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X

Partnership X and partnership Y merge when the partners of partnership 
X transfer their partnership X interests to partnership Y in exchange for 
partnership Y interests. Immediately thereafter, partnership X liquidates 
into partnership Y. The resulting partnership is considered a continuation 
of partnership Y, and partnership X is considered terminated.

The partnerships are treated as undertaking the assets-over form 
described in Reg. 1.708-1(c)(3)(i) because the partnerships undertook a 
form that is not the assets-up form described in Reg. 1.708-1(c)(3)(ii). 
Accordingly, for Federal income tax purposes, partnership X is deemed 
to contribute its assets and liabilities to partnership Y in exchange for 
interests in partnership Y, and, immediately thereafter, partnership X is 
deemed to have distributed the interests in partnership Y to its partners 
in liquidation of their interests in partnership X.
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Although not explicitly stated, it seems that this 
example assumes that the FMV of P'ship Y's net 

assets is greater than the FMV of P'ship X's net assets 
(similar to the facts in Examples 1 & 2).  Otherwise the 

deemed steps in box 3 would go the other direction.
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