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applied by treating the shareholders of the loss corporation
as owning (immediately after the reorganization) such undis-
tributed stock in proportion to the fair market value of the
stock which such shareholders own in the loss corporation.
“(5) CERTAIN STOCK-FOR-STOCK REORGANTZATIONS.—In the case
of a reorganization described in section 368(a) (1) (B) in which
the a('(’uired corporation is a loss corporation—

‘(A) Stock wHICH 18 EXCHANGED.—Paragraphs (1) (B)
and (2) shall be applied by reference to the ownership of
stock of the loss corporation (rather than the acquiring cor-
poration) immediately after the reorganization. Shareholders
of the loss corporation who exchange stock of the loss cor-
poration shall be treated as owning (immediately after the
reorganization) a percentage of the total fair market value
of the participating stock and of all the stock of the loss cor-
poration acquired in the exchange by the acquiring corpora-
tion which is equal to the percentage of the total fair market
value of the participating stock and of all the stock, respec-
tively, of the acquiring corporation owned (immediately after
the reorganization) by such shareholders.

“(B) STocK WHICH IS NOT EXCHANGED.—Stock of the loss
corporation owned by shareholders immediately before the
reorganization which was not exchanged in the reorganiza-
tion shall be taken into account in applying paragraph (1)
(B). For purposes of the preceding sentence, the acquir-
ing corporation (or a corporation controlled by the acquiring
corporation) shall not be treated as a shareholder of the loss
corporation with respect to stock of the loss corporation
acquired in a transaction deseribed in paragraph (1), or in
subsection (a) (1) (C) (unless excepted by subsection (a)
(5)), during the 36-month period ending on the date of the
exchange.

“(C) TRIANGULAR EXCHANGES.—For purposes of applying
the rules in this paragraph, if the shareholders of the loss cor-
poration receive stock of a corporation controlling the acquir-
ing corporation, such shareholders shall be treated as owning
a percentage of the participating stock and of all the stock
of the acquiring corporation owned by the controlling cor-
poration equal to the percentage of the total fair market value
of the participating stock and of all the stock, respectively,
which such shareholders own of the controlling corporation
immediately after the reorganization.

“QG) Exceprions.—The limitations in this subsection shall not
apply—

“(A) if the same persons own substantially all the stock
of the acquiring corporation and of the other corporation
in substantially the same proportions; or

“(B) to a net operating loss carryover from a taxable year
if the acquiring or acquired corporation owned at least 40
percent 0% the total fair market value of the participating
stock and of all the stock of the loss corporation at all times
during the last half of such taxable year.

For purposes of subparagraph (A), if the acquiring or acquired
corporation is controlled by another corporation, the share-
holders of the controlling corporation shall be considered as
also owning the stock owned by the controlling corporation in that
proportion which the total fair market value of the stock which
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each shareholder owns in the controlling corporation bears to the
total fair market value of all the stock in the controlling
corporation.

“(c) Rores Rerating 10 Stock.—For purposes of this section- -

“(1) The term ‘stock’ means all shares of stock, except stock
which—

“(A) is not entitled to vote,

“(B) is fixed and preferred as to dividends and does not
participate in corporate growth to any significant extent,

“(C) has redemption and liquidation rights which do not
exceed the paid-in capital or par value represented by such
stock (except for a reasonable redemption premium in excess
of such paid-in capital or par value), and

“(D) 1s not convertible into another class of stock.

“(2) The term ‘participating stock’ means stock (including
common stock) which represents an interest in the earnings and
assets of the issuing corporation which is not limited to a stated
amount of money or property or percentage of paid-in capital or
par value, or by any similar formula.

“(3) The Secretary shall prescribe regulations under which—

“(A) stock or convertible securities shall be treated as stock
or participating stock, or
*(B) stock (however denoted) shall not be treated as stock
or participating stock,
by reason of conversion and call rights, rights in earnings and
assets, priorities and preferences as to distributions of earnings
or assets, and similar fgctors."
(f) CONFORMING AMENDMENTS.—

(1) AMENDMENT OF SECTION 368.—Section 368(c) (relating to
the definition of control) is amended by striking out “and this
part,” and inserting in lieu thereof “this part, and part V,”.

(2) AMENDMENT OF SECTION 383.—Section 383 (relating to
special limitations on certain carryovers) is amended to read as
follows:

“SEC. 383. SPECIAL LIMITATIONS ON UNUSED INVESTMENT CREDITS,
WORK INCENTIVE PROGRAM CREDITS, FOREIGN TAXES,
AND CAPITAL LOSSES.

“In the case of a change of ownership of a corporation in the manner
described in section 382 (a) or (b), the limitations provided in section
382 in such cases with respect to net operating losses shall apply in the
same manner, as provided under regulations prescribed by the Secre-
tary, with respect to any unused investment credit of the corporation
under section 46(b), to any unused work incentive program credit of
the corporation under section 50A (b), to any excess foreign taxes of
the corporation under section 904 (d), and to any net capital loss of the
corporation under section 1212.”

(g) ErrFecTivE DaTe.—

(1) The amendments made by subsections (a), (b), (¢), and
(d) shall apply to losses incurred in taxable years ending after
December 31, 1975. o

(2) For purposes of applying sections 382(a) and 383 (as it
relates to section 382(a)) of the Internal Revenue Code of 1954,
as amended by subsections (e) and (f), the amendments made by
subsections (e) and (f) shall take effect for taxable years begin-
ning after June 30, 1978, except that the beginning of the
taxable years specified in clause (ii) of section 382(a) (1) (B) of

90 STAT. 1605

““Stock.”

“Participating
stock.”

Regulations.

26 USC 368.

26 USC 383.

Ante, p. 1599

Ante, p. 1582

Post, p. 1620.

26 USC 172
note.

26 USC 382
note.






















































90 STAT. 1640

26 USC 819A.

“Insurance
contract.”

PUBLIC LAW 94-455—O0CT. 4, 1976

“SEC. 819A. CONTIGUOUS COUNTRY BRANCHES OF DOMESTIC LIFE
INSURANCE COMPANIES.

“(a) ExcrusioxN or Items.—In the case of a domestic mutual insur-
ance company which—

“(1) is a life insurance company,

“(2) has a contiguous country life insurance branch, and

8 (32\ makes the election provided by subsection (g) with respect
to such branch,

there shall be excluded from each and every item involved in the
determination of life insurance company taxable income the items sep-
arately accounted for in accordance with subsection (c).

“(b) Conticvous Country Lire Insurance Brancu.—For pur-
Eoses of this section, the term ‘contiguous country life insurance

ranch’ means a branch which—

“(1) issues insurance contracts insuring risks in connection
with the lives or health of residents of a country which is contigu-
ous to the United States,

“2) dhas its principal place of business in such contiguous coun-
try, an

*(3) would constitute a mutual life insurance company if such
branch were a separate domestic insurance company.

For purposes of this section, the term ‘insurance contract’ means any
life, health, accident, or annuity contract or reinsurance contract or
any contract relating thereto.

‘(¢) Serarate AccounTiNGg REQUIRED.—Any taxpayer which makes
the election provided by subsection (g) shall establish and maintain a
separate account for the various income, exclusion, deduction, asset,
reserve, liability, and surplus items properly attributable to the con-
traflts described in subsection (b). Such separate accounting shall be
made—

“(1) in accordance with the method regularly employed by such
company, if such method clearly reflects income derived from,
and the other items attributable to, the contracts described in sub-
section (b), and

“(2) in all other cases, in accordance with regulations prescribed
by the Secretary.

“(d) RecoeNitron or GAlN oN Assers 1IN Braxcn Account.—If the
aggregate fair market value of all the invested assets and tangible
property which are separately accounted for by the domestic life insur-
ance company in the branch account established pursuant to subsection
(c) exceeds the aggregate adjusted basis of such assets for purposes
of determining gain, then the domestic life insurance company shall
be treated as having sold all such assets on the first day of the first tax-
able year for which the election is in effect at their fair market value
on such first day. Notwithstanding any other provision of this chapter,
the net gain shall be recognized to the domestic life insurance company
on the deemed sale described in the preceding sentence.

“(e) Transacrions BerweeN Conticuvous CounTrRY BRANCH AND
Domestic Lire Insurance Company.—

“(1) REIMBURSEMENT FOR HOME OFFICE SERVICES, ETC.— ANy pay-
ment, transfer, reimbursement, credit, or allowance which is made
from a separate account established pursuant to subsection (¢) to
one or more other accounts of a domestic life insurance company
as reimbursement for costs incurred for or with respect to the
insurance (or reinsurance) of risks accounted for in such separate
account shall be taken into account by the domestic life insurance
company in the same manner as if such payment, transfer, reim-
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bursement, credit, or allowance had been received from a separate
person.

“(2) REPATRIATION OF INCOME.— ' ]

“(A) Ix eeneEraL.—Except as provided in subparagraph
(B), any amount directly or indirectly transferred or cred-
ited from a branch account established pursuant to subsection
(e) to one or more other accounts of such company shall,
unless such transfer or credit is a reimbursement to which
paragraph (1) applies, be added to the life insurance com-
pany taxable income of the domestic life insurance company
(as computed without regard to this paragraph).

“(B) Loratron.—The addition provided by subpara-
graph (A) for the taxable year with respect to any contigu-
ous country life insurance branch shall not exceed the
amount by which— ;

“(1) the aggregate decrease in the life insurance
company taxable income of the domestic life insurance
company for the taxable year and for all prior taxable
years resulting solely from the application of subsection
(a) of this section with respect to such branch, exceeds

“(ii) the amount of additions to life insurance com-
pany taxable income pursuant to subparagraph (A) with
respect to such contiguous country branch for all prior
taxable years.

“(f) OraEr RuLes.—

“(1) TREATMENT OF FOREIGN TAXES.—

“(A) I~ eeneran—No income, war profits, or excess prof-
its taxes paid or accrued to any foreign country or possession
of the United States which is attributable to income excluded
under subsection (a) shall be taken into account for purposes
of subpart A of part ITT of subchapter N' (relating to foreign
tax credit) or aﬁowable as a deduction.

“(B) TREATMENT OF REPATRIATED AMOUNTS.— For purposes
of sections 78 and 902, where any amount is added to the life
insurance company taxable income of the domestic life insur-
ance company by reason of subsection (e) (2), the contiguous
country life insurance branch shall be treated as a foreign
corporation. Any amount, so added shall be treated as a divi-
dend paid by a foreign corporation. and the taxes paid to an
foreign country or possession of the United é)tates wit.
respect to such amount shall be deemed to have been paid by
such branch.

“(2) UNITED STATES SOURCE INCOME ALLOCABLE TO CONTIGUOUS
COUNTRY BRANCH.—For purposes of sections 881, 882, and 1442,
each contiguous country life insurance branch shall be treated
as a foreign corporation. Such sections shall be applied to each
such branch in the same manner as if such sections contained
the provisions of any treaty to which the United States and the
contiguous country are parties, to the same extent such provisions
would apply if such branch were incorporated in such contiguous
country.

“(g) Errcrion.—A taxpayer may make the election provided by
this subsection with respect to any contiguous country for any taxable
year beginning after December 81, 1975. An election made under this
subsection for any taxable year shall remain in effect for all subse-
quent taxable years, except that it may be revoked with the consent
of the Secretary. The election provided by this subsection shall be
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ual who is or appears to be so affected to furnish to such State (or
political subdivision thereof) or any agency thereof having adminis-
trative responsibility for the law involved, the social security account
number (or numbers, if he has more than one such number) issued to
him by the Secretary.

“(i1) If and to the extent that any provision of Federal law hereto-
fore enacted is inconsistent with the policy set forth in clause (i) of
this subparagraph, such provision shall, on and after the date of the
enactment of this subparagraph, be null, void, and of no effect.

“(iii) For purposes of clause (i) of this subparagraph, an agency
of a State (or political subdivision thereof) charged with the admin-
istration of any general public assistance, driver’s license, or motor
vehicle registration law which did not use the social security account
number for identification under a law or regulation adopted before
January 1, 1975, may require an individual to disclose his or her social
security number to such agency solely for the purpose of administer-
ing the laws referred to in clause (1) above and for the purpose of
responding to requests for information from an agency operating pur-
suant to the provisions of part A or D of title IV of the Social Security
Act. ;

“(iv) For purposes of this subparagraph, the term ‘State’ includes
the District of Columbia, the Commonwealth of Puerto Rico,
the Virgin Islands, Guam, the Commonwealth of the Northern Mari-
anas, and the Trust Territory of the Pacific Islands.”

(e) Section 6109 (relating to identifying numbers) is amended by
adding at the end thereof the following new subsection : ]

“(d) Use or Sociar Security AccouNT Numser.—The social secu-
rity account number issued to an individual for purposes of section
205 (c) (2) (A) of the Social Security Act shall, except as shall other-
wise be specified under regulations of the Secretary, be used as the
identifying number for such individual for purposes of this title.”

(d) (1) Section 208 of the Social Security Act is amended by insert-
ing after subsection (g) the following new subsection : [ ¢

“(h) discloses, uses, or compels the disclosure of the social security
number of any person in violation of the laws of the United States;”

(2) section 208(g) (2) of such Act is amended by adding “or” at
the end thereof.

SEC. 1212. ABATEMENT OF INTEREST WHEN RETURN IS PREPARED
FOR TAXPAYER BY THE INTERNAL REVENUE SERVICE.

(a) I~ GENERAL.—Section (6404 (relating to abatements) is amended
by adding at the end thereof the following new subsection :

“(d) AssesSMENTS ATTRIBUTABLE TO CERTAIN MATHEMATICAL ERRORS
BY INTERNAL REVENUE SErvIcE—In the case of an assessment of any
tax imposed by chapter 1 attributable in whole or in part to a mathe-
matica‘ error described in section 6213(f) (2)(A), if the return was
prepared by an officer or employee of the Internal Revenue Service
acting in his official capacity to provide assistance to taxpayers in the
preparation of income tax returns, the Secretary is authorized to abate
the assessment of all or any part of any interest on such deficiency for
any period ending on or before the 30th day following the date of

notice and demand by the Secretary for payment of the deficiency.”

(b) Errecrive Date.—The amendment made by subsection (a)
shall apply with respect to returns filed for taxable years ending after
the date of the enactment of this Act.
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TITLE XIII—-TAX EXEMPT
ORGANIZATIONS

SEC. 1301. DISPOSITION OF PRIVATE FOUNDATION PROPERTY UNDER
TRANSITION RULES OF TAX REFORM ACT OF 1969.

(a) I~ GeneraL.—Paragraph (2) of section 101(1) of the Tax
Reform Act of 1969 (relating to private foundations savings provi-
sions) is amended— '

(1) by striking out “and” at the end of subparagraph (D) ;

(2) by striking out the period at the end of subparagraph (E)
and inserting in lieu thereof *; and”; and

(3%1 by adding at the end thereof the following new subpara-
graph:

“(F) the sale, exchange, or other disposition (other than
by lease) of tglropert;y which is owned by a private foundation
to a disqualified person if—

“(i) such foundation is leasing substantially all of
suc}i.property under a lease to which subparagraph (C)
applies.

‘?(ii) the disposition to such disqualified person occurs
before January 1, 1978, and

“(iii) such foundation receives in return for the dis-
position to such disqualified person an amount which
equals or exceeds the fair market value of such property
at the time of the disposition or at the time (after
June 30, 1976) a contract for the disposition was previ-
ously executed in a transaction which would not consti-
tute a prohibited transaction (within the meaning of
?ect;o,x’l 503(b) or any corresponding provision of prior
aw).”.

(b) Errecrrve Date.—The amendments made by subsection (a)
shall apply to dispositions after the date of the enactment of this Act
in taxable years ending after such date.

SEC. 1302. NEW PRIVATE FOUNDATION SET-ASIDES.
(a) IN GENERAL—Section 4942(g) (2) (relating to definition of
qualifying distributions) is amended to read as follows:

“(2) CERTAIN SET-ASIDES.—

“(A) I~ eeNErRaL—For all taxable years beginning on or
after January 1, 1975, subject to such terms and conditions
as may be prescribed by the Secretary, an amount set aside
for a specific project which comes within one or more pur-
poses described in section 170(c) (2) (B) may be treated as
a qualifying distribution if it meets the requirements of sub-
paragraph (B).

“(B) REQUIREMENTS.—An amount set aside for a specific proj-
ect shall meet the requirements of this subparagraph if at the
time of the set-aside the foundation establishes to the satisfaction
of the Secretary that the amount will be paid for the specific
project within 5 years, and either—

“(1) at the time of the set-aside the private foundation
establishes to the satisfaction of the Secretary that the proj-
ect is one which can better be accomplished by such set-aside
than by immediate payment of funds, or

“(ii) (I) the project will not be completed before the end

of the taxable year of the foundation in which the set-aside
is made,
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estate investment trust furnishes or renders services to the ten-
ants of such property, or manages or operates such property,
other than through an independent contractor from whom the
trust itself does not derive or receive any income. L

“(3) INDEPENDENT CONTRACTOR DEFINED.—For purposes of this
subsection and subsection (e), the term ‘independent contractor’
means any person—

: “(A) who does not own, directly or indirectly, more than
35 percent of the shares, or certificates of beneficial interest,
in the real estate investment trust; and

“(B) if such person is a corporation, not more than 35 per-
cent of the total combined voting power of whose stock (or 35
percent of the total shares of all classes of whose stock), or, if
such person is not a corporation, not more than 35 percent of
the interest in whose assets or net profits is owned, directly or
indirectly, by one or more persons owning 35 percent or more
of the shares or certificates of beneficial interest in the trust.

“(4) SPECIAL RULE FOR CERTAIN CONTINGENT RENTS.—Where a
real estate investment trust receives or accrues, with respect to real
or personal property, any amount which would be excluded from
the term ‘rents from real property’ solely because the tenant of the
real estate investment trust receives or accrues, directly or indi-
rectly, from subtenants any amount the determination of which
depends in whole or in part on the income or profits derived by
any person from such property, only a proportionate part (deter-
mined pursuant to regulations prescribed by the Secretary)
of the amount received or accrued by the real estate investment
trust from that tenant will be excluded from the term ‘rents from
real property’.

“(5) CONSTRUCTIVE OWNERSHIP OF STOCK.—For purposes of this
subsection, the rules prescribed by section 318 (a) for determining
the ownership of stock shall apply in determining the ownership
of stock, assets, or net profits of any person; except that ‘10 per-
cent’ shall be substituted for ‘50 percent’ in subparagraph (C)
of section 318(a) (2) and 318(a) (3).”

(¢) CommrrmENT FEES.—

(1) I~ eeNEraL.—Paragraphs (2) and (3) of section 856(c)
(relating to limitations) are each amended by striking out “and”
after the semicolon at the end of subparagraph (E), gy inserting
“and” after the semicolon at the end of subparagraph (F), and
by adding at the end thereof the following new subparagraph :

“(G) amounts (other than amounts the determination of
which depends in whole or in part on the income or profits of
any person) received or accrued as consideration for entering
into agreements (i) to make loans secured by mortgages on
real property or on interests in real property or (ii) to pur-
chase or lease real property (including interests in real prop-
erty and interests in mortgages on real property) ;”.

(2) CoxrorMING AMENDMENT.—Section 857(b) (4) (B) (relat-
ing to net income from foreclosure property) is amended by strik-
ing out “(D), or (E)” in subdivision (i) and inserting in lieu
thereof (D), (E),or (G)”.

(d) Income From SaLe or MorreaGes HELp Less THAN 4 YEARS.—
Section 856(c)(4) (relating to limitations) is amended to read as
follows: 5 X N ;

“(4) less than 30 percent of its gross income is derived from
the sale or other disposition of—
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““(A) stock or securities held for less than 6 months;

(B) section 1221(1) property (other than foreclosure
property) ; and

“(C) real property (including interests in real property
and interests in mortgages on real property) held for less
than 4 years other than—

(1) property compulsorily or involuntarily converted
within the meaning of section 1033, and

“(i1) property which is foreclosure property within
the definition of section 856 (e) ; and”.

(e) Oprions To PurcHAse Rear, PROPERTY TREATED As INTERESTS
IN ReAL ProrerTY.—Section 856(c) (6) (C) (relating to limitations) is
amended to read as follows:

“(C) The term ‘interests in real property’ includes fee own-
ershl];: and co-ownership of land or improvements thereon,
leaseholds of land or improvements thereon, options to acquire
land or improvements thereon, and options to acquire lease-
holds of land or improvements thereon, but does not include
mineral, oil, or gas royalty interests.”

(f) Rear Estare InvestmenT Trusts MAy Br INCORPORATED.—

(1) Ix eENERAL.—So much of subsection (a) of section 856
(defining real estate investment trust) as precedes paragraph (3)
thereof is amended to read as follows:

~ “(a) In GexEraL.—For purposes of this title, the term ‘real estate
investment trust’ means a corporation, trust, or association—

“(1) which is managed by one or more trustees or directors;

“(2) the beneficial ownership of which is evidenced by trans-
ferable shares, or by transferable certificates of beneficial
interest ;.

(2) EXCEPTION FOR FINANCIAL INSTITUTIONS AND INSURANCE COM-
PANIES.—Section 856(a) (defining real estate investment trust)
is amended by inserting after paragraph (3) the following new
paragraph:

“(4) which is neither (A) a financial institution to which sec-
tion 585, 586, or 593 applies, nor (B) an insurance company to
which subchapter L applies;”.

(3) CONFORMING AMENDMENTS.—

g (A) So much of section 856 (c) (relating to limitations) as
precedes paragraph (1) thereof is amended by striking out
“A trust or association” and inserting in lieu thereof “A cor-
poration, trust, or association”.

(B) The second sentence of section 857(d) (relating to
earnings and profits) is amended by striking out “a domestic
unincorporated trust” and inserting in lieu thereof “a domes-
tic corporation, trust,”.

(g) InrterEsT.—Section 856 (relating to definition of real estate
investment trust) is amended by adding after subsection (e) the
following new subsection :

“(f) InTEREST.—FoOr purposes of paragraphs (2) (B) and (3) (B) of
subsection (c), the term ‘interest’ does not include any amount received
or accrued, directly or indirectly, if the determination of such amount
depends in whole or in part on the income or profits of any person
except that:

“(1) any amount so received or accrued shall not be excluded
from the term ‘interest’ solely by reason of being based on a fixed
percentage or percentages of receipts or sales, and

“(2) where a real estate investment trust receives or accrues
any amount which would be excluded from the term ‘interest’
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(A) Section 243(a) (2) (relating to the dividends received
deduction) is amended by inserting after “Small Business
Investment Act of 1958” the following: “(15 U.S.C. 661 and
following) ”.

(B) Section 243 (b) (2) (A) (relating to dividends received
by a member of an affiliated group) is amended by striking
out “(except that in the case of a taxable year of a mem-
ber beginning in 1963 and ending in 1964, if the election
is effective for the taxable year of the common parent cor-
poration which includes the last day of such taxable year
of such member, such election shall be effective for such tax-
able year of such member, if such member consents to such
election with respect to such taxable year)”,

(35) AMENDMENT OF SECTION 247.—Section 247(b) (2) (relating
to preferred stock) is amended to read as follows :

“(2) PREFERRED STOCK.—

“(A) IN ¢ENERAL—The term ‘preferred stock’ means stock
issued before October 1, 1942, which during the whole of the
taxable year (or the part of the taxable year after its issue)
was stock the dividends in respect of which were cumulative,
limited to the same amount, and payable in preference to
the payment of dividends on other stock.

“(B) CERTAIN STOCK ISSUED ON OR AFTER OCTOBER 1, 1942.—
Stock issued on or after October 1, 1942, shall be deemed for
purposes of this paragraph to have been issued before Octo-
ber 1, 1942, if it was issued to refund or replace bonds or
debentures issued before October 1, 1942, or to refund or
replace other preferred stock (including stock which is
preferred stock by reason of this subparagraph or subpara-
graph (D)), but only to the extent that the par or stated
value of the new stock does not exceed the par, stated, or face
value of the bonds or debentures issued before October 1, 1942,
or the other preferred stock, which such new stock is 1ssued
to refund or replace.

“(C) DETERMINATION UNDER REGULATIONS.—The determi-
nation of whether stock was issued to refund or replace bonds
or debentures issued before October 1, 1942, or to refund or
replace other preferred stock, shall be made under regula-
tions prescribed by the Secretary.

“(D) Issuance or sTock.—For purposes of subparagraph
(B), issuance of stock includes issuance either by the same
or another corporation in a transaction which is a reorganiza-
tion (as defined in section 368(a)), a transaction to which
section 371 (relating to insolvency reorganizations) applies,
or a transaction subject to part VI of subchapter O (relating
to exchanges in SEC obedience orders), or the respectively
gggge’s,ponding provisions of the Internal Revenue Code of

(36) AMENDMENT OF SECTION 24 8.—Section 248(c) ( relating to
organizational expenditures) is amended by striking out “the
date of enactment of this title” and inserting in lieu thereof
“August 16, 1954,

(37) AMENDMENT OF SECTION 26 s.—Section 265(2) (relating to
tax-exempt interest) is amended by striking out “(other than obli-
gations of the United States issued after September 24, 1917, and
originally subscribed for by the taxpayer)?.
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(38) AMENDMENT OF SECTION 269.—Section 269 (relating to 26 USC 269.
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’(40) AMENDMENTS OF SECTION 281.—

(A) Section 281(d) (1) (A) (relating to definition of ter- 26 USC 281.

i i i i inserting after
Iroad corporation) is amended by inse
f‘Iilrlllt’talrslalt;e:'Comme?ce Act” the following : ‘?,(49 U.S.C.1and

M ”
fol(l%v;m el:ti.on 281 (relating to terminal railroad corpora-

: it t

i their shareholders) is amended by striking ou
:L%I;Zc?grt (e?l (relating to taxable years ending before Octo-
ber 23, 1962) and by redesignating subsection (f) as subsection

Y i i is- 26 USC 301.
(45 )A.M.'ENDMENT OF SECTION 301.—Section 301 (relating to dis- 2

i iki t subsec-
i f property) is amended by striking ou ¢
gtl)lx)lllt(lg;ls (:elagngp to )::)ertain distributions by personal service

corporations).
x64):(2)) AMENDMENTS OF SECTION 311.—

i ; & 5
(A) Section 311(d) (1) (relating to appreciated property 26USC3

is amended by striking out “then again
:}?z(llltl?er:ei?)egl?liszzlc’]’(;nd inserting ig lieu thereof “then a gain
ognized”. % A
Sh‘zlll}??isecsgcntion 311(d) (2) (relating to exceptlonﬁ agd
limitations) is amended h g' striking out subparﬁegralp e
(relating to certain distributions before December 1, 116
and b x‘edesig,_;nz}a,lt:ingC s)ub%)fa)r)agz'aEp)hs (n 13),( }(?‘Iil)’r (SqI;))eic :11; A
graphs . Ja ¥, res i
P (F;‘ll) I')Iﬁ‘lﬁzbaml(:ndrr(lent’s made by clause (i) shall apply only
with respect to distributions after November 30, 19 4{) "
(C) Section 311(d) (2) (C), as redesignated by.ls{l.l par: .
graph (B) of this paragraph, is amended by striking ou
96 Stat. 209 ;” and “38 Stat. 730;”.
NTS OF SECTION 312.— i B st
. (A}&l)mg:(ﬁn 312(d) (1), (relating to certain dlstrlbu‘t‘lt%qs
of stock and securities) is amended by striking outh 1;
Code” each place it appears and inserting in lieu thereo
“this title”. ) &
ection 312 (relating to earnings and profits) is
mn(elri()ieds by striking(out subsection (h) (rqlatmgb to tper-
sonal service corporations) and by _mdesxgn?plnig subsections
(i) and (j) as subsections (h) and (1),respgc.1vfe )(71 B i
(C) Subsection (i) of section 312 (relating to dis I‘lb‘ll b
of proceeds of certain loans), as redesignated by su ]})ara‘
graph (B) of this paragraph. is amended to read as f% ows:
“(i) DistriBuTION OF PROCEEDS OF LOAN INSURED BY THE L NtIT(li‘llz
States.—If a corporation gistrlbutos property with respect to its stock
i i istribution— ; )
o lf"?flt;lettﬁg;Oifsd::ftgltanding a loan to such corporation which
was made, guaranteed, or irlllsure(;)by tge United States (or by any
i ity thereof), an .
ag‘?r(lgr 0:}:; s:rr::glllﬁta(l)} ysuch loar’l so outstanding exceeds the
adjusted basis of the property constituting security for such ]osi)r_l,
then the earnings and profits of the corporation shall be increased by

MENDMENT OF SECTION 275.—Section 275(a) (1) (C) 26 USC 275.

26 USC 311

note.

26 USC 312.
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(D) Section 1034(i) (relating to involuntary conversions)
is amended to read as follows:

*(ii) SeeciaL RuLe For CoxpedMxaTioN.—In the case of the seizure,
requisition. or condemnation of a residence. or the sale or exchange of
a residence under threat or imminence thereof, the provisions of this
section, in lieu of section 1033 (relating to involuntary conversions),
shall be applicable if the taxpayer so elects. If such election is made,
such seizure, requisition. or condemnation shall be treated as the sale
of the residence. Such election shall be made at such time and in such
manner as the Secretary shall prescribe by regulations.”

(E) Section 1034(j) (relating to statute of limitations)
is amended by striking out “after December 31, 1950,”.

(130) AMENDMENT OF SECTION 1037,—Section 1037(b) (1)
(relating to certain exchanges of United States obligations) is
amended by striking out “section 1232(a) (2) (A)” and inserting
in lieu thereof “section 1232 (a) (2) (B)”.

(181) AMENDMENT OF SECTION 1051.—Section 1051 (relating to
property acquired before 1929 during affiliation) is amende(f by
striking out the last two sentences.

(132) AMENDMENTS OF SECTION 1081,—

(A) Subsection (¢) of section 1081 (relating to distribu-
tions required by the SEC) is amended to read as follows:

“(c) DisTRIBUTION OF STOCK OR SECURITIES ONLY.—If there is dis-
tributed, in obedience to an order of the Securities and Exchange
Commission, to a shareholder in a corporation which is a registered
holding company or a majority-owned subsidiary company, stock or
securities (other than stock or securities which are nonexempt prop-
erty), without the surrender by such shareholder of stock or securities
in such corporation, no gain to the distributee from the receipt of the
stock or securities so distributed shall be recognized.”

(B) Section 1081(f) (relating to conditions for applica-
tion of section) is amended by striking out “Except in the case
of a distribution described in subsection (¢)(2). the provi-
sions” and inserting in lieu thereof “The provisions”, and by
striking out ‘49 Stat. 820;".

(C) Section 1081(g) (relating to applicability of other
provisions) is amended by striking out “If a distribution
described 1n subsection (¢)(2), or an” and inserting in lieu
thereof “If an”, and by striking out the comma after “Com-
mission”.

(133) AMENDMENTS OF SECTION 1083.—

(A,) Section 1083 (a) is amended by striking out “49 Stat.
820;".

(}i) Section 1083 (b) is amended by striking out “49 Stat.
804:”.

(C) Section 1083(e)(4) is amended by striking out “49
Stat. 820;™.

(134) RepeAL oF stction 1111.—Part IX of subchapter O of
chapter 1 (relating to distributions pursuant to orders enforcing
the antitrust laws) is repealed.

(135) AMENDMENTS OF SECTION 1201.—

(A) Seetion 1201(a) (relating to the alternative tax on
capital gain) is amended to read as follows:

“(a) CorroraTrons.—If for any taxable year a corporation has a
net capital gain, then, in lieu of the tax imposed by sections 11, 511,
821 (a) or (c) and 831(a), there is hereby imposed a tax (if such tax
is less than the tax imposed by such sections) which shall consist of
the sum of—
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“(1) a tax computed on the taxable income reduced by the
amount of the net capital gain, at the rates and in the manner as
if this subsection had not been enacted, plus

“(2) a tax of 30 percent of the net capital gain.”

(B) Section 1201(¢) (relating to computation of alterna-
tive tax) is amended to read as follows:

“(¢) Compuration oF Tax Waere Caritan Gain Exceeps $50,000.—
The tax computed for purposes of subsection (b)(3) shall be the
amount by which a tax determined under section 1 or 511 on an amount
equal to the taxable income (but not less than 50 percent of the net
capital gain) for the taxable year exceeds a tax determined under
section 1 or 511 on an amount equal to the sum of (A) the amount
subject to tax under subsection (b)(1) plus (B) an amount equal to
50 percent of the sum referred to in subsection (b) (2) (A).”

(C) (i) Section 1201 is amended by striking out subsection
(d) (defining subsection (d) gain) and by redesignating sub-
section (e) assubsection (d).

(ii) Section 1201(b) (2) (A) (relatin% to alternative tax
on noncorporate taxpayers) is amended by striking out “the
amount of the subsection (d) gain” and inserting in lieu
thereof “the sum of the long-term capital gains for the taxable
year, but not to exceed $50,000 ($25,000 in the case of a
married individual filing a separate return)”.

(iii) Section 1201(b) (3) is amended by striking out “the
amount of the subsection (d) gain” and inserting in lieu
thereof “the sum referred to in subparagraph (A)”.

(186) AMENDMENTS OF SECTION 1222.—

(A) Paragraph (9) of section 1222 (relating to definition
of terms applicable to capital gains and losses) is amended
to read as follows:

“(9) CarrraL ¢arN NEr INCOME.—The term ‘capital gain net
income’ means the excess of the gains from sales or exchanges of
capital assets over the losses from such sales or exchanges.”

(B) Paragraph (11) of section 1222 (relating to definition
of terms applicable to capital gains and losses) is amended
to read as follows:

“{11) Ner caprraL caiN.—The term ‘net capital gain’ means
the excess of the net long-term capital gain for the taxable year
over the net short-term capital loss for such year.”

(137) AMENDMENT OF SECTION 1233.—Section 1233 (¢) (relating
to certain options to sell) is amended by striking out “the date
of enactment of this title” and inserting in lieu thereof “August
16, 1954”.

(188) AMENDMENT OF SECTION 1237.—Section 1237 (relating
to real property subdivided for sale) is amended by striking out
subsection (d) (relating to effective date).

(139) REPEAL OF SECTION 1240.—Section 1240 (relating to tax-
ability to employee of certain termination payments) is repealed.

(140) AMENDMENT OF SECTION 1245.—Section 1245(b) (7) (B)
(relating to transfers to tax-exempt organization where property
will be used in unrelated business) is amended by striﬁing out
“such organization acquiring such property,”.

(141) AMENDMENT OF SECTION 1246.—Section 1246 (f) (relating
to gain on foreign investment company stock) is amended by
striking out “beginning after December 31, 1962”.
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(142) AMENDMENT OF SECTION 1311.—Paragraphs (2) (A), (2)
(B),and (3) of section 1311 (b) (relating to mitigation of effect of
limitations) are each amended by striking out “Tax Court of the
United States” and inserting in ﬁeu thereof “Tax Court”.

(143) REPEAL OF SECTION 1315.—Section 1315 (relating to effec-
tive date of part IT of subchapter Q of chapter 1) is repealed.

(144) RepeAL oF sEcTiON 1321.—Part 111 of subchapter Q of
chapter 1 (relating to involuntary liquidation of LIFO inven-
tories) is repealed.

(145) REPEAL OF SECTIONS 1331 THROUGH 1337.—

(A) Part IV of subchapter Q of chapter 1 (relating to war
loss recoveries) is repealed.

(B) The repeal by subparagraph (A) shall apply with
respect to war loss recoveries in taxable years beginning after
December 31, 1976.

(146) AMENDMENT OF SECTION 1341.—Section 1341(b) (2)
(relating to claim of right) is amended by striking out the last
sentence.

(147) REPEAL OF SECTION 1342.—Section 1342 (relating to com-
putation of tax on certain amounts recovered as a result of a patent
infringement suit) is repealed.

(148) REPEAL OF SECTION 1346.—Section 1346 (relating to
recovery of unconstitutional Federal taxes) is repealed.

(149) AMENDMENTS OF SECTION 1372.—

(A) Section 1372(b) (1) (relating to effect of election
under subchapter S) is amended by striking out “(other than
the tax imposed by section 1378)” and inserting in lieu there-
of “(other than as provided by section 58(d) (2) and by sec-
tion 1378)”.

(B) Section 1372(c) (relating to subchapter S elections by
small business corporations) is amended to read as follows:

“(c) Wuere aNp How Mape.—An election under subsection (a)
may be made by a small business corporation for any taxable year at
any time during the first month of such taxable year, or at any time
during the month preceding such first month. Such election shall be
made in such manner as the Secretary shall prescribe by regulations.”

(C) Section 1372 is amended by striking out subsection
(g) (relating to certain elections for years beginning before
1961).

(150) AMENDMENTS OF SECTION 1374.—

(A) Section 1374(b) (relating to net operating losses of
subchapter S corporations) is amended by adding at the end
thereof the following new sentence: “The deduction allowed
by this subsection shall, for purposes of this chapter, be con-
sidered as a deduction attributable to a trade or business car-
ried on by the shareholder.”

(B) Subsection (d) of section 1374 (relating to treatment
of net operating losses of subchapter S corporations) is
repealed.

(151) AMENDMENTS OF SECTION 1375.—

(A) The heading of subsection (b) of section 1375 is
amended by striking out “Rrcervep CreEpit Nor Arnrowen”
and inserting in lieu thereof “Nor TRreATED As SucH FOR
Cerrary Purroses”.

(B) Section 1375 ((if) relating to elections as to certain dis-
tributions) is amended by striking out paragraph (3).
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(152) AMENDMENT OF SECTION 1378.—Section 1378(b) (relat-
ing to the taxation of capital gain in the case of electing small
business corporations) is amended by striking out the last sentence.

(153) AMENDMENTS OF SECTION 1388.—

(A) Section 1388(c)(2)(B) (i) (relating to patronage
dividends) is amended by striking out “the date of the enact-
ment of the Revenue Act of 1962” and inserting in lieu there-
of “October 16, 1962”.

(B) Section 1388(h) (2) (B) (i) (relating to per-unit retain
certificates) is amended by striking out “the date of the enact-
ment of this subsection” and inserting in lieu thereof “Novem-
ber 13, 19667

(1564) AMENDMENTS OF SECTION 1401.—

(A) Section 1401(a) (relating to rate of tax on self-
employment income) is amended to read as follows:

“(a) Orp-AcE, SUrVIVORS, AND D1saBmrty INsURANCE.—In addition
to other taxes, there shall be imposed for each taxable year, on the
self-employment income of every individual, a tax equal to 7.0 percent
of the amount of the self-employment income for such taxable year.”

(B) Section 1401 (b) (relating to rate of tax on self-employ-
ment income for hospital insurance) is amended by striking
out paragraphs (1) and (2) and by redesignating paragraphs
(3), (4), (5), and (6), as paragraphs (1), (2), (3) and (4),
respectively.

(155) AMENDMENTS OF SECTION 1402.—

(A) Paragraph (1) of section 1402(b) (relating to defini-
tion of self-employment income) is amended to read as follows:
“(1) that part of the net earnings from self-employment which

is in excess of (i) an amount equal to the contribution and benefit
base (as determined under section 230 of the Social Security Act)
which is effective for the calendar year in which such taxable year
begins, minus (ii) the amount of the wages paid to such individual
during such taxable years; or”.

(B) Section 1402 amended by striking out subsection (g)
(relating to treatment of self-employment income for years
prior to 1962), and by redesignating subsections (h) and (i)
as subsections (g) and (h). respectively.

(C) Section 1402(g)(2) (relating to self-employment
income of members of certain religious faiths), as redesig-
nated by subparagraph (B) of this paragraph, is amended to
read as follows:

“(2) TIME FOR FILING APPLICATIONS.—For purposes of this sub-
section, an application must be filed on or before the time pre-
scribed for filing the return (including any extension thereof)
for the first taxable year for which the individual has self-employ-
ment income (determined without regard to this subsection or
subsection (c¢) (6) ), except that an application filed after such date
but on or before the last day of the third calendar month follow-
ing the calendar month in which the taxpayer is first notified in
writing by the Secretary that a timely application for an exemp-
tion from the tax imposed by this chapter has not been filed by him
shall be deemed to be filed timely.”

(156) REPEAL OF SECTION 1465.—Section 1465 (relating to defini-

tion of withholding agent) is repealed.

(157) AMENDMENTS OF SECTION 1481.—

(A) Section 1481(a)(1)(A) (relating to mitigation of
effect of renegotiation of Government contracts) is amended
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by striking out “within the meaning of the Federal renegotia-
tion act applicable to such transaction” and inserting in lieu
thereof “within the meaning of the Renegotiation Act of
1951, as amended (50 U.S.C. App. 1211 and following)”.

(B) Section 1481(a) (1) (relating to renegotiation) is
amended by striking out subparagraph (D).

(C) Subparagraphs (B) and (C) of section 1481(a) (1)
are each amended by striking out “applicable Federal rene-
gotiation act” and inserting in lieu thereof “Renegotiation
Act of 1951, as amended”.

(158) AMENDMENT OF SECTION 1551.—Section 1551 (a) (relating
to disallowance of surtax exemption) is amended by striking out
“determined under subsection (d) ? and inserting in lieu thereof
“determined under subsection (¢)”.

(159) AMENDMENT OF SECTION 1552.—The first sentence of sec-
tion 1552(a) (relating to earnings and profits of an affiliated
group) is amended by striking out “beginning after December 31,
1953, and ending after the date of enactment of this title,”.

(b) CoNFORMING AND CLERICAL AMENDMENTS.—

(1) AMENDMENTS CONFORMING TO REPEAL OF SECTIONS 35 AND
242.—

(A) Section 86, as amended by this Act, is amended by
striking out “sections 32 and 35” and inserting in lieu thereof
“section 32”.

(B) Section 41(b) (2% is amended by striking out “section
35 (relating to partially tax-exempt interest),”.

(C) Section 46(a)(3) is amended by striking out sub-
paragraph (B), by inserting “and” at the end of subpara-
grapim(A), and by redesignating subparagraph (C) as
subparagraph i

(D) Section 50A (a) (3) is amended by striking out sub-
paragraph (B) and redesignating subparagraphs (C), (D),
and (E), as subparagraphs (B), (C), and (D), respectively.

(E) (1) The heading of paragraph (1) of section 171(a) is
amended to read “(1) TAxXABLE BONDS.—”.

(ii) The heading of paragraph (2) of section 171(a) is
amended to read “(2) TAx-EXEMPT BONDS.—".

(iii) Section 171(a) is amended by striking out paragraph
(8) and by redesignating paragraph (4) as paragraph (3).

(iv) Section 171(b) (1) (B) (i) is amended by strlkmg out
“subsection (¢) (1) (B)” and inserting in lieu thereof “sub-
section (a)(1)”.

(v) So much of section 171(c) as precedes paragraph (2)
is amended to read as follows:

“(c) ErectioN As To TaxaBLE BoNDs.—

(1) ELIGIBILITY TO ELECT ; BONDS WITH RESPECT TO WHICH ELEC-
TIoN PERMITTED.—In the case of bonds the interest on which is not
excludible from gross income, this section shall apply only if
the taxpayer has so elected.” 8D $

(F) (i) Section 551 is amended by striking out subsection
(¢), and by redesignating subsections (d), (e), (f), and (g),
as subsections (c), (d), (e), and (f), respectively.

(ii) Section 1016(a) (13) is amended by striking out “sec-
tion 551(f)” and inserting in lieu thereof “section 551(e)”.

(G) Section 584 (c) (2) 1s amended to read as follows:

“(2) Divioenps recEIvED.—The proportionate share of each
participant in the amount of dividends received by the common
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trust fund and to which section 116 applies shall be considered
for purposes of such section as having been received by such
participant.” i

(H) (i) Section 642(a) is amended by striking out para-

graph (1), and by redesignating paragraphs (2) and (3)

as paragraphs (1) and (2), respectively.

(ii) Section 41(d) is amended by striking out “section

642 (a) (3)” and inserting in lieu thereof “section 642(a) (2)”.

(iii) Section 901(g)(3), as amended by this Act, is

amended by striking out “section 642(a)(2)” and inserting
in lieu thereof “section 642 (a) (1)".

(I) (i) Section 702(a) is amended by striking out para-
graph (7) and by redesignating paragraphs (8) and (9) as
paragraphs (7) and (8), respectively.

(ii{lSection 702(b) is amended by striking out “paragraphs
(1) through (8)” and inserting in lieu thereof “paragraphs
(1) through (7).

(iil) Section 1402(a) is amended by striking out “702(a)
§9;’(’ e)a;t’:h place it appears and inserting in lieu thereof “702

a)(8)”.

(J) (i) Section 804(a) is amended by striking out para-
graph (3), and by redesignating paragraphs (4) and (5) as
pa phs (3) and (4), respectively.

(i1) Section 243(b) (3) (C) (iii), as redesignated by para-
graph (21) (A) of this subsection, is amended by striking
out “sections 804(a) (4)” and inserting in lieu thereof “sec-
tions 804(a) (3)”.

(iii) Section 804(a)(2) is amended by striking out “para-
graph (5)” and inserting in lieu thereof “paragraph (4)”,
and by striking out “paragraph (4)” and inserting in lieu
thereof “paragraph (3)”.

(iv) Section 809(d) (10) is amended by striking out “sec-
t(io)n( 8;):%(a) (4)”, and inserting in lieu thereof “section 804

a)(3)”.

(v) Section 1561(a)(3) is amended by striking out “sec-

t(io;1?3§(3;1( a)(4)” and inserting in lieu thereof “sections 804
a i

(vi) Section 1564(a) (1) (C) is amended by striking out

‘Zse)c&o)rg,s 804 (a) (4)” inserting in lieu thereof “sections 804
a ;

(K) Section 804(a)(2)(A) is amended by striking out

clause (ii), by inserting “and” at the end of clause (i), and
by redesignating clause (iii) as clause (ii).

(L) (i) Section 809(d) (8) (A) is amended by striking out
clause (ii), by inserting “and” at the end of clause (i), and
by redesignating clause (iii) as clause (ii).

(ii) Section 809(d)(8) (B) is amended by striking out
“subparagraph (A) (iii)” and inserting in lieu thereof “sub-
PR etions 604 (a) (1), 804(a) (2), 500 a)

ections 804 (a) (1),804(a) (2),809(a) (1),809(b) (1
(A)) and 809(b) (2) (A) are each amended by strikiglg) (()u%
“, partially tax-exempt interest,”.

(N') Section 809(e) is amended by striking out paragraph
(6), and by redesignating paragraph (7) as paragraph (6).

(O) Section 815(b)(2)(A) (iii) is amended by striking
out “the deduction for partially tax-exempt interest provided
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by section 242 (as modified by section 804(a)(3)),” and by (E) Section 1236 (b) is amended by striking out “loss from 26 USC 1236.
striking out the comma after “809(d) (8) (B))”. the sale or exchange of property which is not a capital asset

26 USC 822. (P) Section 822(c)(2) is amended by striking out “par- an?FI;lsgnlpg 111121;511 tl&e{gzg “ordm?lry 10si’1’-d i "
tially tax-exempt interest and”. ections an are each amended by striking

(Q) Section 822(c) (6) (A) is amended by striking out “or out “a loss from the sale or exchange of property which is
to the deduction provided in section 242 for partially tax- not a capital asset” each place it appears and inserting in
ex??))tsigt?m%%( )(7) i ded b ki « hel(l(gr})lege()ft'“anf;ﬁqary loss(’l’.d by striki t “a loss f
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provided in subsection %c) (1)%. which is not a capital asset” and inserting “ordinary income”.

(T) Section 832(c) (5) (A) is amended by striking out “or (I) The following provisions are each amended by striking
to the deductions provided in section 242 for partially tax- out “gain from the sale or exchange of property which is not
exempt interest”. a capital asset” each place it appears and inserting in lieu
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“sections 172, 242, 243” and inserting in lieu thereof “sections ing out “gain from the sale of property which is not a capital
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paragraph (C). neither a capital asset nor property described in section 1231”

(ngThe table of sections for subpart A of part IV of each place it appears and inserting in lieu thereof “ordina
subchapter A of chapter 1 is amended by striking out the income”: sections 80(c) (1), 163(d) (3) and (5), 613(a), 6{;
item relating to section 35. (d) (1), 995(b) (1) (C), 1238, 1245(a) (1), 1249(a), 1250 (f)
3 (c%;&p)te?llei?gﬁefdg%;n:tfﬁ;‘i IIl)art, Y{}I}I ?tf subclixag?tertfi aild (g),1251 (b)(3) (B), (¢) (1), and (c)(2), and 1252(a)

o out the item relating to A
section 242. (4) CLERICAL AMENDMENTS CONFORMING TO ADDITIONS OF SEC-
(2) AMENDMENT CONFORMING TO REPEAL OF SECTION 51.—The TIONS 64 AND 65.—
table of parts for subchapter A of chapter 1 is amended by (A) The table of sections for part I of subchapter B of
striking out the item relating to part V. chapter 1 is amended by adding at the end thereof the
(3) AMENDMENTS CONFORMING TO ADDITIONS OF SECTIONS 64 AND following new items:
B830% “Sec. 64. Ordi i defined.
ity (4) é;alr(agiraphs (1 (0), (5)(A), (6)(D), and (19) of “Sec. 85, Ordinary. loss defined.”
. section e) are each amended by striking out “gain from ; '
the sale or exchange of property which is neither a capital ol e h{;’ adlngkfor P art“I of subsimpter'B) of chapter ,1,
asset nor property described in section 1231(b)” each place b= glpen?:gl 5 Sf-m ltnhg OUtf “%E)lz A'%}‘XABLE ol ME»
it ?lgg))easrs and inseging in lieu thereof “ordinary income”. ;I}FCII;SE S SBgpban:) et 1 e b
ection 483(f)(3) is amended by striking out “no e ‘ .
part of any gain on such” and inserting in lieu thereof “all of anf(glzie'cll‘hlg tzz!iekfrf pglll‘:s“ﬁ%% Ssgil&gt?; oBmof”cb algﬁer % 2
the gain, if any, on such’ and by striking out “gain from the relating toy part I ‘g;;nd inserting in liel(; th:re Hfl “te . grln
sale or exch,z’a.ngefi of a capital 1asset or property described in income, etc.” TS of “taxable
section 1231” and inserting in lieu thereof “ordinary income”. :

(5 Sution 07 (35 1 npended by s ot s o 8 RO bl RO AEPRVORSERG -2 T

gain from the sale or exchange of property other than a capi- K gty oK S s o B
2 3 A T Ve OB - amended by striking out the item relating to section 76.
tal asset” and inserting in lieu thereof “as ordinary income”. (6) AMENDMENTS CONFORMING TO AMENDMENT OF SECTIO .
(D) Paragraphs (1) and (2) of section 735(a) are each . ) W sl
ns i (A) Section 6049(b) (2) (A) is amended by striking out 26 USC 6049.
amended by striking out “gain or loss from the sale or “section 103(a) (1) or (3)” and inserting in Ii
S % ; : ing in lieu thereof
exchange of property other than a capital asset” and inserting “section 103(a)”
in lieu thereof “as ordinary income or as ordinary loss, as the P \a)s
case may be”.
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: ’ ! cational institution (as defined in section 151(e)(4))” and
Post,'p- 1930. (B) Section 852(a)(1)(B), as added by this Act, is inserting in lieu thereof “educational organization described
amended by striking out “section 103(a) (1)” and inserting in in section 170(b) (1) (A) (ii) ™.
lieu thereof “section 103 (a)”. (G) Section 1303(d) is amended by striking out “educa- 26 USC 1303.
(7) AMENDMENTS CONFORMING TO AMBNDMENT OF SECTION 143.— tionaf institution (as defined in section 151(e)(4))” each
(A) 3:_1) Part V of subchapter B of chapter 1 is amended place it appears and inserting in lieu thereof “educational
26 USC 153, by striking out section 153 (relating to determination of organization described in section 170(b) (1) (A) (ii)”.
154. marital status) and by redesignating section 154 as section (H) Sections 4941(d) (2) (G) (ii) and 4945(g) (1) each 26 USC 4941,
153. are amended striking out ‘“educational institution 4945.
(ii) The table of sections for part V of subchapter B of described in section 151(e) (4)” and inserting in lieu thereof
chapter 1 is amended by striking out the items relating to “educational organization described in section 170(b) (1)
sections 153 and 154 and inserting in lieu thereof the (A) (ii)”.
following : 9) NDMENTS CONFORMING TO THE AMENDMENTS OF SECTION
“See. 153. Cross references.”. 152.—Section 2(b) (3) (B) is amended by striking out clause (ii), 26 USC 2.
26 USC 152. (B) Section 152(a) (9) is amended by striking out “section by adding “or” at the end of clause (1), and by redesignating
‘ 153” and inserting in lien thereof “section 143”. clause (ii1) as clause (ii).
26 USC 153. f(Ch) Section 153, as redesignated by subparagraph (A) I §10) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION
ghetf;ﬁﬁfr?gﬁ@i)g:;;:g%id hy.adding,utithe and. thereot . (A) Section 374(e) (2) is amended by striking out “sec- Ante, p. 296.
; tion 172(j)” and inserting in lieu thereof “172(g)”.
“(5) For determination of marital status, see section 143.” (B) Section 904(f) (2) (B) (1) and 904 (f) (4) (B) (i), as Ante, p. 1624.
(8) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 151.— amended by this Act, are each amended by striking out
(A) The following provisions are each amended by strik- “section 172(k)(1)” and inserting in lieu thereof “section
ing out “educational institution (as defined in section 151 172(h)”.
(e& (4))” each place it appears and inserting in lieu thereof (11) AMENDMENTS CONFORMING TO REPEAL OF SECTION 187.—
“educational organization described in section 170(b) (1 (A) Section 48(a) (8) (relating to section 38 property) is 26 USC 48.
%g USC 117, (A)(ii)”: sections 117(a) (1) (A), 117(b) (1), 117(b)(2), amended by striking out “187,”.
2, 170, 403. 152(d), 170(g) (1) (B) (as redesignated by subsection (a) (B) The table of sections for part VI of subchapter B of
(28) SA) (i) of this sectiorX and 403(b) (1) (A) (ii{). chapter 1 is amended by striking out the item relating to sec-
26 USC 103. (B) Section 103(c) (3) ( 5, as redesignated by subsection tion 187.
(2) (17) of this section, is amended by striking out “educa- (C) Section 1082(a) (2) (B) (relating to basis for deter- 26 USC 1082.
tional institution (within the meaning of section 151 (e) (4))” mining gain or loss) is amended by striking out “187,”.
and inserting in lieu thereof “educational organization (D) Section 1245(a)(2) (relating to gain from disposi- 26 USC 1245.
described in section 170 (b) (1) (A) (ii)”. tions of certain depreciable property) is amended by strin.ng
26 USC 163. (C) Section 163(b) (1) is amended by striking out “edu- out “187,” each place it appears.
cational institution (as defined in section 151(e)(4)) and (12) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 342.—
which is provided for a student of such institution” and (A.) Section 551(f), as redesignated by paragraph (1) (F) 26 USC 551.
inserting in lieu thereof “educational organization described of this subsection, is amended by striking out paragraph ?3).
in section 170(b) (1) (A)(ii) and which is provided for a (B) The table of subparts for part II of subchapter C of
student of such organization”. chapter 1 is amended by striking out the item relating to
(D) (i) Sub aragra&)hs (A), (B), and (C) of section 415 subpart C and inserting in lieu thereof :
26 USC 415. (c)'(42’ are eac1 amended by striking out “educational insti- “Subpart C. Collapsible corporations.”
!:‘utlon _each place it @pp,o’ears and inserting in lieu thereof (C) The table of sections for subpart C of part TI of sub-
educational organization”. b ptet O o chint : e P .
(ii) Subparagraph (D) (ii) of section 415(c)(4) is e it s attm e T ST T P O TG, e, item
amend?‘d t()) r%ad as follows: ry (aDl;lgThese}?e:()iI;ng of subpart C of part IT of subchapter
(ii) For purposes of this paragraph the term ‘edu- : :
c'atio(ximl olr)ggnization’ means I:m gdru(fz’ational organiza- oAbl e b e E)HOWS'
tion described in section 170(b) (1) (A) (ii).” “ : s
(1), Seetion 415(c) (4) 8 amendod by siriking ot “sbo- Hl N TR oAy e g
CATIONAL .INS'TITUTIONS”“fI'OIn the paragraph heading and (13) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 363.—
S ai e lnS((eét)lngelcrltiz)lsu5(t)g?$<)(i’2 )I(ZI;&U)CI}TIONALdORGANIZATIONS”. The table of sections for subpart C of part ITT of subchapter C of
- ! : A) is amended to read as follows: chapter 1 is amended by striking out the item relating to section
(b)((i&))( Zd)u(qa_x)tlonaé”orgamzatlons described in section 170 363.
(11), and™. (14) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 373.—
26 USC 512. (F) Section 512(b) (15) (B), as redesignated by section i i iki “
1951 (b) (8) (A) of this Act, is amended bygéill-il{ing ?)}ut gy (bgAgr,§ectlon 372(b) (1) is amended by striking out “373 26 USC 372.
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Ante, p. 295.

26 USC 1232.

26 USC 381.

26 USC 583.

26 USC 592.
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(B) Section 374(b) is amended to read as follows:
“(b) Basis.—

“(1) Ramwroap corrorarions.—If the property of a railroad
corporation, as defined in section 77(m) of the Bankruptey Act
(11 U.S.C. 205(m) ), was acquired after December 31, 1938, in
pursuance of an order of the court having jurisdiction of such
corporation—

“(A) in a receivership proceeding, or

“(B) in a proceeding under section 77 of the Bankruptcy
Act,

and the acquiring corporation is arailroad corporation (as
defined in section 77(m) of the Bankruptcy Act) organized or
made use of to effectuate a plan of reorganization approved by the
court in such proceeding, the basis shall be the same as it would be
in the hands of the railroad corporation whose property was so
acquired, increased in the amount of gain recognized under sub-
section (a) (2) to the transferor on such transfer.

“(2) PROPERTY ACQUIRED BY STREET, SUBURBAN, OR INTERURBAN
ELECTRIO RAILWAY CORPORATION.—If the property of any street,
suburban, or interurban electric railway corporation engaged as
a common carrier in the transportation of persons or property in
interstate commerce was acquired after December 31, 1934, in
pursuance of an order of the court having jurisdiction of such
corporation in a proceeding under section %7 of the Bankruptcy
Act (11 U.S.C. 501 and following), and the acquiring corpora-
tion is a street, suburban, or interurban electric railway engaged
as a common carrier in the transportation of persons or property
in interstate commerce, organized or made use of to effectuate a
plan of reorganization approved by the court in such proceeding,
then, notwithstanding the provisions of section 270 of the Bank.
ruptey Act (11 U.S.C. 670), the basis shall be the same as it would
be in the hands of the corporation whose property was so
acquired.” .

(C) Section 374(c) (8) is amended by striking out “sub-
s(ec)t,i,on (b)” and inserting in lieu thereof “subsection (b)

Ty

(D) Section 1232(b) (2) is amended by striking out “sec-
tion 371, 373, or 374" and inserting in lieu thereof “section
371 or 374”7,

(E) The table of sections for part IV of subchapter C of
chapter 1 is amended by striking out the item relating to sec-
tion 373,

(15) AMENDMENT CONFORMING TO REPEAL OF SECTIONS 391
THROUGH 395.—The table of parts for subchapter C of chapter 1
isamended by striking out the item relating to part VII.

(16) AMENDMENT CONFORMING TO THE AMENDMENTS OF SECTION
481.—Section 381(c) is amended by striking out paragraph (21).

(17) AMENDMENT CONFORMING TO THE AMENDMENTS OF SECTION
545.—Section 381(c) (15) is amended by striking out “subsections
(b) (7) and (c¢)” and inserting in lieu thereof “subsection {c)y™

(18) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 58 3.
The table of sections for part I of subchapter H of chapter 1 is
amended by striking out the item relating to section 583.

(19) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 592.—
The table of sections for part IT of subchapter H of chapter 1 is
amended by striking out the item relating to section 592.

PUBLIC LAW 94-455—OCT. 4, 1976

(20) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 601.—
(A) Section 535(b) is amended by striking out paragraph
8

(B) (i) Section 545(b) is amended by striking out para-
graph (6), and by redesignating paragraph (8) as para-
graph (6).
n (?11) e)ction 545(b) (2) is amended by striking out “parz,x,-
graph (8)” and inserting in lieu thereof “paragraph ‘SG) ;

(1ii) Section 545(c) (5) is amended by striking out “‘sub-
section (b)(8)” and inserting in lieu thereof ‘“‘subsection

b) (6)”. )
( zé))'l‘lle table of parts for subchapter H of chapter 1 is
amended by striking out the item relating to part IIL.
(21) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 615.—

(A) (1) Section 243(b) (3) (C) is amended— ) !

(1) by striking out clauses (ii) and (iii) and inserting
in lieu thereof the following : - -

“(ii) $400,000 limitation for certain exploration
expenditures under section 617(h) (1),”, and

(IT) by redesignating clauses (iv) and (v) as clauses
(ii1) and (iv), respectively. i

(ii) Section 1564 (b) 52) (C) is amended by striking out
“section 243(b) (3) (C)(v)” and inserting in lieu thereof
“243(b) (3) (C) (1v) " 4

(B) Section 381{c) (10) is amended to read as follows:

#(10) TREATMENT OF CERTAIN MINING DEVELOPMENT AND EXPLO-

RATION EXPENSES OF DISTRIBUTOR OR TRANSFEROR CORPORATION.—
The acquiring corporation shall be entitled to deduct, as if it were
the distributor or transferor corporation, expenses deferred under
section 616 (relating to certain development expenditures) if the
distributor or transferor corporation has so elected. For the pur-
pose of applying the limitation provided in section 617 (h), if, for
any taxagle ear, the distributor or transferor corporation was
allowed a deduction under section 617(a), the acquiring corpora-
tion shall be deemed to have been allowed such deduction.”

(C) Section 617(h) (1) is amended by striking out “and
section 615(a) and the amounts which are or have been
treated as deferred expenses under section 615 (b)” and insert-
ing in lieu thereof “and subsection (a) of section 615 (as in
effect before the enactment of the Tax Reform Act of 1976)”.

(D) Section 617(h)(3) is amended to read as follows:

“(3) APPLICATION OF PARAGRAPH (2) (B).—Paragraph (2)(B)
shall apply with respect to all amounts deducted before the latest
such transfer from the individual or corporation to the taxpayer.

Paragraph (2) (B) shall apply only if—

“(A) the taxpayer acquired any mineral property from
the individual or corporation under circumstances which
make paragraph (7), (8), (11), (15), (17), (20), or (22)
of section 113(a) of the Internal Revenue Code of 1939 apply
to such transfer; or : f

“(B) the taxpayer acquired any mineral property from
the individual or corporation under circumstances which
make section 334(b), 362 (a) and (b), 372(a), 374(b) (1),
1051, or 1082 apply to such transfer.”

(E) Section 617 is amended by adding at the end thereof
the following new subsection :

“(i) Cerraiy Pre-1970 ExproraTiON EXPENDITURES.—If—

90 STAT. 1797

26 USC 535.

26 USC 545.

26 USC 243.

26 USC 1564.

26 USC 381.

26 USC 617.
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26 USC 613A. |
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or a related person is exported during the taxable year or the
immediately preceding taxable year.”
(b) Transrer RULE— )

(1) I~ eeNeraL—Subparagraph (B) of section 613A(c) (9)
(relating to exce[})]tlons to the transfer rule) is amended by strik-
ing out “or” at t t P!
at the end of clause (ii) and inserting in lieu thereof “, or”, and
by adding at the end thereof the following new clause:

e end of clause (i), by striking out the period

“(iii) a change of beneficiaries of a trust by reason of
the death, birth, or adoption of any vested beneficiary if
the transferee was a beneficiary of such trust or is a
lineal descendant of the settlor or any other vested bene-
ficiary of such trust, except in the case of any trust
where any beneficiary of such trust is a member of the
family (as defined in section 267(c) (4) ) of a settlor who
created inter vivos and testamentary trusts for members
of the family and such settlor died within the last six
days of the fifth month in 1970, and the law in the juris-
diction in which such trust was created requires all or a
portion of the gross or net proceeds of any royalty or
other interest in oil, gas, or other mineral representing
any percentage depletion allowance to be allocated to the
principal of the trust.” . '

(2) Conrorming AMENDMENTS.—Paragraph (1) of section 613A

(d) (relating to the limitation on percentage depletion based
upon taxable income) is amended—

(A) by striking out subparagraph (A) and inserting in
lieu thereof the following: )

“(A) any depletion on production from an oil or gas prop-
erty which is subject to the Provisions of subsection (¢),”,

B) by striking out “and” at the end of subparagraph (B),
C; by striking out the period at the end of subparagraph
(C) and inserting in lieu thereof “, and”, and .

(D) by adding at the end thereof the following new
subparagraph: L Amask e )

“(D) in the case of a trust, any distributions to its benefi-
ciary, except in the case of any trust where any beneficiary of
such trust is a member of the family (as defined in section
267(c) (4)) of a settlor who created inter vivos and testamen-
tary trusts for members of the family and such settlor died
within the last six days of the fifth month in 1970, and the
law in the jurisdiction in which such trust was created
requires all or a portion of the gross or net proceeds of any
royalty or other interest in oil, gas, or other mineral repre-
senting any percentage depletion allowance to be allocated
to the principal of the trust.”

(¢) ParrNERSHIP RULES.—

(1) Subparagraph (D) of section 613A (c) (7) (relating to the

computation of depletion in the case of partnerships) is amended
to read as follows:

“(D) Parrnersures.—In the case of a partnership, the
depletion allowance shall be computed separately by the part-
ners and not by the partnership. The partnership shall allo-
cate to each partner his proportionate share of the adjusted
basis of each partnership oil or gas property. The allocation

L1}

'
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is to be made as of the later of the date of acquisition of the
oil or gas property by the partnership, or J anuary 1, 1975. A
partner’s proportionate share of the adjusted basis of part-
nership property shall be determined in accordance with his
Interest mn partnership capital or income and, in the case of
an agreement. described in section 704(c) (2) (relating to
effect of a partnership agreement on contributed property),
such share shall be determined by taking such agreement into
account. Kach partner shall separately keep records of his
share of the adjusted basis in each oil and gas property of
the partnership, adjust such share of the adjusted basis for
any depletion taken on such property, and use such adjusted
basis each year in the computation of his cost depletion or
in the computation of his gain or loss on the disposition of
such property by the partnership. For purposes of section
732 (relating to basis of distributed property other than
money ), the partnership’s adjusted basis in mineral prop-
erty shall be an amount equal to the sum of the partners’
adjusted basis in such property as determined under this
paragraph.”

(2) Subparagraph (G) of section 703(a) (2& (relating to
deductions not allowed to a partnership) is amended by strikin
out “production subject to the provisions of section 613A (c)” an
inserting in lieu thereof “wells”.

(3) Subsection (a) of section 705 (relating to the determination
of basis of a partner’s interest in a partnership) is amended—

(A) by striking out “and” in paragraph (1) (C),

(B) by striking out the period at the end of paragraph (2)
and inserting in leu thereof “; and”, and

(C) by adding at the end thereof the following:

“(8) decreased (but not below zero), by the amount of the
partner’s deduction for depletion under section 611 with respect
to oil and gas wells.”

(d) Revarep Person.—Paragraph (3) of section 613A (d) (relatin
to the definition of related person) is amended by adding ‘at the en%
thereof the following :

“For purposes of determining a significant ownership interest, an
interest owned by or for a corporation, partnership, trust, or estate
shall be considered as owned directly goth by itself and propor-
tionately by its shareholders, partners, or beneficiaries, as the case
may be.”

(e) Transrers oF O1L aAxp Gas PropErTY WriTHIN THE SAME CoN-
TROLLED GRrOUP OrR Famrny.—Subparagraph (B) of section 613A (c)
(9) (relating to transfer of oil or gas property), as amended by sub-
section (b) (1), is amended—

51; by striking out “or” at the end of clause (ii),
2) by striking out the period at the end of clause (iii) and
inserting in lieu thereof a comma, and

(3) by adding at the end thereof the following:

“(iv) a transfer of property between corporations
which are members of the same controlled group of
corporations (as defined in paragraph (8) (D (i)§) or

“(v) a transfer of property between business entities
which are under common control (within the meaning
of paragra{)h (8) (B)) or between related persons in the
?%11)1(; family (within the meaning of paragraph (8)

), or

90 STAT. 1909

26 USC 703.

26 USC 705.

26 USC 613A.










































