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Ordinarily, any payment a company makes for stock (as under a stock-redemption 
agreement) is considered a dividend taxable at ordinary income rates. But your 
company may be able to make income- tax-free payments for some of your shares. A 
“Section 303” redemption allows your heirs to benefit from a step up in the “basis” of 
your shares to their value at the time of your death because the redemption is treated as 
a sale of inherited stock to the company. If your company redeems the stock before it 
appreciates after your death, any capital gain built up during your life avoids income 
tax. 
 
Your estate must meet several requirements to gain the benefit of Section 303:  
 
- Your gross estate must include the stock’s value for estate tax purposes.  
 
- The value of the redeemed stock must be more than 35% of the value of your 

adjusted gross estate. (This is the gross estate minus taxes, losses, debts, and 
administrative expenses.)  

 
- The redemption amount cannot be more than death taxes, funeral expenses, and 

administrative costs combined.  
 
- Generally, the redemption has to be made after your death but within three years 

and 90 days after the filing of your federal estate-tax return.  
 
All of these planning techniques are complicated. Before attempting to implement any 
of them, you should seek professional legal, tax, and valuation counsel.  

 
For more information on how ESG and its national platform of M&A firms and 
Investment Bankers can help sell your business, please call us at 201-556-4618 or  
1-866-807-0325, or email us at DPrisciotta@equitystrategiesgroup.com. 
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