
Initial Structure Lending Transaction Ending Point

P, a domestic corporation, owns all of the outstanding stock of FS1, a controlled foreign corporation with 
substantial accumulated earnings and profits.  P sells inventory property to X, a domestic corporation unrelated 
to P.  To pay for the inventory property, X arranges for a foreign financing entity to issue a note to P.  P then 
sells the note to FS1.  P and X cannot demonstrate that the primary purpose for X's assignment of the payment 
obligation to the foreign financing entity was not the avoidance of Code §956.

The substitution of the foreign financing entity for X is disregarded, and FS1 is treated as holding an obligation 
of a United States person acquired from a related United States person.  Thus, FS1 is treated as holding United 
States property in the amount of the purchase price of the note.
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