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(i)Facts. Z operates two unrelated businesses, Business P and Business Q, each of which 

represents 50 percent of the value of the assets of Z. Y desires to acquire and continue 

operating Business P, but does not want to acquire Business Q. Pursuant to a single plan, Z 

sells Business Q for cash to parties unrelated to Z and Y in a taxable transaction, and then 

distributes the proceeds of the sale pro rata to its shareholders. Then, pursuant to State W 

law, Z merges into Y. Pursuant to such law, the following events occur simultaneously at the 

effective time of the transaction: all of the assets and liabilities of Z related to Business P 

become the assets and liabilities of Y and Z's separate legal existence ceases for all purposes. 

In the merger, the Z shareholders exchange their Z stock for Y stock. 

(ii)Analysis. The transaction satisfies the requirements of paragraph (b)(1)(ii) of this section 

because the transaction is effected pursuant to State W law and the following events occur 

simultaneously at the effective time of the transaction: all of the assets and liabilities of Z, the 

combining entity and sole member of the transeferor unit, become the assets and liabilities of 

Y, the combining entity and sole member of the transferee unit, and Z ceases its separate 

legal existence for all purposes. Accordingly, the transaction qualifies as a statutory merger or 

consolidation for purposes of section 368(a)(1)(A).
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