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QSP - Busted 351 (via IPO) is a

Section 338(h)(3) Purchase
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(i) S is the parent of a group of corporations that are engaged in various businesses. Prior to January 1, 

Year 1, S decided to discontinue its involvement in one line of business. To accomplish this, S forms a 

new corporation, Newco, with a nominal amount of cash. Shortly thereafter, on January 1, Year 1, S 

transfers all the stock of the subsidiary conducting the unwanted business (T) to Newco in exchange 

for 100 shares of Newco common stock and a Newco promissory note. Prior to January 1, Year 1, S 

and Underwriter (U) had entered into a binding agreement pursuant to which U would purchase 60 

shares of Newco common stock from S and then sell those shares in an Initial Public Offering (IPO). On 

January 6, Year 1, the IPO closes. 

(ii) Newco's acquisition of T stock is one of a series of transactions undertaken pursuant to one 

integrated plan. The series of transactions ends with the closing of the IPO and the transfer of all the 

shares of stock in accordance with the agreements. Immediately after the last transaction effected 

pursuant to the plan, S owns 40 percent of Newco, which does not give rise to a relationship described 

in section 338(h)(3)(A)(iii). See § 1.338-3(b)(3)(ii)(C). Accordingly, S and Newco are not related for 

purposes of section 338(h)(3)(A)(iii). 

(iii) Further, because Newco's basis in the T stock is not determined by reference to S's basis in the T 

stock and because the transaction is not an exchange to which section 351, 354, 355, or 356 applies, 

Newco's acquisition of the T stock is a purchase within the meaning of section 338(h)(3).
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