
HOLDINGS — Situation 3

Because Corporation C acquired more
than one third of the total gross fair mar-
ket value of all of the assets of Corpora-
tion B, there is a change in ownership of
Corporation B under Q/A–29. However,
Corporation B is eligible for the exemp-
tion provided in § 280G(b)(5)(A)(ii). Un-
der these facts, the shareholder approval
and disclosure requirements described in
§ 280G(b)(5)(B) and Q/A–7 are deemed
to be satisfied, and thus, the payments
to E are exempt from the definition of
parachute payment.

HOLDINGS — Situation 4

For purposes of §280G, the trading
of stock on an over-the-counter market
when the corporation is a debtor in a case
under the Bankruptcy Code is impaired,
and therefore, the stock is not considered
“readily tradeable.” Thus, Corporation B
is eligible for the exemption provided in
§ 280G(b)(5)(A)(ii). Under these facts,
the shareholder approval and disclosure re-
quirements described in § 280G(b)(5)(B)
and Q/A–7 are deemed to be satisfied, and
the payments to E are exempt from the
definition of parachute payment.

EFFECTIVE DATE

This revenue ruling applies to any pay-
ment that is contingent on a change in own-
ership or control if the change of own-
ership or control occurs on or after July
19, 2004. Notwithstanding the foregoing,
where a corporation is a debtor in a case
under the Bankruptcy Code, its securities
traded on an over-the-counter market also
are not considered “readily tradeable” for
purposes of § 280G(b)(5)(A)(ii) with re-
spect to a change in ownership or control
that occurred before July 19, 2004.

COMMENTS REQUESTED

Comments are requested concern-
ing whether, or to what extent, the
definition of “readily tradeable” under
§ 280G(b)(5)(A)(ii) should exclude stock
of a corporation that is tradeable on an
over-the-counter market (e.g., the pink
sheets, the OTCBB, the ACT, or any sim-
ilar market).

Comments should be submitted by Oc-
tober 18, 2004, to CC:PA:LPD:PR (Rev-

Section 304.—Redemption
Through Use of Related
Corporations
26 CFR 1.304–2: Acquisition by related corporation
(other than subsidiary).

If, pursuant to an integrated plan, a parent corpo-
ration sells the stock of a wholly owned subsidiary
for cash to another wholly owned subsidiary and the
acquired subsidiary completely liquidates into the ac-
quiring subsidiary, the transaction is treated as a re-
organization under § 368(a)(1)(D). See Rev. Rul.
2004-83, page 157.

Section 368.—Definitions
Relating to Corporate
Reorganizations
26 CFR 1.368–1: Purpose and scope of exception of
reorganization exchanges.

Corporate reorganizations. This rul-
ing provides that if, pursuant to an in-
tegrated plan, a parent corporation sells
the stock of a subsidiary to another sub-
sidiary and the acquired subsidiary liq-
uidates into the acquiring subsidiary, the
transaction is a reorganization under sec-
tion 368(a)(1)(D) of the Code.

Rev. Rul. 2004–83

ISSUE

Under the facts described below, what
is the proper tax treatment if, pursuant to an
integrated plan, a parent corporation sells
the stock of a wholly owned subsidiary
for cash to another wholly owned sub-
sidiary and the acquired subsidiary com-
pletely liquidates into the acquiring sub-
sidiary.

FACTS

Situation 1

Corporation P owns all the stock of Cor-
poration S and Corporation T. P, S, and T
are members of a consolidated group. As
part of an integrated plan, S purchases all
the stock of T from P for cash and T com-
pletely liquidates into S. Assume that if T
had sold its assets directly to S and T had
completely liquidated into P, the transac-
tion would have qualified as a reorganiza-
tion under § 368(a)(1)(D) of the Internal
Revenue Code.

Situation 2

The facts are the same as in Situation 1
except that P, S, and T are not members of
a consolidated group.

LAW

Section 368(a)(1)(D) provides that a re-
organization includes a transfer by a cor-
poration of all or a part of its assets to an-
other corporation if immediately after the
transfer the transferor, or one or more of its
shareholders (including persons who were
shareholders immediately before the trans-
fer), or any combination thereof, is in con-
trol of the corporation to which the assets
are transferred; but only if, in pursuance
of the plan, stock or securities of the cor-
poration to which the assets are transferred
are distributed in a transaction that quali-
fies under § 354, 355, or 356.

In Rev. Rul. 70–240, 1970–1 C.B. 81,
B owned all the outstanding stock of Cor-
poration X and Corporation Y. X sold its
operating assets to Y for cash equal to their
fair market value and used its remaining
assets to pay its debts. X then liquidated
and B received a liquidating distribution
in exchange for his X stock. The ruling
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concludes that the transfer by X of its op-
erating assets to Y is regarded as the ac-
quisition by Y of substantially all the as-
sets of X and is a reorganization under
§ 368(a)(1)(D). Accord Atlas Tool Co. v.
Commissioner, 70 T.C. 86 (1978), aff’d,
614 F.2d 860 (3rd Cir. 1980), cert. denied,
449 U.S. 836 (1980); Armour v. Commis-
sioner, 43 T.C. 295 (1964).

In determining whether a transac-
tion qualifies as a reorganization under
§ 368(a), the transaction must be eval-
uated under relevant provisions of law,
including the step transaction doctrine.
Section 1.368–1(a) of the Income Tax
Regulations. The step transaction doctrine
“treats a series of formally separate ‘steps’
as a single transaction if such steps are
in substance integrated, interdependent,
and focused toward a particular result.”
Penrod v. Commissioner, 88 T.C. 1415,
1428 (1987).

In Rev. Rul. 67–274, 1967–2 C.B. 141,
pursuant to a plan of reorganization, Cor-
poration Y acquired all the stock of Cor-
poration X in exchange for voting stock
of Y. Thereafter, X completely liquidated
into Y. The ruling concludes that the two
steps do not qualify as a reorganization
under § 368(a)(1)(B) followed by a liq-
uidation under § 332, but instead qual-
ify as a single acquisition of X’s assets
in a reorganization under § 368(a)(1)(C).
See also Rev. Rul. 72–405, 1972–2 C.B.
217 (treating the acquisition of the assets
of a target corporation in a forward trian-
gular merger followed by the liquidation
of the acquiring subsidiary as a reorgani-
zation under § 368(a)(1)(C)); Rev. Rul.
2001–46, 2001–2 C.B. 321 (applying the
approach reflected in Rev. Rul. 67–274 to
a stock acquisition followed by a merger of
the acquired corporation into the acquiring
corporation).

Section 1.1361–4(a)(2) provides that if
an S corporation makes a QSub election
with respect to a subsidiary (an election
to disregard a subsidiary as an entity sep-
arate from its S corporation parent), the
subsidiary is deemed to have liquidated
into the S corporation. In Example 3 of
§ 1.1361–4(a)(2)(ii), pursuant to a plan, In-
dividual A contributes all the outstanding
stock of Y to his wholly owned S corpora-
tion, X, and immediately causes X to make

a QSub election for Y. The example con-
cludes that the transaction is a reorgani-
zation under § 368(a)(1)(D), assuming the
other conditions for reorganization treat-
ment are satisfied.

Section 304(a)(1) provides, in general,
for purposes of §§ 302 and 303, if one
or more persons are in control of each of
two corporations and, in return for prop-
erty, one of the corporations acquires stock
in the other corporation from the person (or
persons) so in control, then such property
shall be treated as a distribution in redemp-
tion of the stock of the corporation acquir-
ing such stock.

Section 1.1502–80(b), which relates to
consolidated returns, provides that § 304
does not apply to any acquisition of stock
of a corporation in an intercompany trans-
action.

ANALYSIS

In Situation 1, because P, S, and T
are members of a consolidated group,
and S’s purchase of the T stock from
P is an intercompany transaction under
§ 1.1502–80(b), § 304 cannot apply to P’s
sale of T stock to S. As described above,
if T had transferred its assets directly to
S and T had completely liquidated into
P, the stock sale and liquidation would
have qualified as a reorganization un-
der § 368(a)(1)(D). Consistent with Rev.
Ruls. 67–274 and 72–405 and Example
3 of § 1.1361–4(a)(2)(ii), the step trans-
action doctrine applies to treat the stock
sale and liquidation as a reorganization
under § 368(a)(1)(D). Authorities that
reject the application of the step trans-
action doctrine based on the policy of
§ 338, such as § 1.338–3(d) and Rev.
Rul. 90–95, 1990–2 C.B. 67, are not
relevant in this case because there is no
purchase of T stock within the meaning of
§ 338(h)(3)(A) and § 1.338–3(b).

Situation 2 differs from Situation 1 only
in that P, S, and T are not members of a
consolidated group. As a result, if the step
transaction doctrine does not apply to step
together the stock sale and liquidation, the
stock sale would be treated as a distribu-
tion in redemption of the S stock under
§ 304(a)(1) and the liquidation of T into S
would qualify as a liquidation under § 332.

There is no policy that requires § 304
to be applied when § 368(a)(1)(D) would
otherwise apply. See J. Comm. on Tax’n.,
98th Cong. 2nd Sess., General Expla-
nation of the Revenue Provisions of the
Deficit Reduction Act of 1984 192 (Comm.
Print 1984). Moreover, the legislative his-
tory to the Deficit Reduction Act of 1984,
P.L. 98–369, 1984–3 (Vol. 1) C.B. 1, indi-
cates that § 304 was not intended to over-
ride reorganization treatment. See H.R.
Rep. No. 98–432 Pt. 2, 1624 (1984). Ac-
cordingly, in Situation 2, as in Situation
1, the step transaction doctrine applies to
treat the stock sale and liquidation as a re-
organization under § 368(a)(1)(D).

HOLDING

Under the facts presented, if, pursuant
to an integrated plan, a parent corporation
sells the stock of a wholly owned sub-
sidiary for cash to another wholly owned
subsidiary and the acquired subsidiary
completely liquidates into the acquiring
subsidiary, the transaction is treated as a
reorganization under § 368(a)(1)(D).

DRAFTING INFORMATION

The principal author of this revenue
ruling is Lisa S. Dobson of the Office of
Associate Chief Counsel (Corporate). For
further information regarding this rev-
enue ruling, contact Ms. Dobson at (202)
622–7790 (not a toll-free call).
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