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In brief 

What happened?   

Treasury and the IRS on November 24th published final regulations under Section 4501 (final 
regulations) regarding the stock repurchase excise tax (the excise tax), which was enacted as part of the 
Inflation Reduction Act of 2022. The final regulations remove or scale back many provisions that were 
included in the proposed regulations issued in 2024 (the proposed regulations) and that many 
practitioners and taxpayers had viewed as unduly burdensome or as giving the stock repurchase excise 
tax a broader reach than intended.    

Why is it relevant?   

Many foreign-parented multinationals were concerned that the broad language of the funding rule in the 
proposed regulations created uncertainty as to whether various ordinary course of business transactions 
with their US affiliates could result in the potential application of the excise tax. In addition, many US 
companies were concerned that the application of the excise tax to acquisitive reorganizations and 
leveraged buyouts as provided for in the proposed regulations could increase the cost associated with 
various M&A deals. The final regulations eliminate these provisions, which alleviates these concerns. The 
final regulations also address certain outstanding questions related to the application of netting for 
equity compensation, including rolling back a rule under the proposed regulations that did not permit 
netting for nonemployee service providers of specified affiliates of domestic covered corporations.    
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Actions to consider   

The final regulations generally apply to (i) repurchases of stock of a covered corporation occurring after 
December 31, 2022, and (ii) issuances and provisions of stock of a covered corporation occurring during 
taxable years ending after December 31, 2022. Because the final regulations have retroactive effect, 
taxpayers that previously reported an amount due under the excise tax as a result of transactions that 
were described as subject to the excise tax under the proposed regulations, but are not subject to the 
excise tax or are subject to a lower amount of excise tax under the final regulations, should consider filing 
an amended return. 

 

In detail 

Background   

Generally, the Section 4501 excise tax on certain repurchases of corporate stock (the excise tax) imposes 
a nondeductible 1% tax on a publicly traded US corporation on the value of any of its stock that is 
repurchased by the corporation (or certain of its affiliates) during the tax year, effective for certain stock 
repurchases made after December 31, 2022, subject to certain exceptions and offsets under the netting 
rule for issuances. Two sets of proposed regulations addressing the application of the excise tax on 
certain repurchases of corporate stock were published on April 12, 2024 – one set addressed substantive 
guidance under Section 4501, while the other set of proposed regulations provided compliance guidance 
on the annual filing and payment requirements for the excise tax. With some notable exceptions, the 
proposed regulations adopted much of the preliminary guidance set forth in Notice 2023-2, which 
provided interim guidance on which taxpayers could rely in computing their excise tax liability until the 
issuance of proposed regulations.   

Treasury and IRS finalized the regulations on filing and payment requirements on June 28, 2024. 
Although the regulations addressing substantive guidance were only just finalized on November 24, 
2025, the IRS required affected taxpayers to report and pay the excise tax for the 2023 and 2024 tax 
years. For 2023 and 2024 tax years that ended on or before June 28, 2024, the IRS permitted taxpayers 
that otherwise would have been subject to earlier filing deadlines to delay their first filing and payment 
until October 31, 2024. For 2024 tax years that ended after June 28, 2024, the filing and payment 
deadline occurred in accordance with the regular requirements (based on the deadline of the Form 720, 
Quarterly Federal Excise Tax Return, for the first full calendar quarter following the end of the covered 
corporation’s tax year).     

Provisions and impact of final regulations  

The final regulations on the substantive rules revise the government’s position with respect to several 
categories of transactions that had previously been treated as stock repurchases subject to the excise tax, 
as well as revising certain positions with respect to equity compensation netting. Notably, the final 
regulations make the following changes to the proposed regulations:  
 

• Eliminate the funding rule previously included in the proposed regulations that potentially 
subjected US subsidiaries of foreign-parented multinationals to the excise tax if they funded their 
foreign affiliates with a principal purpose of funding a repurchase or avoiding the excise tax.   

• Exclude acquisitive reorganizations, leveraged buyouts, other “take-private” transactions, and all 
liquidations from being treated as repurchases for purposes of the excise tax.  
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• Exclude the repurchase and issuance of additional categories of preferred stock from being taken 
into account in calculating the excise tax base. In particular, exclusions from the definition of 
“stock” were added for preferred stock that is described in Section 1504(a)(4).  

• Exclude mandatorily redeemable stock (or stock with a unilateral holder put option) issued prior 
to August 16, 2022.   

• Expand the exception for additional tier 1 preferred stock include similar preferred stock issued 
by some other types of financial institutions.  

• Expand the exception from the excise tax to include repurchases by certain funds registered under 
the Investment Company of 1940.  

• Expand the ability for domestic covered corporations to treat stock settled under an equity 
compensation award to a nonemployee service provider of a specified affiliate as an issuance for 
purposes of the netting rule, which the proposed regulations had prohibited.  

 
Additional details with respect to these changes are discussed below.  
 
Observation:  For the 2023 and 2024 tax years, taxpayers that previously filed Form 7208, Excise Tax 
on Repurchase of Corporate Stock, with their Form 720 and reported a liability based on a type of 
transaction that is now exempt under the final regulations should consider filing Form 720-X to amend 
their Form 720 and attach a corrected Form 7208 (identifying it as “Amended”).  

Elimination of the funding rule  

As described above, the final regulations eliminate the funding rule that was previously included in the 
proposed regulations, which potentially subjected US subsidiaries of foreign-parented multinationals to 
the excise tax if they funded their foreign affiliates with a principal purpose of funding a repurchase or 
avoiding the excise tax. Given the breadth of the language, many foreign-parented multinationals were 
concerned that the funding rule could apply to ordinary course business transactions with their US 
subsidiaries. In light of the comments received on the funding rule, Treasury and the IRS removed the 
funding rule entirely in the final regulations.  
 
Observation: As a result, under the final regulations, in the case of a foreign-parented multinational in 
which none of the US subsidiaries themselves have any publicly-traded stock outstanding, the US 
subsidiary would be subject to the excise tax only if  (i) the US subsidiary directly repurchased stock of 
the publicly-traded foreign parent, or (ii) the foreign parent is a surrogate foreign corporation.   
 
Observation: Although the withdrawal of the funding rule has substantially limited the reach of the 
stock repurchase excise tax to acquisitions of stock of a publicly traded foreign corporation, taxpayers 
should continue to consider the application of the statutory rules to such stock and, in certain cases, 
secondary trading instruments such as American Deposit Receipts (ADRs).   

Exclusion of acquisitive reorganizations and leveraged buyouts  

The proposed regulations treated acquisitive reorganizations, leveraged buyouts, and other take-private 
transactions as subject to the excise tax. As a result, to the extent that target shareholders receive target-
sourced cash in such acquisitions, the excise tax could apply to the transaction.  
 
In response to comments, Treasury and the IRS excluded such transactions from the scope of the excise 
tax in the final regulations, finding that Congress generally did not intend for the excise tax to apply to 
transactions that fundamentally restructure corporate ownership or control through combinations of 
separate business entities. In conjunction with this change, Treasury and the IRS also eliminated the “no 
double benefit rule” that prohibited the acquiring corporation from reducing its stock repurchase excise 
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tax base under the netting rule for its stock issued in an acquisitive reorganization to the extent the target 
corporation was reducing its stock repurchase excise tax base for the stock under the exception in the 
proposed regulations for reorganizations.  
 
Observation: Many corporations acquiring publicly traded target corporations have exercised caution 
to structure acquisitions so that the source of funds and the location of acquisition debt did not 
inadvertently subject them to the excise tax. In light of the exclusion of take-private and other M&A 
transactions from the application of the excise tax, companies may want to revisit their acquisition 
structures. For instance, because the excise tax no longer applies to leveraged buyouts, companies may 
have more flexibility to have acquisition debt assumed by a target corporation. In addition, for purposes 
of applying the netting rule, the acquiring corporation can get credit for the issuance of its stock in 
connection with acquisitive reorganizations.   
 
While acquisitive reorganizations are excluded from the application of the excise tax, the excise tax still 
can apply to E reorganizations and F reorganizations in certain cases. An E reorganization is treated as a 
repurchase if and to the extent that (i) shareholders receive non-qualifying property (that is, property not 
permitted to be received by the shareholders without the recognition of gain or loss under section 354), 
and (ii) the receipt of such property is not treated as a distribution under section 301. In addition, 
because a distribution in an F reorganization is treated as a separate, unrelated transaction and such 
distribution is treated as a section 317(b) redemption, a distribution in connection with an F 
reorganization can be treated as subject to the excise tax.  
 
In addition, the final regulations continue to treat split-offs as subject to the excise tax. However, a 
reorganization exception applies if section 355 prevents the shareholder from recognizing gain or loss on 
the exchange of the stock because the shareholder receives only qualifying property.  

Further exclusions of preferred stock  

The final regulations exclude preferred stock described in Section 1504(a)(4), which generally 
encompasses nonconvertible, nonvoting preferred stock that is redeemable at par, from the application of 
the excise tax.  
 
In addition, the proposed regulations would have excluded “additional tier 1 preferred stock” issued by 
certain financial institutions to satisfy regulatory capital requirements from the scope of the stock 
repurchase excise tax. The final regulations broaden this exclusion by expanding the definition of 
“additional tier 1 preferred stock” to cover qualifying preferred stock issued by cooperative banks, 
agricultural credit associations, Federal land credit associations, production credit associations, and 
savings and loan holding companies.  
 
Observation: The exclusion of Section 1504(a)(4) preferred stock is expected to reduce substantially 
the application of the excise tax to repurchases of preferred stock by covered corporations. However, 
excluding Section 1504(a)(4) preferred stock from the definition of “stock” also means that issuances of 
such preferred stock are no longer netted against repurchases of stock for purposes of determining a 
corporation’s excise tax liability. Taxpayers should consider both the reduced exposure on preferred 
stock repurchases and the limitations on netting when planning transactions and considering their 
overall excise tax liability.  
 
Finally, the final regulations exclude mandatorily redeemable preferred stock, as well as preferred stock 
subject to a unilateral put option, if the stock was issued by a covered corporation before August 16, 
2022, and was subject to the mandatory redemption or put option continuously from issuance through 
redemption.  
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Exception for funds registered under the Investment Company Act 
of 1940  

The proposed regulations included an exception for regulated investment companies (RICs) and real 
estate investment trusts (REITs) from the application of the excise tax. In response to comments, the 
final regulations expand this exception to include repurchases by certain funds registered under the 
Investment Company Act of 1940, including funds that do not qualify as RICs for US federal tax 
purposes. This exception was added because many of such funds do not qualify as RICs solely because of 
investments in publicly traded partnerships, and most such funds are required to redeem shares at the 
demand of a shareholder.  

Netting rule for equity compensation of nonemployees  

The proposed regulations excluded from issuances any stock settled under awards to nonemployee 
service providers of any specified affiliate, such as independent contractors and entity service providers. 
The final regulations revise this rule to allow such settlements to be eligible for netting but only with 
respect to specified affiliates of domestic covered corporations.   
 
Observation: Under the netting rule for equity compensation, numerous levels of analysis apply to 
determine eligibility for and the amount of the reduction. A threshold determination is whether the entity 
is the right type of entity and, if so, whether the award holder is the right type of service provider to that 
entity.  The final regulations broaden the application of the netting rule with respect to nonemployee 
service providers but only with respect to domestic covered corporation specified affiliates. With respect 
to a foreign-parented multinational in which none of the US subsidiaries themselves have any publicly-
traded stock outstanding, the final regulations reiterate that netting is not permitted for stock issued to 
service providers other than common law employees of the specific US subsidiary that is an applicable 
specified affiliate of an applicable covered corporation. Similar rules apply with respect to expatriated 
entities of covered surrogate foreign corporations.      
 
Observation: The preamble to the final regulations describes—and rejects—requests from commenters 
to exclude certain transactions in connection with equity compensation from being treated as 
repurchases. This language highlights that even if no other repurchase during the tax year occurred as 
part of a repurchase program or other noncompensatory circumstance, a repurchase may have occurred 
solely in connection with equity compensation arrangements. This could occur, for example, through 
obtaining shares to settle equity awards (foreign-parented or domestic) or through redeeming or holding 
back shares from an employee for tax withholding or as a claw back. Taxpayers should be aware that such 
repurchases trigger a filing requirement at a minimum, and in most situations, likely also trigger an 
excise tax liability.   

See also   

• Tax Insight: Final procedural regulations set due date for stock repurchase excise tax reporting 
and payment (July 2024)  

• Tax Insight: Proposed regulations clarify application of the excise tax on stock repurchases (April 
2024)  

• Tax Insight: Initial guidance from Treasury on stock repurchase provisions (January 2023)  
  

https://www.pwc.com/us/en/tax-services/publications/insights/assets/pwc-final-regs-set-due-date-for-stock-excise-tax-reporting-and-pmt.pdf
https://www.pwc.com/us/en/tax-services/publications/insights/assets/pwc-final-regs-set-due-date-for-stock-excise-tax-reporting-and-pmt.pdf
https://www.pwc.com/us/en/tax-services/publications/insights/assets/pwc-prop-regs-clarify-application-of-excise-tax-on-stock-repurchases.pdf
https://www.pwc.com/content/dam/pwc/us/en/tax-services/publications/insights/assets/pwc-initial-guidance-from-treasury-on-stock-repurchase-provisions.pdf
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