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Partnership X, in whose capital and profits A owns a 40-percent interest and B 
owns a 60-percent interest, and partnership Y, in whose capital and profits B 
owns a 60-percent interest and C owns a 40-percent interest, merge on 
September 30, 1999. Partnership X is engaged in a trade or business and has, as 
one of its assets, goodwill.  The fair market value of the partnership X assets (net 
of liabilities) is $100X, and the fair market value of the partnership Y assets (net 
of liabilities) is $200X. 

The merger is accomplished under state law by having partnership X convey an 
undivided 40-percent interest in each of its assets to A and an undivided 60-
percent interest in each of its assets to B, with A and B then contributing their 
interests in such assets to partnership Y. Partnership Y also assumes all of the 
liabilities of partnership X.  Under Reg. 1.708-1(c)(3)(ii), the form of the 
partnership merger will be respected so that partnership X will be treated as 
following the assets-up form for Federal income tax purposes.
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(Because the FMV of P'ship Y's assets was more than the FMV of 
P'ship X's assets, the partnership would be considered a 

continuation of P'ship Y regardless of the form of the merger.  
However, the fact that the form of the transaction will be 

respected in an assets-up merger would suggest that if the 
merger had gone in the other direction (with P'ship X surviving), 
the surviving partnership would be considered a continuation of 

P'ship X for Federal income tax purposes.)


