Treas. Reg. §1.368-2(b)(1)(iii), Example 9

Initial Structure

©

* LINCOLN

Conversion to LLC

Conversion of Target to an LLC

Stock Exchange

2 ©

\Y
Shareholders

CorpY
(Acquiror)

Corp VvV
(Target)

Vv

Shareholders
50% Y Voting Stock
50% Cash -~

\Y,
Shareholders

/
- Corp Y
CorpY (Acquiror)
(Acquiror)
-~ _ J} 100%
=" r———+———1 CorpVfiles the
Corp V Stock Corp V [ ricv. : necessary documents
(Target) | (Target) ~ 1 toconvert from a
(P | corporation to an LLC

Ending Point

/\ means flow-thru for U.S. tax purposes

CorpY
(Acquiror)

LC

I

I

I

I

I

I

: 100%
I

I

: (Target)
I

\Y,
Shareholders

One entity
for U.S. tax
purposes

(i)Facts. Y acquires the stock of V from the V shareholders in exchange for consideration that
consists of 50 percent voting stock of Y and 50 percent cash. Immediately after the stock
acquisition, V files the necessary documents to convert from a corporation to a limited liability
company under State W law. Y's acquisition of the stock of V and the conversion of Vto a
limited liability company are steps in a single integrated acquisition by Y of the assets of V.

(ii)Analysis. The acquisition by Y of the assets of V does not satisfy the requirements of
paragraph (b)(1)(ii)(B) of this section because V, the combining entity of the transferor unit,
does not cease its separate legal existence. Although V is an entity disregarded from its owner
for Federal income tax purposes, it continues to exist as a juridical entity after the conversion.
Accordingly, Y's acquisition of the assets of V does not qualify as a statutory merger or
consolidation for purposes of section 368(a)(1)(A).




