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THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON

October 2, 1976

MEMORANDUM FOR JAMES M. CANNON

Subject: H. R. 1197-Bank Holding Company Tax Act of 1976

This is in response to your request for comments on
H.R. 11997 - Bank Holding Company Tax Act of 1976. The
bill would amend the Internal Revenue Code so as to provide
tax relief for forced divestitures of assets by bank holding
companies pursuant to the requirements of the Bank Holding
Company Act Amendments of 1970. This 1970 legislation
requires that one-bank holding companies divest themselves
of either their banking or non-banking assets. Similar
tax relief is now provided in Sections 1101 through 1103
of the Internal Revenue Code for forced divestitures of
prohibited property under the Bank Holding Company Act of
1956 and its amendments in 1966 which require corresponding
divestitures for bank holding companies controlling two or
more banks. Thus the enrolled bill would extend to one-
bank holding companies, tax relief that is now available
to two-or-more bank holding companies. Such an extension
is appropriate given the tax burdens associated with forced
divestiture under the 1970 legislation.

The only major change in the form of tax relief provided
by the enrolled bill, as compared to the previous legislation,
is that it permit companies to make equal installments
over a ten year period of the tax due from the sale of pro-
hibited assets. Under Sections 1101 through 1103 of the
Internal Revenue Code, companies can now obtain tax relief
only by the"spinoff" technique through which a tax-free
distribution of the prohibited assets is made to shareholders.
Under the enrolled bill either the spinoff technique or the
installment technique is permitted. Therefore, companies
who prefer to sell rather than distribute the prohibited
assets are not excluded from tax relief. This broadening
thus has the advantage of eliminating the incentive for
one form of divestiture over another, and permits each company
to choose the form of divestiture most appropriate to its own
circumstances.




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

0CT 1 1976

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill H.R. 11997 - Bank Holding Company

Tax Act of 1976
Sponsor - Rep. Ullman (D) Oregon

Last Day for Action

October 8, 1976 - Friday

Purpose

Provides tax relief with respect to certain divestitures made
by bank holding companies pursuant to the Bank Holding Company
Act Amendments of 1970.

Agency Recommendations

Office of Management and Budget : Approval

Department of the Treasury Approval

Federal Reserve Board No objection{Informally)
Securities and Exchange Commission No objection
Discussion

Under the Bank Holding Company Act of 1956, and its amendments

in 1966, bank holding companies controlling two or more banks
were required to divest themselves of either their bank or non-
bank assets. In 1970 the Bank Holding Company Act was further
amended to require one-bank holding companies to divest themselves
of either their banking or nonbanking assets before 1981. An
exception was made for one-bank holding companies which had
engaged in nonbanking activities prior to June 30, 1968.

In recognition of the tax burden which would result from the

forced divestiture of some of a bank holding company's assets,
the 1956 and 1966 legislation permitted bank holding companies
to make tax-free distributions, generally known as "spinoffs",



of either their bank or nonbank assets. This special tax
treatment provided that there would be no recognition of gain
either to the companies or to their shareholders at the time
of the distribution of the bank or nonbank property and
accordingly, no tax would be levied. 1Instead, the tax on

any gain realized would be imposed when the shareholder dis-
posed of property received from the distribution.

When the 1970 Bank Holding Company Act Amendments were passed,

it was.anticipated that Congress would later provide relief

from the tax burdens resulting from the divestitures required
under the 1970 legislation. The enrolled bill would provide

that anticipated tax relief by two means. First, it would continue
the "spinoff" approach generally along the same lines as the

1956 and 1966 legislation.

Second, a new method of tax relief has been added in recognition
of differences between bank holding companies subject to the
1970 legislation compared with bank holding companies subject

to the previous acts which in many instances make the spinoff
method of distribution impractical. For example, because some
bank holding companies subject to the 1970 amendments are widely
held, the tax~-free distribution of stock of a subsidiary to a
company's shareholders would result in many shareholders
receiving only a small number of shares or sometimes fractions
of shares. The cost and complexity of making distributions under
these circumstances would be such that many bank holding
companies would opt to sell, and be taxed on, the interests
which they must divest, rather than to distribute the stock

or assets to their shareholders.

The enrolled bill would provide tax relief for bank holding
companies chsing to sell their bank or nonbank property by
permitting them to make equal annual interest-free installment
payments of the tax due, generally over a 1l0-year period., After
1985, however, interest would be payable on any installment
payments still due. The installment payment method could be
applied only to bank or to nonbank property, not both. If a
bank holding company elects to apply this method to the sale of
bank property -- or if it "spins off" such bank property --

it could not opt to apply the same installment provision to
nonbank property, or vice versa.



Under H.R. 11997, both the "spinoff" approach and the install-
ment payment alternative could be applied to divestitures
occurring between July 7, 1970 and December 31, 1980 (the
terminal date for divestitures by one~bank holding companies)
provided the property being divested was actually held by the
company as of July 7, 1970.

The Federal Reserve Board would be required to monitor and
certify compliance with the proposed legislation. The Board
must initially certify that the distribution or sale of divested
property is necessary or appropriate to carry out the legisla-
tive intent. The Board must issue a final certification that
the bank holding company has disposed of all property consistent
with law.

In general, the effective date for the tax relief provisions
in H.R. 11997 would be postponed until October 1, 1977. The
estimated revenue loss in fiscal year 1978 is $50 million,
$25 million in 1979, $50 million in 1980, and $60 million in
1981. However, $125 million of the total anticipated loss
of $185 million would be returned during the period 1981-1990
to the Treasury as installment payments on deferred taxes.

/wﬁg_

Paul H. O'Neill
Acting Director

Enclosures
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ACTION MEMORANDUM WASHINGTON LOG NO.:

Date:  gotober 1 Time: 330pm

FOR ACTION: Paul Leach cc (for information): Jack Marsh
Bill Seidman=—" Jim Connor
Max Friedersdorf Ed Schmults

Alan Greenspan
Bobbie Kilberg

FROM THE STAFF SECRETARY

DUE: Date: October 2 Time: noon

SUBJECT:

H.R. 11997-Bank Holding Company Tax Act of 1976

ACTION REQUESTED:

For Necessary Action For Your Recommendations

Fa

Prepare Agenda and Brief Draft Reply

X __ For Your Comnments Draft Remarks

REMARKS:

please return to judy johnston,ground floor west wing
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PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a
delay in submitting ihe required meaterial, please
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telechone the Siaif Sacreiary immediately. Yo» ths pr
esidopt
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

DEPUTY ASSISTANT SECRETARY

September 27, 1976

Dear Sir:

This is in response to your request for the views of
the Treasury Department on the enrolled bill, H.R. 11997.

The purpose of the enrolled bill is to provide tax
relief for divestitures made by bank holding companies
pursuant to the requirements of the Bank Holding Company Act
Amendments of 1970, which extended the coverage of the Act
to one-bank holding companies by requiring, generally, that
such companies elect either to (1) remain bank holding
companies and divest themselves of their nonbanking assets,
or (2) cease to be bank holding companies by divesting
themselves of their banking assets.

When the 1970 amendments were enacted, Congress anticipated
that it would provide tax relief for the resulting divestitures.
Precedent for such relief is contained in sections 1101-1103
of the Internal Revenue Code which were added to the Code by
the Bank Holding Company Act of 1956. These sections generally
provide for nonrecognition of gain at the shareholder level
upon the distribution of stock of a banking or nonbanking
subsi?iary (i.e., they permit a tax-free '"spinoff" of such
stock) .

H.R. 11997 provides two methods for obtaining tax
relief for divestitures of either bank or nonbank property
required by the 1970 amendments to the Bank Holding Company
Act. Under the first or "spinoff" method, a bank holding
company may distribute either its bank or its nonbank assets
directly to its own shareholders without inclusion in income
or recognition of gain by the shareholders or it may transfer
either of those assets to a wholly-owned subsidiary created
expressly for the purposes of receiving them. In the latter
situation, the stock of the subsidiary must immediately be
distributed to the shareholders of the bank holding company
in order for the distribution to qualify for favorable tax
treatment provided. This '"spinoff" approach is essentially
an extension of the rules presently contained in sections
1101-1103 of the Code.



With one limited exception, the bill requires that
distributions under the "spinoff'" method be made pro rata
either with respect to all shareholders of the distributing
bank holding company or with respect to all holders of its
common stock. The Treasury Department had recommended that
non pro rata distributions be permitted.

The bill also adds a new exception to the general rule
under section 311(d) of the Code that gain be recognized by
a corporation which distributes appreciated property in
redemption of its own stock. Under the new exception, gain
will not be recognized by a corporation distributing appreciated
stock of a pre-existing banking or nonbanking subsidiary in
redemption of its own stock where the distributee is not a
tax-exempt organization. The Treasury had recommended a
broader exception to section 311(d).

The second method provided by H.R. 11997 for obtaining
tax relief in connection with a required divestiture is the
"installment'" method. Under this method, a bank holding
company selling either its bank or nonbank property may
elect to pay the tax attributable to the sale in equal
annual installments over at least a 10-year period. The
first installment would be due on the due date of the
taxpayer's return for the taxable year in which the sale
occurred. Subsequent installments are to be paid annually
thereafter with the latest installment payable on the due
date of the taxpayer's return in 1985, or, if later, on the
corresponding day 10 years after the due date for the year
in which the sale occurred. Interest is not imposed upon
the deferred tax in the case of installments due through
1985, but is payable with respect to installments due after
1985. Under certain circumstances, the installment payments
are to be accelerated and the tax paid in full. In addition,
the Secretary of the Treasury or his delegate may require
the company to furnish a bond if he feels that it is necessary
to insure payment of the tax.

The tax relief provided under H.R. 11997 is available
for divestitures occurring from July 7, 1970, to December
31, 1980, the date upon which all required divestitures are
to be completed. The bill's effective date is October 1,
1977. Therefore, there will be no revenue effect for fiscal
year 1977. Thereafter, the revenue loss is estimated to be



approximately $50 million in fiscal year 1978, $25 million
in fiscal year 1979, $50 million in fiscal year 1980, and
$60 million in fiscal year 1981. Of this $185 million
amount, $125 million would be returned to the Treasury
during the period 1981 through 1990 as installment payments
are made with respect to the taxes deferred under the
installment payment method.

Treasury supported the enactment of H.R. 11997. With
the exceptions noted above, the bill essentially embodies
the recommendations of Treasury with respect to the appropriate
forms of tax relief to be provided to bank holding companies
required to make divestitures pursuant to the Bank Holding
Company Act Amendments of 1970,

The Treasury Department recommends that the President
approve H.R, 11997.

Sincerely,

William M. Goldstein

Deputy Assistant Secretary
for Tax Policy

Director, Office of
Management and Budget
Attention: Assistant Director for
Legislative Reference,
Legislative Reference Division
Washington, D.C. 20503



SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

OFFICE OF
THE CHAIRMAN

September 28, 1976

HAND DELIVERED

The Honorable James T. Lynn
Director

Office of Management and Budget
Executive Office of the President
Washington, D.C. 20543

Attn: James M. Frey
Assistant Director for
Legislative Reference

Re: H.R. 11997 - The Banking Holding Company Tax Act of 1976.

Dear Mr., Lynn:

In accordance with your request of September 23, 1976, we have
considered H.R. 11997, the Bank Holding Company Tax Act of 1976, an
enrolled bill. The Bill would amend the Internal Revenue Code of 1954
with respect to tax treatment of certain divestitures of assets by

bank holding companies.

The Commission is presently engaged in a Congressionally-
mandated study of the securities activities of banks (Securities Ex-
change Act of 1934, Section 1llA(e), added by Securities Amendments
Act of 1975, P.L. 94-29, June 4, 1975). As a result of that study,
the Commission could propose legislation which, if adopted, might
affect the activities of banks.

We understand, however, that the amendments accomplished
by the Bill would not apply to the continuing operating activities
of bank holding companies, but rather would give favorable tax
treatment to one-time or infrequent divestitures required for com-
pliance with the Bank Holding Company Act. Therefore, we have no
objection to enactment of the Bill.

Sincerely yours,

erick M. Hills
Chairman




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

0CT 1 1976

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill H.R. 11997 - Bank Holding Company

Tax Act of 1976
Sponsor - Rep. Ullman (D) Oregon

Last Day for Action

October 8, 1976 - Friday

Purgose

Provides tax relief with respect to certain divestitures made
by bank holding companies pursuant to the Bank Holding Company
Act Amendments of 1970.

Agency Recommendations

Office of Management and Budget S Approval

Department of the Treasury - Approval

Federal Reserve Board No objection{Informally!
Securities and Exchange Commission No objection
Discussion

Under the Bank Holding Company Act of 1956, and its amendments

in 1966, bank holding companies controlling two or more banks
were required to divest themselves of either their bank or non-
bank assets. In 1970 the Bank Holding Company Act was further
amended to require one-bank holding companies to divest themselves
of either their banking or nonbanking assets before 1981. An
exception was made for one~bank holding companies which had
engaged in nonbanking activities prior to June 30, 1968.

In recognition of the tax burden which would result from the

forced divestiture of some of a bank holding company's assets,
the 1956 and 1966 legislation permitted bank holding companies
to make tax-free distributions, generally known as "spinoffs",



Calendar No. 1126

941H CONGRESS SENATE Rerorr
2d Session No. 94-1192

BANK HOLDING COMPANY TAX ACT OF 1976

AvausT 31 (legislative day, Aveust 27), 1976.—Ordered to be printed

Mr. Lone, from the Committee on Finance,
submitted the following

REPORT

[To accompany H.R. 11997]

The Committee on Finance, to which was referred the Act
(H.R. 11997) to amend the Internal Revenue Code of 1954 with
respect to the tax treatment of certain divestitures of assets by bank
holding companies, having considered the same, reports favorably
thereon without amendment and recommends that the bill do pass.

I. SuMMARY

In general, the Bank Holding Company Act Amendments of 1970
require a bank holding company (generally any company controlling
a bank) to divest either its banking or nonbanking properties on or
before December 31, 1980. At the time of enactment, it was anticipated
that the Congress would later consider the need for legislation to pro-
vide relief from any tax burden resulting from the divestitures re-
quired under the Amendments.

With respect to distributions previously required under the Bank
Holding Company Act of 1956 (and its amendment in 1966), bank
holding companies which controlled two or more banks were permitted
to make tax-free distributions (referred to as “spinoffs”) of either
their bank or nonbank assets, as the case may have been. This special
treatment provided for the nonrecognition of any gain to the share-
holders, upon the distribution to them of banking or nonbanking
property, including stock of a subsidiary. The tax on any gain realized
by shareholders, or on any property received by them, would be im-
posed upon their later disposition of the stock or other property
received in the spinoff.

The bill provides two possible methods in which tax relief may be
obtained by individuals and corporations for divestitures made by a
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bank holding company of either bank or nonbank property under the
Bank Holding Company Act Amendments of 1970. First, the bill pro-
vides that a bank holding company may distribute either bank or non-
bank assets to its own shareholders without inelusion in inecome or
recognition of gain by such sharcholders. This “spinoff” approach 13
generally the same as that adopted for divestitures under the bank
holding company legislation enacted in 1956 and 1966. Second, the hill
permits a bank holding company to sell its banking or nonbanking
assets in a taxable sale or exchange. and to pay the income tax in-
curred by it in installments over a 10-year period to the extent the tax
is attributable to divestitures made pursuant to the Bank Holding
Company Act Amendments of 1970.

IT. Reasons ror Bin

Bank holding compary legislation

The Bank Holding Act of 1956 was enacted in response to a concern
about concentrations of economic power if holding companies were
allowed to control not only large numbers of banks but also non-
banking enterprises. A bank holding company was defined in the 1956
Act as an entity which owned or controlled 25 percent or more of the
voting shares of two or more banks.

In general, a corporation coming within the terms of the bank hold-
ing company legislation was given its choice of two alternative
routes—to remain a bank holding company, or to dispose of its interest
in banks. f the corporation decided to remain a bank holding com-
pany subject to the supervision of the Federal Reserve Board, it had
to divest itself of any so-called “prohibited property,” ar. monbank
assets. S

In 1966, a number of technical amendments were made to the 1956
Act and one exception to the definition of bank holding company was
removed.} . )

During the late 1960’s, there was a dramatic growth not only in the
number of commercial banking enterprises which became affiliated
with one-bank holding companies, but also in the extent such entities
controlled commercial banking activity. As as result of this change
in the structure of U.S. commercial banking ownership, the Congress
enacted the Bank Holding Amendments of 1970. )

Of the 1970 amendments, the most significant is .the extension
of the Act to cover, for the first time, one-bank holding companies
(i.e., any company controlling 25 percent or more of the voting shares
of a bank). As a result, one-bank holding companies are made sub-
ject to the requirements of the Federal Reserve Board regarding ex-
pansion in their banking activities, In addition, one-bank holding
companies which are engaged in both banking and nonbanking ac-
tivities are generally required to divest themselves of either their bank-
ing or nonbanking assets before January 1. 1981. However, a “gand-
father clause” in the 1970 amendments, provided that a one-bank hold-
ing company is generally not required to divest itself of those non-

1 The repealed exception had provided that a_company was not to be considered a bank
hol(?‘;ng eo’mpanv i it was registered prior to May 15. 19335, under the Investiment Com-
pany Act of 1940 (or was an afiliate of snch a- company) unless the company or ifs
aflnte directly owned 23 percent or more of the voting shares of each of two or more

banks.

o A
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banking activities in which it was lawfully engaged on June 30, 1968.2

In addition, the Federal Reserve Board is authorized to determine
that a company owning between 5 percent and 25 percent of the voting
stock of a bank or noIr:Eanking corporation possesses a “controlling in-
fluence” in the bank or nonbank and should also be treated as con-
trolling the bank or nonbanking corporation.

Taxr treatment of divestitures

In case of distributions required under the Bank Holding Company
Act of 1956 (and its amendment in 1966), bank holding companies
which controlled two or more banks were permitted to make tax-free
distributions (referred to as “spinoffs”) of either their bank or non-
bank assets, as the case may have been, This special treatment provided
for the nonrecognition of any gain to the shareholders upon the dis-
tribution to them of banking or nonbanking property, including stock
of a subsidiary. Instead, tax on any gain was imposed on the share-
holders upon their later disposition of the stock received in the spinoff.-

In the absence of special tax legislation, many distributions required
to be made pursuant to the Bank Holding Company Act Amendments
of 1970 will be taxable to the distributees as dividends subject to
ordinary income rates.’?

In addition, the bank holding company itself generally would be re-
quired to recognize gain on appreciated property (such as stock of a
banking or nonbanking subsidiary) distributed by it in a redemption
of its own stock, unless the distribution qualifies as a distribution in
complete or partial liquidation of the company.* -

On the other hand, 1f property is sold by a bank holding company to
satisfy the divestiture requirements, gain is recognized. The involun--
tary comnversion provision of the tax law (sec. 1033), which provides
for nonrecognition of gain, is not available, since this provision does
not treat these divestitures as an involuntary conversion. Conse-
quently, a direct sale by a bank holding company will ordinarily be
a taxable disposition, producing taxable gain or deductible loss. =

While a distribution in the form of a spinoff (for which the relief
provided in 1956 and 1966 may be useful for some of the divestitures
made pursuant to the 1970 amendments, the number and types of bank

holding companies which are subject to the 1970 legislation will, in

2 Properties which are covered by the grandfather provision are not generally subject to
the divestiture requirements; However, in a situation of this type the Board retains stg-
nificant controls on the anthority of the hank holding o%mnany to acquire new businesseg
or to expand existing businesseés, and may terminate applicabllity of the grandfather clause
for a company in certain eases.

#Generally. in the case of a redemption of stock by a bank holding company, the re-
demptioh ' would. bé treatéd as a sale or exchinge of a capital asset by the shareholder,
rather than a dividend. only if the redemption {s nnt essentially equivalent to a dividend
(sec. 3023 or If the redemption i3 treated ag a distribution in eomplete or partial liquida-
tion of ‘the company (sec. 331), Nonreeognition treatment would be available if the dis-
tribution qualifies under the divisive reorganization provisions of present law (sec. 353},
This provision permits a corporation to distribute to its own shareholders stock of a con-
trolled (80 percent or greater ownership) corporation without an immediate dividend tax
or recounition of galn by the receiving shareholders. Under thig provision, the shareholders
may or may not simultaneonsly exchange some of their stock in the digtribnting company.
Several prerequisites must be satisfied before this benefit under section 853 ean be ob-
tained, however. Two of these reguirements ave that both corporations must be engaged
in aetive conduct of a trade or business immediately after the distribution, and the dis.
tribnted company must have actively conducted a trade or businesg for at least 5 years
before the distribution. .

* Under the Tax Reform Act of 1989, recognition of gain by a corperation using appre-
ciated property to redeem its own stock was required in certaln cages (see. 311(d)). In-
claded among the exceptions to this rule was a distribution of stock or seeurities pursuant
to a final judgment under an antitrust proceeding. A similar exception for distributions
reguired nnder the Bank Holding Company Act was not considered necessary at that time.
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‘many instances, make the spinoff distribution impractical. For exam-
‘ple, some of the bank holding companies which will be sub.]ect. to the
1970 amendments are widely held. In such a situation, the distribution
of the stock of a subsidiary to the shareholders of the bank holdm’g
company would frequently result in many of the holding company’s
shareholders receiving only a small number of shares {or in some
cases fractions of whole shares). Further, if the distribution consists
of stock issued by a bank which serves only a local or regional market,
the shareholders of the holding company would receive an investment
in which they may have little or no interest.®
In those cases where it is not feasible to distribute stock, mamy bank
holding companies will be forced to sell the interests required to be
divested. In these circumstances, the committee believes that an al-
ternative form of relief should be provided.® . . .
-Accordingly, the bill provides two methods in which tax relief
“may be obtained by individuals and corperations for divestitures made
by a bank holding company (pursuant to the Bank Holding Company
Act Amendments of 1970) of either bank or nenbank property;
namely, a “spinoft” method and an installment payment of tax method.

II1. ExrraxaTiON oF BiuL

As indicated above, the bill provides two possible methods in which
tax relief may be obtained by individuals and corporatiens for divesti-
-tures made by a bank holding company of either bank or nonbank
‘property pursuant to the Bank Holding Company Act Amendments
of 1970. o o
OfFlirst the bill provides that a bank holding compan; ma{ distribute
either the bank or nonbank assets to its own shareholders (or, in some
-cases, security holders) without inclusion in income or recognition of
ain by these stock (or security% holders. However, any loss realized
y a shareholder (or security holder) as a result of a distribution may
‘be recognized. This “spinoff” approach is generally the same as that
-adopted with respect to divestitures under the bank holding company
legislation enacted in 1956 and 1966. . ]

Second, the bill permits a bank holding company to sell its banking
-or nonbanking assets in a taxable sale or exchange and to pay the in-
come tax incurred at the corporate level in installments over at least

a 10-year period with respect to sales or exchanges made under the
divestiture requirements of the Bank Holding Company Amendments
of 1970. - o . .

The methods of tax relief for divestitures permitted by the bill are
not intended, however, to be exclusive. As a result they do not limit
the availability of any tax relief for dispositions covered specifically
by other provisions of the code. For example, a bank holding com-
‘pany could make a required divestiture by means of a spmo_ﬁ’ coyered
.at the shareholder level by section 355 of present law (distribution of

s cases, distribution of the stock of a subsidiary to the shareholder of the
ho!(%ilexgsgg]n?pany will not be feasible beecause it would result in the holding company being
unsable to service acgulsition indebtedness, or to pay dividends on preferred stock which
-1t isgued for the orlginal acquisition of the gsubsidiary.

¢ In addition to the tax relief extended under present law to divestitures required under
the Bank Holding Company. Act, nonrecognition of galn or loss treatment has been pro-
- vided with respect to certain exchanges required under Federal Communications Commis.
sion policies (see. 1071) and certain exchanges or distributions made in obedience to
.orders of the Seenrities and Exchange Commisston (see. 10813,
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stock of a controlled corporation) if the specific requirements of that
provision are otherwise fully satisfied.
Spinoff method

With respect to the spinoff approach, the bill generally adopts the
provisions contained in present law (secs. 1101~1103), which applied
to divestitures made pursuant to the 1956 and 1966 bank holding com--
pany legislation. i

In general, a corporation coming within the terms of the bank
holding company legislation of 1970 is given its choice of two alterna--
tive routes—to remain a bank holding company and divest its pro-
hibited nonbanking assets, or to dispose of its interest in banks and,.
as a result, cease to be a bank holding company.

If a corporation decides to remain a bank holding company, subject-

to supervision by the Federal Reserve Board, it must divest itself of
any “prohibited property” (that is, nonbank Froperty), Under the
“spinoft” approach, nonbanking property (inc uding stock) may be
distributed to a bank holding company’s shareholders without recog-
nition of gain by them on the distribution.
- For this purpose, “prohibited property,” in general, means stock,.
securities or other obligations, or other assets of nonbanking busi-
nesses to the extent the bank holding company is required to divest
itself of such assets, pursuant to the Bank Holding Company Act
Amendments of 1970. The term does not include cash, government.
bonds or certain short term obligations.

The distribution of “prohibited property” may be made either di-
rectly to the shareholders of the corporation which is a bank holding-
company (with or without a surrender by the shareholders of some of
their stock in the holding company) or may be transferred, together
with other nonbank property, to a wholly owned subsidiary created ex-
pressly for the purposes of receiving the prohibited property.” In the-
latter situation, the stock of the subsidiary must be immediately dis-
tributed to the shareholders of the corporafion which is a bank holding-
company if the distribution is to qualify for nonrecognition of Zain
to (ornoninclusion in income of) the shareholders.

If a corporation which qualifies as a bank holding company decides.
to cease to be a_bank holding company (that is, if it wants to con-
tinue its nonbank activities), it must divest itself of its bank property..
Under the “spinoft” approach, it may distribute to its sharehold-
ers any bank stock or other property of a kind which causes it to
be a bank holding company, without the recognition of gain
to the distributee shareholders (if they exchange some of their stock
in the holding company) or without current inclusion in their income
(if they retain their stock in the holding company). As in the case
where a bank holding company divests its nonbanking property, as.
indicated above, nonrecognition is available whether the bank stoek or-
other similar property is distributed directly to shareholders or
whether it is first transferred to a wholly owned subsidiary expressly

"In the case where a wholly owned subsidiary is created to receive the prohibited prop-
erty, certain amounts of working capital may be transferred in addition te the prohibited
property. However, the nourecognition Frovlsions of this bill would not apply if the
subsidiary receives a greater amount of working capital than is necessary under the-
circumstances or if other evidence indicates the existence of a plan one of the principal
purposes of which 1s to distribute earnings and profits of a carporation.
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created for the purpose and the stock of the subsidiary is then imme-
diately distributed to the shareholders of the parent company.

The spinoff provisions will not apply to a distribution of prohibited
property if the bank holding company has made distributions of bank
property or has made an election under the installment payment pro-
vision with respect to the sale of bank property. Conversely, the spin-
ol provisions will not apply with respect to distributions of bank
property if distributions of prohibited property have been made by
the bank holding company under the spinoff provisions, or if it has
made an election to pay the tax installments with respect to pro-
hibited property.

Pro rata distribution requirements—In general, distributions must
be pro rata either with respect to all shareholders of the distributing
bank holding company or with respect to all holders of common
stock of the company. In the case of distributions to several classes
of shareholders, the determination of whether the distributions are
pro rata is to be made on the basis of the respective fair market values
of classes of stock. For this purpose, the respective fair market value
of the classes of stock may be determined as of a time reasonably
close to the date upon which distribution is made (e.g., two months
before the distribution is actually made) so the exchange ratio, if any,
may be specified in any prospectus required in connection with the
distribution.

Where the distribution is in exchange for stock (i.e., a redemption
of the bank holding company’s own stock), the pro rata requirement
will be satisfied if a good faith offer to distribute is made on a uniform
basis to all shareholders (including preferred shareholders) or to all
common shareholders of the holding company. The requirement of a
uniform offer means that the distributing company cannot offer dif-
ferent types of property to different shareholders; rather, it must
offer the same types of property to all of its shareholders or to all of
1ts common shareholders.

A limited exception is provided in the bill to permit non pro rata
distributions where the Federal Reserve Board requires it in order to
effectively separate banking and nonbanking businesses, e.g., if the
result of a pro rata distribution would be that the same small group
-of shareholders would continue their respective interests in two cor-
“porations rather than one. This exception applies only in the case of

-a qualified bank holding corporation which does not have more than

10 individual shareholders (other than an estate) at any time during
‘the period beginning on July 7, 1970, and ending after the final distri-
bution required under the Bank Holding Company Act is made.
Further, this exception is to apply only if the Board certifies that a
pro rata distribution is not appropriate to effectuate the policies of
the Bank Holding Company Act and that a disproportionate distri-
bution is necessary or appropriate to effectuate such policies. In this
case, the Board is to make such certification only after consultation
with the Secretary of the Treasury or his delegate. The requirement
for consultation with the Secretary or his delegate is intended to give
the Treasury Department an opportunity to advise the Board with
respect to tax avoidance possibilities which might result from a dis-
proportionate distribution,

7

Where distributions of divestiture property (banking or nonbank-
ing property as the case may be) are made directly by a qualified bank
holding corporation, the distributions may be pro rata with respect
to common shareholders without the surrender of shares of the dis-
tributing company held by them. In the case where the divestiture
property is transferred to a wholly owned subsidiary and then the
stock ofy the subsidiary is distributed, the common stock of the subsidi-
ary may be distributed to all shareholders or only to the common
shareholders of the distributing corporation without the surrender of
shares in the distributing corporation, In addition, preferred stock or
common stock in the subsidiary may be distributed in redemption of
the holding company’s own common and preferred stock (subject,
however, to the tender offer requirement under the pro rata rule in the
bill). In addition, if the exception to the pro rata requirements
applies, the holding company may distribute preferred or common
stock or securities of the subsidiary in exchange for the holding com-
pany’s own securities.

Efect on shareholders—1If shareholders of a bank holding company
do not recognize gain on a distribution of property to them in exchange
for stock or securities held by them in the holding company, the basis
of the property received by a shareholder is the same as the basis of
the stock or securities exchanged. If property is received by such share-
holders without an exchange of stock by them, the shareholder is re-
quired to allocate his basis in the stock of the bank holding company
between such stock and the property distributed to him. Thus, the tax
which would have otherwise been incurred by a shareholder with re-
spect to a distribution is generally postponed until the shareholder dis-
poses of the stock or property which is received.

Use of appreciated property by corporation to redeem its stock.—
As a result of the Tax Reform Act of 1969, present law taxes any
@ain to a corporation which distributes appreciated property in re-
demption of its own stock (sec. 311(d)). However, a number of ex-
ceptions were provided to this rule at that time.® The bill adds another
additional exception providing that gain will not be recognized by a
corporation distributing appreciated stock of a pre-existing banking
or nonbanking subsidiary in redemption of its own stock.

This additional exception to section 311(d) is not to be available
for distributions of assets other than stock. Morever, the exception is to
be available only for distributions made directly by the holding com-
pany (under new secs. 1101(a) (1) or (b) (1)) and does not apply to
distributions of stock of any newly created subsidiary.? This excep-
tion is not to apply where the distributee is a tax-exempt organization.

~Other than this exception for the distribution of appreciated stock,
the usual provisions of the tax laws applying to the distributing com-

8 The rule does not apply to (1) a distribution in partial or complete liguidation of
a ecorporation, (2) a distributlon of stock or securities in a divisive reorganization, (3)
certain complete redemptions of a 10-percent shareholder, (4) certain distributions of
stoek of a dO-percent controlled corporation, (&) certaln distributions of gtock or securi-
ties pursuant to the terms of a judgment requiring divestiture under the antitrust laws,
(6) certain distributions in redemption of stock to pay death taxes. (7) certain distribo-
tions to a private foundation in redemption of stock, and (8) certain distributions by a
regnlated investment company in redemption of its stock.

9 If gtock of a newly created subsidiary could be distributed under the protection of the
new exemption to sec. 311(d), the rale ljmiting the exception to stock distributions conld
be circumvented by transferring business assets to a newly created subsidiary and then
distributing the stock of that subsidiary to the shareholders of the bank holding company.
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pany. That is, gain generally is recognized to the distributing corpora-
tion in the case of distributions of LIFO inventory, in the case of dis-
tributions of property subject to a liability in excess of its adjusted
basis, and in the case of distributions of certain installment obligations
(secs. 311 and 453). In the case of distributions of property in kind, the
depreciation recapture provisions are to apply as under present law
(secs. 1245 and 1250). Further, the investment credit recapture pro-
visions are to apply as under present law with respect to dispositions
of depreciable tangible property (sec. 47).

Installment method

The second form of tax relief provided by the bill permits the tax-
payer to make installment payments of the tax attributable to a
divestiture accomplished by a sale or taxable exchange of bank or non-
bank property, as the case may be. Under the installment payment
provision, a bank holding company selling bank property or nonbank
property, after July 7, 1970, may elect to pay the tax attributable to
the sale in equal annual installments. The first installment is to be due
on the due date of the taxpayer’s return of taxes for the taxable year
in which the sale occurred. The installments are to be paid annually
thereafter with the last installment payable on the due date of the tax-
payer’s return in 1985, or, if later, on the corresponding date 10 years
after the due date for the year in which the sale occurred. If the tax-
payer makes more than one sale under the 1970 bank holding comnany
legislation, the tax attributable to each sale may be paid on an install-
ment basis beginning in the vear after each sale was made.

As indicated above, the bill provides for a minimum installment
period of 10 years. Thus, in the case of a sale in 1980, the installment
period would be available until 1990 (rather than 1985). However,
interest is not imposed upon the deferred tax in the case of install-
ments due through 1985, but is payable with respect to installment
pavments due after 1985.

The installment payment of tax is not to be available for a sale of
nonbank property if the bank holding company elects to apply the
provision to the sale of bank property or if the company has dis-
tributed bank property under the spinoff provisions. Conversely, the
installment payment of tax is not to apply with respect to a sale of
bank property if the bank holding company elects to pay the tax in
installments with respect to nonbank property or has distributed non-
bank property under the spinoff provisions. If the bank holding com-
pany elects to report gain on a sale under the regular installment
method (section 453), it is not to be entitled also to elect for this sale
the special instaliment method provided here.

If the company elects to pay the tax in installments, the payments
are to be accelerated and the tax paid in full if (i) an installment is
not paid on or before its due rate: or (ii) the Federal Reserve Board
fails to make a certification, within the time prescribed that the com-
pany has disposed of all the property the disposition of which is neces-
sary to effectuate the policies of the Bank Holding Company Act or
that the company has ceased to be a bank holding company.

Tf the company elects to pay the tax in installments, the Secretary
of the Treasury or his delegate may, if he feels that it is necessary to
ensure payment of the tax, require the company to furnish a bond.
The provision relating to bonds (sec. 6165) where the time to pay the
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tax has been extended, is to apply as though the Secretary is extending
the time for the payment of tax. The running of the period of
limitations for the collection of the tax attributable to a sale is to
be suspended for the period during which there are any unpaid
installments. :

Rules of General Applicability o

The tax relief provided under the bill is available for divestitures
occurring from July 7, 1970, through December 31, 1980. In general, a
bank holding company must be gualiﬁed as such and the property
being divested must have been held as of July 7, 1970. This date 1s the
date upon which the Senate Banking and Currency Committee an-
nounced that it was reporting out a bill dealing with one-bank holding
companies. This restriction is considered necessary to preclude tax
relief for acquisitions made after it became clear that the separation
of banking and nonbanking businesses was to be required of the one-
bank holding companies. . .

Since the Bank Holding Company Act of 1970 requires all divesti-
tures to be made by December 31,1980, the tax relief is made available
only for those divestitures which will have taken place by that date.

Gualification of holding oompagg.—Under the bill, a bank holding
company is treated as a “qualified bank holding corporation” only
if it was “controlling” a bank for purposes of the Bank Holding Com-
pany Act as of July 7, 1970, or is later determined to be a qualified
bank holding company because of (1) property acquired by it on or
before July 7, 1970, or (2) property received after such date in a dis-
tribution from another qualified bank holding corporation, or (3)
stock of a subsidiary it acquired after that date if the subsidiary was
created for the purpose of receiving property required to be distrib-
uted by the company. . Lo

Generally, this definition includes a company which directly or indi-
rectly owned 25 per cent or more of the stock of a bank or another
bank holding company on July 7, 1970. In addition, the definition
includes a company subsequently determined to be a bank holding
company by the Federal Reserve Board because it exercises a “con-
trolling influence” over a bank if the determination was made on the
basis of the bank shares owned as of July 7, 1970, by the company.
Thus, in such a case, the determination of the Federal Reserve Board
is to be given retroactive effect for purposes of the tax provisions. Of
course, the provisions of the bill relate solely to the treatment of a
company as a qualified bank holding corporation for tax purposes.
They do not relate in any respect to the effect, if any, of the Board’s
determination for purposes og the Bank Holding Company Act, e.g.,
applicability of grandfather privileges under the Act.2

The bill extends the tax relief provisions to distributions or sales by
a subdisiary of a bank holding company. These distributions or sales
would be subject to the same requirements applicable to the “parent”
holding company, e.g., the property must satisfy the cutoff date and

10 Generally, it iz the position of the Federal Reserve Board that a determination relating
to the status of a company as a bank holding company will be retroartive only when the
company directly owned as much asg 25 percent of a bank. A finding that a company {s a
bank holding company because of its “controlling influence’” 1s not given retroactlve effect,
(Federal Reserve Order of January 15. 1976, relating to Orwig & Co., Inc., and Perpetual
OQorp.-Pierce Natlonal Life Insurance Co., 1973 Federal Reserve Bulletin 218.) In most
cases, the prospective determination of statns as a bank holding company results in the
dental of grandfather privileges under the Bank Holding Company Act.

8. Rept. 84-1192-—2
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the Federal Reserve Board must certify that divestiture is necessary
or appropriate to effectuate the policies of the Act.’* For this purpose,
the term “subsidiary” has the same meaning as under the Bank Hold-
ing Company, Act 1.e., generally, a subsidiary is a company in which
the holding company directly or indirectly owns 25 percent or more of
the voting stock. o

Under the bill, a successor corporation in a type “F” reorganization
(mere change in identity or place of incorporation) is to be treated as
a qualified bank holding corporation if its predecessor satisfied the
qualification requirements. )

Eligibility of property—The tax relief is, generally, available only
for distributions of property owned on July 7, 1970, by a qualified
bank holding corporation. This restriction is not generally to apply
to property acquired after that date if it is received in a distribution
by another bank holding eorporation, or to the stock of a subsidiary
which is created to receive the property required to be distributed by
the holding company. : )

In addition, the cutoff date is not generally to apply to certain
other “substituted” property received by a bank holding company in
a nontaxable transaction. Thus, the cutoff date is not to apply to non-
taxable stock dividends received by the holding company, property
recetved in a liquidation of a subsidiary in which gain or loss was not
recognized, and property received in certain reorganizations to the
extent gain or loss was not recognized. The reorganizations within the
scope of the substituted property rules include mergers (a type “A”
reorganization),’? stock-for-stock exchanges (a type “B” reorganiza-
tion}, recapitalizations (a type “X” reorganization) and mere changes
in identity or place of incorporation (a tyvpe “F” reorganization).
Tf, in any of these reorganizations, additional consideration is received
by the holding company which is required to be recognized under
present law (sec. 356), this additional property is not to be treated
as substituted property under the bill (although the additional con-
sideration will not prevent nonrecognition property received in the
same reorganization from being treated as substituted property for
purposes of this bill).

The substituted property rules are to apply to property received
in the liquidation of & subsidiary only if the property could have been
distributed to shareholders without the recognition of income under
the provisions, e.g.. the property was held by the subsidiary on July 7,
1970. Property received in a merger or stock-for-stock exchange are to

ualify under the substituted property rules if it is received in ex-
change for property which satisfied the cutoff date and the substituted
property is also required to be divested. Also, there may be successive
transactions involving substituted property and the substituted prop-

o In certain cases, & parent corperation may be treated as a bank holding company be-
cause its subsidiary owns stock in a bank. If the corporation owning the bank stock is a
subsidiary for purposes of tax law {(generally the parent corporation owns 80 percent of
the voting stock), tax relief under the divestiture provisions is available because the sub-
sidiary could be liquidated into the parent corporation without the recognition of gain.
and then the parent corporation could distribute the bank stock to its shareholders without
recognltion of income by the sbharcholders. However, a company may be treated as a
subgidiary of a bank bolding company under the bank holding company provisions if the
holding company owns 25 percent or more of its stock. Thus, in the case where a corpora-
tion is treated as a subsidiary under the Bank Holding Company Act but not under the
Internal Revenue Code, bank stock owned by the subsidiary may not be distributed without
the recognition of income unless it s treated as a bank holding comnany.

Thiz would include mergers {reated as a type “A’ reorganization when using stock
of a rcontrolling corporation or a controlling merged corporation as deseribed in section

268{a){2) (D) or (W).

%
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erty rules will be satisfied so long as the property acquired after July 7,
1970, can be traced back through successive tax-free transactions to.
property held on that date. '

Under present law, one of the requirements for a tax-free reorga-
nization is that there be a continuity of interest on the part of those
persons who, directly or indirectly, were the owners of the enterprise.

rior to the reorganization (Reg. § 1.368-1). The Internal Revenue:

ervice has ruled that the continuity of interest requirements are
satisfied even though, at the time of the reorganization; a shareholder
was required by a court decree under the antitrust laws to dispose of
the stock by the end of a 7-year period (Rev. Rul. 66-23, 1966-1 C.B..
67). The committee understands that in some situations a bank holding
company which desires to continue to engage solely in nonbanking
activities may, before making a divestiture, transfer 1ts banking prop-
erties to another corporation in a nontaxable reorganization. If stock
received in the other corporation is promptly divested by the holding
company, the prior transaction might not qualify as a tax-free reorga-
nization on continuity of interest grounds because of the divestiture re-
guirements. Solely in order to facilitate divestitures under the tax
provisions of the bill, the committee intends that the tax status of a
reorganization in these circumstances should not be adversely affected
by the divestiture requirements under the Bank Holding Company Act
where a bank holding company disposes of shares received in the
reorganization shortly after the reorganization oceurs.

Five-percent ownership rule—Regnlations promulgated under pres-
ent law (sec. 1101), provides that, to the extent that the distribution
made by the bank holding company represents a 5 percent (or less)
interest in the stock of a company, nonrecognition treatment is not
available. This position is based upon the fact that the bank holding
company legislation esempts from the divestiture requirement an in-
terest in a company which does not include move than five percent of
the outstanding shares of the company. Your committee believes that
a bank holding company making a distribution of either bank prop-
erty or nonbanking property, under the divestiture requirements of
bank holding company legislation, should be eligible for tax relief
under the bill on the entire amount. Consequently, the bill provides
tha the term “prohibited property” also includes shares of any com-
pany which a bank holding company may retain under the Bank
Holding Company Act (sec. 4(c)(6)) if shares of a company are
owned 1n excess of 5 percent and treated as property subject to the
divestiture requirements of the Act,

“Grandfather” property.—The bill provides that the determination
of whether property is eligible for tax relief under the bill is to be
made without regard to the grandfather proviso of sec. 4(a) (2), of
the Bank Holding Company Act, i.e., property held before June 30,
1968. Thus, even though property may be retained hecause it repre-
sents pre-June 30, 1968 activities which are not generally subject to the
divestiture requirements), it may he eligible for tax relief if the Board
certifies that, without regard to the grandfather privileges, the dis-
tribution is necessary or appropriate to effectuate the purposes of the
bank holding company legislation. However, the tax relief is to be
available only if the company irrevocably elects to forego the exemp-
tion from the divestiture requirements as to all property to which the
exemption applies. )
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Certain family owned companies—-The Bank Holding Company
Act of 19;6 (sé/c. 4(c)(i1)) 2[;)rovides an exception to the dlvest}%
ture requirements for a company covered by the 197 O_amendments 1
more than 85 percent of the voting stock was collectively owned on
June 30, 1968, and continuously thereafter, by members of the same
family (or their spouses) who are lineal descendants of common
ancestors. The bill extends the tax relief provisions to cover a com-
pany coming within this exemption if the company elects to Wawl(;
the application of the exemption and dispose of either all of its barll1
property or all of its nonbanking property. In other respects, the
requirements for obtaining the tax relief are to be the same as for any
other bank holding company, e.g., the property must be held by the
bank holding company on July 7, 1970 and the Federal Reserve Board
must certify that the disposition is an appropriate reflection of the
general divestiture requirements of the Bank Holdln% Company Act.

Oertification by Federal Reserve Board—Under the bill, the Fed-
eral Reserve Board is required to make both an initial certification
before any distribution or sale by a bank holding company and a final
certification that the required distribution or sale has been made. Ini-
tially, the Board must certify that the distribution or sale is necessary
.or appropriate to effectuate the policies of the bank holding company
legislation. In addition, the Board must issue a final certification,
bofore the close of the calendar year following the calendar year 1n
which the last distribution or sale occurred, to the effect that the
‘corporation has disposed of all the property which is necessary or
Act. In the case of divestitures of bank property, nonrecognition treat-
ment is not to apply unless the Board certifies, before the close of the
calendar year following the calendar year in which the last distribu-
tion occurred, that the corporation has ceased to be a bank holding
company. ) ] )

The periods of limitation (provided in sec. 6501) are not to expire
with respect to a deficiency resulting from a distribution made under
the spinoff provisions until five years after the corporation notifies the
Secretary that the final certification (referred to above) has been
made or that the final certification will not be made. )

Special successor corporation rules—The bill contains a special suc-
«cessor corporation rule to deal with a situation brought to the com-
mittee’s attention. In this case, a company became a bank holding
company in 1974 through certain tax-free transactions in which it

cucceeded 8 to the controlling interests in banks and nonbanking assets
owned by another corporation, which is a trusted affiliate. In connec-
tion with these tax-free transactions, a predecessor corporation, which
would have been treated as a qualified bank holding corporation be-
cause it satisfied the general cutoff date of July 7, 1970, was merged
into a newly chartered bank corporation. o .
The effect of this special rule is to treat the corporations involved in
the tax-free transactions occurring after July 7, 1970 and before Au-
gust 1, 1974 and any subsidiaries ** of these corporations as satisfying
the general cutoff date of July 7, 1970. In addition, the shares of the
trusteed corporation (which are held for the benefit of the new control-
ling corporation as a result of the tax-free transactions) are to be

12 By a triangular merger and transfers of beneficlal interests by the shareholders of

or corporation. . cihs
th%%?fefﬁfs li')utpgse, the term “subsidiary’” means a subsidiary within the meaning

of the Bank Holding Company Act, ie.. a company in which the holding company
directly or indirectly owns 25 percent or more of the voting stock.
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treated as property acquired in substitution for property which satis-
fied the cutoff date. The special rule would not apply to property ac-
quired after the date on which the tax-free transactions occurred un-
less the general substituted property rules described above apply.

Effective Dates .

The “spinoff” amendments made by the bill are to be effective with
respect to distributions after July 7, 1970. The bill, however, is to take
effect on October 1, 1977. The effective date of the bill is postponed
until October 1, 1977, so that there will be no revenue loss until fiscal
year 1978.15

In the case of distributions occurring before enactment of the bill,
the period of limitations for refunds or credits is extended for one year
following the October 1,1977.

The provision relating to nonrecognition of gain by a corporation
using appreciated property to redeem its stock is to apply to distribu-
tions made after December 31, 1975, However, the bill also provides
that this provision is not to take effect until October 1,1977.

The installment payment of tax provision is to apply to sales made
after July 7, 1970. The bill, however, is not effective until October 1,
1977. As in the case of the spinoff approach, the postponement of the
effective date of the bill is provided so that there will be no revenue
loss until fiscal year 1978.

In the case of any sale which takes place on or before 90 days after
the date of enactment, a certification by the Federal Reserve Board is
to be treated as mmade before the sale if application for the certification
is made within 90 days after the date of enactinent.

In the case of a sale occurring before enactment of the bill, refunds
or credits are to be available for the portion of the tax attributable to
the sale not yet due on October 1, 1977 under the installment payment
provision. Under the bill, no refund may be made or credit allowed
under the provision before October 1, 1977.

Any refund due under this provision may be used by the Internal
Revenue Service as an offset to any outstanding deficiencies as pro-
vided under present law (sec. 6402). In the case of refunds attrib-
utable to sales, in two or'more taxable years-the refunds attributable
to the sales are to be used in the order of time as offsets to the de-
ficiencies arising in the order of time and in the manner provided under
present law where the taxpayer does not specify the liability being
satisfied (first as to interest, second as to penalties, and third as to
tax liabilities).

_In the case of an overpayment arising from the installment provi-
sions interest to the taxpayer is to be allowed for only for periods
6 months or more after the later of the date of enactment, the date
on which application for refund is filed, or the due date for filing the
income tax return for the taxable year in which the sale occurs.

15 In the case of any distribution which takes place on or before 90 days after the date
of the enactment of this bill, the requirement that the Federal Reserve Board certify that
the distribution is necessary or appropriate to effectuate the purposes of the Bank Hold-
ing Company Aet is to be treated as made before the distribution if an application for
certification is made before the close of the 90th day after the date of enactment. The final
certification (required by section 1101(e)) is to be treated as made before the close of the
calendar year following the calendar year in which the last distribution occurred if appli-
cg.tion {_or tltmt certification is also made before the close of the 90th day after the date
of enactment.
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IV. Cosrs or Carrvixe Our T Birn axp VOTE OF THE COMMITTEE
v Rerortine HLR. 11997
Revenue cost o )

In compliance with section 252(a) of the Tegislative Reorganiza-
tion Act of 1970, the following statement is made relative to the costs
incurred in carrying out H.R. 11997. The bill would become effective
on October 1, 1977, so that there would be no revenue effect for fiscal
year 1977. Thereafter, the revenue loss is estimated to be approxi-
mately $50 million in fiscal year 1978, $25 million in fiscal year 1979,
€50 million in fiscal year 1980, and $60 million in fiscal year 1981. Of
this amount, $125 miilion would be returned to the Treasury during the
period 1981 through 1990 as installment payments are made with re-
spect to the taxes deferred under the installment payment method.

In accordance with section 403 of the Congressional Budget Act of
1974. the Director of the Congressional Budget Office has not made
an estimate or comparison of the estimates of the cost of HL.R. 11997,
but has examined the committee’s estimates and agrees with the meth-
ods and the dollar estimates resulting therefrom.

Vote of the committee , o L

In compliance with section 133 of the Legislative Reorganization
Act of 1946, the following statement is made relative to the vote by
the committee on the motion to report the bill. H.R. 11997 was ordered

reported by a voice vote.
V. Cuances v Exmsting Law

Tn compliance with subsection 4 of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italics, existing
law in which no change is proposed is shown in roman):

IntervanL Revexve Cobr or 1954

* * * *® * sk »
Subtitle A—Income Taxes
LS #* * * s *® * )
CHAPTER 1—NORMAL TAXES AND SURTAXES

* & * %* * * *

Subchapter C—Corporate Distributions and
Adjustments

# * & % * * *»
PART I—DISTRIBUTIONS BY CORPORATIONS

o * * *® * -k *

Subpart B—Effects on Corporation

* * * * * * *

EREERCE o R
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SEC. 311. TAXABILITY OF CORPORATION ON DISTRIBUTION.

(a) Gexeran Ruie.—Except as provided in subsections (b), (¢),
and {d) of this section and section 453 (d), no gain or loss shall be
recognized to a corporation on the distribution, with respect to its
stock, of—- ,

(1) its stock (or rights-to acquire its stock), or

(2) property.

(b) IIFO INVENTORY.—

(1) Recoonirion or caiN.~—If a corporation inventorying
goods under the method provided in section 472 (relating to
last-in, first-out inventories) distributes inventory assets (as de-
fined in paragraph (2) (A) ), then the amount (if any) by which——

) the inventory amount (as defined in paragiaph
(2) (B)) of such assets under a method authorized by section
471 (relating to general rule for inventories), exceeds
(B) the inventory amount of such assets under the method
provided in section 472,
shall be treated as gain to the corporation recognized from the
sale of such inventory assets. :

(2) DerinrrioNs~—For purposes of paragraph (1)—

(A) Inventory assErs.—The term “Inventory assets”
means stock in trade of the corporation, or other property of
a kind which would properly be included in the inventory of
the corporation if on hand at the close of the taxable year.

(B) Invenxtory amountT.—The term “inventory amount”
means in the case of inventory assets distributed during a tax-
able year, the amount of such inventory assets determined as
if the taxable year closed at the time of such distribution.

(3) MeTHOD OF DETERMINING INVENTORY AMOUNT.—For pur-
poses of this subsection, the inventory amount of assets under a
method authorized by section 471 shall be determined—

: ~ (A) if the corporation uses the retail method of valuing

inventories under section 412, by using such method, or

(B) if subparagraph (A) does not apply by using cost or

market, whichever is lower,
{¢) Lxapinrry v Excess or Basis.—If—

(1) a corporation distributes property to a shareholder with
respect to it stock,

(2) such property is subject to a liability, or the shareholder
assumes a liability of the corporation in connection with the dis-
tribution, and

(3) the amount of such liability exceeds the adjusted basis
(in the hands of the distributing corporation) of such property,
then gain shall be recognized to the distributing corporation in an
amount equal to such excess ag if the property distributed had been
sold at the time of the distribution. In the case of a distribution of
property subject to a liability which is not assumed by the shareholder,
the amount of gain to be recognized under the preceding sentence shall
not exceed the excess, if any, of the fair market value of such property
over its adjusted basis.

(d) AppreciaTep Prorerty Usep To Reprem Stock.—

(1) Ix Geverar—If—
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(A) a corporation distributes property (other than an
obligation of such corporation) to a shareholder in a redemp-
tion (to which subpart A applies) of part or all of his stock
in such corporation, and )

(B) the fair market value of such property exceeds its
adjusted basis (in the hands of the distributing corporation),

then again? shall be recognized to the distributing corporation in
an amount equal to such excess as if the property distributed had
been sold at the time of the distribution. Subsections (b) and (c) shall
not apply to any distribution to which this subsection applies.
(2) Exoeprions axp uimiraTions.—Paragraph (1) shall not
apply to— )

(A) a distribution in complete redemption of all of the
stock of a shareholder who, at all times within the 12-month
period ending on the date of such distribution, owns at least
10 percent in value of the outstanding stock of the distribut-
ing corporation, but only if the redemption qualifies under
section 302(b) (3) (determined without the application of
section 302(c) (2) (A) (i1)); o

(B) a distribution of stock or an obligation of a corpora-
tion—

i) which is engaged in at least one trade or business,
gii) which has not received property constituting a
substantial part of its assets from the distributing cor-
poration, in a transaction to which section 351 applied or
as a contribution to capital, within the 5-year period end-
ing on the date of the distribution, and )
(iii) at least 50 percent in value of the outstanding
stock of which is owned by the distributing corporation
at any time within the 9-year period ending one year
before the date of the distribution;

(C) a distribution hefore December 1, 1974, of stock of a
corporation substantially all of the assets of which the dis-
tributing corporation (or a corporation which is a member
of the same affiliated group (as defined in section 1504(a))
as the distributing corporation) held on November 30, 1969,
if such assets constitute a trade or business which has been
actively conducted throughout the one-year period ending on
the date of the distribution;

(D) a distribution of stock or securities pursnant to the
terms of a final judgment rendered by a court with respect to
the distributing corporation in a court proceeding under the
Sherman Act (26 Stat. 209; 15 U.S.C. 1-7) or the Clayton
Act (38 Stat. 730; 15 U.S.C 12-27), or both, to which the
United States is a party, but only if the distribution of such
stock or securities in redemption of the distributing corpora-
tion’s stock is in furtherance of the purposes of the judgment ;

(E) a distribution to the extent that section 303(a) (re-
lating to distributions in redemption of stock to pay death
taxes) applies to such distribution ;

t Probably should he “a gain”.
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(F) a distribution to a private foundation in redemption
of stock which is described in section 537(b)(2)(A) and
(Be ; [and] ) i
G) a distribution by a corporation to which part I of
subchapter M (relating to regulated investment companies)
applies, if such distribution is in redemption of its stock

! upon the demand of the shareholder [ ; and
. (H) a distribution of stock to a distributee which is not
an orqanization exempt from taw under section 501(a), if
with respect to such distributee, subsection (a) (1) or (b) (1)
cg section 1101 (relating to distributions pursuant to Bank

olding Company Act) applies to such distribution.

s * * % * * #*

Subchapter O—Gain er Less on Disposition of Property

Part 1. Determination of amount of and recognition of gain or loss.

Part I1. Basis rules of general application.

Part II1. Common nontaxable exchanges.

Part IV. Special rules.

Part V. Changes to effectuate F.C.C. policy.

Part VI, Exchanges in obedience to S.E.C. orders.

Part VII Wash sales of stock or securities.

Part VIII. Distributions pursuant to Bank Holding Company Act [of 1956].
Part IX. Distributions pursuant to orders enforcing the antitrust laws.

PART VIII—DISTRIBUTIONS PURSUANT TO BANK
HOLDING COMPANY ACT [OF 1956)

Sec. 1101, Distributions pursuant to Bank Holding Company Act [of 1956].
Sec. 1102. Special rules.
See, 1108. Definitions.

SEC. 1101. DISTRIBUTIONS PURSUANT TO BANK HOLDING COMPANY
ACT [OF 19561

{a) Distrisurions oF CeErTATN Nox-Banxixe PrOPERTY.—
(1) DIsTRIBUTIONS OF PROHIBITED PROPERTY .~ fmr
(A) a qualified bark holding corporation distributes pro-
hibited property (other than stock received in an exchange to
which subsection (¢) (2) applies)—

(1) to = shareholder (with respect to its stock held by
such shareholder(, without the surrender by such share-
holder of stock in such corporation [; or}, or

(ii) to a shareholder, in exchange for its preferred

. stock [; or}, or
(iii) to a security holder, in exchange for its securities

[; and]}, and

(B) the Board has, before the distribution, certified that
the distribution of such prohibited property is necessary or
appropriate to effectuate section 4 of the Bank Holding Com-

pany Act [of 1956],
then no gain to the shareholder or security holder from the re-

ceipt of such property shall be recognized.

S. Rept, 94-1192—-3
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(2) DISTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN EX-
CHANGE TO WHICH SUBSECTION (C) (2) APPLIES.—If—

(A) a qualified bank holding corporation distributes—

(1) common stock received in an exchange to which
subsection (c) (2) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such sharcholder of stock in such corporation
[;ord, or o .

(ii) common stock received in an exchange to which
subsection (c) (2) applies to a shareholder, 1n exchange
for its common stock [; or}, or ) )

(iii) preferred stock or common stock received in an
exchange to which subsection (c)(2) applies to a share-
holder, in exchange for its preferred stock [; or], or

(iv) securities or preferred or common stock received
in an exchange to which subsection (c) (2) applies to a
security holder in exchange for its securities ['; and], and

(B) any preferred stock received has substantially the
same terms as the preferred stock exchanged, and any securi-
ties received have substantially the same terms as the securi-
ties exchanged,

then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

L[(3) Nox rro rata pisTRIBUTIONS—Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is pro
rata with respect to all of the shareholders of the distributing
qualified bank holding corporation.}

(3) Pro RATA AND OTHER REQUIREMENTS.—

(4) Iv genverar—Paragraphs (1) and (2) of this subsec-
tion, or paragraphs (1) and (8) of subsection (b), as the
case may be, shall apply to any distribution to the share-
holders of a qualified bank holding corporation only if each
distribution—

(¢) which is made by such corporation to its share-
holders after July 7, 1970, and on or before the date on
which the Board makes its final ceréification under sub-
section (e), and

(i) to which such paragraph (1) or (2) applies (de-
termaned without regard to this paragraph),

meets the requirements of subparagraph (B), (C), or (D).

(B) Pro rara REQUIRTMENTS~—A distribution meels the
requirements of this subparagraph if the distribution is pro
rate with respect to all shareholders of the distributing quali-
fled bank holding corporation or with respect to all share-
holders of common stock of such corporation.

(€)Y REpEMPTIONS WHEN UNIFORM OFFER 1S MADE~A distri-
bution meets the requirements of this subparagraph if the
distribution is in exchange for stock of the distributing quali-
fied bank holding corporation and such distribution is pur-
suant to a good faith offer made on a uniform basis to all
shareholders of the distributing quelified bank holding cor-
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poration or to all shareholders of common stock of such
corporation.

D) Now-prRo RATA DISTRIBUTIONS FROM CERTAIN CLOSELY-
HELD OORPORATIONS—A distribution meets the requirements
% this subparagraph if such distribution is made by a quali-

d bank holding corporation which does not have more
than 10 shareholders (within the meaning of section 1371
(@) (1)) and does not have as a shareholder a person (other
than an estate) which is not an individual, and if the Board
(after consultation with the Secretary or his delegate) cer-
tifies that—

(2) a distribution which meets the requirements of
subparagraph (B) or (C) is not appropriate to effectuate
section }, or the policies of the Bank Holding Company
Aet, and

(@) the distribution being made is necessary or ap-
ﬁmpﬂaée to effectuate section 4 or the policies of such

ct.

(4) Exceprion.~—This subsection shall not apply to any distri-
bution by a corporation [which] ¢f such corporation, a corpore-
tion having control of such corporation, or a subsidiary of such
corporation has made any distribution pursuant to subsection
(b) or has made an election under section 6158 with respect to
bank property (as defined in section 6158(f) (3)).

(5) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION.—In the
case of a distribution to which paragraph (1) or (2) applies[,}
but which—

(A) results in a gift, see section 2501,J and following, or
(B) has the effect of the payment of compensation, see
section 61[(2) (1)].

(b) Corrorarion CrasiNg To Be a Banx Howping Compaxy.—

(1) DISTRIBUTIONS OF PROPERTY WHICH CAUSE A CORPORATION TO
BE A BANK HOLDING COMPANY.—If—

(A) a qualified bank holding corporation distributes prop-
erty (other than stock received in an exchange to which
subsection (c) (3) applies)—

(1) to a shareholder (with respect to its stock held by
such shareholder, without the surrender by such share-
holder of stock in such corporation] ; or}, or

(i1} to a shareholder, in exchange for its preferred
stock [ ; or], or

(i11) to a security holder, in exchange for its securities
[; and}, and

(B) the Board has, before the distribution, certified that-—

(i) such property is all or part of the property by rea-
son of which such corporation controls (within the mean-
ing of section 2(a) of the Bank Holding Company Act
[of 1956]) s bank or bank holding company, or such
property is part of the proﬁerty by reason of which such
corporation did control a bank or a bank holding com-
pany before any property of the same kind was distrib-
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uted under this subsection or exchanged under subsec-
tion (c) (3) I[; and], and
(ii) the distribution is necessary or appropriate to
effectuate the policies of such Act,
then no gain to the shareholder or security holder from the
receipt of such property shall be recognized.

(2) DISTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN EX-

CHANGE TO WHICH SUBSECTION (C)(3) APPLIES.—If—
(A) a qualified bank holding corporation distributes—
. (i) common stock received in an exchange to which
subsection (c) (3) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
II‘:endei' by such shareholder of stock in such corporation
;or], or
(i1) common stock received in an exchange to which
subsection (c) (3) applies to a shareholder, In exchange
for its common stock [; or] , o7
(iii) preferred stock or common stock received in an
exchange to which subsection (¢) (8) applies to a share-
holder, in exchange for its preferred stock [; or] , or
(iv) securities or preferred or common stock received
in an exchange to which subsection (¢)(3) applies to a
sec1:ir'ity holder, in exchange for its securities [; and]
, on
(B) any preferred stock received has substantially the same
terms as the preferred stock exchanged, and any securities
received have substantially the same terms as the securities
exchanged,
then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

[(3) Nox pro RATA DISTRIBUTIONS.—Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is
pro rata with respect to all of the shareholders of the distributing
qualified bank holding corporation.]

(8) Pro RATA AND OTHER REQUIREMENTS.—IFor pro rata and
other requirements, see subsection (a) (3).

(4) Exceprion.—This subsection shall not apply to any dis-
tribution by a corporation [which] ¢f such corporation, a corpo-
ration having control of such corporation, or a subsidiary of such
corporation has made any distribution pursuant to subsection (a)
or has made an election under section 6158 with respect to pro-
hibited property.

(5) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION.—In the
case of a distribution to which paragraph (1) or (2) applies [.J
but which—

(A) results in a gift, see section 2501[.F and following, or
(B) has the effect of the payment of compensation, see
section 61[ (a) (1)].
(¢) PropErTY AcqQUirEp ArrER [MAY 15, 19557 July 7, 1970.—
(1) I~ eEnEraAL.—Except as provided in paragraphs (2) and
(3), subsection (a) or (b) shall not apply to—
A) any property acquired by the distributing corporation
after [May 15, 19553 July 7, 1970, unless (i) gain to such
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corporation with respect to the receipt of such property was
not recognized by reason of subsection (a) or (b), or (ii)
such property was received by it in exchange for all of its
stock in an exchange to which paragraph (2) or (3) applies,
or (iii) such property was acquired by the distributing corpo-
ration in a transaction in which gain was not recognized under
section 305(a) or section 332, or under section 354 or 356
(but only with respect to property permitted by section 35
or 356 to be received without the recognition of gain or loss)
with respect to a reorganization described in section [368 (a)
(1) (E)1368(a) (1) (4), (B), (E),or (F),or

B) any property which was acquired by the distributing
corporation in a distribution with respect to stock acquired
by such corporation after [May 15, 1955] July 7, 1970, unless
such stock was acquired by such corporation (i) in a distribu-
tion (with respect to stock held by it on [May 15, 1955]
July 7, 1970, or with respect to stock in respect of which all
previous applications of this clause are satisfied) with respect
to which gain to it was not recognized by reason of subsection
(a) or (b), or (ii) in exchange for all of its stock in an ex-
change to which paragraph (2) or (3) applies, or (iii) in a
transaction in which gain was not recognized under section
805(a) or section 332, or under section 354 or 356 (but only
with respect to property permitted by section 354 or 356 to be
recetwed without the recognition of gain or loss) with respect
to a reorganization described in section [368(a) (1) (E)]
968(a) (1) (4), (B), (), or (F),or

C) any property acquired by the distributing corpora-
tion in a transaction in which gain was not recognized under
section 332, unless such property was acquired from a cor-
poration which, if it had been a qualified bank holding corpo-
ration, could have distributed such property under subsection
() (1) or (b) (1)L.J, 07

(D) any property acquired by the distributing corporation.
in a transaction in which gain was not recognized under sec-
tion 354 or 356 with respect to a reorganization described in
section 368(a) (1) (A) or (B), unless such property was ac-
quired by the distributing corporation in exchange for prop-
erty which the distributing corporation could have distrib-
uted under subsection (&) (1) or (b) (1).

(2) EXCHANGES INVOLVING PROHIBITED PROPERTY.— I f—

(A) any qualified bank holding corporation exchanges (1)
property, which, under subsection (a) (1). such corporation
could distribute directly to its shareholders or security hold-
ers without the recognition of gain to such shareholders or
security holders, and other property (except property de-
scribed in subsection (b) (1) (B) (1)), for (ii) all of the stock
of a second corporation created and availed of solely for the
purpose of receiving such [property ;J property,

(B) immediately after the exchange, the qualified bank
holding corporation distribtues all of such stock in a manner
prescribed in subsection (a) (2) (A) [; and], and
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(C) before such [exchange] distribution, the Board has
certified (with respect to the property exchanged which con-
sists of property which, under subsection (a) (1), such corpo-
ration could distribute directly to its shareholders or security
holders without the recognition of gain) that the exchange
and distribution are necessary or appropriate to effectuate
section 4 of the Bank Holding Company Act [of 1956],

then paragraph (1) shall not apply with respect to such
distribution. ‘

(3) EXCHANGES INVOLVING INTERESTS IN BANKS.—1f—

(A) any qualified bank holding corporation exchanges (i)
property which, under subsection (b) (1), such corporation
could distribute directly to its shareholders or security holders
without the recognition of gain to such shareholders or secu-
rity holders, and other property. (except prohibited prop-
erty), for (i1) all of the stock of a second corporation created
and availed of solely for the purpose of receiving such [prop-
erty ;] property,

(B) immediately after the exchange, the qualified bank
holding corporation distributes all of such stock in a manner
-preseribed in subsection Sb) (2) (A) [;and] , and

(C) before such [exchange] distribution, the Board has
certified (with respect to the property exchanged which con-
sists of property which, under subsection (b) (1), such corpo-
ration could distribute directly to its shareholders or security
holders without the recognition of gain) that—

(i) such property is all or part of the property by
reason -of which such corporation controls (within the
-meaning of section 2(a) of the Bank Holding Company
Act [of 1956]) a bank or bank helding company, or such
property is part of the property by reason of which such
corporation did control a bank or a bank holding com-
pany before any property of the same kind was dis-
tributed under subsection (b) (1) or exchanged under
this paragraph [; and] , end .

(i) the exchange and distribution are necessary or ap-
propriate to effectuate the policies of such Act,

then paragraph (1) shall not apply with respect to such distribu-
tion. S
(d) DistrreuTions To Avorp Feperar Income Tax.—

(1) ProHIBITED PROPERTY.—Subsection (a) shall not apply to a
distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after [May 15, 1955]
July 7, 1970, to any corporation, property (other than prohibited
property) as part of a plan one of the principal purposes of which
is the distribution of the earnings and profits of any corporation.

(2) BankiNe PrOPERTY.—Subsection (b) shall not apply to a
distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after [May 15, 19553
July 7, 1970, to any corporation, property (other than property
described in subsection (b) (1)(B) (i)) as part of a plan one of
the principal purposes of which is the distribution of the earnings
and profits of any corporation.
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(3) CERTATN CONTRIBUTIONS TOCAPTTAL—In the case of a dis-
tribution a portion of which is attributable to a transfer which is a
contribution to the capital of a corporation, made after May 15,
1955, and prior to the date of the enmactment of this part, it
subsection (a) or (b) would apply to such distribution but for the
fact that, under paragraph (1) or (2) (as the case may be) of
this subsection, such contribution to capital is part of a plan one of
the principal purpose of which is to distribute the earnings and
profits of any corporation, then, notwithstanding paragraph (1)
or (2), subsection (a) or (b) (as the case may be) shall apply to
that portion of such distribution not attributable to such contri-
bution to capital, and shall not apply to that portion of such dis-
tribution attributable to such contribution to capital.]

(e) Finar CERTIFICATION.—

[(1) For suBsEction (a).—Subsection (a) shall not apply with
respect to any distribution by a corporation unless the Board
certifies that, before the expiration of the period permitted under
section 4(a) of the Bank Holding Company Act of 1956 (includ-
ing any extensions thereof granted to such corporation under such
section 4(a)), the corporation has disposed of all the property
the disposition of which is necessary or appropriate to effectuate
section 4 of such Act (or would have been so necessary or appro-
priate if the corporation had continued to be a bank holding
company).

[(2) For sussecrron (b).—

L (A) Subsection (b) shall not apply with respect to any
distribution by any corporation unless the Board certifies
that, before the expiration of the period specified in sub-
‘paragraph (B), the corporation has ceased to be a bank hold-
ing company. ‘

L(B) The period referred to in subparagraph (A) is the
period which expires 2 years after the date of the enactment
of this part or 2 years after the date on which the corpora-
tion becomes a bank holding company, whichever date is later.
The Board is authorized, on application by any corporation,
to extend such period from time to time with respect to such
corporation for not more than one year at a time if, in its
judgment, such an extension would not be detrimental to the
public interest; except that such period may not in any case
be extended beyond the date 5 years after the date of the
enactment of this part or 5 years after the date on which
the corporation becomes a bank holding company, whichever
date is later.J

(1) For sussection (@) ~—Subsection (a) shall not apply with
respect to any distribution by a corporation unless the Board
certifies, before the close of the colendar year following the cal-
endar year in which the last distribution occurred. that the cor-
poration has (before the expiration of the period prohibited
property is permitted under the Bank Holding Company Act to
be held by a bank holding company) disposed of all of the prop-
erty the disposition of which is mecessary or appropriate to
effectuate section 4 of the Bank Holding Company Act.
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(2) For sursrerion (b).—Subsection (b) shall not apply with
respect to any distribution by o corporation unless the Board certi-
fles, before the close of the calendar year following the calendar
year in which the last distribution occurred, that the corporation
has (before the expiration of the period prohibited property is
permitted under the Bank Holding Company Act to be held by
a bank holding company) ceased to be a bank holding company.

(f) Cerrain ExcHANGES oF SECURITIES.—In the case of an exchange
described in subsection (a) (2) (A) (iv) or subsection (b) (2) (A) (iv),
subsection (a) or subsection (b) (as the case may be) shall apply only
to the extent that the principal amount of the securities received does
not exceed the principal amount of the securities exchanged.

SEC. 1102. SPECIAL RULES.

(a) Basrts or ProPErTY AcQuirep IN Distrisurions.—If, by reason
of section 1101, gain is not recognized with respect to the receipt of
any (})roperty, then, under regulations prescribed by the Secretary or
his delegate—

(1) if the property is received by a shareholder with respect to
stockl[,] without the surrender by such shareholder of stock, the
basis of the property received and of the stock with respect to
which it is distributed shall, in the distributee’s hands, be deter-
mined by allocating between such property and such stock the
adjusted basis of such stock[; or], or

[(2) if the property is received by a shareholder in exchange
for stock or by a security holder in exchange for securities, the
basis of the property received shall, in the distributee’s hands, be
the same as the adjusted basis of the stock or securities exchanged,
increased by— '

[(A) the amount of the property received which was
treated as a dividend, and

[(B) the amount of gain to the taxpayer recognized on the
property received (not including any portion of such gain
which was treated as a dividend.]

(2) if the property is received by a shareholder in exchange
for stock or by a security holder in ewchange for securities, the
basis of the property received shall, in the distributee’s hands, be
the same as the adjusted basis of the stock or securities exchanged,
increased by the amount of gain to the taxpayer recognized on the
property received.

(b) Perions or Layrration.—The periods of limitation provided in
section 6301 (relating to limitations on assessment and collection) shall
not expire, with respect to any deficiency (including interest and ad-
ditions to the tax) resulting solely from the receipt of property by
shareholders in a distribution which is certified by the Board under
subsection (a), (b), or (c) of section 1101, until 5 years after the
distributing corporation notifies the Secretary or his delegate (in such
manner and with such accompanying information as the Secretary or
his delegate may by regulations [prescribe) that the period (includ-
ing extensions thereof) prescribed in section 4(a) of the Bank Hold-
ing Company Act of 1956, or section 1101(e)(2) (B), whichever is
applicable, has expired :J prescribe)—

(1) that the final certification required by subsection (e) of sec-
tion 1101 has been made, or
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- (2) that such final certification will not be made; .
and such assessment may be made not withstanding any provision of
law or rule of law which would otherwise prevent such assessment.

{(¢) ArrocatioN oF EARNINGS AND PrOFITS.—

(1) DISTRIBUTION OF STOCK IN A CONTROLLED CORPORATION.—In
the case of a distribution by a qualified bank holding corporation
under section 1101 (a) (1) or (b)(1) of stock in a controlled
corporation, proper allocation with respect to the earnings and
profits of the distributing corporation and the controlled corpo-
ration shall be made under regulations prescribed by the Secre-
tary or his delegate.

(2) EXxCHANGES DESCRIBED IN SECTION 1101 (C) (2) OR (3).—In
the case of any exchange described in section 1101(c) (2) or (3),
proper allocation with respect to the earnings and profits of the
corporation transferring the property and the corporation receiv-
ing such property shall be made under regulations prescribed by
the Secretary or his delegate.

(3) DEFINTTION OF CONTROLLED CORPORATION.—For purposes of
paragraph (1), the term “controlled corporation” means a corpo-
ration with respect to which at least 80 percent of the total com-
bined voting power of all classes of stock entitled to vote and at
least 80 percent of the total number of shares of all other classes
of stock is owned by the distributing gualified bank holding
corporation. ) ) )

(d) IteMrzaTION OF PropERTY.—In any certification under this part,
the Board shall make such specification and itemization of property as
may be necessary to carry out the provisions of this part.

[(e) Cerraiy Banx Horping Companies.—This part shall apply
in respect of any company which becomes a bank holding company as
a result of the enactment of the Act entitled “An Act to amend the
Bank Holding Company Act of 1956, approved July 1, 1966 (Public
Law 89-485), with the following modifications:

[(1) Subsections (a) (3) and (b) (3) of section 1101 shall not

apply.
pf(}é) Subsections (a) (1) and (2) and (b) (1) and (2) of sec-

tion 1101 shall apply in respect of distributions to shareholders of

the distributing bank holding corporation only if all distribu-

tions to each class of shareholders which are made—

E(A) after April 12,1965, and

L (B) on or before the date on which the Board of Gov-
ernors of the Federal Reserve System makes its final certifica-
tion under section 1101 (e)

are pro rata. For purposes of the preceding sentence, any redemp-

tion of stock made in whole or in part with property other than

money shall be treated as a distribution.

[(3) In applying subsections (c) and (d) of section 1101 and
subsection (b) of section 1103, the date “April 12, 1965” shall be
substituted for the date “May 15,1955”.

[(4) Inapplying subsection {d) (8) of section 1101, the date of
the enactment of this subsection shall be treated as being the date
of the enactment of this part.

E(f’)) In applying subsection (b)(2)(A) of section 1103, the
reference to the Bank Holding Company Act of 1956 shall be
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treated as referring to such Act as amended by Public Law &9-
485. :

SEC. 1103. DEFINITIONS.

[(a) Baxe Howpineg Company.—For purposes of this part, the
term “bank holding company” has the meaning assigned to such term
by section 2 of the Bank Holding Company Act of 1956.]

(a) Banx Horping Courany; Bang Horpive Coupany Acr—For
purposes of this part— )

(1) Bank morping company.—The term “bank holding com-
pany” means—

(A) abank holding company within the meaning of section
2(a) of the Bank Holding Company Act, or

(B) a bank holding company subsidiary within the mean-
ing of section 2(d) of such Act.

(2) Bawk wmorping coupany acr.—The term “Bank Holding
Company Act” means the Bank Holding Company Act of 1956, as
amended through December 31, 1970 (12 U.S.C. 1841 et seq.).

(b) Quarirtep Bank HowLping CORPORATION.—

(1) Ix cEnEraL—Except as provided in paragraph (2), for
purposes of this part of the term “qualified bank holding corpora-
tion” means any corporation (as defined in section 7701(a) (3))
which is a bank holding company and which holds prohibited
property acquired by it—

(A) on or before [May 15, 19557 July 7, 1970,

(B) in a distribution in which gain to such corporation
with respect to the receipt of such property was not recog-
nized: by reason of subsection (a) or (b) of section 1101, or

(C) 1n exchange for all of its stock in an exchange de-
scribed in section 1101 (¢) (2) or (c)(3).

(2) Lrvrrations.—

(A) A bank holding company shall not be a qualified bank
holding corporation, unless it would have been a bank hold-
ing company on [May 15, 1955] July 7, 1970, if the Bank
Holding Company Act [of 19561 Amendments of 1970 had
been in effect on such date, or unless it is a bank holding com-
pany determined solely by reference to—

(i) property acquired by it on or before [May 15,1955F
July 7, 1970,

(11) property acquired by it in a distribution in which
gain to such corporation with respect to the receipt of
such property was not recognized by reason of subsection
(a) or (b) of section 1101, [and] or

(iii) property acquired by it in exchange for all of its
s(to)ck in an exchange described in section 1101(c) (2) or

3).
For purposes of this subparagraph, property held by a corpo-
ration having control of the corporation or by a subsidiary
of the corporation shall be treated as held by the corporation.

(B) A bank holding company shall not be a qualified bank-
holding corporation by reason of property described in sub-
paragraph (B) of paragraph (1) or clause (i1) of subpara-
graph (A) of this paragraph, unless such property was ac-
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quired in a distribution with respect to stock, which stock
was acquired by such bank holding company—

(1) on or before [May 15, 1955F July 7, 1970,

(i1) in a distribution (with respect to stock held by it
on [May 15, 1955 July 7, 1970, or with respect to stocks
in respect of which all previous applications of this clause
are satisfied) with respect to which gain to it was not
recognized by reason of subsection (a) or (b) of section
1101, or

(11i) in exchange for all of its stock in an exchange de-
seribed in section 1101 (¢) (2) or (3).

(C) A corporation shall be treated as a qualified bank
holding corporation only if the Board certifies chat it satisfies
the foregoing requirements of this subsection.

(8) CEerRraIN SUCCESSOR CORPORATIONS—For prurposes of this
subsection, & successor corporation in a reorganization described
in section 368(a) (1) (F) shall succeed to the status of its prede-
cessor corporation as a qualified bank holding corporation.

(¢) ProuierTED ProPERTY.—For purposes of this part, the term “pro-
hibited property” means, in the case of any bank holding company,
property (other than nonexempt property) the disposition of which
would be necessary or appropriate to effectuate section 4 of the Bank
Holding Company Act [of 19567 if such company continued to be a
bank holding company beyond the period (including any extensions
thereof) specified 1n subsection (a) of such section for in section 1101
(e) (2) (B) of this part, as the case may be. The term “prohibited
%)roperty” does not include shares of any company held by a bank
holdine company to the extent that the prohibitions of section 4 of the
Bank Holding Company Act of 1956 do not apply to the ownership by
such bank holding company of such property by reason of subsection
(c) (5) of such section]. The term “prohibited property” also includes
shares of any company not in excess of & percent of the outstanding
voting shares of such company if the prohibitions of section 4 of such
Act apply to the shares of such company in ewcess of such 5 percent.

(d) Nowrxempr PropeErTY.—For purposes of this part, the term
“nonexempt property” means—

(1) obligations (including notes, drafts. bills of exchange. and
bankers’ acceptances) having a maturity at the time of issuance
of not exceeding 24 months, exclusive of days of grace[:],

(2) securities issued by or guaranteed as to principal or inter-
est by a government or subdivision thereof or by any instru-
mentality of a government or subdivision[; or]. or

(3) money, and the right to receive money not evidenced by a
security or obligation (other than a security or obligation de-
seribed in paragraph (1) or (2)).

(e) Boarp.—For purposes of this part, the term “Board” means the
Board of Governors of the Federal Reserve System.

(f) Coxrror; Svssipiary—For purposes of this part—

(1) Conrror—Ewxcept as provided in section 1102(c)(3), a
corporation shall be treated as having control of another corpora-
tion if such corporation has control (within the meaning of sec-
tion 2(a) (2) of the Bank Holding Company Act) of such other
corporation.
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(2) Svssiprary—The term “subsidiory” has the meaning given
to such term by section 2(d) of the Bank Holding Company Act.

(¢9) Ezrcriow To Forrco Granprarmer Provisioy ror ALt Prop-
grry Represenrive Pre-Juwe 30, 1968, Acriviries.—Any fbanls hold-
ing company may elect, for ;pm'zgses of this part and section 6158, to
have the determination of whether property is property described in
subsection (¢) or is property eligible to be distributed without recog-
nition of gain under section 1101(b) (1) made under the Bank Holding
Company Act as if such Act did not contain the proviso of section 4(a)
(2) thereof. Any election under this subsection shall apply to all prop-
erty desovibed in such proviso and shall be made at such time and in
such manner as the Secretary or his delegate may by regulations pre-
scribe. Any such election, once made, shall be irrevocable. An election
under this subsection or subsection (k) shall not apply unless the final
certification referred to in section 1101(e) or section 6158(c) (2), as the
case may be, includes a certification by the board that the bank holding
company has disposed of either all banking property or all nonbank-
ing property.

(h) Erecrion To Divesr ALrL BANKING or NoNBANKING PROPERTY
¥ Case oF Crrraiy Orosery-Herp Bavk Horoive Couranies—Any
bank holding company may elect, for purposes of this part and sec-
tion 6158, to hawe the determination of whether property is prop-
erty described in subsection (c) or is property eligible to be distrib-
uted without recognition of gain under section 1101(b)(1), made
under the Bank Holding Company Act as if such Act did not contain
clause (it) of section 4(¢) of such Act. Any election under this sub-
section shall apply to all property described in subsection (c), or to all
property eligible to be distributed without recognition of gain under
section 1101(b) (1), as the case may be, and shall be made at such time
and in such manner as the Secretary or kis delegate may by requlations
preseribe. Any such election, once made, shall be irrevocable.

* * * *® %* * #*

Subtitle F—Procedure and Administration

* * * * * * *

CHAPTER 62—TIME AND PLACE
FOR PAYING TAX

* * * ¥ ® * *

Subchapter A—Place and Due Date for Payment of Tax

Sec, 6151. Time and place for paying tax shown on returns.

Sec. 6152, Installment payments.

Ser. 6153, Installment payments of estimated income tax by individuals.

See, 6154. Installment payments of estimated income tax by corporations.

Sec. 6155. Payment on notice and demand.

Sec. 6156. Installment payments of tax on use of highway motor vehicles and
civil aircraft,

Sec. 6157, Payment of Federal unemployment tax on guarterly or other time
period basis,

Rec. 6158, Installment payment of tan atiributable to divestitures pursuani to
Bank Holding Company Act Amendmenis of 1970.
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SEC. 6151. TIME AND PLACE FOR PAYING TAX SHOWN ON RETURNS.

(2) GexeraL Rure.—Except as otherwise provided in this [section]
subchaiter, when a return of tax is required under this title or regula-
tions, the person required to make such return shall, without assess-
ment or notice and demand from the Secretary or his delegate, pay
such tax to the internal revenue officer with whom the return is filed,
and shall pay such tax at the time and place fixed for filing the return
(determined without regard to any extension of time for filing the
return).

(b) Excerrions.—

(1) INCOME TAX NOT COMPUTED BY TAXPAYER—If the taxpayer
elects under section 6014 not to show the tax on the return, the
amount determined by the Secretary or his delegate as payable
shall be paid within 30 days after the mailing by the Secretary or
his delegate to the taxpayer of a notice stating such amount and
making demand therefor,

(2) Use oF GOVERNMENT DEPOSITARIES.—For authority of the
Secretary or his delegate to require payments to Government de-
positaries, see section 6302 (e).

(¢) Dare Fixep ror PaymMENT oF Tax—In any case in which a tax
is required to be paid on or before a certain date, or within a certain
period, any reference in this title to the date fixed for payment of such
tax shall be deemed a reference to the last day fixed for such payment
(de;oermined without regard to any extension of time for paying the
tax}.

- * * * * * *

SEC. 6158. INSTALLMENT PAYMENT OF TAX ATTRIBUTABLE TO DI-
VESTITURES PURSUANT TO BANK HOLDING COMPANY
ACT AMENDMENTS OF 1970.

(a) Errcrion or Exrensiov—If, after July 7, 1970, a qualified
bank holding corporation sells banis property or prohibited property,
the divestiture of either of which the Board certifies, before such sale,
8 necessary or appropriate to effectuate section 4 or the policies of the
Bank Holding Company Act, the taxw under chapter 1 attributable
to such sale shall, at the election of the taxpayer, be payable in equal
annual installments beginning with the due date (dzgtermimd with-
oul extension) for the tampayer’s return of tax wnder chapter 1 for
the taxable year in which the sale occurred and ending with the cor-
responding date in 1985. If the number of installments determined
under the preceding sentence is less than 10, such rwumber shall be in-
creased to 10 equal annual installments which begin as provided in
the preceding sentence and which end on the corresponding date 10
years later. An election under this subsection shall ge made at such
time and in such manner as the Secretary or his delegate may by regu-
lations prescribed.

(&) Lmurrarions—

(1) TREATMENT NOT AVAILABLE TO TAXPAYER FOR BOTH BANK
PROPERTY AND PROHIBITED PROPERTY —1 his section shall not apply
to any sale of prohibited property if the taxpayer (or a corpora-
tion having control of the tawpayer or o subsidiary of the tax-



30

payer) has made an election under. subsection (@) with respect to
bank property or has made ary distribution pursuant to section
1101(6). This section shall not apply to bank property if the tagg-
payer (or a corporation having control of the tawpayer or a sub-
sidiary of the taxpayer) has made an election under subsection
(@) with respect to prohibited property or has made any distribu-
tion pursuant to section 1101(4). ,
(2) TREATMENT NOT AVAILABLE FOR CERTAIN INSTALLMENT
sares—No election may be made under subsection (@) with re-
spect to a sale if the income from such sale is being returned at the
tome and in the manner provided in section 453 (relating to wn-
stallment method). o
(¢) Acorrerarion or Pavusnrs—If an election is made under sub-
section (@) and before the taw attributable to such sale is paid n

full— o ,
(1) amy installment under this section is not paid on or before
the date fixed by this section for its payment, or .
(2) the Board fails to make a certification similar to the appli-
cable certification provided in section 110(e) within the time pre-
scribed therein ( on;r this purpose treating the last such sale as
constituting the last distribution), ) ) .
then the extension of time for payment of taw provided in this sec-
tion shall cease to apply, ond any portion of the tax payable in in-
stallments shall be paid on notice and demand from the Secretary or
his delegate. o
(d) Prorarioy oF DEFICIENCY 10 Insrarruexts—If an election s
made under subsection (@) and a deficiency ottributable to the sale
has been asséssed, the deficiency shall be prorated to such installments.
The part of the deficiency so prorated to any installment the date for
payment of which has not arrived shall be collected at the same fime
as, and as part of, such installment. The part of the deficiency so
prorated to any installment the date for payment of which has qzm-ved
shall be paid on notice and demand from the Secretary or his dele-
gate. This subsection shall not apply if the deficiency is due to negli-
gence, to intentional disregard of rules and requlations, or to fraud
with intent to evade tazx. o )
(e) Bowp May pr Rrquirep—If an election is made under this
seetion, section 6165 shall apply as though the Secretary were extend-
ing the time for payment of the taw. ) )
(f) Drerivirions—For purposes of this section—
(1) TrrmMS HAVE MEANINGS GIVEN T0 THEM BY SECTION 1103.—
The terms “qualified bank holding corporation”, Bank ”H old-
ing Company Act”, “Board”; “control”, and “subsidiary” have
the respective meanings given to such terms by section 1108. N
(2) Promiirep prorErTY —1he term “prohibited property
means property held by a qualified bank holding corporation
which eould be distributed without recognition of gan under
section 1101(a) (1). .
(8) Banxk properrY.—The term “bonk property” means prop-
erty held by a qualified bank holding corporation which could
he distributed without recognition of gain under section 1101

(3) (D).
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(g) Cross REFERENCES.—

(1) Security—For authority of the Secretary or his dele-
gate to require security in the case of an extension under this
seclion, see section 6165. A

(2) Period of limitation.—For extension of the period of
limitation in the case of an extension under this section, see

section 6503(i).
E E 3 % & £ %* *
CHAPTER 66—LIMITATIONS

Subchapter A—Limitations on Assessment and
Collection

* * * % #* * *

SEC. 6503. SUSPENSION OF RUNNING OF PERIOD OF LIMITATION.

(a) Issvance oF Sraturory Norice oF DEFICIENCY,—

(1) Gexeran rRuLE.—The running of the period of limitations
provided in section 6501 or 6302 on the making of assessments or
the collection by levy or a proceeding in eourt, in respect of any
deficiency as defined in section 6211 (relating to income, estate,
gift and certain excise taxes), shall (after the mailing of a notice
under section 6212(a)) be suspended for the period during which
the Secretary or his delegate is prohibited from making the assess-
ment or from collecting by levy or a proceeding in court (and in
any event, if a proceeding in respect of the deficiency is placed on
the docket of the Tax Court, until the decision of the Tax Court
becomes final), and for 60 days thereafter. :

(2) CoORPORATION JOINING IN CONSOLIDATED INCOME TAX RE-
TURN.~If a notice under section 6212 (a) in respect of a deficiency
in tax imposed by subtitle A for any taxable year is mailed to a
corporation, the suspension of the running of the period of limi-
tations provided in paragraph (1) of this subsection shall apply
in-the case of corporations with which such corporation made a
consolidated income tax return for such taxable year.

(b) Assers or Taxpaver v Coxrtron or Custopy oF Courr.—The
period of limitations on collection after assessment prescribed in sec-
tion 6502 shall be suspended for the period the assets of the taxpayer
are in the control or custody of the court in any proceeding before any
court of the United States or of any State or of the District of Colum-
bia, and for 6 months thereafter.

(¢) Taxpaver Oursioe UniTep Stares.—The running of the period
of limitations on collection after assessment prescribed in section 6502
shall be suspended for the period during which the taxpayer is outside
the United States if such period of absence is for a continuous period
of at least 6 months. If the preceding sentence applies and at the time
of the taxpayer’s return to the United States the period of limitations
on collection after assessment prescribed in section 6502 would expire
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before the expiration of 6 months from the date of his return, such
period shall not expire before the expiration of such 6 months.

(d) Exrexstons or Trme ror Payment oF Esrate Tax.—The run-
ning of the period of limitations for collection of any tax imposed by
chapter 11 shall be suspended for the period of any extension of time
for payment granted under the provisions of section 6161(a) (2) or
(b) (2) or under the provisions of section 6166. ) .

(¢) Cerrain Powers oF ApporNTMENT.—The running of the period
of limitations for assessment or collection of any tax imposed by
chapter 11 shall be suspended in respect of the estate of a decedent
claiming a deduction under section 2055(b) (2) until 30 days after
the expiration of the period for assessment or collection of the tax
imposed by chapter 11 on the estate of the surviving spouse.

1) Exrensions or TimMe ror PAYMENT oF TAX ATTRIBUTABLE TO

Recovertes oF ForereN Exprorriation Losses—The running of the
period of limitations for collection of the tax attributable to a recov-
ery of a foreign expropriation loss (within the meaning of section
6167(f)) shall be suspended for the period of any extension of time
for payment under subsection (a) or (b) of section 6167. )

(g) WronGFUL SEIZURE oF PrOPERTY OF THIRD PARTY.—The running
of the period of limitations on collection after assessment prescribed
in section 6502 shall be suspended for a period equal to the period from
the date property (including money) of a third party is wrongfully
seized or received by the Secretary or his delegate to the date the Sec-
retary or his delegate returns property pursuant to section 6343(b) or
the date on which a judgment secured pursuant to section 7426 with
respect to such property becomes final, and for 30 days thereafter. The
running of the period of limitations on collection after assessment
shall be suspended under this subsection only with respect to the
amount of such assessment equal to the amount of money or the value
of specific property returned.

(h) Suspexsiox Penping Correcrion.—The running of the periods
of limitations provided in sections 6501 and 6502 on the making of
assessments or the collection by levy or a proceeding in court in re-
spect of any tax imposed by chapter 42 or section 507 or section 4971
or section 4975 shall be suspended for any period described in section
507(g) (2) or during which the Secretary or his delegate has extended
the time for making correction under section 4941 (e) (4), 4942(3) (2),
4943(d) (8), 4933 (e) (3), 4945(3) (2), 4971 (c) (3), or 4975(1) (4).

(¢) Exrexsrovy or Trve ror Correcrive Tax Arrripurasrre to Di-
vesTiTURES Pursvant 1o Baxr Horpive Qoupany Acr Awenpympyrs
or 1970.—T he running of the period of limitations for collection of the
taw attributable to a sale with respect to which the taxpayer makes an
election under section 6158 (a) shall be suspended for the period dur-
ing which there are any unpaid installments of such tox.

[ ()3 (#) Cross REFERENCES.—

For suspension in case of—
(1) Deficiency dividends of a personal holding com-
pany, see section 547(f).
(2) Bankruptcy and receiverships, see subchapter B
of chapter 70.
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(3) Claims against transferees and fiduciaries, see
chapter 71

* * s * * * *

CHAPTER 67—INTEREST

* *® * * * E ] *

Subchapter A—Interest on Underpayments

* ok * * % * *

SEC. 6601. INTEREST ON UNDERPAYMENT, NONPAYMENT, OR EXTEN-
SIONS OF TIME FOR PAYMENT, OF TAX.

(a) Generar Ruire.—If any amount of tax imposed by this title
(whether required to be shown on a return. or to be paid by stamp or
by some other method) is not paid on or before the last date prescribed
for payment, interest on such amount at an annual rate established
under section 6621 shall be paid for the period from such last date to
the date paid.

(b) Iast Date Prescrigep ¥or PaymeNT—For purposes of this
section, the last date prescribed for payment of the tax shall be de-
termined under chapter 62 with the application of the following rules:

(1) EXTENSIONS OF TIME DISREGARDED.— Lhe last date prescribed
for payment shall be determined without regard to any extension
of time for payment.

2) INsSTALLMENT PAYMENTS.—In the case of an election under
section 6152(a) [or 6156(a)}, 6166 (a), or 6158(a}, to pay the
tax in installments—

(A) The date prescribed for payment of each installment
of the tax shown on the return shall be determined under
section 6152(b) [or 6156(b)], 6156(3), or 6158(a), as the
case may be, and

(B) The last date prescribed for payment of the first in-
stallment shall be deemed the last date prescribed for pay-
ment of any portion of the tax not shown on the return.

For purposes of subparagraph (A), section 6158(a) shall be
treated as providing that the date preseribed for payment of each
installment shall mot be later than the date preseribed for poy-
ment of the 1985 installment. :

(8) Jeoparpy.—The last date preseribed for payment shall be
determined without regard to any notice and demand for payment
issued, by reason of jeopardy (as provided in chapter 70), prior
to the last date otherwise prescribed for such payment.

(4) L.AST DATE FOR PAYMENT NOT OTHERWISE PRESCRIBED.—In the
case of taxes payable by stamp and in all other cases in which the
last date for payment is not otherwise prescribed, the last date
for payment shall be deemed to be the date the liability for tax
arises (and in no event shall be later than the date notice and
demand for the tax is made by the Secretary or his delegate).




34

(¢) SuspeENsION oF INTEREST IN CERTAIN Income, Estare, GIrr, axp
CHAPTER 42 0R 43 Tax Cases.—In the case of a deficiency as defined in
sectlon 6211 (relating to income, estate, gift, and certain excise taxes),
if a waiver of restrictions under section 6213(d) on the assessment of
such deficiency has been filed, and if notice and demand by the Sec-
retary or his delegate for payment of such deficiency is not made with-
in 30 days after the filing of such waiver, interest shall not be imposed
on such deficiency for the period beginning immediately after such
30th day and ending with the date of notice and demand.

(d) IncomE Tax REpUCED BY CARRYBACK OR ApjustMENT ForR CER-
TAIN UNvUsep DepucrioNs.—

(1) NET OPERATING LOSS OR CAPITAL LOSS CARRYBAGK.—If ‘the
amount of any tax imposed by subtitle A is reduced by reason of
a carryback of a net operating loss or net capital loss, such reduc-
tion in tax shall.not affect the computation of interest under this
section for thé period ending with the last day of the taxable year
in which the net operating loss or net capital loss arises.

(2) INVESTMENT CREDIT CARRYBACK.—If the credit allowed by
section 38 for any taxable year is increased by reason of an invest.
ment credit carryback, such increase shall not affect the compu-
tation of interest under this section for the period ending with the
last day of the taxable year in which the investment credit carry-
back arises, or, with respect to any portion of an investment credit
carryback from a taxable year attributable to a net operating loss:
carryback or a capital loss carryback from a subsequent taxable
year, such increase shall not affect the computation of interest.
under this section for the period-ending with the last day of such
subsequent taxable year. : ' :

(3) ADJUSTMENT FOR CERTATN UNUSED DEDUCTIONS OF LITE IN-

- SURANCE COMPANIES.—If the amount of any tax imposed by sub-
title A is reduced by operation of section 815(d) (55) (relating to
reduction of policyholders surplus account of life insurance com-
panies for certain unused deductions), such reduction in tax shall
not affect the computation of interest under this section for the
period ending with the last day of the last taxable yvear to which
the loss described in section 815(d) (5) (A) is carried under sec-
tion 812(b) (2).

(4) WoRK INCENTIVE PROGRAM CREDIT CARRYRACK.—IF the credit
allowed by section 40 for any taxable year is increased by reason
of a work incentive program credit carryback. such increase shall
not affect the computation of interest under this section for the-
period ending with the last day of the taxable year in which the
work incentive program credit carryback arises, or, with respect
to any portion of a work incentive program carryback from a tax-
able year attributable to a net operating loss carryback or a capi-
tal loss carryback from a subsequent taxable gear, such increase
shall not affect the computation of interest under this section for
the period ending with the last day of such subsequent taxable
year.

(e) ArpricaBLe RuLes.—Except as otherwise provided in this title—

(1) INTEREST TREATED AS TAX.—Interest prescribed under this
section on any tax shall be paid upon notice and demand, and
shall be assessed, collected, and paid in the same manner as taxes.
Any reference in this title (except subchapter B of chapter 63,.
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relating to deficiency procedures) to any tax imposed by this title
shall be deemed also to refer to interest imposed by this section on
such tax. o ) .

(2) No INTEREST ON INTEREST.—No interest under this section
shall be imposed on the interest provided by this section.

(3) INTEREST ON PENALTIES, ADDITIONAL AMOUNTS, OR ADDITIONS
To THE TAX.—Interest shall be imposed under subsection (a) in
respect of any assessable penalty, additional amount, or addition
to the tax only if such assessable penalty, additional amount, or
addition to the tax is not paid within 10 days from the date of
notice and demand therefor, and in such case interest shall be
imposed only for the period from the date of the notice and de-
mand to the date of payment.

(4) PAYMENTS MADE WITHIN 10 DAYS AFTER NOTICE AND DE-
manD.—If notice and demand is made for payment of any
amount, and if such amount is paid within 10 days after the date
of such notice and demand, interest under this section on the
amount so paid shall not be imposed for the period after the date
of such notice and demand. ) ) )

() Sarsracrion BY CreprTs.—If any portion of a tax is satisfied by
credit of an overpayment. then no interest shall be imposed under this
section on the portion of the tax so satisfied for any period during
which, 1f the credit had not been made, interest would have been allow-
able with respect to such overpayment,

(g) Lovrrarion oN AssessMENT AND CornLecTion.—Interest pre-
scribed under this section on any tax may be assessed and collected at
any time during the period within which the tax to which such interest
relates may be collected. ) )

(h) Excepriox as To EstrmaTep Tax.—This section shall not apply
to any failure to pay estimated tax required by section 6153 (or sec-
tion 59 of the Internal Revenue Code of 1939) or section 6154. )

(i) ExceprioN as 10 FEDERAL UNEMPLOYMENT Tax.—This section
shall not apply to any failure to make a payment of tax imposed by
section 3301 for a calendar quarter or other period within a taxable
year required under authority of section 6157.

(j) NoIntEREST ON CERTAIN ADJUSTMENTS.— ) ) )

For provisions prohibiting interest on certain adjustments in

tax, see section 6205(a).

* & £ * & * %

O



941 CONGRESS } HOUSE OF REFRESENTATIVES RerorT
2d Sessigm o | No. 94-879

BANK HOLDING COMPANY TAX ACT OF 1976

MarcE 4, 1976.—Conimitied to the Comibiitfée of the Whole House oni the State
of the Union and otdered to be printed

Mr. Utrman, from the Comiitiés on Ways and Means,
submiifted the following

REPORT
together with
ADDITIONAL AND DISSENTING VIEWS

[To accompany H.R. 119971

The Committee on Ways and Means, to whom was referred the bill
(FLR. 11997) to amend the Internal Revenue Code of 1954 with re-
spect to the tax treatment of certain divestitures of assets by bank
holding companies, having considered the same, report favorably
thereon with amendments and recommend that the bill as amended do
ass.
P The amendments are as follows:
Page 2, line 21, strike out “Board, has before” and insert “Board
has, before”.
Page 6, line 12, after “subsection (b)” insert the following:
or has made an election under section 6158 with respect to bank prop-
erty (as defined in section 6158(£) (3))
Page 9, line 16, after “subsection (a)” insert the following:
or has made an election under section 6158 with respect to prohibited
property
Page 11, strike out line 19 and all that follows down through line 8
on page 12, and insert the following:
_ (D) any property acquired by the distributing corporation
in a transaction in which gain was not recognized under sec-
tion 854 or 356 with respect to a reorganization described in
section 368(a) (1) (A) or (B), unless such property was ac-
quired by the distributing corporation in exchange for prop-
erty which the distributing corporation could have distrib-
uted under subsection (a) (1) or (b) (1).

Page 17, line 5, strike out “stock of” and insert “stock or”.

57-006
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Page 24, strike out line 13 and insert in lieu thereof the following:

be irrevocable. An election under this subsection or subsec-
tion (h) shall not apply unless the final certification referred
to in section 1101(e) or section 6158(c) (2), as the case may
be, includes a certification by the Board that the bank hold-
ing company has disposed of either all banking propérty or
all nonbanking property.

(h) Erecrion To Divest Arr BaANEING 0R NONBANKING
PropErTy 1N Cast or CrrTAIN Crostry-Herp Bank HorpiNe
Companms.~—Any bank holding company may elect, for pur-
poses of this part and section 6158, to have the determination
of whether property is property described in subsection (c)
or is property eligible to be distributed without recognition
of gain under section 1101 (b) (1) made under the Bank Hold-
ing Company Act as if such Act did not contain.clause (ii)
of section 4(c) of such Act. Any election under this subsec-
tion shall apply to all property described in subsection (c),
or to all property eligible to be distributed without rec-
ognition of gain under section 101(b) (1), as the case
may be, and shall be made at such time and in such manner as
the Secretary or his delegate may by regulations prescribe.
Any such election, once made, shall be irrevocable.

Page 25, line 9, strike out “apply to” and insert “take effect on
October 1, 1977, with respect to”.

Page 25, line 11, strike out “such date” and insert “July 7, 1970%.

Page 26, strike out lines 9 through 14 and insert: /

at any time before October 1, 1978, by the operation of any
law or rule of law, refund or credit of such overpayment may,
nevertheless, be made or allowed if claim therefor is filed
before October 1, 1978.

Page 26, strike out lines 16 through 18, and insert :

by subsection (b) shall take effect on October 1, 1977, with
respect to distributions after December 31, 1975, in taxable
years ending after December 31, 1975,

Page 28, line 7, after “bank property” insert “or has made any dis-
tribution pursuant to section 1101(b)”.

Page 28, line 11, after “prohibited property” insert “or has made
any distribution pursuant to section 1101(a)”.

Page 32, line 17, after “Bank Holding Company Act” insert “(as
defined in section 1103 (a) (2) of the Internal Revenue Code of 1954)”.

Page 32, line 20, strike out “in control of such acquiring corpora-
tion)” and insert:

in control (within the meaning of section 2(a)(2) of such
Act) of the acquiring corporation or a subsidiary (within the
meaning of section 2(d) of such Act) of the corporation so
n control).

Page 32, beginning in line 23, strike out “section 2(g) (2) of the
Bank Holding Company Act” and insert in lieu thereof YSuch section
2(2)(2)".
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Page 33, line 5, strike out “apply to” and insert “take effect on
October 1, 1977, with respect to”.

Page 33, line 6, strike out “such date’ and insert “July 7, 1970”.

Page 33, strike out line 20 and all that follows down through line
10 on page 34 and insert in lieu thereof the following :

(3) ReruNDp OF TAX.—

(A) Ix ceneraL—If any tax attributable to a sale
which occurred before October 1, 1977, is payable in an-
nual installments by reason of an election under section
6158(a) of the Internal Revenue Code of 1954, any por-
tion of such tax for which the due date of the installment
does not occur before QOctober 1, 1977, shall, on applica-
tion of the taxpayer, be treated as an overpayment of tax.

(B) InTterest oN ovERPAYMENTS.—Eor purposes of
section 6611(b), in the case of any overpayment attrib-
utable to subparagraph (A),the date of the overpayment
shall be the day which is 6 months after the latest of the
following:

(i) the date on which application for refund or
credit of such overpayment is filed,

(i1) the due date prescribed by law (determined
without extensions) for filing the return of tax under
chapter 1 of the Internal Revenue Code of 1954 for
the taxable year the tax of which is being refunded
or credited, or

(iii) the date of the enactment of this Act.

(C) EXTENSION OF PERIOD OF LIMITATIONS.—If any re-
fund or credit of tax attributable to the application of
subparagraph (A) is prevented at any time before Oc-
tober 1, 1978, by the operation of any law or rule of law,
refund or credit of such overpayment may, nevertheless,
be made or allowed if claim therefor is filed before
October 1, 1978.



I. SuMMARY

In general, the Bank Holding Company Act Amendments of 1970
require a bank holding company (generally any company controlling
a bank) to divest either its banking or nonbanking properties on or
before December 31, 1980. At the time of enactment, 1t was anticipated
that the Congress would later consider the need for legislation to pro-
vide relief from any tax burden resulting from the divestitures re-
quired under the Amendments.

With respect to distributions previously required under the Bank
Holding Company Act of 1956 (and its amendment in 1966), bank
holding companies which controlled two or more banks were permitted
to make tax-free distributions (referred to as “spinoﬁ'si’l)hof either
their bank or nonbank assets, as the case may have been. This special
treatment provided for the nonrecognition of any gain to the share-
holders, upon the distribution to them of banking or nonbanking
property, including stock of a subsidiary. The tax on any gain realized
by shareholders, or on any property received by them, would be
imposed upon their later disposition of the stock or other property
received in the spinoff.

Your committee’s bill provides two possible methods in which tax
relief may be obtained by individuals and corporations for divestitures
made by a bank holding company of either bank or nonbank property
under the Bank Holding Company Act Amendments of 1970. First,
the bill provides that a bank holding company may distribute
either bank or nonbank assets to its own shareholders without in-
clusion in income or recognition of gain by such shareholders. This
“spinoff” approach is generally the same as that adopted for divesti-
tures under the bank holding company legislation enacted in 1956 and
1966, Second, your committee’s bill permits a bank holding company
to sell its banking or nonbanking assets in a taxable sale or exchange,
and to pay the income tax incurred by it in installments over a 10-
year period to the extent the tax is attributable to divestitures made
pursuant to the Bank Holding Company Act Amendments of 1970.

II. Rrasoxs ror BirL

Bank holding company legislation

The Bank Holding Act of 1956 was enacted in response to a concern
about concentrations of economic power if holding companies were
allowed to control not only large numbers of banks but also non-
banking enterprises. A bank holding company was defined in the 1956
Act as an entity which owned or controlled 25 percent or more of the
voting shares of two or more banks.

(5)
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_ In general, a corporation coming within the terms of the bank hold-
ing company legislation was given its choice of two alternative routes—
to remain a bank holding company, or to dispose of its interest in
banks. If the corporation decided to remain a bank holding company
subject to the supervision of the Federal Reserve Board, it had to
divest itself of any so-called “prohibited property,” or nonbank assets.
.+.-In, 1966, a number of technical amendments were made to the 1956
Act and ‘one exception to the definition of bank holding company was

Temoved.t 4
.. During the late 1960’s, there was a dramatic growth not only in the
number, of commercial banking enterprises which became affiliated
with one-bank holding companies, but also in the extent such entities
controlled commercial banking activity. As a result of this change
in the structure of U.S. commercial banking ownership, the Congress
enacted the Bank Holding Amendments of 1970.
-, Of the 1970 amendments, the most significant is the extension
of the. Act to cover, for the first time, one-bank holding companies
(ie., any Qomgsany. controlling 25 percent or more of the voting shares
of a bank), As a result, one-bank holding companies are made sub-
Jject to the requirements of the Federal Reserve Board regarding ex-
pansion in their banking activities. In addition, one-bank holding
companies which are engaged in both banking and nonbanking ac-
tivities are generally required to divest themselves of either their bank-
ing or nonbanking assets before January 1, 1981. However, a “grand-
father clause” in the 1970 amendments, provided that a one-bank hold-
ing company is generally not required to divest itself of those non-
banking activities in which it was lawfully engaged on June 30, 1968.2
. In addition, the Federal Reserve Board is authorized to determine
that a company owning between 5 percent and 25 percent of the voting
stock of a bank or nonbanking corporation possesses a “controlling in-
fluence” in the bank or nonbank and should also be treated as con-
trolling the bank or nonbanking corporation.

Tax treatment of divestitures

. In case of distributions required under the Bank Holding Company
Act of 1956 (and its amendment in 1966), bank holding companies
which controlled two or more banks were permitted to make tax-free
distributions (referred to as “spinoffs”) of either their bank or non-
bank assets, as the case may have been. This special treatment provided
for the nonrecognition of any gain to the sharcholders upon the dis-
tribution to them of banking or nonbanking property, including stock
of a subsidiary. Instead, tax on any gain was imposed on the share-
holders upon their later disposition of the stock received in the spinoff.

In the absence of special tax legislation, many distributions re-
quired to be made pursnant to the Bank Holding Company Act

1The repealed exception had provided that a company was not to be considered a bank
holding company if it was registered prior to May 15, 1955, under the Investment Com-
pany Act of 1940 (or was an affiliate of such a company) unless the company or its
%ﬁxlli{ate directly owned 25 percent or more of the voting shares of each of two or more

AnKs.

2 Properties which are covered by the grandfather provision are not generally subject to
the divestiture requirements; however, in a situation of this type the Board retains sig-
nificant controls on the authority of the bank holding company to acquire new businesses
or to expand existing businesses, and may terminate applicability of the grandfather clause
for a company in certain cases.

-

Amendments of 1970 will be taxable to the distributees as dividends
subject to ordinary income rates.? : SRR

In addition, the bank holding company itself generally would be re-
quired to recognize gain on appreciated property (such as stock of a
banking or nonbanking subsidiary) distributed by it in a redemption
of its own stock, unless the distribution qualifies as a distribution in
complete or partial liquidation of the company.*

On the other hand, if property is sold by a bank holding company to
satisfy the divestiture requirements, gain is recognized. The involun-
tary conversion provision of the tax law (sec. 1033), which provides
for nonrecognition of gdin, is not available, since this provision does
not treat these divestitures as an involuntary conversion. Conse-
quently, a direct sale by a bank holding company will ordinarily be
a taxable disposition, producing taxable gain or deductible loss.

While a distribution in the form of a spinoff (for which the relief
provided in 1956 and 1966 may be useful for some of the divestitures
made pursuant to the 1970 amendments, the number and types of bank
holding companies which are subject to the 1970 legislation will, in
many instances, make the spinoff é.istribution impractical.- For exam-
ple, some of the bank holding companies which will be subject to the
1970 amendments are widely held. In such a situation, the distribution
of the stock of a subsidiary to the shareholders of the bank holding
company would frequently result in many of the holding company’s
shareholders receiving only a small number of shares (or in some
cases fractions of whole shares). Further, if the distribution consists
of stock issued by a bank which serves only a local or regional market,
the shareholders of the holding company would receive an investment
in which they may have little or no interest.® ‘

In those cases where it is not feasible to distribute stock, many bank
holding companies will be forced to sell the interests required to be
divested. In these circumstances, your committee believes that an alter-
native form of relief should be provided.®

3 Generally, in the case of a redemption of stock by a bank helding eompany, the re-
demption would be treated as a sale or exchange of a capital asset by the shareholder,
rather than a dividend, only if the redemption is not essentially equivalent to a dividend
(sec. 302) or if the redemption is treated as a distribution in complete or partial liquida-
tion of the company (sec. 331). Nonrecognition treatment would be available if tbe dis-
tribution qualifies under the divisive reorganization provisions of present law (sec. 355).
This provision permits a corporation to distribute to its own shareholders stock of a con-
trolled (80 percent or greater ownership) corporation without an immediate dividend tax
or recognition of gain by the receiving shareholders. Under this proviston, the shareholders
may or may not simultaneously exchange some of their stock in the distributing company.
Several prerequisites must be satisfied before this benefit under sectlon 355 can be ob-
tained, however. Two of these requirements are that both corporations must be engaged
in active conduct of a trade or business immediately after the distribution, and the- dis-
tributed company must have actively conducted a trade or business for at least § years
before the distribution,

« Under the Tax Reform Act of 1969, recognition of gain by a corporation using appre-
ciated property to redeem its own stock was required in certain cases (sec. 311(d)). In-
clnded among the exceptions to this rule was a distribution of stock or securities pursuant
to a final judgment under an antitrust proceeding. A similar exception for distributions
required under the Bank Holding Company Act was not considered necessary at that time.

5In some cases. distribution of the stock of a subsidiary to the shareholders of the
holding company will not be feasible because it would result in the holding company being
nnable to service acquisition indebtedness, or to pay dividends on preferred stock which
it isxued for the original acquistion of the subsidiary.

¢ In addition to the tax rellef extended under present law to divestitures required under
the Bank Holding Company Act, nonrecognition of gain or loss treatment has been pro-
vided with respect to certain exchanges required under Federal Communications Commis-
sion policles (sec. 1071) and certain exchanges or distributions made in obedience to
orders of the Securities and Exchange Commission (sec. 1081).
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Accordingly, your committee’s bill provides two methods in which
tax relief may be obtained by individusls and corperations for divesti-
tures made by 8 bank holding company (pursuant to the Bank Hold-
ing Company Act Amendments of 1970) of ejther bank or nonbank
property ; namely, a “spinoff” method and an installment payment of
tax method,

HI. Ezrranariox or B

As indicated above, your committee’s bill provides two possible
methods in which tax re%ief may be obtained b§ individuals a%fd cor-
Eoratmns for divestitures made by a bank holding company of either

ank or ponbank property pursuant to the Bank Hoﬁng Company
Act Amendments of 1970. '

_ First, the bill provides that a bank holding company may distribute
either the hank or nonbank assets to its own share%ol ers (or, in spime
cages, security holders) without inclusion in income or recognition of
gain by these stock (or sequmtyi holders. However, any loss realized
by a shareholder (or secyrity holder) as a result of a distribution may
be recognized. This “spineff” approach is generally. the same as that
adopted with respect to divestitures under the bank holding company
legislation enaeted in 1956 and 1966.

Second, your committee’s bill permits 2 bank holding company to
sell its banking or nonbanking assets in a taxable sale or exchange and
to pay the income tax incurred at the corporate level in installments
over at least a 10-year periad with respect to sales or exchanges made
under the divestifure reguirements of the Bank Holding Company
Amendments of 1970,

The methods of tax relief for divestitures permitted by the bill are
not intended, however, to be exclusive, As a result they do not limit
the availability of any tax relief for dispositions covered specifically
by other provisions of the code. For example, a bank holding com-
pany could make a required divestiture by means of a spinoff covered
at the shareholder level by section 855 of present law (distribution of
stack of a controlled corporation) if the specific requirements of that
provision are otherwise fully satisfied, :

Spinoff method ' :

With respect to the spinoff approach, the bill generally adopts the
provisions contained in present law (secs. 1101-1103), which applied
to divestitures made pursuant to the 1956 and 1966 bank holding com-
pany legislation, ' ‘
~In general, a corporation coming within the terms of the bank
holding company legislation of 1970 is given its choice of two alterna-
five routes—to remain a bank holding company and divest its pro-
hibited nonbanking assets, or to dispose of its interest in banks and,
as a result, cease to be a bank holding company.

If a corporation decides to remain a bank holding company, subject
to supervision by the Federal Reserve Board, it must divest itself of
any “prohibited property” (that is, nonbank property). Under the
“spinoft” approach, nonbanking property (including stock) may be
distributed to a bank holding company’s shareholders without recog-
nition of gain by them on the distribution, ‘ '

9

For this purpose, “prohibited property,” in general, means stock,
securities or other obligations, or other assets of nonbanking busi-
nesses to the extent the bank holding company is required to divest
itself of such assets pursuant to the Bank Holding Company Act
Amendments of 1970. The term does not include cash, government
bonds or certain short term obligations.

The distribution of “prohibited property” may be made either di-
rectly to the shareholders of the corporation which is a bank holding
company {with or without a surrender by the shareholders of s8ome of
their stoek in the holding company) or may be transferred, together
with other nonbank property, to a wholly owned subsidiary created ex-
pressly for purposes of receiving the prohibited property.” In the
latter situation, the stock of the subsidiary must be immediately dis-
tributed to the shareholders of the corporation which is a bank holding
company if the distribution is to qualify for nonrecognition of gain
to (or noninclusion in income of) the shareholders.

It a corporation which qualifies as a bank holding company decides
to cease to be a bank holding company (that is, if it wants to con-
tinue its nonbank activities), 1t must divest itself of iis bank property.
Under the “spinoff” approach, it may distribute to its sharehold-
ers any bank stock or other property of a kind which causes it to
be a bank holding company, without the recognition of gain
to the distributee shareholders (if they exchange some of their stock
in the holding company) or without current inelusion in their income
(if they retain their stock in the holding company). As in the case
where a bank holding company divests its nonbanking property, as
indicated above, nonrecognition is available whether the bank stock or
other similar property is distributed directly to shareholders or
whether it is first transferred to a wholly owned subsidiary expressly
created for that purpose and the stock of the subsidiary is then imme-
diately distributed to the shareholders of the parent company.

The spinoff provisions will not apply to a distribution of prohibited
property if the bank holding company has made distributions of bank
property or has made an election under the installment payment pro-
vision with respeet to the sale of bank property. Conversely, the spin-
off provisions will not apply with respect to distributions of bank
property if distributions of prohibited property have been made by
the bank holding company under the spinoff provisions, or if it has
made an election to pay the tax in installments with respect to pro-
hibited property.

Pro rata distribution requirements—In general, distributions must
be pro rata either with respect to all shareholders of the distributing
bank holding company or with respect to all holders of ¢ommon
stock of the company. In the case of distributions to several classes
of shareholders, the determination of whether the distributions are
pro rata is to be made on the basis of the respective fair market values
of classes of stock. For this purpose, the respective fair market value
of the classes of stock may be determined as of a time reéasonably

71In the case where a2 wholly owned subsidiary Is ereated to recelve the prohibited prop-
erty, certain amounts of working eapital may be transferred in adfition to the prohibited
property, However, the nonrecognition provisions of thig bill would not apply if the
stibeidiary receives o eréater amount of working capital than 18 necessary dnder the
cirrumstances or if other evidence indicates the existence of a plan one of the principal
purpeses of which ig to distribute earnings and profits of a corporation.

H. Rept. 94-879—-2
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close to the date upon which distribution is made (e.g., two months
before the distribution is actually made) so the exchange ratio, if any,
may be specified in any prospectus required in connection with the
distribution. . ; ,

Where the distribution is in exchange for stock (i.e., a redemption
of the bank holding company’s own stock), the pro rata reguirement
will be satisfied if a good faith offer to distribute is made on & uniform
basis to all shareholders (including preferred shareholders) or to all
common sharcholders of the holding company. The requirement of a
uniform offer means that the distributing company cannot offer dif-
ferent, types of property to different shareholders; rather, it must
offer the same types of property to all of its shareholders or to all of
its common shareholders.

A limited exception is provided in the bill to permit non pro rata
distributions where the Federal Reserve Board requires it in order to
effectively separate banking and .nonbanking businesses, e.g., if the
result of a pro rata distribution would be that the same small group
of shareholders would continue their repsective interests in two cov-
porations rather than cne. This exception applies only in the case of
a qualified bank holding corporation which does not have more than
10 individual shareholders (other than an estate) at any time during
the period beginning on July 7, 1970, and ending after the final distri-
bution required under the Bank Holding Company Act is made.
Further, tcﬁlis exception is to apply only if the Board certifies that a
pro rata distribution is not appropriate to effectuate the policies of
the Bank Holding Company Act and that a disproportionate distri-
bution is necessary or appropriate to effectuate such policies. In this
case, the Board is to make such certification only after consultation
with the Secretary of the Treasury or his delegate. The requirement
for consultation with the Secretary or his delegate is intended to give
the Treasury Department an opportunity to advise the Board with
respect to tax aveoidance possibilities which might result from a dis-
proportionate distribution. ‘

‘Where distributions of divestiture property (banking or nonbank-
ing property as the case may be) are made directly by a qualified bank
holding corporation, the distributions may be pro rata with respect
to common shareholders without, the surrender of shares of the dis-
tributing company held by them, In the case where the divestiture
property is transferred.to a wholly owned subsidiary and then the
stock of the subsidiary is distributed, the commeon stock of the subsidi-.
ary may be distributed to all shareholders or only to the common
shareholders of the distributing eorporation without the surrender of
shares in the distributing corporation. In addition, preferred stock or
common: gtock in the subsidiary may be distributed in redemption of
the helding company’s.own common and preferred stock {subject,
however, to the tender offer requirement under the pro rata rule in the
bill). In addition, if the exception to the pro rata requirements applies,
the holding company may distribute preferred or common stock or
securities of the subsidiary in exchange for the holding company’s
own securitles. S . - ‘ L

Effect on shareholders.—If shareholders of a bank holding com-
pany do not recognize gain on a distribution of property to them in
exchange for stock or securities held by them in the holding company,

ol
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the basis of the property received by a shareholder is the same as the
basis of the stock or securities exchanged. If property is received by
such shareholders without an exchange of stock by them, the share-
holder is required to allocate his basis in the stock of the bank holding
company between such stock ‘and the property distributed to him.
Thus, the tax which would have otherwise been incurred by.a share-
holder with respect to a distribution is generally postponed until the
shareholder disposes of the stock or property which is received.

Use of appreciated property by corporation to redeem its stock.—
As a result of the Tax Reform Act of 1969, present law taxés any
gain to a corporation which distributes appreciated property in re-
demption of its own stock (sec. 311(d)). However, a number of ex-
cgpmons were provided to this rule at that time.® The bill adds another
additional exception providing that gain will not be recognized by a
corporation distributing appreciated stock of a pre-existing banking
or nonbanking subsidiary in redemption of its own stock. '

This additional exception to section 311(d) is not to be available
for distributions of assets other than stock, Morever, the exception is to
be available only for distributions made directly by the holding com-
pany (under new secs. 1101(a) (1) or (b) (1)) and does not apply to
distributions of stock of any newly created subsidiary.® This excep-
tion is not to apply where the distributee is a tax-exempt organization.

Other than this exception for the distribution of appreciated stock,
the usual provisions of the tax laws apply to the distributing company.
That is, gain generally is recognized to the distributing corporation in
the case of distributions of LIFO inventory, in the case of distribu-
tions of property subject to a liability in excess of its adjusted basis,
and in the case of distributions of certain installment obligations (secs.
311 and 458). In the case of distributions of property in kind, the
depreciation recapture provisions are to apply as under present law
(secs, 1245 and 1250), Further, the investment credit recapture pro-
visions are to apply as under present law with respect to digpositions
of depreciable tangible property (sec. 47). o

Installment method o

The second form of tax relief provided by the bill permits the tax-
payer to make installment payments of the tax attributable to a di-
vestiture accomplished by a sale of bank or nonbank property, as the
case may be. Under the installment payment provision, a bank hold-
ing company selling bank property or nonbank property, after July 7,
1970, may elect to pay the tax attributable to the sale in equal annual
installments. The first installment is to be due on the due date of the
taxpayer’s return of taxes for the taxable year in which the sale oe-
curred. The installments are to be paid annually thereafter with the

8The rule does not apply to (1) a distribution in partial or complete. liguidation of
a ecorporation, (2) a distributlon of stock or securities In-a divisive reorganlzation; (3)
certain complete redemptions of a 10-percent shareholder, (4) ecertain distributions-of
stock of a 80-percent controlled corporation, (5) certain distributions.of stock or securi-
ties purstant to’ the terms of a judgment requiring divestiture under the antitrust laws,
(6) certain distributions in redemption of stock to pay death taxes, (7), certain distribu-
tions to a private foundation in redemption of stock, and (8) certain distributfons by a
regulated {nvestment company in redemption of its stock, : Tt Lo

» If stock: of a newly created subsidiary counld be distributed under the protection of the
new exception to see. 311(d4), the rule limiting the exception to gtock distributibng eould
he circumvented by transferring husiness assefs to a newly created subsidiary and then
distributing the stock of that subsidiary to the shareholders of the bank holding company.
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last installment payable on the due date of the taxpayer's return in
1985 or, if Jater, on the corresponding date 10 years after the due date
for the year in which the sale occurred. If the taxpayer makes more
than one sale under the 1970 bank holding company legislation, the
tax attributable to each sale may be paid on an installment basis begin-
ning in the year after each sale was made.

As indicated above, the bill provides for a minimum installment
period of 10 dyears. Thus, in the case of a sale in 1980, the installment
period would be available until 1990 (rather than 1985). However,
interest 15 not imposed upon the deferred tax in the case of install-
ments due through 1985, but is payable with respect to installment
payments due after 1985.

The installment payment of tax is not to be available for a sale of
nonbank property if the bank holding company elects to apply the
provision to the sale of bank property or if the company has distributed
bank property under the spinoff provisions. Conversely, the install-
ment payment of tax is not to apply with respect to a sale of bank
property if the bank holding company elects to pay the tax in install-
ments with respect to nonbank property or has distributed nonbank
property under the spinoff provisions, If the bank holding company
elects to report gain on a sale under the regular installment method
(section 453}, it is not to be entitled also to elect for this sale the spe-
cial installment method provided here.

If the company elects to pay the tax in installments, the payments
are to be accelerated and the tax paid in full if (i) an installment is
not. paid on or before its due date; or (ii) the Federal Reserve Board
fails to make a certification, within the time prescribed that the com-
pany has disposed of all the property the disposition of which is neces-
sary to effectuate the policies of the Bank Holding Company Act or
that the company has ceased to be a bank holding company.

If the company elects to pay the tax in installments, the Secretary
of the Treasury or his delegate may, if he feels that it is necessary to
ensure payment of the tax, require the company to furnish a bond.
The provision relating to bonds (sec. 6165) where the time to pay the
tax has been extended, is to apply as though the Secretary is extending
the time for the payment of tax. The running of the period of limi-
tations for the collection of the tax attributable to a sale is to be su-
spended for the period during which there are any unpaid installments.

Rules of General Applicability

The tax relief provided under the bill is available for divestitures
occurring from July 7, 1970, through December 31, 1980. In general, a
bank holding company must be qualified as such and the property
being divested must have been held as of July 7, 1970. This date 1s the
date upon which the Senate Banking and Currency Commities an-
nounced that it was reporting out a bill dealing with one-bank holding
companies. This restriction is considered necessary to preclude tax
relief for acquisitions made after it became clear that the separation
of banking and nonbanking businesses was to be required of the one-
bank holding companies.

- Since the Bank Holding Company Act of 1970 requires all divesti-
tures to be made by December 31, 1980, the tax relief 1s made available
only for those divestitures which will have taken place by that date.

Qualification of holding company.—TUnder the bill, a bank holding
company is treated as a “qualified bank holding corporation” only
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if it was “controlling” a bank for purpeses of the Bank Holding Com-
pany Act as of July 7, 1970, or is later determined to be a qualified
bank holding company because of (1) property acquired by it on or
before J ul%* 7, 1970, or (2) property received af};er such date in & dis-
tribution from another qualified bank holding corporatien, or (3)
stock of a subsidiary it acquired after that date if the subsidiary was
created for the purpose of receiving property required to be distri-
buted by the company.

Geenerally, this definition includes a company which directly or in-
directly owned 25 per cent or more of the stock of a bank or another
bank holding company on July 7, 1970. In addition, the definition
includes a company subsequently determined to be a bank holding
company by the Federal Reserve Board because it exereises a “con-
trolling influence” over a bank if the determination was made on the
basis of the bank shares owned as of July 7, 1970, by the company.
Thus, in such a case, the determination of the Federal Reserve Board
is to be given retroactive effect for purposes of the tax provisions, Of
course, the provisions of the bill relate solely to the treatment of a
company as a qualified bank holding corporation for tax purposes.
They do not relate in any respect to the effect, if any, of the Board’s
determination for purpoces of the Bank Holding Company Act, .e.g,
applicability of grandfather privileges under the Act.*®

The bill extends the tax relief provisions to distributions or sales by
a subsidiary of a bank holding company. These distributions or sales
would be subject to the same requirements applicable to the “parent”
holding company, e.g., the property must satisfy the cutoff date and
the Federal Reserve Board must certify that divestiture is necessary
or appropriate to effectuate the policies of the Act.* For this purpose,
the term “subsidiary” has the same meaning as under the Bank Hold-
ing Company Act, 1.e., generally, a subsidiary is a company in which
the holding company directly or indirectly owns 25 percent or more of
the voting stock. :

Under the bill, a successor corporation in a type “F” reorganization
(mere change in identity or place of incorporation) is to be treated as

‘a qualified bank holding corporation if its predecessor satisfied the

qualifieation requirements.

Eligibility of property.~—The tax relief is, generally, available only
for distributions of property owned on July 7, 1970, by a gualified
bank holding ecorporation. This vestriction is not generally to apply
to property acquired after that date if it is received in a distribution

10 (Generally, it is the position of the Federal Reserve Board that a determination relating
to the stato® of a company as a bank holding company will be retroactive only when the
company directly owned as much as 25 percent of a bank., A finding that' a company is a
bank holding company because of its “controlling influence” is not given retroactive effect.
{Federal Reserve Order of January 15, 1976, relating to Orwig & Co., Inc., and Perpetual
Corp.-Pierce National Life Insurance Co., 1973 Federal Reserve Bulletin 218.) ‘In most
cases, the prospective determination of status ag a bank holding company results in the
denial of grandfather privileges under the Bank Heolding Company Act.

L In"certain cases, a parent corporatlon may be treated as a bank holding company be-
cause its subsidiary owns stock in a bank. If the corporation owning the bank stock 1s a
subsidiary for purposes of tax law (generally the parent corporation owns 80 percent of
the voting stock), tax rellef under the divestiture provisions iy available because the sub-
sidiary could be liguidated into the parent corporation without the recognition of gain,
and then the parent corporation could distribute the bank stock to its shareholders without
recognition of Income hg the shareholders. However, a company may be treated as a
suhsidiary of a bank holding ¢ompany under the bank holdinig company provisions If the
holding company owns 235 percent or more of ity stock. Thus, In the case where a corpora-
tion is treated as a subsidlary under the Bank Holding Company Act but not under the
Tnternal Revenue Code, bank stock owned by the subsidiary may not be digtributed without
the recognition of income unless it is treated as a bank holding company.
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by another bank holding corporation, or to the stock of a subsidiary
which is created to receive the propérty required to be distributed by
the holding company. '

In addition, the cutoff date is not generally to apply to certain
other “substituted” property received by a bank holding company in
a nontaxable transaction, Thus, the cutoff. date is not to apply to non-
taxable stock dividends received by the holding company, property
received in a liquidation of a subsidiary in which gain or loss was not
recognized, and property received in certain reorganizations to the
extent gain or loss was not recognized. The reorganizations within the
scope of the substituted property rules include mergers (a type “A”
reorganization),’? stock-for-stock exchanges (a type “B” reorganiza-
tion), recapitalizations (a type “E” reorganization) and mere ﬁmnges
in identity or place of incorporation (a type “F” reorganization).
If,in any of these reorganizations, additional consideration is received
by the holding company which is required to be recognized under
present law (sec. 856), this additional property is not to be treated
as substituted property under the bill (although the additional con-
sideration will not prevent nonrecognition property received in the
same reorganization from being treated as substituted property for
purposes of this bill).

The substituted property rules are to apply to property received
in the liquidation of a subsidiary only if the property could have been
distributed to shareholders without the recognition of income under
the provisions, e.g., the property was held by the subsidiary on July 7,
1970. Property received in a merger or stock-for-stock exchange are to
qualify under the substituted property rules if it is receive%l in ex-
change for property which satisfied the cutoff date and the substituted
property is-also required to be divested. Also, there may be successive
transactions involving substituted property and the substituted prop-
erty rules will be satisfied so long as the property acquired after July 7,
1970, can be traced back through successive tax-free transactions to
property held on that date.

Under present law, one of the requirements for a tax-free reorga-
nization is that there be a continuity of interest on the part of those
persons who, directly or indirectly, were the owners of the enterprise
prior to the reorganization (Reg. §1.368-1). The Internal Revenue
Service has ruled that the continuity of interest requirements are
satisfied even though, at the time of the reorganization, a shareholder
was required by a court decree under the antitrust laws to dispose of
the stock by the end of a 7-year period (Rev. Rul. 6623, 1966-1 C.B.
67). The committee understands that in some situations a bank holding
company which desires to continue to engage solely in nonbanking
activities may, before making a divestiture, transfer its banking prop-
erties to another corporation in a nontaxable reorganization. If stock
received in the other corporation is promptly divested by the holding
company, the prior transaction might not qualify as a tax-free reorga-
nization on continuity of interest grounds because of the divestiture re-
quirements. Solely in order to facilitate divestitures under the tax
provisions of the bill, the committee intends that the tax status of a
reorganization in these circumstances should not be adversely affected
by the divestiture requirements under the Bank Holding Company Act

22 This would include mergers treated as a type ‘“A” reorganization when using stock
of a controlling corporation or a controlling merged corporation. ags described in section
368(a)(2) (D) or (E).
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where a bank holding company disposes of shares received in the
reorganization shortly after the reorganization occurs. ’
Five-percent ownership rule—Regulations promulgated under pres-

ent law (sec. 1101), provides that, to the extent that the distribution

made by the bank holding company represents a 5 percent (or less)
interest in the stock of a company, nonrecognition treatment is not
available. This position is based upon the fact that the bank holding
company legislation exempts from the divestiture requirement an in-
terest in & company which does not include more than five percent of
the outstanding shares of the company. Your committee believes that
a bank holding company making a distribution of either bank prop-
erty or nonbanking property, under the divestiture requirements of
bank holding company legislation, should be eligible for tax relief
under the bill on the entire amount. Consequently, the bill provides
that the term “prohibited property” also includes shares of any com-
pany which a bank holding company may retain under the Bank
Holding Company Act (sec. 4(c)(6)) if shares of a company are
owned in excess of 5 percent and treated as property subject to the
divestiture requirements of the Act. . o
“Grandfather” property.—The bill provides that the determination
of whether property is eligible for tax relief under the bill is to be
made without regard to the grandfather proviso of sec. 4(a) (2), of
the Bank Holding Company Act, i.e., property held before June 30,
1968. Thus, even though property may be retained because it repre-
sents pre-June 30, 1968 activities which are not generally subject to the
divestiture requirements), it may be eligible for tax relief if the Board
certifies that, without regard to the grandfather privileges, the dis-
tribution is necessary or appropriate to effectuate the purposes of the
bank holding company legislation. However, the tax relief is to be
available only if the company irrevocably elects to forego the exemp-
tion from the divestiture requirements as to all property to which the
exemption applies. o ‘
Oeftm’n fclz)ygiby owned companies—The Bank Holding Company
Act of 1956 (sec. 4(c)(il)) provides an exception to the divesti-
ture requirements for a company covered by the 1970 amendments if
more than 85 percent of the voting stock was collectively owned on
June 80, 1968, and continuously thereafter, by members of the same
family (or their spouses) who are lineal descendants of common
ancestors. The bill extends the tax relief provisions to cover a com-
pany coming within this exemption if the company elects to waive
the application of the exemption and dispose of either all of its bank
property or all of its nonbanking property. In other respects, the
requirements for obtaining the tax relief are to be the same as for any
other bank holding company, e.g., the property must be held by the
hanlk holding company on July 7, 1970 and the Federal Reserve Board
mmust certify that the disposition is an appropriate reflection of the
ceneral divestiture requirements of the Bank Holding Company Act.
" Qertification by Federal Reserve Board.—~Under the bill, the Federal
Reserve Board is required to make both an initial certification before
any distribution or sale by a bank holding company and a final
certification that the required distribution or sale has been made. Ini-
tially, the Board must certify that the distribution or sale 1s necessary
or appropriate to effectuate the policies of the bank holding company
legislation. In addition, the Board must issue a final certification, be-



16

fore the elose of the calendar year following the calendar year in which
the last distribution or sale occurred, to the effect that the corporation
has dispesed of all the Froperty which is necessary or appropriate to
effectuate the policies of the Bank Holding Company Act. In the case
of divestitures of bank property, nonrecognition treatment is not to
a,p,lply unless the Board certifies, before the clase of the calendar year
following the calendar year in which the last distribution occurred,
that the corporation has ceased te be a bank holding company.

The periods of limitation (provided in sec. 8501) are not to expire
with respect to a deficiency resulting from a distribution mwade under
the spinefl’ provisions until five years after the corporation notifies the
Secretary that the final certification (veferred to above) has been made
or that the final certification will not, be made.

Special suceessor corporation rules—The bill contains a special suc-
cessor eorporation rule to deal with a situation brought. to the com-
mittee’s attention. In this ease, a. company became a bank holding
company i 1974 through certain tax-free transactions in which it
succeeded ** to the controlling interests in banks and nonbanking assets
owned by another corporation, which is a trusteed affiliate. In connec-
tion with these tax-free transactions, a predecessor corporation, which
would have been treated as a qualified bank holding corporation be-
cause it satisfied the general cutoff date of July 7, 1970, was merged
into a newly chartered bank corporation,

The effect of this speeial rule is to treat the corporations involved in
the tax-free transactions occurring after July 7, 1970 and before Au-
gust 1, 1974 and any subsidiaries ™ of these corporations as satisfying
the general cutoff date of July 7, 1970, In addition, the shares of the
trusteed corporation (which are held for the benefit of the new control-
ling corporation as a result of the tax-free transactions) are to be
treated as property acquired in substitution for property which satis-
fied the cutoff date. The special rule would not apply to property ac-
quired after the date on which the tax-free transactions occurred un-
less the general substituted property rules described above apply.

Lffective Dates

The “spinoff” amendments made by the bill are to be effective with
respect to. distributions after Fuly 7, 1970. The bill, however, is to take
effect on October 1, 1977. The effective date of the bill is postponed
until October 1, 1977, so that there will be no revenue loss until fiscal
year 1978.15

In the case of distributions occurring before enactment of the bill,
the period of limitations for refunds or credits is extended for one year-
following the October 1, 1977,

The provision relating to nonrecognition of gain by a corporation
using appreciated property to redeem its stock is to apply to distribu-

3 By a triangular merger and transfers of benefieial inter 3 :
thg redeggissm carporatsl}clm.t Y e ests by the shareohlders of

or 8 purpose, the term “subsidlary” means a subsidiary within the meanin
of the Bank Holding Company Act, ie, a company in which ythe holding compang
directly or indirectly owns 25 percent or more of the voting stoek.

3 In the case of any distribution which takes place on or before 90 days after the date
of the enactment of this bill, the requirement that the Federal Reserve Board, vertify that
the distribution is Jnecessary or appropriate to effectuate the purposes of the Bank Hold-
ing Company Act is o be treated as made before the distribution if an application for
certification 1s made before the close of the 90th day after the date of, enactment. The final
certification ('requiregi by section 1101(e)) is to be treated as made before the cloge of the
calendar year following the calendar vear in which the last distribution occurred if appl-
S?fgggcgge ;imt certification i3 also made before the close of the HOth day after the date

T I
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tions made after December 31, 1975, However, the bill also provides
that this provision is not to take effect until October 1, 1977,

The installment payment of tax provision is to apply to sales made
after July 7, 1970. The bill, however, is not effective until October 1,
1977. As 1n the case of the spinoff approach, the postponement of the
effective date of the bill is provided so that there will be no revenue
loss until fiscal year 1978, ‘

In the case of any sale which takes place on or before 90 days after
the date of enactment, a certification by the Federal Reserve Board is
to be treated as made before the sale if application for the certification
is made within 90 days after the date of enactment.

In the case of a sale occurring before enactment of the bill, refunds
or credits are to be available for the portion of the tax attributable to
the sale not yet due on October 1, 1977 under the installment payment
provision. Under the bill, no refund may be made or credit allowed
under the provision before October 1, 1977.

Any refund due under this provision may be used by the Internal
Revenue Service as an offset to any outstanding deficiencies as pro-
vided under present law (sec. 6402). In the case of refunds attrib-
utable to sales, in two or more taxable years the refunds attributable
to the sales are to be used in the order of time-as offsets to the de-
ficiencies arising in the order of time and in the manner provided under
present law where the taxpayer does not specify the liability being
satisfied (first as to interest, second as to penalties, and third as to
tax liabilities). , ‘

In the case of an overpayment arising from the installment provi-
sions interest to the taxpayer is to be allowed for only for periods
6 months or more after the later of the date of enactment, the date
on which application for refund is filed, or the due date for filing the
income tax return for the taxable year in which the sale oceurs.

IV. Errecr oN THE REVENUES or THE Biun Axp Vore oF THE
Coummrrree 1N ReporTiNe THE Brio

In compliance with clause 7 of rule XIII of the Rules of the House
of Representatives, the following statement is:made relative to the ef-
fect on the revenues of this bill. The bill would become effective on
October 1, 1977, so that there would be no revenue effect for fiscal year
1977. Thereafter, the revenue loss is estimated to be approximately $50
million in fiscal year 1978, $25 million in fiscal year 1979, $50 million
in fiscal year 1980, and $60 million in fiscal year 1981. Of this amount,
$125 million would be returned to the Treasury during the period 1981
through 1990 as installment payments are made with respect to the
taxes deferred under the installment payment-method. -

In compliance with clause 2(1) (2?( )} of rule XT of the Rules of
the House of Representatives, the following statement is made relative
to the vote by the committee on the motion to report the bill. The bill

was ordered reported by a voice vote.

V. Oraer MaTtrErs Requirep To Br DISGUSS)E])lUNDERA House Rures

In compliance with clauses 2(1) (3) and 2(1) (4) of rule XTI of the
Rules of the House of Representatives, the following statements are
made.

H. Rept. 94-879—-3
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With respect to subdivision (A) of clause 3 relating to oversight
findings, it was as a result of your committee’s oversight activity con-
cerning the tax treatment of divestitures required under the Bank
Holding Company Act that it concluded that the provisions of this bill
are appropriate to cover the divestitures required under the Bank
Holding Company Amendments of 1970.

In compliance with subdivision (B) of clause 3 of rule XI of the
Rules of the House of Representatives, the committee states that the
changes made to this bill involve no new budget authority.

With respect to subdivisions (C) and (D) of clause 3 of rule XT of
the Rules of the House of Representatives, your committes advises
that no estimate of comparison has been submitted to your committee
by the Director of the Congressional Budget Office relative to the
c}{anges made by your committee, nor have any oversight findings or
recommendations been submitted to your committee by the Committee
on Government Operations.

In compliance with clause 2(1) (4) of rule XI of the Rules of the
House of Representatives, your committee states that the inflation im-
pact of the changes results from this bill should be negligible.

V1. Cuanaers v ExistinGg Law Mape By e Birx, as Rerorrep

In compliance with clause 3 of rule XITI of the Rules of the House
of Representatives, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italic, existing law
in which no change is proposed is shown in roman) :

Internan Revenove Cobe or 1954

* * * *® * * *®

Subtitle A—Income Taxes

L ] * * * * * %
CHAPTER 1-—-NORMAL TAXES AND SURTAXES
* * * * * * #*
Subchapter C—Corporate Distributions and
Adjustments
* * * ® ® * *
PART I—DISTRIBUTIONS BY CORPORATIONS
*® * * ~* * * *
Subpart B—Effects on Corporation
L ] * * * * % *

SEC. 31L TAXABILI‘i‘Y OF CORPORATION ON DISTRIBUTION.
(a) GeneraL Rure—Except as provided in subsections (b), (e),
and (d) of this section and section 453 (d), no gain or loss shall be
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recognized to a corporation on the distribution, with respect to its
stock, of—

(1) its stock (or rights to acquire its stock), or

(2) property.

(b) LIFO INVENTORY.—

(1) BecoenrTioN oF ¢caIN.—If a corporation inventorying goods
under the method provided in section 472 (relating to last-in, first-
out inventories) distributes inventory assets (as defined in para-
graph (2) (A%) , then the amount (if any) by which—

A) the inventory amount (as defined in paragraph
(2) (B)) of such assets under a method authorized by section
471 (relating to general rule for inventories), exceeds
(B) the inventory amount of such assets under the method
provided in section 472,
shall be treated as gain to the corporation recognized from the
sale of such inventory assets,

(2) Derixtrions.—For purposes of paragragh (1y—

(A) InvenTorY assers.—The term “inventory assets”
means stock in trade of the corporation, or other property of
a kind which would properly be included in the inventory of
the corporation if on hand at the close of the taxable year.

(B) Inventory amMouNT.—The term “inventory amount”
means, in the case of inventory assets distributed during a tax-
able year, the amount of such inventory assets determined as
if the taxable year closed at the time of such distribution.

(8) MErHOD OF DETERMINING INVENTORY AMOUNT.—For pur-
poses of this subsection, the inventory amount of assets under a
method authorized by section 471 shall be determined—

(A) if the corporation uses the retail method of valuing
inventories under section 472, by using such method, or

(B) if subparagraph (A) does not apply by using cost or
market, whichever is lower.

(¢) Laasrrrry 1x Excess oF Basis.—If—

(1) a corporation distributes property to a shareholder with
respect to its stock,

&) such property is subject to a liability, or the shareholder
assumes a liability of the corporation in connection with the dis-
tribution, and

(8) the amount of such liability exceeds the adjusted basis
(in the hands of the distributing corporation) of such property,

then gain shall be recognized to the distributing corporation in an
amount equal to such excess as if the property distributed had been
sold at the time of the distribution. In the case of a distribution of
property subject to a liability which is not assumed by the shareholder,
the amount of gain to be recognized under the preceding sentence shall
not exceed the excess, if any, of the fair market value of such property
over its adjusted basis.
(d) Arereciatep Properry Usep To Reprem Stock.—

(1) Ix eeNErRAL~—If—

(A) a corporation distributes property (other than an obli-
gation of such corporation) to a shareholder in a redemption
(to which subpart A applies) of part or all of his stock in
such corporation, and
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(B) the fair market value of such property exceeds its

adjusted basis (in the hands of the distributing corporation),

then again® shall be recognized to the distributing corporation

in an amount equal to such excess as if the property distributed had

been sold at the time of the distribution. Subsections (b) and (c) shall
not apply to any distribution to which this subsection applies.

(2) ExceprioNs aAND niMITATIONS.—Paragraph (1) shall not

apply to—

(A) a distribution in complete redemption of all of the
stock of a shareholder who, at all times within the 12-month
period ending on the date of such distribution, owns at least
10 percent in value of the outstanding stock of the distribut-
ing corporation, but only if the redemption qualifies under
section 302(b) (3) (determined without the application of
section 302 (c) (2) (A)(i1));

(B) a distribution of stock or an obligation of a corpora-
tion—

(i) which is engaged in at least one trade or business,
(i1) which has not received property constituting a
substantial part of its assets from the distributing cor-
poration, in a transaction to which section 851 applied or

- as a contribution to capital, within the 5-year period end-

ing on the date of the distribution, and

(iii) at least 50 percent in value of the outstanding
stock of which is owned by the distributing corporation
at any time within the 9-year period ending one year
before the date of the distribution;

(C) a distribution before December 1, 1974, of stock of a
corporation substantially all of the assets of which the dis-
tributing corporation (or a corporation which is a member
of the same affiliated group (as defined in section 1504(a))
as the distributing corporation) held on November 30, 1969,
if such assets constitute a trade or business which has been
actively conducted throughout the one-year period ending on
the date of the distribution;

(D) a distribution of stock or securities pursuant to the
terms of a final judgment rendered by a court with respect to
the distributing corporation in a court proceeding under the
Sherman Aet (26 Stat. 209; 15 U.S.C. 1-7) or the Clayton
Act (38 Stat. 780; 15 U.8.C. 12-27), or both, to which the
United States is a party, but only if the distribution of such
stock or securities in redemption of the distributing corpora-
tion’s stock is in furtherance of the purposes of the judgment;

(E) a distribution to the extent that section 303(a) (re-
lating to distributions in redemption of stock to pay death
taxes) applies to such distribution;

(F) a distribution to a private foundation in redemption
%fB fto!c:k gilich is described in section 537(b)(2)(A) and

; [an
- (G) a distribution by a corporation to which part T of
subchapter M (relating to regulated investment companies)
applies, if such distribution is in redemption of its stock
upon the demand of the shareholder[.] ; and

1 Probably should be “a gain”,
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(H) a distribution of stock to a distributee which is not
an orgavization ewempt from tax under section 501(a), if
with respect to such distributee, subsection (a) (1) or (b) (1)
of section 1101 (relating to distributions pursuant to Ba
Holding Company Aet) applies to such distribution.

* * # * # % *

Subchapter O—Gain or Loss on Disposition of Property

Part
Part
Part
Part
Part
Part
Part
Part
Part

I. Determination of amount of and recognition of gain or loss.
II, Basis rules of general application.
I1I. Common nontaxable exchanges.
IV. Special rules.
V. Changes to effectuate ¥.C.C. policy.
VI1. Exchanges in obedience to S.E.C. orders.
VII. Wash sales of stock or securities.
VIII. Distributions pursuant to Bank Holding Company Act [of 19561
IX. Distributions pursuant to orders enforcing the antitrust laws.

PART VIII—DISTRIBUTIONS PURSUANT TO BANK

See.
Sec.
Sec.

SEC.

HOLDING COMPANY ACT [OF 1956]

1101. Distributions pursuant to Bank Holding Company Act [of 19561
1102, 8pecial rules.
1108. Definitions.

1161, DISTRIBUTIONS PURSUANT TO BANK HOLDING COMPANY
ACT [OF 19561,

(a) Drgrriurions or Cerraiy NoN-BanNgINe PROPERTY.~—

(1) DISTRIBUTIONS OF PROHIBITED PROPERTY-—If—

(A) a qualified bank holding corporation distributes pro-
hibited property (other than stock received in an exchange to
which subsection (c¢) (2) applies)—

(1) to a shareholder (with respect to its stock held by
such shareholder), without the surrender by such share-
holder of stock in such corporation [; or}, or

(ii) to a shareholder, in exchange for its preferred
stock [; or3 , or

(iii) to a security holder, in exchange for its securities
[;and]}, and

(B) the Board has, before the distribution, certified that
the distribution of such prohibited property is necessary or
appropriate to effectuate section 4 of the Bank Holding Com-
pany Act [of 1956],

then no gain to the shareholder or security holder from the re-
ceipt of such property shall be recognized.

(2) DIsTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN EX-
CHANGE TO WHICH SUBSECTION (C) (2) APPLIES.—If—

(A) aqualified bank holding corporation distributes—

(i) common stock received in an exchange to which
subsection (¢)(2) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation

[;or},or




22

(ii) common stock received in an exchange to which
subsection {c) (2) applies to a shareholder, in exchange
for its common stock [ ; or] , or

(ii1) preferred stock or common stock received in an
exchange to which subsection (c)(2) applies to a share-
holder, in exchange for its preferred stock [; or] , or

(iv) securities or preferred or common stock received
in an exchange to which subsection (c)(2) applies to &
security holder in exchange for its securities [ ; and}, and

(B) any preferred stock received has substantially the
same terms as the preferred stock exchanged, and any securi-
ties received have substantially the same terms as the securi-
ties exchanged,

then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

3) Nox Pro RATA DISTRIBUTIONS.—Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is pro
rata with respect to all of the shareholders of the distributing
qualified bank holding corporation.}

(3) PERO RATA AND OTHER REQUIREMENTS.

(4) Iv genverar—Paragrophs (1) and (8) of this subsec-
tion, or paragraphs (1) and {2) of subsection (b), as the
case may be, shall apply to any distribution io the share-
holders of a qualified bank holding corporation only if each
distribution—

(2) which is made by such corporation to its share-
holders after July 7, 1970, and on or before the date on
which the Board makes its final certification under sub-
section. (e), and

(&) to which such paragraph (1) or (2) applies (de-
termaned without regard to this paragraph),

meets the requirements of subparagraph (g), (OY, or (D).

(B) Pro RATA REQUIREMENTS.—A distribution meets the
regquirements of this subparagroph if the distribution is pro
rate with respect to all shareholders of the distributing quali-
fled bank holding corporation or with respect to all share-
holders of common stock of such corporation.

(C) BEepEMPTIONS WHEN UNIFORYM OFFER I8 MADE—A distri-
bution meets the requirements of this subparagraph if the
distribution is in exchange for stock of the distributing quali-
fied bank holding corporation and such distribution is pur-
suant to a geod faith offer made on a uniform basis to all
sharcholders of the distributing qualified bank holding cor-
poration or to all shareholders of common stock of such
corporation.

(D) Now-pro BATA DISTRIBUTIONS FROM CERTAIN OLOSELY-
HELD CORPORATIONS—A distribution meets the requirements
of this subparagraph if such distribution is made by a guali-
fled bank holding corporation which does mot hawe more
than 10 shareholders (within the meaning of section 1371
(a) (1)) and does not have as a sharcholder a person (other
than an estate) which. is not an individual, and if the Board
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(after consultation with the Secretary or his delegate) cer-
tifies that—

e (3) a distribution which meets the requirements of
subparagraph (B) or (C) is not appro e to eff ectuate
section } or the policies of the Bank Holding Company
Act, and . .

(¢1) the distribution being made is necessary or ap-
propriate to effectuate section 4 or the policies of such
Act,

(4) ExceprioN.—This subsection shall not apply to any distri-
bution by a corporation [which]} if such corporation, a corpora-
tion having control of such corporation, or a subsidiary of such
corporation has made any distribution pursuant to subsection
(b) or has made an eleciron under section 6158 with respect to
bank property (as defined in section 61568(f) (3)).

(5) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION.—In the
case of a distribution to which paragraph (1) or (2) applies[,]
but which— .

(A) results in a gift, see section 2501[,J and following, or

(B) has the effect of the payment of compensation, see
section 61 (a) (1)}

(b) CorporaTiON CEAsSING T0 Br 4 BANk Horping CoMPANY.—

(1) DisTRIBUTIONS OF PROPERTY WHICH CAUSE A CORPORATION
TO BE A BANK HOLDING COMPANY.—If— ‘

(A) a qualified bank holding corporation distributes prop-
erty (other than stock received in an exchange to which
subsection (c) (3) applies)— -

(i) to a shareholder (with respect to its stock held by
such shareholder), without the surrender by such share-
holder of stock in such corporation[; or] , or

(ii) to a shareholder, in exchange for its preferred
stock[ ; or'} , o '

r ( iii()1 to a security holder, in exchange for its securities
; and] ,

(B) the Board has, before the distribution, certified that—

(i) such property is all or part of the property by rea-
son of which such corporation controls (within the mean-
ing of section 2(a) of the Bank Holding Company Act
[of 1956]) a bank or bank holding company, or ‘such
property is part of the property by reason of which such
corporation did control a bank or a bank holding com-
pany before any property of the same kind was distrib-
uted under this subsection or exchanged under subsec-
tion (¢) (3) [;and], and :

(ii) the distribution is necessary or appropriate to
effectuate the policies of such Act, s

then no gain to the shareholder or security holder from the
receipt of such property shall be recognized. '

(2) DISTRIBUTIONS OF STOCK AND SECURTTIES RECEIVED IN AN EX-
CHANGE TO WHICH SUBSECTION (¢) (3) APPLIES.~Tf— = -

(A) a qualified bank holding corporation distributes—

’ (i) common stock received in an exchange to which
subsection (¢)(3) applies to a shareholder (with respect
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to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation
[;orY,or

(ii) common stock received in an exchange to which
subsection (c) (3) applies to a shareholder, in exchange
for its common stock [; or]J , or

(}i‘ii) preferred stock or common stock received in an
exchange to which subsection (c¢)(3) applies to a share-
holder, in exchange for its preferred stock [; or} , or
" (iv) securities or preferred or common stock received
in an exchange to which subsection (c) (3) applies to a
secu‘rlity holder, in exchange for its securities [; and]
, ON

(B) any preferred stock received has substantially the same
terms as the preferred stock exchanged, and any securities
received have substantially the same terms as the securities
exchanged,

then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

[(3) Nox PrO RATA DISTRIBUTIONS.—Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is
pro rata with respect to all of the sharcholders of the distributing
qualified bank holding corporation.]

(8) Pro RATA AND OTHER REQUIREMENTS—For pro rata and
other requirements, see subsection (a) (3).

(4) Exceprion.—This subsection shall not apply to any dis-
tribution by a corporation [which] éf such corporation, a corpo-
ration having control of such corporation, or a subsidiary of such
corporation has made any distribution pursuant to subsection (a)
or has made an election under section 6158 with respect to pro-
hibited property.

(5) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION.—In the
case of a distribution to which paragraph (1) or (2) applies[,}
but which— ,

(A) results in a gift, see section 2501[,] and following, or

(B) has the effect of the payment of compensation, see sec-

tion 61[(a).(1)].
(¢) ProrErTY AcQUirED A¥TER [MAY 15, 19557 July 7, 1970.—

(1) In eenerarL.—Except as provided in paragraphs (2) and
(8),subsection (a) or (b) shall not apply to—

A) any property acquired by the distributing corporation
after [May 15, 1955] Jwly 7, 1970, unless (i) gain to such
corporation with respect to the receipt of such property was
not recognized by reason of subsection (a) or (b), or (ii)
such property was received by it in exchange for all of its
stock in an exchange to which paragraph (2) or (3) applies,
or (iil) such property was acquired by the distributing corpo-
ration in a transaction in which gain was not recognized under
section 305(a) or section 332, or under section 354 or 356
(but only with respect to property permitted by section 354
or 356 to be received without the recognition of gain or loss)
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with respect to a reorganization described in section [368 (2)
(1) (B)T 968(a) (1) (A), (B), (E), or (), or

(B) ‘any property which was acquired by the distributing
corporation in a distribution with respect to stock acquired
by such corporation after [May 15, 19553 July 7, 1970, unless
such stock was acquired by such corporation (1) in a distribu-
tion (with respect to stock held by 1t on [May 15, 19551 July
7, 1970, or with respect to stock 1n respect of which all pre-
vious applications of this clause are satisfied) with respect to
which gain to it was not recognized by reason of subsection
(a) or (b), or (ii) in exchange for all of its stock in an ex-
change to which paragraph (2) or (8) applies, or (iii) in a
transaction in which gain was not recognized under section
305(a) or section 332, or under section 354 or 356 (but only
with respect to property permitted by section 354 or 356 to be
received without the recognition of gain or loss) with respect
to a reorganization described in section [368(a) (1) (E)]
368(a) (1) (4), (B), (E),or (F),or

) any property acquired by the distributing corpora-
tion in a fransaction in which gain was not recognized under
section 832, unless such property was acquired from a cor-
poration which, if it had been a qualified bank holding corpo-
ration, could have distributed such property under subsection
(2) (1) or (b) ()L o7 . ,

(D) any property acquired by the distributing corporation
in a transaction in which gain was not recognized under sec-
tion 364 or 856 with respect to a reorganization described in
section 368(a) (1) (4) or (B), unless such property was ac-
quired by the distributing corporation in exchange for p’r‘og}-
erty which the distributing corporation could have distrib-
uted under subsection (a) (1) or (b)(1).

(2) EXCHANGES INVOLVING PROHIBITED PROPERTY.—If—

(A) any qualified bank holding corporation exchanges (1)
property, which, under subsection (a) (1), such corporation
could distribute directly to its shareholders or security hold-
ers without the recognition of gain to such shareholders or
security holders, and other property (except property de-
seribed in subsection (b) (1) (B) (1)), for (ii) all of the stock
of a second corporation created and availed of solely for the
purpose of receiving such [property ;] property,

(B) immediately after the exchange, the qualified bank
holding corporation distributes all of such stock in a manner
prescribed in subsection (a)(2)(A) [; and] , end

(C) before such [exchange] distribution, the Board has
certified (with respect to the property exchanged which con-
sists of property which, under subsection (a) (1), such corpo-
ration could distribute directly to its shareholders or security
holders without the recognition of gain) that the exchange
and distribution are necessary or appropriate to effectuate
section 4 of the Bank Holding Company Act [of 19567,

then paragraph (1) shall not apply with respect to such
distribution.
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(8) EXCHANGES INVOLVING INTERESTS IN BaNKs.—If— i

(A) any qualified bank holding corporation exchanges (1)
property which, under subsection (b) (1), such corporation
could distribute directly to its shareholders or security holders
without the recognition of gain to such shareholders or secu-
rity holders, and other property {except prohibited prop-
erty), for (ii) all of the stock of a second corporation created
and availed of solely for the purpose of receiving such [prop-
erty ;] property, )

(B) immediately after the exchange, the qualified bank
holding corporation distributes all of such stock in a manner
prescribed in subsection (b) (2) (A) [; and], and

(C) before such [exchange] distribution, the Board has
certified (with respect to the property exchanged which con-
sists of property which, under subsection (b) (1), such corpo-
ration could distribute directly to its shareholders or security
holders without the recognition of gain) that—

(i) such property is all or part of the property by
reason of which such corporation controls (within the
meaning of section 2(a) of the Bank Holding Company
Act [of 1956]) a bank or bank holding company, or such
property is part of the property by reason of which such
corporation did control a bank or a bank holding com-
pany before any property of the same kind was dis-
tributed under subsection (b)(1) or exchanged under
this paragraph [; and} ,and

(i1) the exchange and distribution are necessary or ap-
‘propriate to effectuate the policies of such Act, =~

then paragraph (1) shall not apply with respect to such distribu-
tion.
(d) Disrrisurions To Avom Feprrarn Income Tax.—

(1) Prommsrrep propERTY.—Subsection (ag shall not apply to a
distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after [May 15, 1955}
July 7, 1970, to any corporation, property (other than prohibited
property) as part of a plan one of the principal furposes of which
ig the distribution of the earnings and profits of any corporation.

(2) Bavxine proPERTY.—Subsection (b) shall not apply to 2
distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after [May 15, 1955]
July 7, 1970, to any corporation, property (other than property
described in subsection (b) (1) (B)(i)) as part of a plan one of
the principal purposes of which is the distribution of the earnings
and profits of any corporation. ‘ )

[(3) CERTATN CONTRIBUTIONS TO CAPITAL.—In the case of a dis-
tribution a portion of which is attributable to a transfer which isa
contribution to the capital of a corporation, made after May 15,
1955, and prior to the date of the enactment of this part, if
subsection (a) or (b) would apply to such distribution but for the
fact that, under paragraph (1) or (2) (as the case may be) of
this subsection, such contribution to capital is part of a plan one of
the principal purposes of which is to distribute the earnings and
proé)ts of any corporation, then, notwithstanding paragraph (1)
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or (2), subsection S;t) or (b) (as the case may be) shall apply to
that portion of such distribution not attributable to such contri-
bution to capital, and shall not apply to that portion of such dis-
tribution attributable to such contribution to capital.]

(e) FixaL CERTIFICATION.—

[(1) For susEcTioN (a).—Subsection (a) shall not a pl}lrgwith
respect to any distribution by a corporation unless the Board
certifies that, before the expiration of the period permitted under
section 4(a) of the Bank Holding Company Act of 1956 ((iinclud-
ing any extensions thereof granted to such corporation under such
section 4(a)), the corporation has disposed of all the property
the disposition of which is necessary or appropriate to effectuate
section 4 of such Act (or would have been so necessary or appro-
priate if the corporation had continued to be a bank holding
company).

E(2) For sussecrion (b).—

[(A) Subsection (b) shall not apply with respect to any
distribution by any corporation unless the Board certifies
that, before the expiration of the period specified in sub-
paragraph (B), the corporation hag ceased to be a bank hold-
Ing company.

[(B) The period referred to in subparagraph (A) is the
period which expires 2 years after the date of the enactment
of this part or 2 years after the date on which the corpora-
tion becomes a bank holding company, whichever date is
later. The Board is authorized, on application by any corpo-
ration, to extend such period from time to time with respect
to such corporation for not more than one year at a time if,
in its judgment, such an extension would not be detrimental
to the public interest; except that such period may not in
any case be extended beyond the date 5 years after the date of
the enactment of this part or 5 years after the date on which
the corporation becomes a bank holding company, whichever
date is later.]

(1) For svssecrion (a) ~—Subsection (@) shall not apply with
respect to any distribution by a corporation unless the Board
certifies, before the close of the calendar year following the cal-
endar year n which the last distribution occurred, that the cor-
poration has (before the empiration of the period prokibited
gro/{)erty is permitted under the Bank Holding Company Aet o

¢ held by a bank holding company) disposed of all of the prop-
erty the- disposition of which is necessary or appropriate to
effectuate section 4 of the Bank Holding Company Act.

(2) For svssecrion (b).—~—Subsection (gé) shall not apply with
respect to any distribution by a corporation unless the Board certi-

fles, before the close of the calendar year following the calendar

year in which the last distribution occurred, that the corporation
has (before the expiration of the period prohibited property is
permitted under -the Bank Holding Company Act to be held by
@& bank holding company) ceased to be a bcm% holding company.

(f) Cerrainy ExcHANGES OF SEcURITIES.—In the case of an exchange
described in subsection (a) (2) (A) (iv) or subsection (b) (2) (A) (iv%,
subsection (a) or subsection (b) (as the case may be) shall apply only
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to the extent that the principal amount of the securities received does
not exceed the principal amount of the securities exchanged.
SEC. 1102. SPECIAL RULES.

(a) Basis oF ProrERTY ACQUIRED IN Distrisurrons.—I1f, by reason
of section 1101, gain is not recognized with respect to the receipt of
any property, then, under regulations prescribed by the Secretary or
his delegate—

(1) if the property is received by a shareholder with respect to
stock[[,] without the surrender by such shareholder of stock, the
basis of the property received and of the stock with respect to
which it is distributed shall. in the distributee’s hands, be deter-
mined by allocating between such property and such stock the
adjusted basis of such stock [; or], or

[(2) if the property is received by a shareholder in exchange
for stock or by a security holder in exchange for securities, the
basis of the property received shall, in the distributee’s hands, be
the same as the adjusted basis of the stock or securities exchanged,
increased by—

L(A) the amount of the property received which was
treated as a dividend, and

L[ (B) the amount of gain to the taxpayer recognized on the
property received (not including any portion of such gain
which was treated as a dividend).]

(2) if the property is received by a shareholder in exchange
for stock or by a security holder in exchange for securities, ¢
basis of the property received shall, in the distributee’s hands, be
the same as the adjusted basis of the stock or securities exchanged,
increased by the amount of gain to the tazpayer recognized on the
property received.

(b) Prriops or LimiraTioNn.—The periods of limitation provided in
section 6501 (relating to limitations on assessment and collection) shall
not expire, with respect to any deficiency (including interest and ad-
ditions to the tax) resulting solely from the receipt of property by
shareholders in a distribution which is certified by the Board under
subsection (a), (b), or (¢) of section 1101, until 5 years after the
distributing corporation notifies the Secretary or his delegate (in such
manner and with such accompanying information as the Secretary or
his delegate may by regulations [prescribe) that the period (includ-
ing extensions thereof) prescribed in section 4(a) of the Bank Hold-
ing Company Act of 1956, or section 1101(e) (2) (B), whichever is
applicable, has expired ;] prescribe)—

(1) that the final certification required by subsection (e) of sec-
tion 1101 has been made, or

(2) that such final certification will not be made ; .

and such assessment may be made not withstanding any provision of
law or rule of law which would otherwise prevent such assessment,

(¢) ArrocaTioN oF EARNINGS AND PrOFITS.—

(1) DISTRIBUTION OF STOCK IN A CONTROLLED CORPORATION.—In
the case of a distribution by a qualified bank holding corporation
under section 1101 (a) (1) or (b) (1) of stock in a controlled
corporation, proper allocation with respect to the earnings and
profits of the distributing corporation and the controlled corpo-
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ration shall be made under regulations prescribed by the Secre-
tary or his delegate.

(2) EXCHANGES DESCRIBED IN SECTION 1101 (¢) (2) or (3).—In
the case of any exchange described in section 1101(c) (2) or (3),
proper allocation with respect to the earnings and profits of the
corporation transferring the property and the corporation receiv-
ing such property shall be made under regulations prescribed by
the Secretary or his delegate.

(3) DEFINITION OF CONTROLLED CORPORATION.—For purposes of
paragraph (1), the term “controlled corporation” means a corpo-
ration with respect to which at least 80 percent of the total com-
bined voting power of all classes of stock entitled to vote and at
least 80 percent of the total number of shares of all other classes
of stock is owned by the distributing qualified bank holding
corporation.

(d) ItemizaTION OF PROPERTY.—In any certification under this part,
the Board shall make such specification and itemization of property as
may be necessary to carry out the provisions of this part.

[(e) Cerrain Bank Howpine Companies.—This part shall apply
in respect of any company which becomes a bank holding company as a
result of the enactment of the Act entitled “An Act to amend the Bank
Holding Company Act of 1956”, approved July 1, 1966 (Public Law
89-485), with the following modifications:

[1(1) Subsections (a) (3) and (b) (3) of section 1101 shall not
apply.

[(2) Subsections (a) (1) and (2) and (b) (1) and (2) of sec-
tion 1101 shall apply in respect of distributions to shareholders of
the distributing bank holding corporation only if all distribu-
tions to each class of shareholders which are made—

[(A) after April 12,1965, and
[(B) on or before the date on which the Board of Gov-
ernors of the Federal Reserve System makes its final certifica-
tion under section 1101 (e),
are pro rata. For purposes of the preceding sentence, any redemp-
tion of stock made in whole or in part with property other than
money shall be treated as a distribution.

[(8) In applying subsections (¢) and (d) of section 1101 and
subsection (b) of section 1103, the date “April 12, 1965 shall be
substituted for the date “May 15,1955,

[(4) In applying subsection ( d) (3) of section 1101, the date of
the enactment of this subsection shall be treated as being the date
of the enactment of this part.

[(5) In applying subsection (b)(2)(A) of section 1103, the
reference to the Bank Holding Company Act of 1956 shall be
trea:tled as referring to such Act as amended by Public Law 89~
485,

SEC. 1103. DEFINITIONS.

[(a) Bank Horpine Company.—For purposes of this part, the
term “bank holding company” has the meaning assigned to such term
by section 2 of the Bank Holding Company Act of 1956.]

(@) Bawr Horping Couprany; Bank Horpive Coupany Acr—For
purposes of this part—
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(I) Bawr morpive company—The term “bank holding com-
pony” means—

(4 a bank holding company within the mearing of section
2(a) of the Bank Holding Company Act, or

(B) a bank holding companry subsidiary within the mean-
ing of section 2(d) of such Act.

Bawk aorpivg coupany acr—The term “Bank Holding
C’ompa;:ly Aet” means the Bank Holding Company Act of 1956, as
amended through December 31,1970 (12 U.8.0. 18/1 ¢t seq.).

(b) Quarrrmp Bank Horping CORPORATION.—

(1) I~ emneraL.—Except as provided in paragraph (2), for
purposes of this part the term “qualified bank holding corpora-
tion” means any corporation (as defined in section 7701(a) (3))

- which is a bank holding company and which holds prohibited
property acquired by it—
) on or before [May 15, 1955 July 7, 1970,

(B) in a distribution in which gain to such corporation with
respect to the receipt of such property was not recognized by
reason of subsection (a) or (b) of section 1101, or

(C) in exchange for all of its stock in an exchange described
in section 1101 (¢) (2) or (c) (3).

(2) LiMrrarions.—

(A) A bank holding company shall not be a qualified bank
holding corporation, unless it would have been a bank hold-
ing company on [May 15, 1955 July 7, 1970, if the Bank
Holding Company Act [of 1956 Amendments of 1970 had
been in effect on such date, or unless it is a bank holding com-
pany dc(zt;,rmined solely by reference to—

i) property acquired by it on or before [May 15, 1955
July D 1970, © Y [May 15, 19551

(11) property acquired by it in a distribution in which
gain to such corporation with respect to the receipt of
such property was not recognized by reason of subsection
(a) or (b) of section 1101, Fand] o

(iii) property acquired by it in exchange for all of its
s(tg)ck in an exchange described in section 1101(c) (2) or

For purposes of this subparagraph, property held by a corpo-
ration having control of the corporation or by a subsidiary
of the corﬁomtz'on shall be treated as held by the corporation.

(B) A bank holding company shall not be a qualified bank
holding corporation by reason of property deseribed in sub-

- paragraph (B) of paragraph (1) or clause (ii) of subpara-

graph (A) of this paragraph, unless such property was ac-
quired in a distribution with respect to stock, which stock
was acquired by such bank holding company—

(1) on or before [May 15, 19553 July 7, 1970,

(i1) in a distribution (with respect to stock held by it
on [May 15, 1955 July 7, 1970, or with respect to stock
in respect of which all previous applications of this clause
are satisfied) with respect to which gain to it was not
ﬁ%tigmzed by reason of subsection (a) or (b) of section

, OF
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iii) in exchange for all of its stock in an exchange de-
scribed in section 1101 (c) (2) or (3).

(C) A corporation shall be treated as a qualified bank
holding corporation only if the Board certifies that it satisfies
the foregoing requiréments of this subsection.

(8) Orrraivy svccissor corrorArions—For purposes of this
subsection, @ successor corporation in a reorgenization described
in section 368(a) (1) (F) shall succeed to the status of its prede-
cessor corporation as a qualified bank holding corporation.

(c) Promiprrep PropErTY.—For purposes of this part, the term “pro-
hibited property” means, in the case of any bank holding company,
property (other than nonexempt property) the disposition of whie
would be necessary or appropriate to effectuate section 4 of the Bank
Holding Company Act [of 1956] if such company continued to be a
bank holding company beyond the period (including any extensions
thereof) specified in subsection (a) of such section [or in section 1101
(e) (2) (Bf of this part, as the case may be. The term “prohibited
property” does not include shares of any company held by a bank
holding company to the extent that the prohibitions of section 4 of the
Bank Holding Company Act of 1956 do not apply to the ownership by
such bank holding company of such property by reason of subsection
() (5) of such section]. T'he term “prohibited property” also includes
shares ogaaﬁy company not in excess of 5 percent of the _ou&stamfm%
voting shares of such company if the prohibitions of section 4 of suc.
Act apply to the shares of such company in excess of such & percend.

(d) NzNEXEMPT PropErTY.—For purposes of this part, the term
“nonexempt property” means— .

(1) obligations (including notes, drafts, bills of exchange, and
bankers’ acceptances) having a maturity at the time of issuance
of not exceeding 24 months, exclusive of days of grace[;],

(2) securities issued by or guaranteed as to principal or inter-
est by a government or subdivision thereof or by any instru-
mentality of a government or subdivision[; or] , o7

(3) money, and the right to receive money not evidenced by a
security or obligation (other than a security or obligation de-
scribed in paragraph (1) or (2)).

(e) Boarp.—For purposes of this ]i;i,rt, the term “Board” means the
Board of Governors of the Federal Reserve System.

(f) Cowrror; Svssivrary—For purposes of this part—

(1) Conrror.—Exzcept as provided in section 1102(c)(3), a
corporation shall be treated as having control c;{eanotlwr corpora-
tion if such corporation has contrel (within the meaning of sec-
tion 2(a) (2) of the Bank Holding Company Act) of such other
corporation. ]

(2) Sussivrary —The term “subsidiary” has the meaning given
to such term by section 2(d) of the Bank Holding Company Act.

(g) Erecorioy To Foreao Granorararr Provision ror Arr ProPERTY
Rerrrsenrivg Pre-Juve 30, 1968, Acrrvirips—Any bank holding
company may elect, for feurposes of this part and section 6158, to have
the determination of whether property is property described in sub-
section (¢) or is property eligible to be distributed without recognition
of gain wnder section 1101(b) (1) made under the Bank Holding Com-
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pany Act as if such Act did not contain the proviso of section 4(a) (2)
thereof. Any election under this subsection shall apply to all property
described in such proviso and shall be made at such time and in such
manner as the Secretary or his delegate may by regulations prescribe.
Any such election, once made, shall be irrevocable. An election under
this subsection or subsection (k) shall not apply unless the final certifi-
cation referred to in section 1101 (e) or section 6158 (c) (2), as the case
may be, includes a certification by the Board that the bank holding
company has disposed of either all banking property or all nonbank-
ing property.

(%) Ervcrion To Divesr Arr Banking or NoNBaNKING PROPERTY
v Case oF CErTAIN Orosery-Herp Bave Horpive Coupanies—Any
bank holding company may elect, for purposes of this part and sec-
tion 6158, to have the determination of whether property is prop-
erty described in subsection (c) or is property eligible to be distrib-
uted without recognition of gain under section 1101(b)(1), made
wnder the Bank Holding Company Act as if such Act did not contain
clause (ii) of section 4(¢) of such Act. Any election under this sub-
section shall apply to oll property described in subsection (c), or to all

operty eligible to be distributed without recognition of gain under
section 1101(d) (1), as the case may be, and shall be made at such time
and in such manmer as the Secretary or his delegate may by regulations
prescribe. Any such election, once made, shall be irrevocable.

* * *® * - ® *

Subtitle F—Procedure and Administration

* * * * * * *

CHAPTER 62—TIME AND PLACE
FOR PAYING TAX

s * * * * * *

Subchapter A—Place and Due Date for Payment of Tax

Sec. 6151, Time and place for paying tax shown on returns.

Sec. 6152. Installment payments.

Sec. 6153. Installment payments of estimated income tax by individuals.

Sec. 6154. Installment payments of estimated income tax by corporations.

Sec. 6155. Payment on notice and demand.

Sec. 6156, Installment payments of tax on use of highway motor vehicles and
civil aireraft.

Sec. 6157. Payment of Federal unemployment tax on quarterly or other time
period basis.

Sec. 6158. Installment payment of tax attributable to divestilures pursuant to
Bank Holding Company Act Amendments of 1970. .

SEC. 6151. TIME AND PLACE FOR PAYING TAX SHOWN ON RETURNS.

(a) Gexerar RuLe—Except as otherwise provided in this [section]
subchapter, when a return of tax is required under this title or regula-
tions, the person required to make such return shall, without assess-
ment or notice and demand from the Secretary or his delegate, pay
such tax to the internal revenue officer with whom the return is filed,
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and shall pay such tax at the time and plaee fixed for filing the return
(determined without regard to any extension of time for filing the
return).

(b) ExcepTrons.—

(1) INcoME TAX NOT COMPUTED BY TAXPAYER.—IT the taxpayer
elects under section 6014 not to show the tax on the return, the
amount determined by the Secretary or his delegate as payable
shall be paid within 30 days after the mailing by the iSecretary or
his delegate to the taxpayer of a notice stating such amount and
making demand therefor.

(2) Use oF GOVERNMENT DEPOSITARIES.—For authority of the
Secretary or his delegate to require payments to Government de-
positaries, see section 6302(c).

(¢) Date Fixep ror Payyment oF Tax.—In any case in which a tax
is required to be paid on or before a certain date, or within a certain
period, any reference in this title te the date fixed for payment of such
tax shall be deemed a reference to the last day fixed for such payment
(determined without regard to any extension of time for paying the
tax).

* & * * & * ES
SEC. 6158. INSTALLMENT PAYMENT OF TAX ATTRIBUTABLE TO DI-
VESTITURES PURSUANT TO BANK HOLDING COMPANY
AE€T AMENDMENTS OF 1970.

(@) Erecrion or Exression—lIf, after July 7, 1970, a qualified
bank holding corporation sells bank property or prohibited property,
the divestiture of either of which the Board certifies, before such sale,
8 mecessary or appropriate to effectuate section 4 or the policies of the
Bank Holding Company Act, the tax under chapter 1 attributable
to such sale shall, at the election of the tampayer, be payable in equal
annual installments beginning with the due date (determined with-
out ewtension) for the taxpayer’s return of tax under chapter 1 for
the taxable year in which the sale ococurred and ending with the cor-
responding date in 1985. It the number of installments determined
under the preceding sentence is less than 10, such number shall be in-
creased to 10 equal annual installments which begin as provided in
the preceding sentence and which end on the corresponding date 10
years later. Am election under this subsection shall be made at such time
and in such manner as the Secretary or his delegate may by regulations
prescribe.

(b) Liurrarions.—

(1) TREATMENT NOT AVAILABLE TO TAXPAVER FOR BOTH BANK
PROPERTY AND PROHIBITED PROPERTY.—1 Nis section shall not apply
to any sale of prohibited property if the toxpayer (or a corpora-
tion having control of the taxpayer or a subsidiary of the taz-
payer) has made an election under subsection (a) weth respect to
bank property or has made any distribution pursuant to section
1101(b). This section shall not apply to bank property if the tax-
payer (or a corporation having control of the taxpayer or a sub-
sidiary of the tampayer) has made an election under subsection
(@) weth respect to prohibited property or has made any distribu-
tion pursuant to section 1101 (a).
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(2) TreATMENT NOT AVAILABLE FOR CERTAIN INSTALLMENT
sares—No election may be made under subsection (a) with re-
spect to a sale if the income from such sale is being returned af the
time and in the manner provided in section 453 (relating to in-
stallment method). ,

(¢) Accrrerarion or Pavurxrs.—If an election is made under sub-
section (a) ond before the tax attributable to such sale is paid in

wll— :
! (1) any installment under this section is not paid on or before
the date fived by this section for its payment, or .

(2) the Board fails to make a certification similar to the appli-
oable certification provided in section 1101(e) within the time
preseribed therein (for this purpose treating the last such sale as
constituting the last distribution), :

then the éxtension of time for payment of tax provided in this sec-
tion shall cease to apply, ond eny portion of the tax payable in in-
stallments shall be paid on notice and demand from the Secretary or
his delegate. ‘ :

(&) Prorarioxy or Dericiexcy 1o INSTALIMENTS~IT an election s
made under subsection {a) and @ deficiency atiributable to the sale
has been assessed, the deficiency shall be provated to such installments.
The part of the deficiency so prorated to any installment the date for
payment of which has not arrived shall be collected at the same time
as, and as part of, such installment. The part of the deficiency so
prorated to any installment the date for payment of which has arrived
shall be paid on notice and demand from the Secretary or his dele-
gate. This subsection shall not apply if the deficiency is due to negli-
gence, to intentional disregard of rules and regulations, or to fraud
with intent to evade tax. ‘

(¢) Bowp May rr ReQuirp—If an election is made under this
section, section 6165 shall apply as though the Seeretary were extend-
ing the time for payment of the tax. ) .

(f) Derinrrions—For purposes of this section—

(1) TERMS HAVE MEANINGS GIVEN TO THEM BY SECTION 1103.—
The termns “qualified bank holding corporation”, “Bank Hold-
ing Company Act”, “Board”; “control”, and “subsidiary” have
the respective meanings given to such terms by section 1103.

(2) Promsirep properry.—~The term “prohibited property”
means property held by a qualified bank holding corporation
which. could be distributed without recognition of gain under
section 1101 (@) (1).

(3) Bawr prorerry.—The term “bank property” means prop-
erty held by a qualified bank holding corporation which could
Z()i )cfis)t%buted without recognition of gain under section 1101

I).

(9) Cross RerErENCES.—

(]) Secur{ty.TFor authority of the Secretary or his delegate to re-
g;;zr:'% Isgeswnty in the case of an extension under this section, see sec-

. (&) Period of limitation.—For extension of the period of limitation
in the case of an extension under this section, see section 6503(i).

* ] * * x* - ® N
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CHAPTER 66—LIMITATIONS

% BRI *® ® ® * N

Subchépter A—Limitations on Assessment and
- Collection L
* W #* * ~ * % %

SEC. 6503. SUSPENSION OF RUNNING OF PERIOD OF LIMITATION,

(a) Issvance or StaTuToRY NOTICE OF DEFICIENCY.— . -

(1) GexeraL ruLE.—~The running of the period of limitations
provided in section 6301 or 6502 on the making of assessments or
the collection by levy or a proceeding in court, in respect of any
deficiency as defined in section 6211 (relating to income, estate,
gift and certain excise taxes), shall (after the mailing of a notice
under section 6212(a) % be suspended for the period during which
the Secretary or his delegate is prohibited from making the assess-
ment or from collecting by levy or a proceeding in court (and in
any event, if a proceeding in respect of the deficiency is placed on
the docket of the Tax Court, until the decision of the Tax Court
becomes final), and for 60 days thereafter.

(2) CORPORATION JOINING IN CONSOLIDATED INCOME TAX RE-
TurN.—If a notice under section 6212 (a) in respect of a deficiency
in tax imposed by subtitle A for any taxable year is mailed to a
corporation, the suspension of the running of the period of limi-
tations provided in paragraph (1) of this subsection shall apply
in the case of corporations with which such corporation made a
consolidated income tax return for such taxable year. .

(b) Assers or Taxeaver v Coxrrot or Cusrony or Courr.—The
period of limitations on collection after assessment prescribed in sec-
tion 6502 shall be suspended for the period the assets of the taxpayer
are in the control or custody of the court in any proceeding before any
court of the United States or of any State or of the District of Colum-
bia, and for 6 months thereafter.

(¢) Taxraver Oursme Uxrrep States.—The running of the period
of limitations on collection after assessment prescribed in section 6502
shall be suspended for the period during which the taxpayer is outside
the United States if such period of absence is for a continuous period
of at least 6 months. If the preceding sentence applies and at the time
of the taxpayer’s return to the United States the period of limitations
on collection after assessment prescribed in section 6502 would expire
before the expiration of 6 months from the date of his return, such
period shall not expire before the expiration of such 6 months.

(d) Exrtexsioxs or Time vor PaymeNT or Estate Tax.—The run-
ning of the period of limitations for collection of any tax imposed by
chapter 11 shall be suspended for the period of any extension of time
Tor payment granted under the provisions of section 6161(a)(2) or
{b} (2) or under the provisions of section 6166.

(e) Cerrain Powers or AppointMENT.~The running of the period
of limitations for assessment or collection of any tax imposed by
chapter 11 shall be suspended in respect of the estate of a decedent
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claiming a deduction under section 2055(b) (2) until 30 days after
the expiration of the period for assessment or collection of the tax
1mposed by chapter 11 on the estate of the surviving spouse.

(f) Exrte~sions oF Time For PavyMENT oF TAX ATTRIBUTABLE TO
Recoveries or Foreien ExpropriaTion Losses.—The running of the
period of limitations for collection of the tax attributable to a recovery
of a foreign expropriation loss (within the meaning of section 6167
(£)) shall be suspended for the period of any extension of time for
payment under subsection (a) or (b) of section 6167.

(g) WroNGFUL SEIZURE oF ProPERTY OF THIRD PARTY.—The running
of the period of limitations on collection after assessment prescribed
1n section 6502 shall be suspended for a period equal to the period from
the date property (including money) of a third party is wrongfully
seized or received by the Secretary or his delegate to the date the Sec-
retary or his delegate returns property pursuant to section 6343 (b) or
the date on which a judgment secured pursuant to section 7426 with
respect to such property becomes final, and for 30 days thereafter. The
running of the period of limitations on collection after assessment
shall be suspended under this subsection only with respect to the
amount of such assessment equal to the amount of money or the value
of specific property returned.

(h) Suspension Penpine Correcrron.—The running of the periods
of limitations provided in sections 6501 and 6502 on the making of
assessments or the collection by levy or a proceeding in court in re-
spect of any tax imposed by chapter 42 or section 507 or section 4971
or section 4975 shall be suspended for any period described in section
507(g) (2) or during which the Secretary or his delegate has extended
the time for making correction under section 4941 (e) (4), 4942(j) (2),
1943(d) (3), 4944 (e) (3), 4945 (i) (2), 4971(c) (3), or 4975(f) (4).

(i) Exrension or Tiue ror Correcring T'ax ATTRIBUTABLE To DiI-
vesriTures Pursvant ro Bank Horpive Courany Acr AMENDMENTS
or 1970.—T he running of the period of limitations for collection of the
tax attributable to o sale with respect to which the taxpayer makes an
election under section 6158(a) shall be suspended for the period dur-
ing which there are any unpaid installments of such tazx.

[(1)J (3) Cross REFERENCES.—

For suspension in case of —
54%3_)De'ﬁciency dividends of a personal holding company, see section
(2) Bankruptcy and receiverships, see subchapter B of chapter 70.
(3) Claims against transferees and fiduciaries, see chapter 71.

CHAPTER 67—INTEREST

Subchapter A—Interest on Underpayments
* . % % * ‘ £ 3 ‘ ;% %

SEC. 6601. INTEREST ON UNDERPAYMENT, NONPAYMENT, OR EXTEN-
SIONS OF TIME FOR PAYMENT, OF TAX.

(a) GexeraL Rure.—If any amount of tax imposed by this title

(whether required to be shown on a return, or to be paid by stamp or
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by some other method) is not paid on or before the last date prescribed
for payment, interest on such amount at an annual rate established
under section 6621 shall be paid for the period from such last date to
the date paid.

(b) Last Dare Prescrieep vor PayameNT.—For purposes of this
section, the last date prescribed for payment of the tax shall be de-
termined under chapter 62 with the application of the following rules:

(1) EXTENSIONS OF TIME DISREGARDED.—The last date prescribed
for payment shall be determined without regard to any extension
of time for payment.

(2) INSTALLMENT PAYMENTS.—In the case of an election under
section 6152(a) [or 6156(a)] , 6156(a), or 6158(a), to pay the
tax in installments—

(A) The date prescribed for payment of each installment
of the tax shown on the return shall be determined under
section 6152(b) [or 6156(b)] , 6156(b), or 6168(a), as the
case may be, and

(B) The last date prescribed for payment of the first in-
stallment shall be deemed the last date prescribed for pay-
ment of any portion of the tax not shown on the return.

For purposes of subparagraph (A), section 6158(a) shall be
treated as providing that the date prescribed for payment of each
installment shall not be later than the date prescribed for pay-
ment of the 1985 installment.

(8) Jeorarpy.—The last date prescribed for payment shall be
determined without regard to any notice and demand for payment
issued, by reason of jeopardy (as provided in chapter 70), prior
to the last date otherwise prescribed for such payment.

(4) LAST DATE FOR PAYMENT NOT OTHERWISE PRESCRIBED.—In the
case of taxes payable by stamp and in all other cases in which the
last date for payment is not otherwise prescribed, the last date
for payment shall be deemed to be the date the liability for tax
arises (and in no event shall be later than the date notice and
demand for the tax is made by the Secretary or his delegate).

(¢) SuspExsTON oF INTERFST IN CERTAIN INCOME, ESTATE, GIFT, AND
CiraprEr 42 or 43 Tax Casus.—In the case of a deficiency as defined in
section 6211 (relating to income, estate, gift, and certain excise taxes).
if a waiver of restrictions under section 6213(d) on the assessment of
such deficiency has been filed, and if notice and demand by the Sec-
retary or his delegate for payment of such deficiency is not made with-
in 30 days after the filing of such waiver, interest shall not be imposed
on such deficiency for the period beginning immediately after such
30th day and ending with the date of notice and demand.

() Ixcome Tax Repuced BY CARRYBACK OR ADJUSTMENT FOR CEe-
TA1N UNUsED DEDUCTIONS.—

(1) NET OPERATING LOSS OR CAPITAL LOSS CARRYBACK.—If the
amount of any tax imposed by subtitle A. is reduced by reason of

a carryback of a net operating loss or net capital loss, such reduc-
tion in tax shall not affect the computation of interest under this
section for the period ending with the last day of the taxable year
in which the net operating loss or net capital loss arises.

(2) INVESTMENT CREDIT CARRYBACK.—If the credit allowed by
section 38 for any taxable year is increased by reason of an invest-
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ment credit carryback, such increase shall not affect the compu-
tation of interest under this section for the period ending with the
last day of the taxable year in which the investment credit carry-
back arises, or, with respect to any portion of an investment credit
carryback from a taxable year attributable to a net operating loss
carryback or a capital loss carryback from a subsequent taxable
vear, such increase shall not affect the computation of interest
under this section for the period ending with the last day of such
subsequent taxable year. : : '

(8) ADJUSTMENT FOR CERTAIN UNUSED DEDUCTIONS OF LIFE IN-
STRANCE COMPANTES.—If the amount of any tax imposed by sub-
title A 1s reduced by operation of section 815(d) (5) (relating to
reduction of policyholders surplus account of life insurance com-
panies for certain unused deductions), such reduction in tax shall
not affect the computation of interest nnder this section for the
period ending with the last day of the last taxable year to which
the loss described in section 815(d) (3) (A) is carried under sec-
tion 812(b) (2). :

(4): WOoRK INCENTIVE PROGRAM CREDIT CARRYBACK.—I1{ the credit
allowed by section 40 for any taxable year is increased by reason
of 'a work incentive program credit carryback, such increase shall
not affect the computation of interest under this section for the
period ending with the lagt day of the taxable year in which the
work incentive program eredit carryback arises, or, with respect
to any portion of a work incentive program carryback from a tax-
able year attributable to a net operating loss carryback or a capi-
tal loss carryback from a subsequent taxable year, such increase
shall not affect the computation of interest under this section for
the period ending with the last day of such subsequent taxable
year.

(e) ArpLicasLe RuLes.—Except as otherwise provided in this title—

(1) INTEREST TREATED AS TAX.—Interest prescribed under this
section on any tax shall be paid upon notice and demand, and
shall be assessed, collected, and paid in the same manner as taxes.
Any reference in this title (except subchapter B of chapter 63,
relating to deficiency procedures) to any tax imposed by this title
shall be deemed also to refer to interest imposed by this section on

“such tax, : ‘

(2) No INTEREST ON INTEREST.—No interegt under this section
shall be imposed on the interest provided by this section.

(3) INTEREST ON PENALTIES, ADDITIONAL AMOUNTS, OR ADDITIONS
To THE TAaX.—Interest shall be imposed under subsection (a) in
respect of any assessable penalty, additional amount, or addition

- to the tax only if such assessable penalty, additional amount, or
addition to the tax is not paid within 10 days from the date of
notice and demand therefor, and in such case interest shall be
imposed only for the period from the date of the notice and de-
mand te the date of payment. -

(4) PAYMENTS MADE WITHIN 10 DAYS AFTER NOTICE AND DE-
Manp.—If notice and demand is made for payment of any
amount, and if such amount is paid within 10 days after the date
of such notice and demand, interest under this section on the
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amount so paid shall not be imposed for the period after the date
of such notice and demand.

(1) SamisracrioN BY Creprts.—If any portion of a tax is satisfied by
credit of an overpayment, then no interest shall be imposed under this
section on the portion of the tax so satisfied for any period during
which, if the credit had not been made, interest would have been allow-
able with respect to such overpayment.

(g) LovaraTioNn oN AssessMeNT AND CorrectroN.—Interest pre-
seribed under this section on any tax may be assessed and collected at
any time during the period within which the tax to which such interest
relates may be collected.

(h) Exceprion as o EstiaaTep Tax.—This section shall not apply
to any failure to pay estimated tax required by section 6153 (or sec-
tion 59 of the Internal Revenue Code of 1939) or section 6154,

(1) Excerrion as 10 Feperan Uxemproyment Tax.—This section
shall not apply to any failure to make a payment of tax imposed by
section 8301 for a calendar quarter or other period within a taxable
year required under authority of section 6157,

(i) No Inxterest oN CeERTAIN ADIUSTMENTS.—

For provisions prohibiting interest on certain adjustments in
tax, see section 6205(a),
% * % * * * *




VIL. ADDITIONAL VIEWS OF CONGRESSMEN BURLESON
AND WAGGONNER

In 1974, the Committee considered and approved a third alternative
method of tax relief, called the “rollover” provision, for eligible bank
holding companies forced to divest property under the Bank Hold-
ing Company Act, Under this provision, a bank holding company
would not be required to recognize gain on the sale of divested prop-
erty if it reinvested the proceeds of that sale in qualified replacement
property, Despite the Committee’s failure to include the rollover pro-
vision in the Bank Holding Company Tax Act of 1976, we believe that
such a provision should have been included.

Since 1970, bank holding companies have apprehensively watched
their divestiture deadlines approach without direction from Congress
as to what types of tax relief it will provide. Although some bank
holding companies have made a small number of divestitures already,
they are faced with an immediate need to make difficult business deci-
siong involving the disposition of substantial amounts of property.
With only a short period of time left within which they can lawfully
divest, it is essential that Congress provide maximum tax flexibility
for those divestitures.

The effect of the rollover provision is to leave a bank holding com-

any in the same tax position after a forced divestiture that it was
n prior to divestiture. There is no reason to impose harsh tax con-
sequences on a bank holding company, so long as it complies with
the divestiture requirements of the Bank Holding Company Act. Thus,
the rollover provision is fair and equitable, sinece it merely provides for
tax deferral, not tax avoidanece.

In addition to the problem of providing equitable tax relief, bank
holding companies are now placed at a substantial disadvantage in
negotiating with prospective buyers who are aware of the pressure
they are under to dispose of their property under the statutory time
limits, As Congress said in 1970,

[u]nder these cireumstances, it will be a buyer’s market and
the sellers may not be able to get fair market value for the
assets they are divesting, particularly if they are all re-
quired to divest simultaneously within a relatively short pe-
riod of time. [S. Rep. No. 91-1084, 91st Congress 2d Sess.
(1970) 1.

In these circumstances, the need for three alternative methods of tax
relief becomes even more important.

The rationale of the rollover provision is analogous to Section 1033
of the Code which provides for the non-recognition of gain upon cer-
tain involuntary conversions of property. The 1974 rollover provi-
sion, however, was far more onerous than section 1033, since it re-
quired not only a reduction in the basis of the stock acquired, buf

(41)
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alse a reduction in the basis of the acquired corporation’s assets, when-
ever the holding company purchased stock of a corporation as quali-
fied replacement property. This double basis reduction feature was
widely regarded as being too complex to administer and grossly unfair
to the taxpayer. , ,

We believe that a rollover provision which would be fair to the
holding companies, which would not be unduly difficult to administer,
and which would not be open to abuses is required. On the other hand,
it could be regarded as unfair to permit a taxpayer to rollover the
assets from stock of one corporation into the stock of another corpora-
tion, without payment of some tax, if the purchased corporation had
assets with a higher basis than the basis of the assets sold or, as the
case may be, the basis which the first corporation had in its assets.
Such a provision might work as follows: R

A qualified bank holding company or one of its subsidiaries
would sell assets and/or stock of a corporation which constituted
prohibited property and reinvest in the stock of another corpora-
tion as qualified replacement property. The basis of the assets
and/or stock sold would be transferred to the stock of the corpora-
tion purchased, and there would be no adjustment to the basis of
the assets of the corporation purchased. However, if the corpora-
tion purchased held assets with a basis which exceeded the basis
in the assets sold or, as the case may be, the bagis in assets held by
the corporation sold, then the holding company would recognize
gain on such excess and pay the tax thereon under the installment
method outlined in this bill. The basis of the stock in the replace-

" ment corporation would then be increased to the extent of the rec-
ognized gain. If the assets held by the purchased corporation had
the same or a lower basis, then no gain or loss would be
recognized.

This proposal would place the holding company in no better a
position than it was in prior to the forced divestiture. The holding
company would have pald a tax if it realized gain to the extent it ob-
tained the benefit of any increase in asset basis. This proposal, then,
merely triggers the same kind of recognition that is triggered by the
Code in all cases where assets with a low basis are sold and the pro-
ceeds are reinvested in new assets. Furthermore, the proposal is much
simpler than the double basis adjustments contained in the 1974
draft bill. :

Omar BURLESON.
Jor D. WiceoxNER, JT.

VIII. ADDITIONAL VIEWS OF HON. J. J. PICKLE

During the Committee debate it was brought cut that the Federal
Reserve Board has required some banks and will perhaps be requiring
more banks to divest some of their banking as well as their non-bank-
ing assets under the Bank Holding Company Act. It seems to me that
as a matter of equity we should make tax relief available for all di-
vestitures required under the Act equally.

"This problem was one of the problems that the committee considered
but took no action on. It seems to me that it should have. This bill
distinguishes between a divestiture required under the provisions of
Section 3 of the Bank Holding Company Act, and a divestiture re-
quired under Section 4 of the Bank Holding Company Act. Yet both
cases present the same problem, the property when acquired was legal.
Now, due to the Bank Holding Act of 1970 the banks are forced to
dispose of this property. To allow one type of forced sale a certain
type of tax advantage, it seems fair to me to allow the same tax ad-
vantage to another forced sale required under the Act.

I would urge that any relief allowed to one type of divestiture be
allowed to any divestiture required by the Federal Reserve Board as
a matter of fairness to all.

It was suggested that there would be time for another bill to take
care of this problem in another bill. Even though T personally ques-
tioned this possibility, I hope that there will be such legislation soon.

J. J Proxrz.
(43)




IX. ADDITIONAL VIEWS OF CONGRESSMAN
MIKVA AXD STARK

The issue of the tax treatment to be afforded bank holding compan}yq'
divestitures should not be permitted to obscure the rationale whic
imitially required the divestitures. On two separate occasions, Con-
aress determined that serious antitrust problems were inherent in the
bank holding company concept. In 1956, the Bank Holding Company
Act established the general policy of requiring the separation of bank-
ing activities from other commercial and industrial pursuits. The
coverage of the Act was extended In 1970 to require one-bank holding
companies to divest themselves of either their bank or nonbank assets
by December 31, 1980. Thus, divestiture was ordered because bank
holding companies represented a serious anticompetitive obstacle
inimicat to the public interest.

Tt is only against this background of conduct by the bank holding
companies not in the public’s mnterest that proposals for the tax treat-
ment of divestitures can or should be considered. The Commiftee has
wisely decided to provide two formats for the tax treatment of di-
vestitures by bank holding companies. Tf the bank holding company
chooses to divest itself of either its bank assets or nenbank assets by
distributing the shares of the divested property to the stockholders of
the bank holding company then the distributionr may be considered
as a tax-free spinoff along the lines of sections 1101-1103 of the In-
ternal Revenue Code. However, because situations may arise in which
the distribution of the divested property’s stock to the holding com-
pany’s shareholders would be inappropriate, another procedure cov-
ering the sale of the divested property was established. Essentially, the
second method permits a bank holding company selling either bank
or nonbank property to pay the tax on the gain realized on the sale
in equal annual installments beginning in the year following divesti-
ture and continuing for ten years.

In developing both of these procedures for the tax treatment of bank
holding company divestitures, the Committee had three goals: (1) to
avold adding another layer of substantive tax provisions to the Inter-
nal Revenue Code; (2) to fashion a simple, workable procedure; and
(3) to accord fair treatment to those companies forced to divest. The
Committee’s proposals live up to the first two of these principles but
fall short of being fair. Or perhaps it would be more accurate to say
that the Committee’s installment payment proposal is too fair, Under
the tax code, divestitures which result in gains are subject to tax even
1f these divestitures are required by antitrust laws. Congress has some-
times, but not always, granted tax relief to corporations subject to
antitrust action. Because one-bank holding companies were not con-
sidered to violate antitrust principles before 1970, and because a deci-
sion regarding the tax treatment of divestitures has been five years in
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the making, some tax relief would be fair. The draft of legislation
prepared by this Committee in 1974 determined that requiring pay-
ment of the installment in full by 1985 was fair, and I think that dead-
line is still fair. To permit all bank holding companies ten years in
which to pay the installment would allow the holding companies to
wait until December 30,1980, to divest in order to receive the most ad-
vantageous benefit in the sale of their property. Moreover, the ten-year
installment plan would encourage bank holding companies to delay di-
vestiture thereby prolonging the anticompetitive impact which the
holding companies have been found to impose. This goes beyond fair
treatment and enters the realm of preferential antitrust treatment.

The Committee has heard from witnesses who argued that the ten-
vear installment payment plan without the 1985 deadline is the only
tair proposal because imposition of the deadline provides a benefit to
those holding companies which divested themselves soon after the
1970 amendments. However, because the purpose of the Bank Holding
Company Act was to eliminate anticompetitive conduct, it is not un-
fair to give some added benefit to those holding companies which com-
plied with the divestiture requirements at an early date.

It is true that any installment payment plans which run after 1985
will be subject to the payment of interest on the outstanding taxes
owed after 1985, but this interest will be at the U.S. government rate
which is nine-tenths of the prime rate. The Treasury does not extend
that benefit to other taxpayers, and no policy reason exists for doing
so here. Again, this goes beyond mere fairness and verges on a gift
from the federal government,

Reaffirmation of the 1985 deadline will promote the antitrust basis
of the Bank Holding Company Act, provide some smal] reward to
those holding companies which complied with the Act at the earliest
possible time, and still grant some tax relief to those other bank hold-
ing companies which have persisted in an anticompetitive course of
conduct. It can be hoped that the Senate will pare down this overdose
of largess for the divesting bank holding companies.

ABNER J. MIgva.
Forrxey H. (PETE) STARE.

X. DISSENTING VIEWS OF CONGRESSMAN
CHARLES A. VANIK

I oppose the adoption of H.R. 11977 to provide tax relief to bank
holding companies facing divestitures pursuant to the Bank Holding
Company Act of 1970. ) ) ) )

The proposal is retroactive relief to companies which Congress
concluded were engaging in practices detrimental to the public inter-
est and sound banking. As the representative for Taxation with Rep-
resentation pointed out, ten years of payments of taxes without inter-
est is equal to forgiveness of almost half of the tax at capital gains
computation. The effective tax rates on bank holding divestiture rights
fall to ridiculous, insignificant levels. ] _ ]

Those involved in banking and bank holding companies are notori-
ous for their low federal income tax payment. The asset appreciations
subject to tax in bank holding divestiture were substantially created
by a whole series of tax relief provisions—including the investment
tax credit which they have used to enormous advantage in leased
equipment schemes, purchase of tax-exempt municipal bonds which
are heavy in their portfolios, special bad debt provisions, and special
treatment for ordinary losses when they sell portfolio investments.

Frankly, I do not understand the priorities which bring this legis-
lation to this point. It is one of the non-essential bills of the 94th Con-
gress. At a time when this Congress is struggling to establish a record
for legislative achievement, our efforts should not be clouded with
another bill for the relief of bankers. ] )

This year we will have to explain the relief we provided to bankers
extensively investing in tax-free municipal bonds of high risk cities.
It will be Incredibly difficult to justify tax relief for theﬁ’oal}k holding
companies which were often designed to escape taxes, establish control
and to use deposits in unrelated businesses.

O
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H. R. 11997

Rinety-fourth Congress of the Wnited States of America

AT THE SECOND SESSION

Begun and held at the City of Washington on Monday, the nineteenth day of January,
one thousand nine hundred and seventy-six

an Act

To amend the Internal Revenue Code of 1954 with respect to the tax treatment
of certain divestitures of assets by bank holding companies.

Be it enacted by the Senate and House of Representatives of the
United States of Americain Congress assembled,

SECTION 1. SHORT TITLE.
9’%‘&123 Act may be cited as the “Bank Holding Company Tax Act of
1 .
SEC. 2. DISTRIBUTIONS PURSUANT TO BANK HOLDING COMPANY ACT
AMENDMENTS OF 1970.

(a) Tax-Free DistriButions.—Part VIII of subchapter O of chap-
ter 1 of the Internal Revenue Code of 1954 (relating to distributions
pu;'Sllllant to Bank Holding Company Act of 1956) is amended to read
as follows:

“PART VIII—DISTRIBUTIONS PURSUANT TO BANK
HOLDING COMPANY ACT

“Sec. 1101. Distributions pursuant to Bank Holding Company Act.
“See. 1102. Special rules.
“Sec. 1103. Definitions.

“SEC. 1101. DkSgTI}IBUTIONS PURSUANT TO BANK HOLDING COMPANY

“(a) DistriBUuTIONS OF CERTAIN NON-BANKING PROPERTY.—
#(1) DISTRIBUTIONS OF PROHIBITED PROPERTY.—If—

“(A) a qualified bank holding corporation distributes pro-
hibited property (other than stock received in an exchange to
which subsection (¢) (2) applies)—

“(i) to a shareholder (with respect to its stock held by
such shareholder), without the surrender by such share-
holder of stock in such corporation, or

“(ii) to a shareholder, in exchange for its preferred
stock, or

“(i11) to a security holder, in exchange for its securi-
ties, and

“(B) the Board has, before the distribution, certified that
the distribution of such prohibited property is necessary or
appropriate to effectuate section 4 of the Bank Holding
Company Act,

then no gain to the shareholder or security holder from the receipt
of such property shall be recognized.

%(2) DISTRIBUTIONS OF-STOCK AND SECURITIES RECEIVED IN AN
EXCHANGE TO WHICH SUBSECTION (c) (2) appLIEs.—If—

“(A) aqualified bank holding corporation distributes—

“(i1) common stock received in an exchange to which

subsection (c) (2) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation,
or
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“(ii) common stock received in an exchange to which
subsection (c) (2) applies to a shareholder, in exchange
for its common stock, or

“(iil) preferred stock or common stock received in an
exchange to which subsection (c¢) (2) applies to a share-
holder, 1n exchange for its preferred stock, or

“(iv) securities or preferred or common stock received
in an exchange to which subsection (c)(2) applies to a
security holder in exchange for its securities, and

“(B)} any preferred stock received has substantially the
same terms as the preferred stock exchanged, and any securi-
ties received have substantially the same terms as the securi-
ties exchanged,

then, except as provided in subsection (f), no gain to the share- B
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

“(8) Pro RATA AND OTHER REQUIREMENTS.—

“(A) In ceneran.—Paragraphs (1) and (2) of this sub-
section, or paragraphs (1) and (2) of subsection (b), as the
case may be, shall apply to any distribution to the sharehold-
ers of a qualified bank holding corporation only if each
distribution-—

“(1) which is made by such corporation to its share-
holders after July 7, 1970, and on or before the date on
which the Board makes its final certification under sub-
section (e), and

“(ii) to which such paragraph (1) or (2) applies
(determined without regard to this paragraph),

meets the requirements of subparagraph (B), (C), or (D).

“(B) Pro rara rREQUIREMENTS.—A distribution meets the
requirements of this subparagraph if the distribution is pro
rata with respect to all shareholders of the distributing quali-
fied bank holding corporation or with respect to all share-
holders of common stock of such corporation.

“(C) REDEMPTIONS WHEN UNIFORM OFFER IS MADE.—A dis-
tribution meets the requirements of this subparagraph if the
distribution is in exchange for stock of the distributing quali-
fied bank holding corporation and such distribution is pur-
suant to a good faith offer made on a uniform basis to all
shareholders of the distributing qualified bank holding cor-
poration or to all shareholders of common stock of such
corporation.

“(D) NoN-PRO RATA DISTRIBUTIONS FROM CERTAIN CLOSELY-
HELD CORPORATIONS.—A distribution meets the requirements
of this subparagraph if such distribution is made by a quali-
fied bank holding corporation which does not have more than
10 shareholders (within the meaning of section 1371 (a) (1))
and does not have as a shareholder a person (other than an
estate) which is not an individual, and if the Board (after
consultation with the Secretary or his delegate) certifies
that—

“(i) a distribution which meets the requirements of
subparagraph (B) or {C) is not appropriate to effectuate
section 4 or the policies of the Bank Holding Company
Act, and

“(il) the distribution being made is necessary or
zppropriate to effectuate section 4 of the policies of-such

ct.
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“(4) ExceprioNn.—This subsection shall not apply to any dis-
tribution by a corporation if such corporation, a corporation
having control of such corporation, or a subsidiary of such cor-
poration has made any distribution pursuant to subsection (b)
or has made an election under section 6158 with respect to bank
property (as defined in section 6158(f) (3)).

“(5) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION.—In the
case of a distribution to which paragraph (1} or (2) applies but

which—
“(A) results in a gift, see section 2501 and following, or
“(B) has the effect of the payment of compensation, see
section 61.

“(b) Corrorarion Crasing To Be A Bank Howping Company.—
“(1) DISTRIBUTIONS OF PROPERTY WHICH CAUSE A CORPORATION
TO BE A BANK HOLDING COMPANY.—J1f—

i

“(A) a qualified bank holding corporation distributes prop-
erty (other than stock received in an exchange to which
subsection (c) (3) applies)—

“(i) to a shareholder (with respect to its stock held
by such shareholder), without the surrender by such
shareholder of stock in such corporation, or

“(ii) to a shareholder, in exchange for its preferred
stock, or

‘(;( 111) to a security holder, in exchange for its securities,
an

“(B) the Board has, before the distribution, certified that—

“(i) such property is all or part of the property by
reason of which such corporation controls (within the
meaning of section 2(a) of the Bank Holding Com-
pany Act) a bank or bank holding company, or such
property is part of the property by reason of which
such corporation did control a bank or a bank holding
company before any property of the same kind was
distributed under this subsection or exchanged under
subsection (c)(3), and

“(ii) the distribution is necessary or appropriate to
effectuate the policies of such Act,

then no gain to the shareholder or security holder from the receipt
of such property shall be recognized.

“(2) DiSTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN
EXCHANGE TO WHICH SUBSECTION (¢) (3)arpries.—If—

“(A) a qualified bank holding corporation distributes—
P

“(i) common stock received in an exchange to which
subsection (c) (3) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation,
or

“(ii) common stock received in an exchange to which
subsection (c) (3) applies to a sharecholder in exchange
for its common stock, or

“(iii) preferred stock or common stock received in an
exchange to which subsection {(c) (3) applies to a share-
holder, in exchange for its preferred stock, or

“(iv) securities or preferred or common stock received
in an exchange to which subsection (¢) (3) applies to a
security holder, in exchange for its securities, and
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“(B) any preferred stock received has substantially the
same terms as the preferred stock exchanged, and any securi-
ties received have substantially the same terms as the securi-
ties exchanged,

then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

“(3) Pro RATA AND OTHER REQUIREMENTS.—For pro rata and
other requirements, see subsection (a) (3).

“(4) Exceprion.—This subsection shall not apply to any dis-
tribution by a corporation if such corporation, a corporation
having control of such corporation, or a subsidiary of such cor-
Eora,tion has made any distribution pursuant to subsection {a} or

as made an election under section 6158 with respect to prohibited
property.

“(5) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION.—In
the case of a distribution to which paragraph (1) or (2) applies
but which—

*(A) results in 8 gift, see section 2501 and following, or

“{B) has the effect of the payment of compensation, see
section 61.

“(¢) ProrErty Acquizen Arrer Jory 7,1970.—

“(1) In eenEraL—Except as provided in paragraphs (2) and
(3), subsection (a) or (b) shall not apply to—

“(A) any property acquired by the distributing corpora-
tion after July 7, 1970, unless (1) gain to such corporation
with respect to the receipt of such property was not recog-
nized by reason of subsection (a) or (b), or (ii) such property
was received by it in exchange for all of its stock in an
exchange to which paragraph {(2) or (3) applies, or (iii) such
property was acquired by the distributing corporation in a
transaction in which gain was not recognized under section
305(a) or section 832, or under section 354 or 356 (but only
with respect to property permitted by section 354 or 356 to
be received without the recognition of gain or loss) with
respect to a reorganization described in section 368(a) (1)
(A), (B), (E),or( F),or , e

“(B) any property which was acquired by the distributin,
corporation in a distribution with respect to stock ac uireg
by such corporation after July 7, 1970, unless such stock was
acquired by such corporation (i) in a distribution (with
respect to stock held by it on July 7, 1970, or with respect
to stock in respect of which all previous applications of this
clause are satisfied) with respect to which gain to it was not
recognized by reason of subsection (a) or (b), or (ii) in
exchange for all of its stock in an exchange to which para-
graph (2) or (3) applies, or (iii) in a transaction in which
gain was not recognized under section 305(a) or section 332,
or under section 354 or 356 (but only with respect to property
permitted by section 854 or 356 to be received without the
recognition of gain or loss) with respect to a reorganization
described in section 368(a) (1) (A), (B), (E), or (F),or

“(C) any property acquired by the distributing corporation
in a transaction in which gain was not recognized under
section 332, unless such property was acquired from a corpo-
ration which, if it had been a qualified bank holding corpora-
tion, could have distributed such property under subsection

() (1) or (b) (1), 0r
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“(D) any property acquired by the distributing corporation
in a transaction in which gain was not recognized under sec-
tion 854 or 356 with respect to a reorganization described in
section 368(a) (1) (A) or (B), unless such property was
acquired by the distributing corporation in exchange for prop-
erty which the distributing corporation could have distributed
under subsection {(a) (1) or (b){1).

“(2) ExCHANGES INVOLVING PROIIBITED PROPERTY.—If—

“(A) any qualified bank holding corporation exchanges (i)
property, which, under subsection (a) (1), such corporation
could distribute directly to its shareholders or security hold-
ers without the recogmition of gain to such shareholders or
security holders, and other property (except property de-
seribed in subsection (b) (1) (B) (1}), for (ii) all of the stock
of a second corporation created and availed of solely for the
purpose of receiving such property,

“(B) immediately after the exchange, the qualified bank
holding corporation distributes all of such stock in a manner
preseribed in subsection (a)(2)(A), and

“(C) before such distribution, the Board has certified (with
respect to the property exchanged which consists of property
which, under subsection (a) (1), such corporation could dis-
tribute directly to its shareholders or security holders without
the recognition of gain) that the exchange and distribution
are necessary or appropriate to effectuate section 4 of the Bank
Holding Company Act,

then paragraph (1) shall not apply with respect to such
distribution.
“(3) ExcHANGES INVOLVING INTERESTS IN BANEKS,—Lf—

“(A) any qualified bank holding corporation exchanges (i)
property which, under subsection (b) (1), such corporation
could distribute directly to its shareholders or security holders
without the recognition of gain to such shareholders or
security holders, and other property (except prohibited prop-
erty), for (ii) all of the stock of a second corporation created
and availed of solely for the purpose of receiving such
property.

“(B) immediately after the exchange, the qualified bank
holding corporation distributes all of such stock in a man-
ner prescribed in subsection (b)(2) (A), and

“(C) before such distribution, the Board has certified
(with respect to the property exchanged which consists of
property which, under subsection (b){1), such corporation
could distribute directly to its shareholders or security holders
without the recognition of gain) that—

“(i) such property is all or part of the property by
reason of which such corporation controls (within the
meaning of section 2(a) of the Bank Holding Company
Act) a %ank or bank holding company, or such property
is part of the property by reason of which such corpora-
tion did control a bank or a bank holding company before
any property of the same kind was distributed under
sudsection (%) (1) or exchanged under this paragraph,
an

“(ii) the exchange and distribution are necessary or
appropriate to effectuate the policies of such Act,

then paragraph (1) shall not apply with respect to such
distribution.
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“(d) Disrrisurions To Avom Frorran Income Tax.—

“(1) Promierrep PROPERTY.—Subsection (a) shall not apply to
a distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after July 7, 1970, to
any corporation, property (other than prohibited property) as
part of a plan one of the principal purposes of which is the dis-
tribution of the earnings and profits of any corporation.

“(2) BaxgiNe PROPERTY.—Subsection (b) shall not apply to a
distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after July 7, 1970 to
any corporation, property (other than property described in sub-
section (b) (1) (B) (i} ) as part of a plan one of the principal pur-
poses of which is the distribution of the earnings and profits of
any corporation.

“(e) FrvaL CERTIFICATION.—

“(1) For sussecrionN (a).—Subsection (a) shall not apply with
respect to any distribution by a corporation unless the Board cer-
tifies, before the close of the calendar year following the calendar
year in whieh the last distribution occurred, that the corporation
has (before the expiration of the period prohibited property is
permitted under the Bank Holding Company Act to be held by a
bank holding company) disposed of all of the property the dis-
position of which is necessary or appropriate to effectuate sec-
tion 4 of the Bank Holding Company Act.

“(2) For suesectioN (b).—Subsection (b) shall not apply with
respect to any distribution by a corporation unless the Board
certifies, before the close of the calendar year following the calen-
dar year in which the last distribution occurred, that the corpora-
tion has (before the expiration of the period prohibited property is
permitted under the Bank Holding Company Act to be held by a
bank holding company} ceased to be a bank holding company.

“(f) Cerraixy Excuaxcers oF SecuriTies.—In the case of an exchange
described in subsection (a) (2) (A) (iv) or subsection (b) (2) (A) (iv),
subsection (a) or subsection (b) (as the case may be) shall apply only
to the extent that the principal amount of the securities received does
not exceed the principal amount of the securities exchanged.

“SEC. 1102. SPECIAL RULES.

“(a) Basis or ProrERTY ACQUIRED IN Distrisutions.—If, by reason
of section 1101, gain is not recognized with respect to the receipt of any
property, then, under regulations prescribed by the Secretary or
his delegate—

“(1) if the property is received by a shareholder with respect
to stock without the surrender by such shareholder of stock, the
basis of the property received and of the stock with respect to
which it is distributed shall, in the distributee’s hands, be deter-
mined by allocating between such property and such stock the
adjusted basis of such stock, or :

“(2) if the property is received by a shareholder in exchange
for stock or by a security holder in exchange for securities, the
basis of the property received shall, in the distributee’s hands, be
the same as the adjusted basis of the stock or securities exchanged,
increased by the amount of gain to the taxpayer recognized on
the property received.

“(b) Perions oF Limrration.—The periods of limitation provided
in section 6501 (relating to limitations on assessment and collection)
shall not expire, with respect to any deficiency (including interest and
additions to the tax) resulting solely from the receipt of property by
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shareholders in a distribution which is certified by the Board under sub-
section (a), (b), or (¢) of section 1101, until 5 years after the dis-
tributing corporation notifies the Secretary or his delegate (in such
manner and with such accompanying information as the Secretary or
his delegate may by regulations prescribe)—

“{1) that the final certification required by subsection (e) of
section 1101 has been made, or

“(2) that such final certification will not be made;

and such assessment may be made notwithstanding any provision
of law or rule of law which would otherwise prevent such assessment.

“(c) ArLocaTION OF EARNINGS AND PROFITS.—

“(1) DISTRIBUTION OF STOCK IN A CONTROLLED CORPORATION.—In
the case of a distribution by a qualified bank holding corporation
under section 1101 (a) (1) or (b){(1) of stock in a controlled
corporation, proper allocation with respect to the earning and
profits of the distributing corporation and the controlled corpora-
tion shall be made under regulations prescribed by the Secretary
or his delegate.

“(2) ExcHANGES DESCRIBED IN SECTION 1101(C) (2) OR (3).~—In
the case of any exchange described in section 1101(¢) (2) or (3),
proper allocation with respect to the earnings and profits of the
corporation transferring the property and the corporation
receiving such property shall be made under regulations prescribed
by the Secretary or his delegate.

“(3) DEFINITION OF CONTROLLED CORPORATION.—For purposes
of paragraph (1), the term ‘controlled corporation’ means a cor-
poration with respect to which at least 80 percent of the total
combined voting power of all classes of stock entitled to vote and
at least 80 percent of the total number of shares of all other
classes of stock is owned by the distributing qualified bank hold-
ing corporation,

“(d) IremizarioN or PropErRTr.—In any certification under this
part, the Board shall make such specification and itemization of prop-
erty as may be necessary to carry out the provisions of this part.
“SEC. 1103, DEFINITIONS.

“(a) Baxk HovLping Company; Bank Howpine CompaNny Acr—
For purposes of this part—

“(1) Bank morpiNng coMpaNY.—The term ‘bank holding com-
pany’ means—

“(A) a bank holding company within the meaning of sec-
tion2(a) of the Bank Holding Cf)mpany Act, or

“(B) a bank holding company subsidiary within the mean-
ing of section 2(d) of such Act.

“(2) BanNg HOLDING COMPANY ACT~The term ‘Bank Holding
Company Act’ means the Bank Holding Company Act of 1956,
as amended through December 31, 1970 (12 U.S.C. 1841 et seq.).

“(b) Quarrriep Bank Hovprng CorPORATION,—

“(1) In eeneraL-—Except as provided in paragraph (2), for
purposes of this part the term ‘qualified bank holding corpora-
tion’ means any corporation {as defined in section 7701(a) (3))
which is a bank holding company and which holds prohibited
property acquired by it—

“(A) on or before July 7, 1970,

“(B) in a distribution in which gain to such corporation
with respect to the receipt of such property was not recog-
nized by reason of subsection (a) or (b) of section 1101, or
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“(C) in exchange for all of its stock in an exchange
described in section 1101 (¢) (2) or (c) (3).

“(2) LIMITATIONS.~—

“(A) A bank holding company shall not be a qualified bank
holding corporation, unless 1t would have been a bank hold-
ing company on July 7, 1970, if the Bank Holding Company
Act Amendments of 1970 had been in effect on such date,
or unless it is a bank holding company determined solely by
reference to—

“(i) property acquired by it on or before July 7, 1970,
“(i1) property acquired by it in a distribution in which
gain to such corporation with respect to the receipt of
such property was not recognized by reason of subsec-
tion (a) or (b) of section 1101, or
“(1ii} property acquired by it in exchange for all of
its stock in an exchange described in section 1101{c) (2)
or (3}.
For purposes of this subparagraph, property held by a cor-
poration having control of the corporation or by a subsidiary
of the corporation shall be treated as held by the corporation.

*(B) A bank holding company slall not be a qualified bank
holding corporation by reason of property deseribed in sub-
paragraph (B) of paragraph (1) or clause (ii) of subpara-
graph (A) of this paragraph, unless such property was
acquired in a distribution with respect to stock, which stock
was acquired by such bank holding company—

“(i) on or before July 7, 1970,

“(i1) in a distribution (with respect to stock held by
it on July 7, 1970, or with respect to stock in respect of

. which all previous applications of this clause are satis-

fied) with respect to which gain to it was not recognized
by reason of subsection (a) or (b) of section 1101, or

“(ii1) in exchange for all of 1its stock in an exchange
described in section 1101(c) (2) or (3).

“(C) A corporation shall be treated as a qualified bank
holding corporation only if the Board certifies that it satis-
fies the foregoing requirements of this subsection.

“(3) CrRTAIN SUCCESSOR CORPORATIONS.—For purposes of this
subsection, a successor corporation in a reorganization described
in section 368(a) (1) (F) shall succeed to the status of its prede-
cessor corporation as a qualified bank holding corporation.

“(c) Promiertep Proprrry.—For purposes of this part, the term
‘prohibited property’ means, in the case of any bank holding com-
pany, property (other than nonexempt property) the disposition of
which would be necessary or appropriate to effectuate section 4 of the
Bank Holding Company Act if such company continued to be a bank
holding company beyond the period (including any extensions
thereof) specified in subsection (a) of such section. The term ‘pro-
hibited property’ also includes shares of any company not in excess
of 5 percent of the outstanding voting shares of such company if the
prohibitions of section 4 of such Act apply to the shares of such
company in excess of such 5 percent.

“(d) Nonexempr ProrerTy.— For purposes of this part, the term
‘nonexempt property’ means—

“(1) obligations (including notes, drafts, bills of exchange,
and bankers’ acceptances) having a maturity at the time of issu-
ance of not exceeding 24 months, exclusive of days of grace,
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“(2) securities issued by or guaranteed as to principal or inter-
est by a government or subdivision thereof or by any instru-
mentality of a government or subdivision, or

“(3) money, and the right to receive money not evidenced by
a security or obligation (other than a security or obligation
described in paragraph (1) or (2)).

“(e) Boarv.—For purposes of this part, the term ‘Board’ means
the Board of Governors of the Federal Reserve System.

“(f) CoxtroL; Supesipiary.—For purposes of this part—

“(1) CoxtroL.—Except as provided in section 1102(c) (3), a
corporation shall be treated as having control of another corpora-
tion if such corporation has control (within the meaning of
section 2(a) (2) of the Bank Holding Company Act) of such
other corporation.

“(2) Suesmiary.—The term ‘subsidiary’ has the meaning given
to such term by section 2(d) of the Bank Holding Company
Act.

“(g) ErecrioNn To Foreco GrANDFATHER ProvisioN For ArL Prop-
ERTY REPRESENTING Pre-JUNE 30, 1968, AcTiviTies.—Any bank hold-
ing company may elect, for purposes of this part and section 6158, to
have the determination of whether property is property described in
subsection (c) or is property eligible to be distributed without recog-
nition of gain under section 1101 (b) (1) made under the Bank Holding
Company Act as if such Act did not contain the proviso of section
+(a) (2) thereof. Any election under this subsection shall apply to all
property described in such proviso and shall be made at such time and
in such manner as the Secretary or his delegate may by regulations
prescribe. Any such election, once made, shall be irrevocable. An elec-
tion under this subsection or subsection (h) shall not apply unless the
final certification referred to in section 1101 (e) or section 6158(c) (2),
as the case may be, includes a certification by the Board that the bank
holding company has disposed of either all banking property or all
noitbanking property.

“(h) Evrecrion To Divest ALl Bangine or NoNBankING PROPERTY
1N Cask or CerraiN CroseLy Hewp Bank Howping CompANIES.—Any
bank holding company may elect, for purposes of this part and section
6158, to have the determination of whether property is property
described in subsection (c¢) or is property eligible to be distributed
without recognition of gain under section 1101 (b) (1) made under the
Bank Holding Company Act as if such Act did not contain clause (ii)
of section 4(c) of such Act. Any election under this subsection shall
apply to all property described in subsection (¢), or to all property
eligible to be distributed without recognition of gain under section
1101 (b) (1), as the case may be, and shall be made at such time and in
such manner as the Secretary or his delegate may by regulations pre-
scribe. Any such election, once made, shall be irrevocable.”

(b) AmENDMENT OF SECTION 311(d).—Paragraph (2) of section
311(d) of such Code (relating to exceptions and limitations to the
recognition of gain where appreciated property is used to redeem
stock) is amended by striking out “and” at the end of subparagraph
(F), by striking out the period at the end of subparagraph (G) and
inserting in lieu thereof “; and”, and by adding at the end thereof the
following new subparagraph:

“(H) a distribution of stock to a distributee which is not an
organization exempt from tax under section 501(a), if with
respect to such distributee, subsection (a) (1) or (b) (1) of
section 1101 (relating to distributions purswant to Bank
Holding Company Act) applies to such distribution.”
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(¢) Crericar. AMENDMENT.—The table of parts for subchapter O of
chapter 1 of such Code is amended by striking out “of 1956”.
{d) Errecrive DATE.—

(1) For suBsecTioN (a).—The amendments made by subsections
(a) and (c¢) shall take effect on October 1, 1977, with respect to
distributions after July 7, 1970, in taxable years ending after
July 7, 1970, but only in the case of qualified bank holding corpo-
rations (within the meaning of section 1103(b) of the Internal
Revenue Code of 1954, as amended by subsection (a) of this
section).

(2) SPECIAL RULE FOR CERTIFYING DISTRIBUTIONS WHICH HAVE
ALREADY TAKEN PLACE.—For purposes of sections 1101(a) (1) (B),
1101(a) (3) (D), 1101(b)(1)(B), 1101(c)(2)(C), 1101(c)(3)
(C), and 1101(e) of the Internal Revenue Code of 1954 (as
amended by subsection (a) of this section), in the case of any dis-
tribution which takes place on or before the 90th day after the
date of the enactment of this Act, a certification by the Federal
Reserve Board described in any such section shall be treated as
made before the distribution (or, in the case of section 1101 (e),
before the close of the calendar year following the calendar year
in which the last distribution occurred) if application for such
certification is made before the close of the 90th day after the date
of the enactment of this Act.

(3) Periop or rimrrations.—If refund or credit of any over-
payment of income tax attributable to the amendment made by
subsection (a) is prevented at any time before October 1, 1978, by
the operation of any law or rule of law, refund or credit of such
overpayment may, nevertheless, be made or allowed if claim
therefor is filed before October 1,1978.

(4) For sussecrioN (b).—The amendment made by subsection
(b) shall take effect on October 1, 1977, with respect to distri-
butions after December 81, 1975, in taxable years ending after
December 31, 1975.

SEC. 3. INSTALLMENT PAYMENT OF TAX.
(a) InsTALLMENT PayMenT—Subchapter A of chapter 62 of the
Internal Revenue Code of 1954 (relating to place and due date for pay-

ment of tax) is amended by adding at the end thereof the following
new section:

“SEC. 6158. INSTALLMENT PAYMENT OF TAX ATTRIBUTABLE TO
DIVESTITURES PURSUANT TO BANK HOLDING COMPANY
ACT AMENDMENTS OF 1970.

“(a) Erecrron or Extension.—If, after July 7, 1970, a qualified
bank holding corporation sells bank property or prohibited property,
the divestiture of either of which the Board certifies, before such sale,
is necessary or appropriate to effectuate section 4 or the policies of the
Bank Holding Company Act, the tax under chapter 1 attributable to
such sale shall, at the election of the taxpayer, be payable in equal
annual installments beginning with the due date (determined without
extension) for the taxpayer’s return of tax under chapter 1 for the
taxable year in which the sale occurred and ending with the corre-
sponding date in 1985. If the number of installments determined under
the preceding sentence is less than 10, such number shall be increased
to 10 equal annual installments which begin as provided in the pre-
ceding sentence and which end on the corresponding date 10 years
later. An election under this subsection shall be made at such time and

in such manner as the Secretary or his delegate may by regulations
prescribe.



H. R.11997—11

“(b) LiMriraTIoNs.—

“(1) TREATMENT NOT AVAILABLE TO TAXPAYER FOR BOTH BANK
PROPERTY AND PROHIBITED PROPERTY.—This section shall not apply
to any sale of prohibited property if the taxpayer (or a corpora-
tion having control of the taxpayer or a subsidiary of the tax-
payer) has made an election under subsection (a) with respect to
bank property or has made any distribution pursuant to section
1101 (b). This section shall not apply to bank property if the tax-
payer (or a corporation having control ¢f the taxpayer or a sub-
sidiary of the taxpayer) has made an election under subsection
(a) with respect to prohibited property or has made any distri-
bution pursuant to section 1101 (a).

“(2) TREATMENT NOT AVAILABLE FOR CERTAIN INSTALLMENT
sares.—No election may be made under subsection (a) with
respect to a sale if the income from such sale is being returned at
the time and in the manner provided in section 453 (relating to
instaliment method ).

“(¢) AccrLEraTioN oF Pavaents.—If an election is made under
s‘%ubsection (a) and before the tax attributable to such sale is paid in

ull—

“{1) any installment under this section is not paid on or before
the date fixed by this section for its payment, or

“(2) the Board fails to make a certification similar to the
applicable certification provided in section 1101(e) within the
time prescribed therein (for this purpose treating the last such
sale as constituting the last distribution),

then the extension of time for payment of tax provided in this section
shall cease to apply, and any portion of the tax payable in installments
shall be paid on notice and demand from the Secretary or his delegate.

“(d) Prorariox or Dericiency To INstarpmeENTs.—If an election
is made under subsection (a) and a deficiency attributable to the sale
has been assessed, the deficiency shall be prorated to such installments.
The part of the deficiency so prorated to any installment the date for
payment of which has not arrived shall be collected at the same time
as, and as part of, such installment. The part of the deficiency so
prorated to any installment the date for payment of which has arrived
shall be paid on notice and demand from the Secretary or his delegate.
This subsection shall not apply if the deficiency is due to negligence,
to intentional disregard of rules and regulations, or to fraud with intent
to evade tax.

“(e) Boxp May Be Requirep.—If an election is made under this
section, section 6165 shall apply asthough the Secretary were extending
the time for payment of the tax.

“(1) Derintrions.—For purposes of this section—

“(1) TeErMS HAVE MEANINGS GIVEN TO THEM BY SECTION 1103.—
The terms ‘qualified bank holding corporation’, ‘Bank Holding
Company Act’, ‘Board’; ‘control’, and ‘subsidiary’ have the
respective meanings given to such terms by section 1103,

“(2) Prommrtep propERTY.—The term ‘prohibited property’
means property held by a qualified bank holding corporation
which could be distributed without recognition of gain under
section 1101(a) (1).

“(3) Baxg prorErTY.—The term ‘bank property’ means prop-
erty held by a qualified bank holding corporation which could be
distributed without recognition of gain under section 1101 (b) (1).

“{g) Cross REFERENCES.—

“(1) Security—For authority of the Secretary or his delegate to

require security in the case of an extension under this section, see
section 6165, ‘
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“(2) Period of limitation.—For extension of the period of limitation

in the case of an extension under this section, see section 6503(i).”

(b) ExtensioN or Timr ror CoLLEcTION OF Tax.—Section 6503 of
such Code (relating to suspension of running of period of limitation)
is amended by redesignating subsection (i) as subsection (j) and by
inserting after subsection (L) the following new subsection:

“(i) ExrensioN oF Trme ror CorLECTING TAX ATTRIBUTABLE TO
DivestiTures PursvanT To BaANE Horprxe CoMpaNy Acr AMEND-
MENTS OF 1970.—The running of the period of limitations for collection
of the tax attributable to a sale with respect to which the taxpayer
makes an election under section 6158(a) shall be suspended for the
period during which there are any unpaid installments of such tax.”

(¢) TECHNICAL AMENDMENTS.—

(1) The table of sections for subchapter A of chapter 62 of
such Code is amended by adding at the end thereof the follow-
ing new item:

“Sec. 6158. Installment payment of tax attributable to divestitures pur-

ig%l?’ to Bank Holding Company Act Amendments of

(2) Subsection (a) of section 6151 of such Code (relating to
time and place for paying tax shown on returns) is amended by
striking out “section,” and inserting in lieu thereof “subchapter,”.

(8) Paragraph (2) of section 6601 (b) of such Code (relating
to interest) is amended— ,

(A) by striking out “or 6156(a)” and inserting in lieu
thereof “, 6156(a), or 6158(a)”,
(B) by striking out “or 6156(b)” and inserting in lieu
thereof ¢, 6156 (b), or 6158(a)”; and
(C) by inserting at the end thereof the following new
sentence:
“For purposes of subparagraph (A), section 6158(a) shall be
treated as providing that the date prescribed for payment of
each installment shall not be later than the date prescribed for
payment of the 1985 installment.”

(d) AepricaBiniTy To CERTAIN SUccessor CorroraTioNs.—If, after
July 7, 1970, and before August 1,1974—

(1) a corporation acquires substantially all of the properties
of a qualified bank holding corporation (as defined in section
1103 (b) of the Internal Revenue Code of 1954) in a transac-
tion described in sections 368(a) (1) (A) and 368 (a) (2) (D), and

(2) the acquiring corporation (or a corporation in control of
the acquiring corporation) acquires beneficial interests in shares
described in section 2(g) (2) of the Bank Holding Company Act
(as defined in section 1103 (a) (2) of the Internal Revenue Code
of 1954) in a transaction to which section 351 applies,

then, the acquiring corporation (or a corporation which is in con-
trol (within the meaning of section 2(a)(2) of such Act) of the
acquiring corporation or a subsidiary (within the meaning of section
2(d) of such Act) of the corporation so in control) shall be treated
as a qualified bank holding corporation for purposes of section 1103
(b) and 6158 of the Internal Revenue Code of 1954 and the shares
described in such section 2(g) (2) shall be considered property which
is acquired by such corporation, for purposes of section 1101(c) (1)
(A) (iii) of the Internal Revenue Code of 1954, after July 7, 1970.
(e) ErrecTIvE DATES.—

CORRECTED SHE

LY

i
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(1) Ix eeNEraL—The amendments made by this section shall
take effect on October 1, 1977, with respect to sales after July 7,
1970, in taxable years ending after July 7, 1970, but only in
the case of qualified bank holding corporations (within the mean-
ing of section 1103(b) of the Internal Revenue Code of 1954,
as amended by section 2(a) of this Act).

(2) SPECIAL RULE FOR CERTIFYING SALES WHICH HAVE ALREADY
TAKEN PLACE.—For purposes of section 6158(a) of the Internal
Revenue Code of 1954 (as added by subsection (a) of this sec-
tion) in the case of any sale which takes place on or before
the 90th day after the date of the enactment of this Act, a
certification by the Federal Reserve Board described in sec-
tion 6158(a) shall be treated as made before the sale if application
for such certification is made before the close of the 90th day
after the date of the enactment of this Act.

(3) REFUND OF TAX.—

(A) In eeneraL—If any tax attributable to a sale which
occurred before Qctober 1, 1977, is payable in annual install-
ments by reason of an election under section 6158(a) of the
Internal Revenue Code of 1954, any portion of such tax for
which the due date of the installment does not occur before
October 1, 1977, shall, on application of the taxpayer, be
treated as an overpayment of tax.

(B) INTEREST ON OVERPAYMENTS.—For purposes of section
6611 (b), in the case of any overpayment attributable to sub-
paragraph (A), the date of the overpayment shall be the day
which is 6 months after the latest of the following :

(i) the date on which application for refund or credit
of such overpayment is filed,
(ii) the due date prescribed by law (determined with-
out extensions) for filing the return of tax under chapter
1 of the Internal Revenue Code of 1954 for the taxable
year the tax of which is being refunded or credited, or
%ii) the date of the enactment of this Act.
C) ExTENSION OF FERIOD OF LIMITATIONS.—If any refund
or credit of tax attributable to the application of subpara-
raph (A) is prevented at any time before October 1, 1978,
by the operation of any law or rule of law, refund or credit
of such overpayment may, nevertheless, be made or allowed if
claim therefor 1s filed before October 1,1978.

Speaker of the House of Representatives.

Vioe President of the United States and
President of the Senate.





