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‘‘(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 liq-
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 OUTSTAND-
ING 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 

‘‘(II) 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)(II) 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 

‘‘(II) 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 

‘‘(II) 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 distribu-
tee is conditioned on approval by a State regulatory 
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 Reve-

nue 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(l)(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 
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. 
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(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 35 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). 

(4) Additional requirements for distributions 
made more than 4 years after decedent’s 
death 

In the case of amounts distributed more 
than 4 years after the date of the decedent’s 
death, subsection (a) shall apply to a distribu-
tion by a corporation only to the extent of the 
lesser of— 

(A) the aggregate of the amounts referred 
to in paragraph (1) or (2) of subsection (a) 
which remained unpaid immediately before 
the distribution, or 

(B) the aggregate of the amounts referred 
to in paragraph (1) or (2) of subsection (a) 
which are paid during the 1-year period be-
ginning on the date of such distribution. 

(c) Stock with substituted basis 

If— 
(1) a shareholder owns stock of a corporation 

(referred to in this subsection as ‘‘new stock’’) 
the basis of which is determined by reference 
to the basis of stock of a corporation (referred 
to in this subsection as ‘‘old stock’’), 

(2) the old stock was included (for Federal 
estate tax purposes) in determining the gross 
estate of a decedent, and 

(3) subsection (a) would apply to a distribu-
tion of property to such shareholder in re-
demption of the old stock, 

then, subject to the limitation specified in sub-
section (b), subsection (a) shall apply in respect 
of a distribution in redemption of the new stock. 

(d) Special rules for generation-skipping trans-
fers 

Where stock in a corporation is the subject of 
a generation-skipping transfer (within the 
meaning of section 2611(a)) occurring at the 
same time as and as a result of the death of an 
individual— 

(1) the stock shall be deemed to be included 
in the gross estate of such individual; 

(2) taxes of the kind referred to in subsection 
(a)(1) which are imposed because of the genera-
tion-skipping transfer shall be treated as im-
posed because of such individual’s death (and 
for this purpose the tax imposed by section 
2601 shall be treated as an estate tax); 

(3) the period of distribution shall be meas-
ured from the date of the generation-skipping 
transfer; and 

(4) the relationship of stock to the dece-
dent’s estate shall be measured with reference 
solely to the amount of the generation-skip-
ping transfer. 

(Aug. 16, 1954, ch. 736, 68A Stat. 88; Pub. L. 94–455, 
title XX, §§ 2004(e), 2006(b)(4), Oct. 4, 1976, 90 Stat. 
1871, 1889; Pub. L. 97–34, title IV, § 422(b), (e)(1), 
Aug. 13, 1981, 95 Stat. 314, 316; Pub. L. 99–514, 
title XIV, § 1432(b), Oct. 22, 1986, 100 Stat. 2730.) 

AMENDMENTS 

1986—Subsec. (d). Pub. L. 99–514 amended subsec. (d) 
generally. Prior to amendment, subsec. (d) read as fol-
lows: ‘‘Under regulations prescribed by the Secretary, 
where stock in a corporation is subject to tax under 
section 2601 as a result of a generation-skipping trans-
fer (within the meaning of section 2611(a)), which oc-
curs at or after the death of the deemed transferor 
(within the meaning of section 2612)— 

‘‘(1) the stock shall be deemed to be included in the 
gross estate of the deemed transferor; 

‘‘(2) taxes of the kind referred to in subsection (a)(1) 
which are imposed because of the generation-skipping 
transfer shall be treated as imposed because of the 
deemed transferor’s death (and for this purpose the 
tax imposed by section 2601 shall be treated as an es-
tate tax); 

‘‘(3) the period of distribution shall be measured 
from the date of the generation-skipping transfer; 
and 

‘‘(4) the relationship of stock to the decedent’s es-
tate shall be measured with reference solely to the 
amount of the generation-skipping transfer.’’ 
1981—Subsec. (b)(1)(C). Pub. L. 97–34, § 422(e)(1), struck 

out ‘‘or 6166A’’ after ‘‘section 6166’’ in two places. 
Subsec. (b)(2)(A). Pub. L. 97–34, § 422(b)(1), substituted 

‘‘35’’ for ‘‘50’’ before percent. 
Subsec. (b)(2)(B). Pub. L. 97–34, § 422(b)(2), in heading, 

substituted ‘‘stock in 2’’ for ‘‘stock of two’’, in first 
sentence, struck out ‘‘the 50 percent requirement’’ be-
fore ‘‘of subparagraph (A)’’ and substituted ‘‘2’’ for 
‘‘two’’ and ‘‘20 percent or more in value’’ for ‘‘more 
than 75 percent in value’’, and, in last sentence, sub-
stituted ‘‘For purposes of the 20-percent requirement’’ 
for ‘‘For the purpose of the 75 percent requirement’’ 
and, in determining value of decedent’s gross estate, 
treated the estate as including stock which at dece-
dent’s death represented surviving spouse’s interest in 
property held by the decedent and surviving spouse ei-
ther as joint tenants, tenants by the entirety, or ten-
ants in common. 

1976—Subsec. (b)(1)(C). Pub. L. 94–455, § 2004(e)(1), 
added subpar. (C). 

Subsec. (b)(2)(A). Pub. L. 94–455, § 2004(e)(2)(A), sub-
stituted provisions limiting the applicability of subsec. 
(a) to corporate distributions in which the value of the 
corporate stock included in decedent’s gross estate ex-



Page 920 TITLE 26—INTERNAL REVENUE CODE § 304 

ceeds 50 percent of the gross estate over deductions al-
lowed under sections 2053 and 2054 for provisions limit-
ing the applicability of subsec. (a) to corporate dis-
tributions in which the value of the corporate stock in-
cluded in decedent’s gross estate is either more than 35 
percent of the gross estate or 50 percent of the taxable 
estate. 

Subsec. (b)(2)(B). Pub. L. 94–455, § 2004(e)(2)(B), sub-
stituted ‘‘the 50 percent requirement’’ for ‘‘the 35 per-
cent and 50 percent requirements’’. 

Subsec. (b)(3), (4). Pub. L. 94–455, § 2004(e)(3), added 
pars. (3) and (4). 

Subsec. (c). Pub. L. 94–455, § 2004(e)(4), substituted 
‘‘limitation specified in subsection (b)’’ for ‘‘limitation 
specified in subsection (b)(1)’’. 

Subsec. (d). Pub. L. 94–455, § 2006(b)(4), added subsec. 
(d). 

EFFECTIVE DATE OF 1986 AMENDMENT 

Amendment by Pub. L. 99–514 applicable to genera-
tion-skipping transfers (within the meaning of section 
2611 of this title) made after Oct. 22, 1986, except as 
otherwise provided, see section 1433 of Pub. L. 99–514, 
set out as an Effective Date note under section 2601 of 
this title. 

EFFECTIVE DATE OF 1981 AMENDMENT 

Amendment by Pub. L. 97–34 applicable to estates of 
decedents dying after Dec. 31, 1981, see section 422(f) of 
Pub. L. 97–34, set out as a note under section 6166 of this 
title. 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by section 2004(e)(1)–(4) of Pub. L. 94–455 
applicable to estates of decedents dying after Dec. 31, 
1976, see section 2004(g) of Pub. L. 94–455, set out as an 
Effective Date note under section 6166 of this title. 

For effective date of amendment by section 2006(b)(4) 
of Pub. L. 94–455, see section 2006(c) of Pub. L. 94–455, 
set out as an Effective Date note under section 2601 of 
this title. 

§ 304. Redemption through use of related cor-
porations 

(a) Treatment of certain stock purchases 

(1) Acquisition by related corporation (other 
than subsidiary) 

For purposes of sections 302 and 303, if— 
(A) one or more persons are in control of 

each of two corporations, and 
(B) in return for property, one of the cor-

porations acquires stock in the other cor-
poration from the person (or persons) so in 
control, 

then (unless paragraph (2) applies) such prop-
erty shall be treated as a distribution in re-
demption of the stock of the corporation ac-
quiring such stock. To the extent that such 
distribution is treated as a distribution to 
which section 301 applies, the transferor and 
the acquiring corporation shall be treated in 
the same manner as if the transferor had 
transferred the stock so acquired to the ac-
quiring corporation in exchange for stock of 
the acquiring corporation in a transaction to 
which section 351(a) applies, and then the ac-
quiring corporation had redeemed the stock it 
was treated as issuing in such transaction. 

(2) Acquisition by subsidiary 

For purposes of sections 302 and 303, if— 
(A) in return for property, one corporation 

acquires from a shareholder of another cor-
poration stock in such other corporation, 
and 

(B) the issuing corporation controls the 
acquiring corporation, 

then such property shall be treated as a dis-
tribution in redemption of the stock of the is-
suing corporation. 

(b) Special rules for application of subsection (a) 

(1) Rules for determinations under section 
302(b) 

In the case of any acquisition of stock to 
which subsection (a) of this section applies, 
determinations as to whether the acquisition 
is, by reason of section 302(b), to be treated as 
a distribution in part or full payment in ex-
change for the stock shall be made by ref-
erence to the stock of the issuing corporation. 
In applying section 318(a) (relating to con-
structive ownership of stock) with respect to 
section 302(b) for purposes of this paragraph, 
sections 318(a)(2)(C) and 318(a)(3)(C) shall be 
applied without regard to the 50 percent limi-
tation contained therein. 

(2) Amount constituting dividend 

In the case of any acquisition of stock to 
which subsection (a) applies, the determina-
tion of the amount which is a dividend (and 
the source thereof) shall be made as if the 
property were distributed— 

(A) by the acquiring corporation to the ex-
tent of its earnings and profits, and 

(B) then by the issuing corporation to the 
extent of its earnings and profits. 

(3) Coordination with section 351 

(A) Property treated as received in redemp-
tion 

Except as otherwise provided in this para-
graph, subsection (a) (and not section 351 
and not so much of sections 357 and 358 as re-
lates to section 351) shall apply to any prop-
erty received in a distribution described in 
subsection (a). 

(B) Certain assumptions of liability, etc. 

(i) In general 

In the case of an acquisition described in 
section 351, subsection (a) shall not apply 
to any liability— 

(I) assumed by the acquiring corpora-
tion, or 

(II) to which the stock is subject, 

if such liability was incurred by the trans-
feror to acquire the stock. For purposes of 
the preceding sentence, the term ‘‘stock’’ 
means stock referred to in paragraph (1)(B) 
or (2)(A) of subsection (a). 

(ii) Extension of obligations, etc. 

For purposes of clause (i), an extension, 
renewal, or refinancing of a liability which 
meets the requirements of clause (i) shall 
be treated as meeting such requirements. 

(iii) Clause (i) does not apply to stock ac-
quired from related person except 
where complete termination 

Clause (i) shall apply only to stock ac-
quired by the transferor from a person— 

(I) none of whose stock is attributable 
to the transferor under section 318(a) 
(other than paragraph (4) thereof), or 
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