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Y Corporation owns 100 percent in value of the stock of Z Corporation. Y Corporation sells 
depreciable property at a gain to Z Corporation. P and his daughter, D, own 80 percent in value of 
the Y Corporation stock. Under the constructive ownership rules of section 318, as applied to 
section 1239, P and D are each considered to own the stock in Z Corporation owned by Y 
Corporation. Also, P and D are each considered to own the stock in Y Corporation owned by the 
other. As a result, both P and D constructively own 80 percent or more in value of the stock of both 
Y and Z Corporations. Thus, the sale between Y and Z is governed by section 1239 and produces 
ordinary income to Y.
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