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DCL1 is a domestic corporation. Pursuant to a divisive reorganization described in section
368(a)(1)(D), DC1 contributes substantially all of its properties to FA, a newly-formed
corporation, in exchange solely for FA stock and then distributes the FA stock to its

shareholders under section 355.

For purposes of section 7874(a)(2)(B)(ii) the FA stock received by the DC1 shareholders as a
distribution with respect to the DC1 stock is considered held by reason of holding stock in
DC1. The result would be the same if the transaction did not qualify as a reorganization (for
example, if the distribution were subject to sections 301 and 311(b)).
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