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for common stock may be tax free by
virtue of section 354.

(m) Cancellation of indebtedness. The
cancellation of indebtedness of a share-
holder by a corporation shall be treat-
ed as a distribution of property.

(n) [Reserved]

(o) Distributions of certain property by
DISC’s to corporate shareholders. See
§1.997-1 for the rule that if a corpora-
tion which is a DISC or former DISC
(as defined in section 992(a)(1) or (3) as
the case may be) makes a distribution
of property (other than money and
other than the obligations of the DISC
or former DISC) out of accumulated
DISC income (as defined in section
996(f)(1)) or previously taxed income (as
defined in section 996(f)(2)), such dis-
tribution of property shall be treated
as if it were made to an individual and
that the basis of the property distrib-
uted, in the hands of the recipient cor-
poration, shall be determined as if such
property were distributed to an indi-
vidual.

(p) Cross references. For certain rules
relating to adjustments to earnings
and profits and for determining the ex-
tent to which a distribution is a divi-
dend, see sections 312 and 316 and regu-
lations thereunder.

(a) Split-dollar and other life insurance
arrangements—(1) Split-dollar life insur-
ance arrangements—(i) Distribution of
economic benefits. The provision by a
corporation to its shareholder pursuant
to a split-dollar life insurance arrange-
ment, as defined in §1.61-22(b)(1) or (2),
of economic benefits described in §1.61-
22(d) or of amounts described in §1.61-
22(e) is treated as a distribution of
property, the amount of which is deter-
mined under §1.61-22(d) and (e), respec-
tively.

(i1) Distribution of entire contract or
undivided interest therein. A transfer
(within the meaning of §1.61-22(c)(3)) of
the ownership of a life insurance con-
tract (or an undivided interest therein)
that is part of a split-dollar life insur-
ance arrangement is a distribution of
property, the amount of which is deter-
mined pursuant to §1.61-22(g)(1) and (2).

(2) Other life insurance arrangements.
A payment by a corporation on behalf
of a shareholder of premiums on a life
insurance contract or an undivided in-
terest therein that is owned by the
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shareholder constitutes a distribution
of property, even if such payment is
not part of a split-dollar life insurance
arrangement under §1.61-22(b).

(3) When distribution is made—(@i) In
general. Except as provided in para-
graph (q)(3)(ii) of this section, para-
graph (b) of this section shall apply to
determine when a distribution de-
scribed in paragraph (q)(1) or (2) of this
section is taken into account by a
shareholder.

(ii) Exception. Notwithstanding para-
graph (b) of this section, a distribution
described in paragraph (q)(1)(ii) of this
section shall be treated as made by a
corporation to its shareholder at the
time that the life insurance contract,
or an undivided interest therein, is
transferred (within the meaning of
§1.61-22(c)(3)) to the shareholder.

(4) Effective date—(i) General rule.
This paragraph (q) applies to split-dol-
lar and other life insurance arrange-
ments entered into after September 17,
2003. For purposes of this paragraph
(a)(4), a split-dollar life insurance ar-
rangement is entered into as deter-
mined under §1.61-22(j)(1)(ii).

(ii) Modified arrangements treated as
new arrangements. If a split-dollar life
insurance arrangement entered into on
or before September 17, 2003 is materi-
ally modified (within the meaning of
§1.61-22(j)(2)) after September 17, 2003,
the arrangement is treated as a new ar-
rangement entered into on the date of
the modification.

[T.D. 6500, 25 FR 11607, Nov. 26, 1960]

EDITORIAL NOTE: For FEDERAL REGISTER ci-
tations affecting §1.301-1, see the List of CFR
Sections Affected, which appears in the
Finding Aids section of the printed volume
and at www.fdsys.gov.

§1.302-1 General.

(a) Under section 302(d), unless other-
wise provided in subchapter C, chapter
1 of the Code, a distribution in redemp-
tion of stock shall be treated as a dis-
tribution of property to which section
301 applies if the distribution is not
within any of the provisions of section
302(b). A distribution in redemption of
stock shall be considered a distribution
in part or full payment in exchange for
the stock under section 302(a) provided
paragraph (1), (2), (3), or (4) of section
302(b) applies. Section 318(a) (relating
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to constructive ownership of stock) ap-
plies to all redemptions under section
302 except that in the termination of a
shareholder’s interest certain limita-
tions are placed on the application of
section 318(a)(1) by section 302(c)(2).
The term redemption of stock is defined
in section 317(b). Section 302 does not
apply to that portion of any distribu-
tion which qualifies as a distribution in
partial liquidation under section 346.
For special rules relating to redemp-
tion of stock to pay death taxes see
section 303. For special rules relating
to redemption of section 306 stock see
section 306. For special rules relating
to redemption of stock in partial or
complete liquidation see section 331.

(b) If, in connection with a partial
liquidation under the terms of section
346, stock is redeemed in an amount in
excess of the amount specified by sec-
tion 331(a)(2), section 302(b) shall first
apply as to each shareholder to which
it is applicable without limitation be-
cause of section 331(a)(2). That portion
of the total distribution which is used
in all redemptions from specific share-
holders which are within the terms of
section 302(a) shall be excluded in de-
termining the application of sections
346 and 331(a)(2). For example, Corpora-
tion X has $50,000 which is attributable
to the sale of one of two active busi-
nesses and which, if distributed in re-
demption of stock, would qualify as a
partial liquidation under the terms of
section 346(b). Corporation X distrib-
utes $60,000 to its shareholders in re-
demption of stock, $20,000 of which is in
redemption of all of the stock of share-
holder A within the meaning of section
302(b)(3). The $20,000 distributed in re-
demption of the stock of shareholder A
will be excluded in determining the ap-
plication of sections 346 and 331(a)(2).
The entire $60,000 will be treated as in
part or full payment for stock ($20,000
qualifying under section 302(a) and
$40,000 qualifying under sections 346
and 331(a)(2)).

§1.302-2 Redemptions not taxable as
dividends.

(a) In general. The fact that a re-
demption fails to meet the require-
ments of paragraph (2), (3) or (4) of sec-
tion 302(b) shall not be taken into ac-
count in determining whether the re-
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demption is not essentially equivalent
to a dividend under section 302(b)(1).
See, however, paragraph (b) of this sec-
tion. For example, if a shareholder
owns only nonvoting stock of a cor-
poration which is not section 306 stock
and which is limited and preferred as
to dividends and in liquidation, and
one-half of such stock is redeemed, the
distribution will ordinarily meet the
requirements of paragraph (1) of sec-
tion 302(b) but will not meet the re-
quirements of paragraph (2), (3) or (4) of
such section. The determination of
whether or not a distribution is within
the phrase ‘‘essentially equivalent to a
dividend” (that is, having the same ef-
fect as a distribution without any re-
demption of stock) shall be made with-
out regard to the earnings and profits
of the corporation at the time of the
distribution. For example, if A owns all
the stock of a corporation and the cor-
poration redeems part of his stock at a
time when it has no earnings and prof-
its, the distribution shall be treated as
a distribution under section 301 pursu-
ant to section 302(d).

(b) Redemption not essentially equiva-
lent to a dividend—(1) In general. The
question whether a distribution in re-
demption of stock of a shareholder is
not essentially equivalent to a dividend
under section 302(b)(1) depends upon
the facts and circumstances of each
case. One of the facts to be considered
in making this determination is the
constructive stock ownership of such
shareholder under section 318(a). All
distributions in pro rata redemptions
of a part of the stock of a corporation
generally will be treated as distribu-
tions under section 301 if the corpora-
tion has only one class of stock out-
standing. However, for distributions in
partial liquidation, see section 302(e).
The redemption of all of one class of
stock (except section 306 stock) either
at one time or in a series of redemp-
tions generally will be considered as a
distribution under section 301 if all
classes of stock outstanding at the
time of the redemption are held in the
same proportion. Distributions in re-
demption of stock may be treated as
distributions under section 301 regard-
less of the provisions of the stock cer-
tificate and regardless of whether all
stock being redeemed was acquired by
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