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Example 3
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(i) On February 1 of Year 1, P acquires 25 percent in value of the R stock from B (the sole shareholder of P). That R stock is
not acquired by purchase. See section 338(h)(3)(A)(iii). On that date, R owns 4 of the 100 shares of T stock. On June 1 of Year
1, P purchases an additional 25 percent in value of the R stock, and on January 1 of Year 2, P purchases another 25 percent in
value of the R stock. On June 1 of Year 2, R acquires an additional 16 shares of the T stock. On December 1 of Year 2, P
purchases 68 shares of the T stock from an unrelated person and 12 of the 20 shares of the T stock held by R.

(ii) Of the 12 shares of the T stock purchased by P from R on December 1 of Year 2, 2 of those shares are deemed to have
been acquired by P on June 1 of Year 1, the date on which 2 of the 4 shares of the T stock held by R on that date were first
considered owned by P under section 318(a)(2)(C) (i.e., 4 x .5). For purposes of this attribution, the R stock need not be
acquired by P by purchase. See section 338(h)(1). (By contrast, the acquisition of the T stock by P from R does not qualify as a
purchase unless P has acquired at least 50 percent in value of the R stock by purchase. Section 338(h)(3)(C)(i).) Of the
remaining 10 shares of the T stock purchased by P from R on December 1 of Year 2, 1 of those shares is deemed to have
been acquired by P on January 1 of Year 2, the date on which an additional 1 share of the 4 shares of the T stock held by R on
that date was first considered owned by P under section 318(a)(2)(C) (i.e., (4 x .75)-2). The remaining 9 shares of the T stock
purchased by P from R on December 1 of Year 2, are deemed to have been acquired by P on June 1 of Year 2, the date on
which an additional 12 shares of the T stock held by R on that date were first considered owned by P under section
318(a)(2)(C) (i.e., (20 x .75)-3). Because a qualified stock purchase of T by P is made on December 1 of Year 2 only if all 12
shares of the T stock purchased by P from R on that date are considered acquired during a 12-month period ending on that
date (so that, in conjunction with the 68 shares of the T stock P purchased on that date from the unrelated person, 80 of T's
100 shares are acquired by P during a 12-month period) and because 2 of those 12 shares are considered to have been
acquired by P more than 12 months before December 1 of Year 2 (i.e., on June 1 of Year 1), a qualified stock purchase is not
made. (Under § 1.338-8(j)(2), for purposes of applying the consistency rules, P is treated as making a qualified stock purchase
of T if, pursuant to an arrangement, P purchases T stock satisfying the requirements of section 1504(a)(2) over a period of
more than 12 months.)



