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Reg. 1.1248-8(b)(7), Example 2

DC1, a domestic corporation, has owned all the stock of CFC, a foreign corporation, since CFC's 
formation on January 1, year 3.  On December 31, year 5, DC2, a domestic corporation unrelated 
to DC1, contributes property it has held since January 1, year 1, to CFC in exchange for voting 
stock of CFC in a restructuring transaction that is an exchange under section 351.  The property 
that DC2 contributes is 100% of the stock in CFC2, a foreign corporation.  DC2 has owned all the 
stock of CFC2 since CFC2's formation on January 1, year 2, and CFC2 has $200 of earnings and 
profits as of December 31, year 5.  CFC2 does not accumulate any additional earnings and profits 
from December 31, year 5, to December 31, year 7.  On December 31, year 7, when the 
accumulated earnings and profits of CFC are $200, DC2, a section 1248 shareholder with respect 
to CFC, sells its CFC stock.  Also on that date, DC1 sells its CFC stock.

The earnings and profits attributable to the CFC stock sold by DC2 are $280.  This amount 
consists of all of the $200 of earnings and profits of CFC2 accumulated before the restructuring 
transaction (see also section 1248(c)(2)), none of the $100 of earnings and profits accumulated by 
CFC before the restructuring transaction, and 80% of the $100 of earnings and profits of CFC 
accumulated after the restructuring transaction.

The earnings and profits attributable to the CFC stock sold by DC1, a non-exchanging shareholder
in the restructuring transaction, are $120.  This amount consists of all of the $100 of earnings and 
profits of CFC accumulated before the restructuring transaction, none of the $200 of earnings and 
profits of CFC2 accumulated before the restructuring transaction, and 20% of the $100 of earnings 
and profits of CFC accumulated after the restructuring transaction.
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