
Is the redemption or the purchase
required to be made within 

20 years of issuance?

YesCan the right to redeem or 
purchase be exercised 

within 20 years of issuance?

YesWas the right or obligation to redeem or
purchase stock transferred in connection

 with the performance of services 
for the issuer or a related person?

Yes

Yes

Yes

Yes

No

Was the stock issued in a 
transaction (or series of 

transactions) which would 
make any class of stock of the

 issuing corporation (or a related
party) readily tradable on an
established securities market 

or otherwise?

20 Years

NQPS

Not 
NQPS

Sec. 351(g)(2)(C)(i)(II)

No

Yes

No

Sec. 351(g)(2)(C)(i)(II)No

Sec. 351(g)(2)(B)

Sec. 351(g)(2)(A)(iv)

Sec. 351(g)(2)(C)(ii)(I)Sec. 351(g)(2)(C)(i)(I)

Yes

No

Yes

Section 351(g)
Nonqualified Preferred Stock

Start

Does the stock participate in corporate growth to any 
significant extent (must be a real and meaningful 
likelihood of the shareholder actually participating

 in the earnings and growth of the company)?

Is the stock limited and
preferred as to dividends?

The stock is not 
preferred stock
and therefore is 
not nonqualified
preferred stock.

Does the holder have the right to require 
the issuer (or a related person) to 
redeem or purchase the stock?

Sec. 351(g)(3)(A)

Sec. 351(g)(3)(A)

Sec. 351(g)(2)(A)(i), (g)(3)(B)

Is the right to redeem or purchase subject to a
contingency which (as of the issue date) makes 
the likelihood of redemption / purchase remote?

Does the issuer (or a related
person) have the right to 

redeem or purchase the stock?

Sec. 351(g)(2)(A)(iii), (g)(3)(B)

Can the right or obligation to redeem or 
purchase stock only be exercised upon death,

disability or mental incompetency of the holder?

Is any class of stock of the issuing corporation
 (or a related party) readily tradable on an 

established securities market or otherwise?

Sec. 351(g)(2)(C)(ii)(II)

Can the right be exercised only
upon the holder's separation 
from service from the issuer 

or a related person?

The stock IS 
nonqualified 

preferred stock.
Is the issuer required to redeem 

or purchase the stock?

Sec. 351(g)(2)(A)(ii)

Does the dividend rate vary (in whole or in part, directly or indirectly) with
reference to interest rates, commodity prices, or other similar indices?

The stock is NOT nonqualified
preferred stock.

Issuer
Right

Issuer
Obligation

Remote Likelihood

For 
Services

Div.
Rate

Varies

Tradable

Death, 
Disability,

etc.

Pfd
Stock

Sec. 351(g)(2)(B)

Copying, scanning, or other duplication
of this chart is strictly prohibited.

Disclaimer
This flowchart has been extensively reviewed
to be as complete and accurate as possible. 
However, due to the complexity of these rules, 
this flowchart undoubtedly includes errors and 
omissions.  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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The stock is
preferred stock.

Not Pfd Stock

Ltd. / Pfd.

Sec. 351(g)(3)(A)

Partic. In
Growth

Sep. from Service

Holder
Right

Will be Tradable

No

No

Is it more likely than not
that the issuer's right 

will be exercised?

MLTN

No

Yes

No

Yes
20 Years

Sec. 351(g)(2)(B)

Is the obligation to redeem or purchase subject to a 
contingency which (as of the issue date) makes 
the likelihood of redemption / purchase remote?

Remote Likelihood

Sec. 351(g)(2)(B)

No

20 Years

Sec. 351(g)(2)(B)

YesCan the right to redeem or
purchase be exercised

within 20 years of issuance?

No No

YesNo

Pfd Stock

Rights and
Obligations
Excepted

Sec. 351(g)(2)(A)(iii)

Apply the following rules with respect to each right or
obligation to redeem or purchase stock.

Sec. 351(g)(2)(C)

Each 
Right /
Oblig'n

Yes

No

Yes

Consider the right or obligation
in the boxes below.

Consider

No

Yes Yes

Disregard the right or obligation
in the boxes below.

Disregard

No

No

Did the transfer in connection
 with the performance of

 services represent reasonable
compensation?

Reas. Comp.

Sec. 351(g)(2)(C)(i)(II) YesNo
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ClickHere

https://www.tax-charts.com



