 is amended $120 + $40), B will not recognize gain under sec-

as undertaking the assets-over form described fiollows: tion 731. After the merger, B’'s adjusted basis in its

paragraph (d)(2)(i)(B) of this section for Federal in- 1 A sentence is added to the end dgrtnership S interestis $60.

come tax purposes with respect to the assets of payi- * ok ok kK

nership DE. Thus, partnership ABCDE will be aragraph (ﬂ .

treated as contributing Redacre to partnership DE in 2- 1he currenExamplein paragraph Robert E. Wenzel,

exchange for interests in partnership DE; and, imfg) is redesignated &xample 1 Deputy Commissioner

mediately thereafter, partnership ABCDE will be 3. Example 4s added in paragraph (g). of Internal Revenue.

treated as distributing interests in partnership DE t§1_752_1 Treatment of partnership liabil-

D and E in liquidation of their interests in partner-i ies (Filed by the Office of the Federal Register on Janu-

ship ABCDE. Partnership ABCDE then terminates. "~ ™" ary 10, 2000, 8:45 a.m., and published in the issue o
(5) Prescribed form not followed in the Federal Register for January 11, 2000, 65 F.R

() ** * When two or more partner- ;575

: : : hips merge or consolidate under section
described in paragraph (d)(2) of this se@ . :
tion are part of a larger series of transat?—OB(b)(Z)(A)' as described —in
tions, and the substance of the larger 53—1'708__1((:)(2)(')' Increases and de_-
ries of transactions is inconsistent witfF'€aSes N partnership liabilities associ-
following the form prescribed in Suchated with the merger or consolidation are
paragraph, the Commissioner may disréletted by the partners in the terminating

gard such form, and may recast the IargQlartnership and the resulting partnership

series of transactions in accordance WitH) determine the effect of the merger

their substance. under section 752.

(6) Effective dateThis paragraph (d) is (@~

licabl hio divisi Example 1* * *
applicable to partnership divisions occur- Example 2. Merger or consolidation of partner-

ring on or after the date final regulationsghips holding property encumbered by liabilitié}
are published in thEederal Register. B owns a 70 percent interest in partnership T. Part-
Par. 3. Section 1.743—1 is amended Uyership T's sole asset is property X, which is encum-

; ered by a $900 liability. Partnership T's adjusted
adding two sentences to the end of par%asis in property X is $600, and the value of prop-

graph (h)(1). . . _erty X is $1,000. B’s adjusted basis in its partner-
§1.743-1 Optional adjustment to basis ofhip T interest is $420. B also owns a 20 percent in-
partnership property terest in partnership S. Partnership S's sole asset is

certain circumstancedf any transactions




