
October 15, 2001 320 2001–42  I.R.B.

Section 62.—Adjusted Gross
Income Defined

26 CFR 1.62–2: Reimbursements and other expense
allowance arrangements.

Rules are set forth under which reimbursement or
other expense allowance arrangement for the cost of
lodging, meal, and incidental expenses or meal and
incidental expenses incurred by an employee while
traveling away from home will satisfy the require-
ment of § 62(c) of the Code as to substantiation of
the amount of the expense. See Rev. Proc. 2001–47,
page 332.

Section 162.—Trade or Business
Expenses

26 CFR 1.162–17: Reporting and substantiation of
certain business expenses of employees.

Rules are set forth for substantiating the amount
of a deduction or an expense for lodging, meal, and
incidental expenses or meal and incidental expenses
incurred while traveling away from home. See Rev.
Proc. 2001–47, page 332.

Section 267.—Losses,
Expenses, and Interest With
Respect to Transactions
Between Related Taxpayers

26 CFR 1.267(a)–1: Deductions disallowed.

When a payor provides a per diem allowance to
an employee who is a related party, the rules set
forth for the deemed substantiation to the payor of
the amount of the employee’s ordinary and neces-
sary business expenses for lodging, meal, and inci-
dental expenses incurred while traveling away from
home do not apply. See Rev. Proc. 2001–47, page
332.

Section 274.—Disallowance of
Certain Entertainment, etc.,
Expenses

26 CFR 1.274–5: Substantiation requirements.

Rules are set forth for an optional method for
substantiating the amount of ordinary and necessary
business expenses of an employee for lodging, meal,
and incidental expenses or meal and incidental ex-
penses incurred while traveling away from home
when a payor provides a per diem allowance under a
reimbursement or other expense allowance arrange-
ment to pay for such expenses. Rules are also set
forth for an optional method for employees and self-
employed individuals to use in computing the de-
ductible costs of business meal and incidental ex-

Section 301.—Distributions of
Property

26 CFR 1.301-1: Rules applicable with respect to
distributions of money and other property.
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SUMMARY:  This document contains
final regulations relating to the assump-
tion of liabilities in certain corporate
transactions under section 301 of the In-
ternal Revenue Code.  These final regula-
tions affect corporations and their share-
holders.  Changes to the applicable law
were made by the Miscellaneous Trade
and Technical Corrections Act of 1999. 

DATES: Effective Date: These regula-
tions are effective September 27, 2001.

Applicability Date: For dates of applic-
ability, see the Effective Date portion of
the preamble under SUPPLEMENTARY
INFORMATION.

FOR FURTHER INFORMATION CON-
TACT: Douglas Bates (202) 622-7550
(not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background and Explanation of
Provisions 

Changes to the applicable law were
made by the Miscellaneous Trade and
Technical Corrections Act of 1999, Public
Law 106-36 (113 Stat. 127).  On January
4, 2001, temporary regulations (T.D.
8924, 2001–6 I.R.B. 489) were published
in the Federal Register (66 FR 723)
under section 301 of the Internal Revenue
Code,  relating to liabilities assumed in

connection with a distribution of property
made by a corporation with respect to its
stock.  A notice of proposed rulemaking
cross-referencing the temporary regula-
tions (REG–106791–00, 2001–6 I.R.B.
521) was published in the Federal Regis-
ter for the same day (66 FR 748).  No
public hearing was requested or held.   

No written comments responding to the
notice were received.  This document
adopts, without substantive change, final
regulations with respect to the notice of
proposed rulemaking.

Effective Date

The regulations apply generally to dis-
tributions occurring after January 4, 2001.
The regulations also apply to distributions
occurring on or prior to January 4, 2001,
if the distribution is made as part of a
transaction described in, or substantially
similar to, the transaction in Notice 99–59
(1999–2 C.B. 761), including transactions
designed to reduce gain.  Under section
7805(b)(3), the Secretary may provide
that any regulation may take effect or
apply retroactively to prevent abuse.
These regulations are being applied
retroactively to prevent the abuse de-
scribed in Notice 99–59.  No inference
should be drawn regarding the tax treat-
ment of distributions not covered by these
regulations.

Special Analyses

It has been determined that this Trea-
sury decision is not a significant regula-
tory action as defined in Executive Order
12866.  Therefore, a regulatory assess-
ment is not required.

It is hereby certified that these final regu-
lations do not have a significant economic
impact on a substantial number of small en-
tities.  These final regulations under section
301 address distributions by corporations in
which liabilities are assumed by the share-
holders or in which the distributed property
is subject to liabilities.  These final regula-
tions provide that the amount of a distribu-
tion under section 301 will be reduced by
the amount of any liability that is treated as
assumed by the distributee within the
meaning of section 357(d).

These regulations apply to persons re-
ceiving distributions of property in
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which the property is subject to a liabil-
ity, or in which liabilities are assumed by
the distributee.  These regulations, how-
ever, will affect only those persons de-
scribed in the preceding sentence that
would have, but for the regulations, con-
sidered liabilities to have been assumed
in circumstances other that those de-
scribed in section 357(d). Therefore,
most businesses will not be affected by
the final regulations in any given year.
Therefore, a Regulatory Flexibility
Analysis under the Regulatory Flexibil-
ity Act (5 U.S.C. chapter 6) is not re-
quired.  Pursuant to section 7805(f) of
the Code, the notice of proposed rule-
making accompanying these regulations
was submitted to the Chief Counsel for
Advocacy of the Small Business Admin-
istration for comment on its impact on
small businesses.

Drafting Information

The principal author of these regula-
tions is Michael N. Kaibni of the Office
of the Associate Chief Counsel (Corpo-
rate).  However, other personnel from the
IRS and Treasury Department partici-
pated in their development.

*   *   *   *   *

Amendments to the Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1.  The authority citation
for part 1 continues to read in part as fol-
lows:

Authority:  26 U.S.C. 7805  * * *
Section 1.301–1 also issued under 26

U.S.C. 357(d)(3). * * *
Par. 2.  Section 1.301–1 is amended by

revising paragraph (g) to read as follows:

§1.301–1  Rules applicable with respect
to distributions of money and other
property.

* * * * *
(g) Reduction for liabilities - - (1)  Gen-

eral rule.  For the purpose of section 301,
no reduction shall be made for the amount
of any liability, unless the liability is as-
sumed by the shareholder within the
meaning of section 357(d).

(2)  No reduction below zero.  Any re-
duction pursuant to paragraph (g)(1) of

this section shall not cause the amount of
the distribution to be reduced below zero.

(3) Effective dates — (i) In general.
This paragraph (g) applies to distributions
occurring after January 4, 2001.

(ii) Retroactive application.  This para-
graph (g) also applies to distributions
made on or before January 4, 2001, if the
distribution is made as part of a transac-
tion described in, or substantially similar
to, the transaction in Notice 99–59
(1999–2 C.B. 761), including transactions
designed to reduce gain (see 
§ 601.601(d)(2) of this chapter).  For rules
for distributions on or before January 4,
2001 (other than distributions on or before
that date to which this paragraph (g)
applies), see rules in effect on January 4,
2001 (see §1.301–1(g) as contained in 26
CFR Part 1 revised April 1, 2001).
* * * * *

§ 1.301–1T [Removed]

Par. 3. Section 1.301–1T is removed.

Robert E. Wenzel,
Deputy Commissioner 

of Internal Revenue.

Approved September 17, 2001.

Mark Weinberger,
Assistant Secretary 

of the Treasury for Tax Policy.

(Filed by the Office of the Federal Register on Sep-
tember 26, 2001, 8:45 a.m., and published in the
issue of the Federal Register for September 27,
2001, 66 F.R. 49278)

Rev. Rul.  2001–46

ISSUE

Under the facts described below, what
is the proper tax treatment if, pursuant to
an integrated plan, a newly formed whol-
ly owned subsidiary of an acquiring cor-
poration merges into a target corporation,
followed by the merger of the target cor-
poration into the acquiring corporation?

FACTS

Situation (1). Corporation X owns all
the stock of Corporation Y, a newly
formed wholly owned subsidiary. Pur-
suant to an integrated plan, X acquires all
of the stock of Corporation T, an unre-
lated corporation, in a statutory merger of
Y into T (the “Acquisition Merger”), with
T surviving. In the Acquisition Merger,
the T shareholders exchange their T stock
for consideration, 70 percent of which is
X voting stock and 30 percent of which is
cash.  Following the Acquisition Merger
and as part of the plan, T merges into X in
a statutory merger (the “Upstream
Merger”).  Assume that, absent some pro-
hibition against the application of the step
transaction doctrine, the step transaction
doctrine would apply to treat the Acquisi-
tion Merger and the Upstream Merger as
a single integrated acquisition by X of all
the assets of T.  Also assume that the sin-
gle integrated transaction would satisfy
the nonstatutory requirements of a reorga-
nization under § 368(a) of the Internal
Revenue Code.

Situation (2). The facts are the same as
in Situation (1) except that in the
Acquisition Merger the T shareholders
receive solely X voting stock in exchange
for their T stock, so that the Acquisition
Merger, if viewed independently of the
Upstream Merger, would qualify as a
reorganization under § 368(a)(1)(A) by
reason of § 368(a)(2)(E). 

LAW

Section 338(a) provides that if a corpo-
ration makes a qualified stock purchase
and makes an election under that section,
then the target corporation (i) shall be
treated as having sold all of its assets at
the close of the acquisition date at fair
market value and (ii) shall be treated as a
new corporation which purchased all of


