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EFFECTIVE DATE OF 1962 AMENDMENTS

Pub. L. 87-834, §5(d), Oct. 16, 1962, 76 Stat. 977, pro-
vided that: ‘“The amendments made by this section
[amending this section and section 245 of this title]
shall apply to distributions made after December 31,
1962.”

Amendment by section 13(f)(2) of Pub. L. 87-834 appli-
cable to taxable years beginning after Dec. 31, 1962, see
section 13(g) of Pub. L. 87-834, set out as an Effective
Date note under section 1245 of this title.

Pub. L. 87-403, §2(b), Feb. 2, 1962, 76 Stat. 6, provided
that: “The amendments made by this section [amend-
ing this section] shall apply only with respect to dis-
tributions made after the date of the enactment of this
Act [Feb. 2, 1962].”

STUDY OF CORPORATE PROVISIONS

Pub. L. 99-514, title VI, §634, Oct. 22, 1986, 100 Stat.
2282, directed Secretary of the Treasury or his delegate
to conduct a study of proposals to reform the provi-
sions of subchapter C of chapter 1 of the Internal Rev-
enue Code of 1986, and not later than Jan. 1, 1988 (due
date extended to Jan. 1, 1992, by Pub. L. 101-508, title
X1, §11831(b), Nov. 5, 1990, 104 Stat. 1388-559), to submit
to Committee on Ways and Means of House of Rep-
resentatives and Committee on Finance of Senate a re-
port on the study conducted (together with such rec-
ommendations he deemed advisable).

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

§ 302. Distributions in redemption of stock

(a) General rule

If a corporation redeems its stock (within the
meaning of section 317(b)), and if paragraph (1),
(2), (3), (4), or (b) of subsection (b) applies, such
redemption shall be treated as a distribution in
part or full payment in exchange for the stock.

(b) Redemptions treated as exchanges
(1) Redemptions not equivalent to dividends

Subsection (a) shall apply if the redemption
is not essentially equivalent to a dividend.

(2) Substantially disproportionate redemption
of stock

(A) In general

Subsection (a) shall apply if the distribu-
tion is substantially disproportionate with
respect to the shareholder.

(B) Limitation

This paragraph shall not apply unless im-
mediately after the redemption the share-
holder owns less than 50 percent of the total
combined voting power of all classes of stock
entitled to vote.

(C) Definitions

For purposes of this paragraph, the dis-
tribution is substantially disproportionate
if—

(i) the ratio which the voting stock of
the corporation owned by the shareholder
immediately after the redemption bears to
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all of the voting stock of the corporation
at such time,

is less than 80 percent of—

(ii) the ratio which the voting stock of
the corporation owned by the shareholder
immediately before the redemption bears
to all of the voting stock of the corpora-
tion at such time.

For purposes of this paragraph, no distribu-
tion shall be treated as substantially dis-
proportionate unless the shareholder’s own-
ership of the common stock of the corpora-
tion (whether voting or nonvoting) after and
before redemption also meets the 80 percent
requirement of the preceding sentence. For
purposes of the preceding sentence, if there
is more than one class of common stock, the
determinations shall be made by reference
to fair market value.

(D) Series of redemptions

This paragraph shall not apply to any re-
demption made pursuant to a plan the pur-
pose or effect of which is a series of redemp-
tions resulting in a distribution which (in
the aggregate) is not substantially dis-
proportionate with respect to the share-
holder.

(8) Termination of shareholder’s interest

Subsection (a) shall apply if the redemption
is in complete redemption of all of the stock of
the corporation owned by the shareholder.

(4) Redemption from noncorporate shareholder
in partial liquidation

Subsection (a) shall apply to a distribution
if such distribution is—
(A) in redemption of stock held by a share-
holder who is not a corporation, and
(B) in partial liquidation of the distrib-
uting corporation.

(5) Redemptions by certain regulated invest-
ment companies

Except to the extent provided in regulations
prescribed by the Secretary, subsection (a)
shall apply to any distribution in redemption
of stock of a publicly offered regulated invest-
ment company (within the meaning of section
67(c)(2)(B)) if—

(A) such redemption is upon the demand of
the stockholder, and

(B) such company issues only stock which
is redeemable upon the demand of the stock-
holder.

(6) Application of paragraphs

In determining whether a redemption meets
the requirements of paragraph (1), the fact
that such redemption fails to meet the re-
quirements of paragraph (2), (3), or (4) shall
not be taken into account. If a redemption
meets the requirements of paragraph (3) and
also the requirements of paragraph (1), (2), or
(4), then so much of subsection (¢)(2) as would
(but for this sentence) apply in respect of the
acquisition of an interest in the corporation
within the 10-year period beginning on the
date of the distribution shall not apply.
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(e) Constructive ownership of stock
(1) In general

Except as provided in paragraph (2) of this
subsection, section 318(a) shall apply in deter-
mining the ownership of stock for purposes of
this section.

(2) For determining termination of interest

(A) In the case of a distribution described
in subsection (b)(3), section 318(a)(1) shall
not apply if—

(i) immediately after the distribution
the distributee has no interest in the cor-
poration (including an interest as officer,
director, or employee), other than an in-
terest as a creditor,

(ii) the distributee does not acquire any
such interest (other than stock acquired
by bequest or inheritance) within 10 years
from the date of such distribution, and

(iii) the distributee, at such time and in
such manner as the Secretary by regula-
tions prescribes, files an agreement to no-
tify the Secretary of any acquisition de-
scribed in clause (ii) and to retain such
records as may be necessary for the appli-
cation of this paragraph.

If the distributee acquires such an interest
in the corporation (other than by bequest or
inheritance) within 10 years from the date of
the distribution, then the periods of limita-
tion provided in sections 6501 and 6502 on the
making of an assessment and the collection
by levy or a proceeding in court shall, with
respect to any deficiency (including interest
and additions to the tax) resulting from such
acquisition, include one year immediately
following the date on which the distributee
(in accordance with regulations prescribed
by the Secretary) notifies the Secretary of
such acquisition; and such assessment and
collection may be made notwithstanding
any provision of law or rule of law which
otherwise would prevent such assessment
and collection.

(B) Subparagraph (A) of this paragraph
shall not apply if—

(i) any portion of the stock redeemed
was acquired, directly or indirectly, within
the 10-year period ending on the date of
the distribution by the distributee from a
person the ownership of whose stock would
(at the time of distribution) be attrib-
utable to the distributee under section
318(a), or

(ii) any person owns (at the time of the
distribution) stock the ownership of which
is attributable to the distributee under
section 318(a) and such person acquired
any stock in the corporation, directly or
indirectly, from the distributee within the
10-year period ending on the date of the
distribution, unless such stock so acquired
from the distributee is redeemed in the
same transaction.

The preceding sentence shall not apply if the
acquisition (or, in the case of clause (ii), the
disposition) by the distributee did not have
as one of its principal purposes the avoid-
ance of Federal income tax.
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(C) Special rule for waivers by entities
(i) In general

Subparagraph (A) shall not apply to a
distribution to any entity unless—

(I) such entity and each related person
meet the requirements of clauses (i), (ii),
and (iii) of subparagraph (A), and

(IT) each related person agrees to be
jointly and severally liable for any defi-
ciency (including interest and additions
to tax) resulting from an acquisition de-
scribed in clause (ii) of subparagraph (A).

In any case to which the preceding sen-
tence applies, the second sentence of sub-
paragraph (A) and subparagraph (B)(ii)
shall be applied by substituting ‘‘dis-
tributee or any related person’ for ‘‘dis-
tributee’ each place it appears.
(ii) Definitions
For purposes of this subparagraph—
(I) the term ‘“‘entity’” means a partner-
ship, estate, trust, or corporation; and
(IT) the term ‘‘related person’ means
any person to whom ownership of stock
in the corporation is (at the time of the
distribution) attributable under section
318(a)(1) if such stock is further attrib-
utable to the entity under section
318(a)(3).
(d) Redemptions treated as distributions of prop-
erty

Except as otherwise provided in this sub-
chapter, if a corporation redeems its stock
(within the meaning of section 317(b)), and if
subsection (a) of this section does not apply,
such redemption shall be treated as a distribu-
tion of property to which section 301 applies.

(e) Partial liquidation defined

(1) In general

For purposes of subsection (b)(4), a distribu-
tion shall be treated as in partial liquidation
of a corporation if—

(A) the distribution is not essentially
equivalent to a dividend (determined at the
corporate level rather than at the share-
holder level), and

(B) the distribution is pursuant to a plan
and occurs within the taxable year in which
the plan is adopted or within the succeeding
taxable year.

(2) Termination of business

The distributions which meet the require-
ments of paragraph (1)(A) shall include (but
shall not be limited to) a distribution which
meets the requirements of subparagraphs (A)
and (B) of this paragraph:

(A) The distribution is attributable to the
distributing corporation’s ceasing to con-
duct, or consists of the assets of, a qualified
trade or business.

(B) Immediately after the distribution, the
distributing corporation is actively engaged
in the conduct of a qualified trade or busi-
ness.

(3) Qualified trade or business

For purposes of paragraph (2), the term
“‘qualified trade or business’ means any trade
or business which—
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(A) was actively conducted throughout the
5-year period ending on the date of the re-
demption, and

(B) was not acquired by the corporation
within such period in a transaction in which
gain or loss was recognized in whole or in
part.

(4) Redemption may be pro rata

Whether or not a redemption meets the re-
quirements of subparagraphs (A) and (B) of
paragraph (2) shall be determined without re-
gard to whether or not the redemption is pro
rata with respect to all of the shareholders of
the corporation.

(5) Treatment of certain pass-thru entities

For purposes of determining under sub-
section (b)(4) whether any stock is held by a
shareholder who is not a corporation, any
stock held by a partnership, estate, or trust
shall be treated as if it were actually held pro-
portionately by its partners or beneficiaries.

(f) Cross references

For special rules relating to redemption—

(1) Death Taxes.—Of stock to pay death taxes, see
section 303.

(2) Section 306 Stock.—Of section 306 stock, see
section 306.

(3) Liquidations.—Of stock in complete liquida-
tion, see section 331.

(Aug. 16, 1954, ch. 736, 68A Stat. 85; Pub. L. 94-455,
title XIX, §1906(b)(13)(A), Oct. 4, 1976, 90 Stat.
1834; Pub. L. 96-589, §5(b), Dec. 24, 1980, 94 Stat.
3405; Pub. L. 97-248, title II, §§222(c), 228(a), Sept.
3, 1982, 96 Stat. 478, 493; Pub. L. 98-369, div. A,
title VII, §71231)(1), July 18, 1984, 98 Stat. 948;
Pub. L. 111-325, title III, §306(a), Dec. 22, 2010, 124
Stat. 3549.)

Editorial Notes
AMENDMENTS

2010—Subsec. (a). Pub. L. 111-325, §306(a)(2),
stituted ‘“(4), or (5)” for “‘or (4)”.

Subsec. (b)(6), (6). Pub. L. 111-325, §306(a)(1), added
par. () and redesignated former par. (5) as (6).

1984—Subsec. (f)(3). Pub. L. 98-369 substituted ‘‘com-
plete liquidation’ for ‘‘partial or complete liquida-
tion”.

1982—Subsec. (a). Pub. L. 97-248, §222(c)(3), sub-
stituted ‘‘paragraph (1), (2), (3), or (4)” for ‘‘paragraph
1), (2), or (3)”.

Subsec. (b)(4), (5). Pub. L. 97-248, §222(c)(1), (4), added
par. (4), redesignated former par. (4) as (56) and sub-
stituted ‘‘paragraph (2), (3), or (4)”’ for ‘‘paragraph (2) or
(3)” after ‘‘to meet the requirements of’, and ‘‘para-
graph (1), (2), or (4)” for ‘‘paragraph (1) or (2)” after
“and also the requirements of”’.

Subsec. (¢)(2)(C). Pub. L. 97-248, §228(a), added subpar.
(C).
Subsecs. (e), (f). Pub. L. 97-248, §222(c)(2), added sub-
sec. (e) and redesignated former subsec. (e) as (f).

1980—Subsec. (a). Pub. L. 96-589, §5(b)(2)(A), struck
out reference to par. (4) of subsec. (b).

Subsec. (b)(4), (5). Pub. L. 96-589, §5(b)(1), (2)(B), redes-
ignated par. (5) as (4) and struck out reference to par.
(4) in two places. Former par. (4) was struck out.

1976—Subsec. (¢)(2). Pub. L. 94-455 struck out ‘‘or his
delegate’ after ‘‘Secretary’ wherever appearing.

sub-

Statutory Notes and Related Subsidiaries
EFFECTIVE DATE OF 2010 AMENDMENT

Amendment by Pub. L. 111-325 applicable to distribu-
tions after Dec. 22, 2010, see section 306(c) of Pub. L.
111-325, set out as a note under section 267 of this title.
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EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by Pub. L. 98-369 effective as if included
in the provision of the Tax Equity and Fiscal Responsi-
bility Act of 1982, Pub. L. 97-248, to which such amend-
ment relates, see section 715 of Pub. L. 98-369, set out
as a note under section 31 of this title.

EFFECTIVE DATE OF 1982 AMENDMENT; PARTIAL
LIQUIDATIONS

Pub. L. 97-248, title II, §228(b), Sept. 3, 1982, 96 Stat.
493, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall apply with re-
spect to distributions after August 31, 1982, in taxable
years ending after such date.”

Pub. L. 97-248, title II, §222(f), Sept. 3, 1982, 96 Stat.
481, as amended by Pub. L. 97-448, title III, §306(a)(6)(A),
Jan. 12, 1983, 96 Stat. 2402; Pub. L. 99-514, §2, Oct. 22,
1986, 100 Stat. 2095, provided that:

‘(1) IN GENERAL.—The amendments made by this sec-
tion [amending this section and sections 306, 312, 331,
334, 336, 341, 346, 543, and 562 of this title and repealing
section 338 of this title] shall apply to distributions
after August 31, 1982.

‘“(2) EXCEPTIONS.—

‘“(A) RULING REQUESTS.—The amendments made by
this section shall not apply to distributions made by
any corporation if—

“@(A)D on July 22, 1982, there was a ruling request
by such corporation pending with the Internal Rev-
enue Service as to whether such distributions
would qualify as a partial liquidation, or

““(IT) within the period beginning on July 12, 1981,
and ending on July 22, 1982, the Internal Revenue
Service granted a ruling to such corporation that
the distributions would qualify as a partial liquida-
tion, and

‘‘(ii) such distributions are pursuant to a plan of
partial liquidation adopted before October 1, 1982
(or, if later, 90 days after the date on which the In-
ternal Revenue Service granted a ruling pursuant
to the request described in clause (i)(I)).

‘“(B) PLANS ADOPTED BEFORE JULY 23, 1982.—The
amendments made by this section shall not apply to
distributions made pursuant to a plan of partial lig-
uidation adopted before July 23, 1982.

““(C) CONTROL ACQUIRED AFTER 1981 AND BEFORE JULY
23, 1982.—The amendments made by this section shall
not apply to distributions made pursuant to a plan of
partial liquidation adopted before October 1, 1982,
where control of the corporation making the distribu-
tions was acquired after December 31, 1981, and before
July 23, 1982.

‘(D) TENDER OFFER OR BINDING CONTRACT OUT-
STANDING ON JULY 22, 1982.—

‘(i) IN GENERAL.—The amendments made by this
section shall not apply to distributions made by a
corporation if—

*“(I) such distributions are pursuant to a plan of
liquidation adopted before October 1, 1982, and

“(IT) control of such corporation was acquired
after July 22, 1982, pursuant to a tender offer or
binding contract outstanding on such date.

“(ii) EXTENSION OF TIME FOR ADOPTING PLAN
WHERE ACQUISITION SUBJECT TO FEDERAL REGU-
LATORY APPROVAL.—If the acquisition described in
clause (i)(IT) is subject to approval by a Federal reg-
ulatory agency, clause (i) shall be applied by sub-
stituting for ‘October 1, 1982’ the date which is 90
days after the date on which approval by the Fed-
eral regulatory agency of such acquisition becomes
final.

“‘(iii) SPECIAL RULE WHERE OFFER SUBJECT TO AP-
PROVAL BY FOREIGN REGULATORY BODY.—In any case
where an offer to acquire stock in a corporation
was subject to intervention by a foreign regulatory
body and a public announcement of such an offer
resulted in the intervention by such foreign regu-
latory body before July 23, 1982—

‘(I) such public announcement shall be treated
as a tender offer, and
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‘“(IT) clause (i) shall be applied by substituting
for ‘October 1, 1982’ the date which is 90 days after
the date on which such regulatory body approves
a public offer to acquire stock in such corpora-
tion.

‘“(iv) SPECIAL RULE WHERE ONE-THIRD OF SHARES

ACQUIRED DURING MARCH AND APRIL 1982.—If—

‘“(I) one-third or more of the shares of a cor-
poration were acquired by another corporation
during March and April 1982, and

‘“(IT) during March or April 1982, the acquiring
corporation filed with the Federal Trade Commis-
sion notification of its intent to acquire control
of the acquired corporation,

subclause (II) of clause (i) shall not apply with re-

spect to distributions made by the acquired cor-

poration.

‘‘(E) INSURANCE COMPANIES.—The amendments made
by this section shall not apply to distributions made
by an insurance company pursuant to a plan of par-
tial liquidation adopted before October 1, 1982, where
control was acquired by the distributee or its parent
after December 31, 1980, and before July 23, 1982, and
the conduct of the insurance business by the dis-
tributee is conditioned on approval by a State regu-
latory authority.

For purposes of this paragraph, the term ‘control’ has
the meaning given to such term by section 368(c) of the
Internal Revenue Code of 1986 [formerly I.R.C. 1954], ex-
cept that in applying such section both direct and indi-
rect ownership of stock shall be taken into account.

‘“(3) APPROVAL OF PLAN BY BOARD OF DIRECTORS.—For
purposes of—

““(A) paragraph (2), and

‘(B) applying section 346(a)(2) of the Internal Rev-
enue Code of 1986 (as in effect on the day before the
date of the enactment of this Act) [Sept. 3, 1982] to
distributions to which (but for paragraph (2)) the
amendments made by this section would apply,

a plan of liquidation shall be treated as adopted when
approved by the corporation’s board of directors.

“(4) COORDINATION WITH AMENDMENTS MADE BY SECTION
224.—For purposes of section 338(e)(2)(C) of the Internal
Revenue Code of 1986 (as added by section 224), any
property acquired in a distribution to which the
amendments made by this section do not apply by rea-
son of paragraph (2) shall be treated as acquired before
September 1, 1982.”’

EFFECTIVE DATE OF 1980 AMENDMENT

Amendment by Pub. L. 96-589 applicable to stock
which is issued after Dec. 31, 1980, except as otherwise
provided, see section 7(d)(2), (f) of Pub. L. 96-589, set out
as a note under section 108 of this title.

SAVINGS PROVISIONS

Applicability of subsec. (b)(1) to the determination of
gross investment income under sections 4940 and 4948(a)
of this title, see section 101(I)(8) of Pub. L. 91-172, set
out as a note under section 4940 of this title.

§303. Distributions in redemption of stock to pay
death taxes

(a) In general

A distribution of property to a shareholder by
a corporation in redemption of part or all of the
stock of such corporation which (for Federal es-
tate tax purposes) is included in determining the
gross estate of a decedent, to the extent that the
amount of such distribution does not exceed the
sum of—

(1) the estate, inheritance, legacy, and suc-
cession taxes (including any interest collected
as a part of such taxes) imposed because of
such decedent’s death, and

(2) the amount of funeral and administration
expenses allowable as deductions to the estate
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under section 2053 (or under section 2106 in the
case of the estate of a decedent nonresident,
not a citizen of the United States),

shall be treated as a distribution in full pay-
ment in exchange for the stock so redeemed.

(b) Limitations on application of subsection (a)
(1) Period for distribution

Subsection (a) shall apply only to amounts
distributed after the death of the decedent
and—

(A) within the period of limitations pro-
vided in section 6501(a) for the assessment of
the Federal estate tax (determined without
the application of any provision other than
section 6501(a)), or within 90 days after the
expiration of such period,

(B) if a petition for redetermination of a
deficiency in such estate tax has been filed
with the Tax Court within the time pre-
scribed in section 6213, at any time before
the expiration of 60 days after the decision
of the Tax Court becomes final, or

(C) if an election has been made under sec-
tion 6166 and if the time prescribed by this
subparagraph expires at a later date than
the time prescribed by subparagraph (B) of
this paragraph, within the time determined
under section 6166 for the payment of the in-
stallments.

(2) Relationship of stock to decedent’s estate

(A) In general

Subsection (a) shall apply to a distribution
by a corporation only if the value (for Fed-
eral estate tax purposes) of all of the stock
of such corporation which is included in de-
termining the value of the decedent’s gross
estate exceeds 3b percent of the excess of—

(i) the value of the gross estate of such
decedent, over

(ii) the sum of the amounts allowable as
a deduction under section 2053 or 2054.

(B) Special rule for stock of two or more cor-
porations

For purposes of subparagraph (A), stock of
2 or more corporations, with respect to each
of which there is included in determining
the value of the decedent’s gross estate 20
percent or more in value of the outstanding
stock, shall be treated as the stock of a sin-
gle corporation. For purposes of the 20-per-
cent requirement of the preceding sentence,
stock which, at the decedent’s death, rep-
resents the surviving spouse’s interest in
property held by the decedent and the sur-
viving spouse as community property or as
joint tenants, tenants by the entirety, or
tenants in common shall be treated as hav-
ing been included in determining the value
of the decedent’s gross estate.

(3) Relationship of shareholder to estate tax

Subsection (a) shall apply to a distribution
by a corporation only to the extent that the
interest of the shareholder is reduced directly
(or through a binding obligation to contribute)
by any payment of an amount described in
paragraph (1) or (2) of subsection (a).
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