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Forms of Taxable Acquisitions: Direct Purchase of Business 
Assets from Limited Partnership for Cash

Limited
Partnership

Purchaser

LLC

Individual
A

Individual
B

Individual
C

Cash

Assets
Business Assets

Forms of Taxable Acquisitions: Direct Purchase of Assets 
from C Corporation for Cash

Purchaser

Individual
A

Individual
B

Individual
C

Business 
Assets

C
Corporation

Cash
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Forms of Taxable Acquisitions: Direct Purchase of Assets 
from S Corporation for Cash

Purchaser

Individual
A

Individual
B

Individual
C

Cash

Assets

S
Corporation

Forms of Taxable Acquisitions: Direct Purchase 
of Assets for Cash and Note

Purchaser

Promissory Note

Assets

Seller

Cash Down payment

Forms of Taxable Acquisitions: Acquisition of Interest in Single-Member 
Limited Liability Company for Cash; Cash is Retained by Seller and is not 

contributed to the LLC

Unrelated
Purchaser (P)

Assets Assets

Limited Liability 
Company

(classified as 
disregarded entity for 
Federal income tax 

purposes]

Limited Liability 
Company

(classified as partnership 
for Federal income tax 

purposes]

S P S

50% 50%

Cash [Retained by S]

50% Interest in LLC

Example:  Purchase of 50% Interest in LLC for 
Cash Paid to S [not contributed to LLC]
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Compare:  Acquisition of Interest in Single-Member Limited Liability Company 
for Cash Contributed to Company

Unrelated
Purchaser (P)

Assets
Assets

(including contributed 
cash)

Limited Liability 
Company

Limited Liability 
Company

S P S

50% 50%

Cash

50% Interest in LLC

Example:  Purchase of 50% Interest in LLC for 
Cash Contributed to Limited Liability Company

Forms of Taxable Acquisitions: 50% Co-Owner’s Acquisition of Other Co-
Owner’s Interest in Limited Liability Company

AssetsAssets

Limited Liability 
Company

(classified as 
disregarded entity for 
Federal income tax 

purposes]

Limited Liability 
Company

(classified as partnership 
for Federal income tax 

purposes]

BA B

50% 50%

Cash

50% Interest in LLC

Forms of Taxable Acquisitions: 100% of Interests in Multi-Member Limited 
Liability Company by Unrelated Person

AssetsAssets

EC D

50% 50%

Cash

Limited Liability 
Company

Limited Liability 
Company

E

Cash

LLC Interest

LLC Interest

100%
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Taxpayer

Limited
Partnership

LLC

LP

GP

100%

ONE PERSON PARTNERSHIP – REV. RUL. 2004-77

1% GP

Limited
Partnership

A

Limited
Partnership

A

BB

CC

A

33%
LP

33%
LP

33%
LP

Disregarded
Limited Liability

Company

Disregarded
Limited Liability

Company

Limited
Partnership

Limited
Partnership

100%

AssetsAssets

99%
LP

1%
GP

Limited
Liability

Company

Limited
Liability

Company

DISREGARDED PARTNERSHIP STRUCTURE

Forms of Taxable Acquisitions: Acquisition of Interest in Disregarded Entity with Assets 
for Cash from Multiple – Member Limited Partnership

Limited
PartnershipPurchaser

LLC

Individual
A

Individual
B

Individual
C

Cash

Limited
Partnership

Assets

LLC

LLC

Assets

99% LP100%

1% GP



5

Sale of Partnership Interest
State Law

Selling
Limited

Partnership

Limited
Partnership

Limited
Partner
Limited
Partner

LP Interest

LP Interest

GP Interest

Federal Income Tax

Sale of < 50% of Total
Interests in Partnership

Capital and Profits
Sale of 50% of Total Interests
in Partnership Capital and Profits

(Technical Termination)

A
BB

PartnershipPartnership

Partnership
Interests

Deemed
Transfer of

Distribution of
Interests in
New Partnership
In Liquidation of
Old Partnership

Section 754 Election to step- up purchasing partner’ s proportionate share of 
partnership’s basis in assets to purchase price.

Sale of 50% Terminates Partnership

Consideration

LP Interest in
Limited Partnership

AA

BB

PartnershipPartnership Purchasing
Partnership
Purchasing
Partnership

LP Interest

Consideration

Limited
Partner
Limited
Partner

Purchasing
Partnership

New Tax
Partnership

A

Limited 
Liability 

Company

Limited 
Liability 

Company

Purchasing
Partnership

Limited 
Liability 

Company

I

Tax-Free Transfer of Assets to Corporation

Scenario No. 1

C Corporation

60% of 
Common Stock

Operating Business Cash

Scenario No. 2

40% of 
Common Stock

I

C Corporation

60% of 
Common Stock

Operating 
Business

Cash

40% of 
Common Stock

Investor Group

Investor Group

Sp

Community
Interest

I

Tax-Free Transfer of Assets to Partnership

Scenario No. 1

Limited
Partnership

Limited 
Liability 

Company
59.5% Limited Partner 
Interest

39.5% Limited Partner 
Interest

Operating Business

Cash

Cash

Cash
40%

60%

Scenario No. 2

Investor Group

I

Limited
Partnership

Limited 
Liability 

Company
59.5% Limited Partner 
Interest

39.5% Limited Partner Interest

Operating Business

Cash

Cash

Cash
40%

60%

Investor Group

1% GP

Sp

Community interest

1% GP
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Scenario No. 2

I

Tax-Free Corporate Reorganization

Scenario No. 1

Target

BiggerCo

New Merger 
Sub

BiggerCo Stock 

Merge

I

Target

BiggerCo

New Merger 
Sub

BiggerCo Stock

Merge

Sp

Community interest

EXAMPLE 1
Partnership Merger

Step 1.  Identify the Survivor
State Law

AB Limited
Partnership

(calendar year)

AB Limited
Partnership

(calendar year)

AA BB

49%
LP

50%
LP

1%
GP

CD Limited
Partnership

(calendar year)

CD Limited
Partnership

(calendar year)

CC DD

49%
LP

50%
LP

1%
GP

Merger

ABCD
Limited

Partnership

ABCD
Limited

Partnership

CC

DD

AA
BB

LLCLLC

29%
LP

1%
GP

30%
LP

20%
LP

20%
LP

ABCD
Limited

Partnership

ABCD
Limited

Partnership

CD
Limited

Partnership

CD
Limited

Partnership

Federal Income Tax

(AB Partnership is the Survivor --
Now known as ABCD Limited

Partnership for State Law Purposes)

Terminated as of date of Merger

•Files Tax Return for
Calendar Year
•Uses EIN of AB Partnership

•Partnership Tax Year 
closes on Date of Merger
•Required to file Partnership
Return for “Short Year”

CC

DD

AA BB
29%
LP 30%

LP
20%
LP

20%
LP

ISSUES:

• Do Partners of AB or Partners of CD own > 50% interest in ABCD?
• What are the consequences of terminating and surviving partnership?

LLCLLC LLCLLC
100% 100%

LLCLLC
1% GP

Federal Income Tax

AB
(surviving

partnership)

AB
(surviving

partnership)

ASSETS OVER FORM OR ASSETS UP FORM

ABAB

CC
DD

LP Interest in AB

CC
DD

AssetsAssets
Assets

& Liabilitie
s

Liquidating
DistributionUndivided Interests 

in Assets

EXAMPLE 2

Step 2.  Form of Merger Provided by Treasury Regulations.

General Rule:  Form of merger “accomplished under applicable jurisdictional law”
will be respected if one of two forms prescribed for federal income tax purposes 

are followed:

DEFAULT RULE:  ASSETS OVER FORM
(IF NO FORM UNDERTAKEN FOR MERGER)

LP Interest

CD
(terminating
Partnership

CD
(terminating
Partnership

CDCD
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YY

EXAMPLE 3
Assets-Over Form of Merger

X
(State Law
Survivor)

X
(State Law
Survivor)

Y AssetsY AssetsX AssetsX Assets
Net fair market value
of X assets: $100

Net fair market value
of Y assets: $200

40% 60%A B

40%
60%

Merger of
Y into X

[State law form of merger does not override rules in Regulations]

Distribution of
Partnership Interest
to B and 
liquidation of Y

Federal Income Tax

40% 60%A B
Assets & Liabilities of X

Transferred to Y

Partnership Interests
in Y transferred to

X followed by
liquidation of X

X
Terminated

[net fair market
value highest]

C

assets & liabilities

Partnership Interest

STEP 1:  Identify the survivor.
(a) Do partners of X or partners of Y own > 50% interest in X?

AB and BC both own > 50% interest in X.
(b) Which partnership is credited with the contribution of  the greatest fair market value (net of 

liabilities) to X?
Y; therefore, Y is survivor.

STEP 2:  What are the consequences?

Y
(Survivor)

B C

EXAMPLE 4
Treatment of Interests Over Form of Merger

State Law

AB Limited
Partnership
AB Limited
Partnership

AssetsAssets

BB

A

49%
LP

50%
LP

1%
GP

CD Limited
Partnership
CD Limited
Partnership

DD

C

49%
LP

50%
LP1%

GP

AB Limited
Partnership
AB Limited
Partnership

AB Limited Liability
Company

AB Limited Liability
Company

STEP 1:  A & B 
Transfer LP Interests
And LLC Interest to CD.

STEP 2:  Liquidation of 
AB Limited Partnership and
AB Limited Liability Company

AB Limited
Partnership
AB Limited
Partnership

A

49%
LP

50%
LP

1%
GP

Federal Income Tax

CD Limited
Partnership

(assumed survivor)

CD Limited
Partnership

(assumed survivor)

49%
LP

50%
LP

1%
GP

STEP 1:  AB deemed to transfer assets and liabilities to CD in exchange for CD 
partnership interests.
STEP 2:  Distribution of CD Partnership Interests in  Liquidation of AB.

AB transfers Assets & Liabilities 
to CD

In exchange for Partnership 
Interests

STEP 1:  Identify the survivor (assume CD in this example).
STEP 2:  What consequences follow:

AB Limited
Liability

Company

CD Limited
Liability

Company

BAB Limited
Liability

Company

CD Limited
Liability

Company

C

D


