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Do not integrate. 
Treat each step 
as a separate 
transaction.

Start

Should the multiple
steps be integrated 

under normal
step transaction 

doctrine principles?

Would the stock 
acquisition be a QSP 
[sec. 338(d)(3)] if the 
acquisition, standing 

alone, was not a 
Section 368(a) 

reorganization? [i.e., 
corporate purchaser, 
80% acquired within 

12 month period]

Would the combined stock 
acquisition and Target 
elimination qualify as a 

Section 368(a) reorganization 
under the step transaction 

doctrine principles?

Integrate to 
treat as a 

reorganization. 
No 338(g) is 

election 
available.

338 Election
Made?

Deemed asset purchase 
with cost basis in Target 

assets.

Do not apply step transaction doctrine 
principles.  Treat stock acquisition & Target 

elimination as separate transactions.

Integrate the multiple steps to 
treat as reorganization.

No

The tax treatment is not clear.  Some guidance (Rev. Rul. 75-521 & Rev. Rul. 77-427) provides that the stock acquistion and Target elimination 
should not be integrated under the step transaction doctrine.  Under this approach, the stock acquisition and Target elimination are treated as 
separate transactions.  The assets transferred would have a carryover basis.  

Other guidance (Rev. Rul 67-274) implies that the two steps should be integrated under the step transaction doctrine, even if the integration creates a 
taxable acquisition.  However, this type of integration would resurrect Kimbell-Diamond issues.

Was there an 
acquisition of
Target stock?

These rules do 
not apply.

Was Target
eliminated via

liquidation,
dissolution,

 merger, etc.?

If the stock acquisition and 
Target elimination are integrated, 
would the transaction qualify as a 

Section 368(a) reorganization?

Does the QSP 
qualify for 

338(h)(10), and 
was such an 

election made?

Would the combined stock 
acquisition and Target 
elimination qualify as a 

Section 368(a) reorganization 
under the step transaction 

doctrine principles?

Integrate to treat as a 
reorganization. No 338(g) or 

338(h)(10) is election available.

The tax treatment is not clear.  If the stock acquisition and the Target elimination are not integrated under the step transaction 
doctrine, then both will be treated as tax free transactions and the assets will have a carryover basis.  If both transactions are 
integrated, then the combined transaction will be treated as an asset purchase with a cost basis, similar to Kimbell-Diamond.  
Today's concern with the Kimbell-Diamond doctrine appears to be that the assets get a stepped up basis without any corporate-
level gain.  As long as the steps are not integrated, Kimbell-Diamond is not an issue.  If "turning off" the step transaction 
doctrine under these circumstances is too big of a leap for the government, then corporate-level gain might be triggered by 
deeming all consideration received by Target shareholders as having first been transferred to Target and then to Target 
shareholders, with both exchanges being taxable.

Reg. 1.338-3(c)(1)

Section 338(a)

Questions are in blue.  
Results are in yellow.
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Disclaimer
This flowchart has NOT been verified for accuracy.  You should
consult a tax professional for individual advice regarding your own
situation.  This flowchart is not updated for changes in the tax laws
and should not be relied upon for any purpose whatsoever.
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