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Section 355.—Distribution of
Stock and Securities of a
Controlled Corporation

26 CFR 1.355–2:  Limitations.
(Also § 7805; 301.7805–1.)

Spin-off of subsidiary, followed by its
merger with unr elated corporation.
Based on the enactment of section 1012
of the Taxpayer Relief Act of 1997, the
Service will not apply Court Holding (or
any formulation of the step transaction
doctrine) to determine whether the dis-
tributed corporation was a controlled cor-
poration immediately before the distribu-
tion under section 355(a) solely because
of any postdistribution acquisition or re-
structuring of the distributed corporation,
whether prearranged or not. Rev. Ruls.
96–30, 1996–1 C.B. 36, and 75–406,
1975–2 C.B. 125, obsoleted. Rev. Rul.
70–225, 1970–1 C.B. 80, modified.

Rev. Rul. 98–27

PURPOSE

This revenue ruling obsoletes Rev.
Ruls. 96–30, 1996–1 C.B. 36, and 75–
406, 1975–2 C.B. 125, modified by Rev.
Rul. 96–30.  This revenue ruling also
modifies Rev. Rul. 70–225, 1970–1 C.B.
80.

BACKGROUND

Rev. Rul. 96–30 applies the principles
of Commissioner v. Court Holding Co.,
324 U.S. 331 (1945), to a distribution of
controlled corporation stock by a publicly
traded parent, followed by a merger of the

controlled corporation into an unrelated
acquiring corporation.  The former share-
holders of the controlled corporation re-
ceive a 25 percent interest in the acquiring
corporation.  Based on all the facts and cir-
cumstances, the ruling concludes that the
transaction satisfies the requirements of §
355 of the Internal Revenue Code.  Rev.
Rul. 96–30 also modifies the factually
similar Rev. Rul. 75–406 by eliminating
the implication that an independent, post-
distribution shareholder vote to approve
the acquisition of a controlled corporation
is, by itself, enough to prevent application
of the step transaction doctrine.

Section 1012(c) of the Taxpayer Relief
Act of 1997 (the “Act”), Pub. L. No.
105–34, 111 Stat. 788, 916–17, amended
the control requirements of §§ 351 and
368(a)(1)(D) to provide that, generally for
transactions seeking qualification after
August 5, 1997 under either provision and
§ 355, the shareholders of the distributing
corporation must own stock possessing
more than 50 percent of the voting power
and more than 50 percent of the total
value of the controlled corporation’s stock
immediately after the distribution.  Sec-
tions 351(c) and 368(a)(2)(H).  In addi-
tion, § 1012(a) of the Act amended § 355
by adding subsection (e), which provides
rules for the recognition of gain on certain
distributions of stock or securities of a
controlled corporation in connection with
acquisitions of stock representing a 50
percent or greater interest in the distribut-
ing corporation or any controlled corpora-
tion.  Section 1012(a) of the Act generally
applies to distributions after April 16,
1997, pursuant to a plan (or series of re-
lated transactions) that involves an acqui-
sition described in § 355(e)(2)(A)(ii) oc-
curring after such date.  

The Conference Report accompanying
the legislation states, in part, that:

The House bill does not change the present-law
requirement under section 355 that the distributing
corporation must distribute 80 percent of the voting
power and 80 percent of each other class of stock of
the controlled corporation.  It is expected that this
requirement will be applied by the Internal Revenue
Service taking account of the provisions of the pro-
posal regarding plans that permit certain types of
planned restructuring of the distributing corporation
following the distribution, and to treat similar re-
structurings of the controlled corporation in a simi-
lar manner.  Thus, the 80-percent control require-

ment is expected to be administered in a manner that
would prevent the tax-free spin-off of a less-than-
80-percent controlled subsidiary, but would not gen-
erally impose additional restrictions on post-distrib-
ution restructurings of the controlled corporation if
such restrictions would not apply to the distributing
corporation.

H.R. Rep. No. 105–220, at 529–30
(1997).

ANALYSIS

The application of Court Holding prin-
ciples to determine whether the distrib-
uted corporation was a controlled corpo-
ration immediately before the distribution
under § 355(a) imposes a restriction on
postdistribution acquisitions or restructur-
ings of a controlled corporation that is in-
consistent with § 1012 of the Act.  See §
1012(c) of the Act and H.R. Rep. No.
105–220, at 529–30.  Accordingly, the
Service will not apply Court Holding (or
any formulation of the step transaction
doctrine) to determine whether the dis-
tributed corporation was a controlled cor-
poration immediately before the distribu-
tion under § 355(a) solely because of any
postdistribution acquisition or restructur-
ing of the distributed corporation,
whether prearranged or not.  In otherwise
applying the step transaction doctrine, the
Service will continue to consider all facts
and circumstances.  See, e.g., Rev. Rul.
63–260, 1963–2 C.B. 147.  An indepen-
dent shareholder vote is only one relevant
factor to be considered.

HOLDING

Based on the enactment of § 1012 of
the Act, the Service will not apply Court
Holding (or any formulation of the step
transaction doctrine) to determine
whether the distributed corporation was a
controlled corporation immediately be-
fore the distribution under § 355(a) solely
because of any postdistribution acquisi-
tion or restructuring of the distributed cor-
poration, whether prearranged or not.

EFFECT ON OTHER REVENUE
RULINGS

Rev. Ruls. 96–30 and 75–406 are obso-
leted.  Rev. Rul. 70–225 is modified to the
extent inconsistent with this revenue rul-
ing.
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EFFECTIVE DATE

Pursuant to the authority of § 7805(b),
this revenue ruling applies to distributions
after April 16, 1997.  However, this rev-
enue ruling does not apply to a distribu-
tion pursuant to a plan (or series of related
transactions) that involves an acquisition
described in § 355(e)(2)(A)(ii) if the ac-
quisition is pursuant to an agreement that
was binding on April 16, 1997 and at all
times thereafter, described in a ruling re-
quest submitted to the Service on or be-
fore that date, or described on or before
that date in a public announcement or in a
filing with the Securities and Exchange
Commission required solely by reason of
the acquisition or restructuring.  The pre-
vious sentence shall not apply to any
agreement, ruling request, or public an-
nouncement or filing unless it identifies
the acquirer of the distributed corporation.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Phoebe Bennett of the Office of
Assistant Chief Counsel (Corporate).  For
further information regarding this revenue
ruling, contact Ms. Bennett at (202) 622-
7750 or Brendan P. O’Hara at (202) 622-
7530 (not toll free calls).

Section 382.—Limitation on Net
Operating Loss Carryforwards
and Certain Built-In Losses
Following Ownership Change

The adjusted applicable federal long-term rate is
set forth for the month of June 1998. See Rev. Rul.
98–28, on this page.

Section 412.—Minimum Funding
Standards

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of June 1998. See Rev. Rul. 98–28, on this page.

Section 467.—Certain Payments
for the Use of Property or
Services

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of June 1998. See Rev. Rul. 98–28, on this page.

Section 468.—Special Rules 
for Mining and Solid Waste
Reclamation and Closing 
Costs

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of June 1998. See Rev. Rul. 98–28, on this page.

Section 482.—Allocation of
Income and Deductions Among
Taxpayers

Federal short-term, mid-term, and long-term
rates are set forth for the month of June 1998. See
Rev. Rul. 98–28, on this page.

Section 483.—Interest on
Certain Deferred Payments

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of June 1998. See Rev. Rul. 98–28, on this page.

Section 642.—Special Rules for
Credits and Deductions

Federal short-term, mid-term, and long-term
rates are set forth for the month of June 1998. See
Rev. Rul. 98–28, on this page.

Section 807.—Rules for Certain
Reserves

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of June 1998. See Rev. Rul. 98–28, on this page.

Section 846.—Discounted
Unpaid Losses Defined

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of June 1998. See Rev. Rul. 98–28, on this page.

 


