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Treas. Reg. § 1.1361-5(b)(3) Example 9 351 Exchange to the Purchaser
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X, an S corporation, owns 100 percent of the stock of Y, a corporation for which a QSub election is in effect. Z, an unrelated C
corporation, acquires 100 percent of the stock of Y. The deemed formation of Y by X (as a consequence of the termination of
Y's QSub election) is disregarded for Federal income tax purposes. The transaction is treated as a transfer of the assets of Y to
Z, followed by Z's transfer of these assets to the capital of Y in exchange for Y stock. Furthermore, if Z is an S corporation and
makes a QSub election for Y effective as of the acquisition, Z's transfer of the assets of Y in exchange for Y stock, followed by
the immediate liquidation of Y as a consequence of the QSub election are disregarded for Federal income tax purposes.

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



