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TECHNICAL CORRECTIONS ACT OF 1975
(Including Carryover Basis Provisions)

WEDNESDAY, OCTOBER 26, 1977

U.S. SENATE,
SuscoMMITTEE 0N Taxation AND DEpT MANAGEMENT
GeENERALLY OF THE COoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9 a.m. in room 2221,
Dirksen Senate Office Building, Hon. Harry F. Byrd, Jr. (chairman of
the subcommittee) presiding.

Present : Senator Byrd.

Senator Byrp. The committee will come to order.

[The committee press release announcing these hearings and the
bills, H.R. 6715, S. 1954, S. 2227, and S. 2228 follow:]

{Press Release)

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT GENERALLY ANNOUNCES
HEARINGS ON CARRYOVER BABIS A8 PART OF THE “TECHNICAL CORRECTIONS ACT
oF 1977"

Harry F. Byrd, Jr. (I.-Va.}, Chairman of the Subcommittee on Taxation and
Debt Management of the Finance Committee, today announced that hearings
will be held on October 27, and on October 28, 1977, on 8. 1954, S. 2227, and
8. 2228, and otker bills which may be introduced dealing with the subject of
(igurl?é?ver basis. The hearings will be held in Room 221 Dirksen Senate Office

uilding,

Hearings on Octcher 27 will begin at 9 A M., and will be limited to Treasury
Department witnesses. Hearings for public witnesses will be held October 28 at
9 AM. as part of the hearings on H.R. 6715, the “Technical Corrections Act
of 1977.” Additional hearings on a subsequent date will be scheduled if necessary.

Senator Byrd stated that the carryover basis portion of the estate tax fs one
of the most pressing problem areas created by the 1976 Tax Reform Act.

“Not only does carryover basis increase the complexity of the tax law, {t also
is a radical departure from our past estate tax law. Furthermore, the decisions
about carryover basis where made at a conference between the House and Senate
without thorough and adequate consideration by these bodles and their com-
mittees.”

Senator Byrd said the hearings were scheduled to review carryover basis,
as part of hearings dealing with a general clarification of the 1976 law.

8. 1954, sponsored by .Senator Carl Curtis of Nebraska, provides for the
fll;ngl’luéatlon of the carryover basis provisions of the estate tax law, enacted
n 3

S. 2227 and 8. 2228 are sponsored by Senator Harry F. Byrd. Jr. of Virginia
and Senator Robert Dole of Kansas. S. 2227 defers the effective date of the
carryover basis provisions until January 1, 1979, 8. 2228 includes several tech-
nical provisions designed to eliminate the complexities associated with carryover
basls and make the law more workable.

Other Senators may introduce legislation dealing with carryover basis. In that
event, those bills would also be considered in the hearings.

(1)
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Publle witnesses who desire to testify in the hearings should submit a written
request to Michael Stern, Staff Director, Committee on Finance, Room 2227
Dirksen Senate Office Bullding, Washington, D.0. 20510 by no later than the
close of business on October 26, 1977,

Legislative Reorganization Act—Senator Byrd stated that the Legislative
Reorganization Act of 1948, as amended, requires all witnesses appearing before
the Committees of Congress “to file in advance written statements of their pro-
posed testimony, and to limit their oral presentations to brief summaries of
their argument.”

Witnesses scheduled to testify should comply with the following rules:

(1) A copy of the statement must be filed by noon on the day before the day
the witness is scheduled to testify,

(2) All witnesses must include with their written statement a summary of
the principal points included in the statement.

(3) The written statements must be typed on letter-size paper (not legal size)
and at least 75 copies must be submitted by the close of business the day before
the witness is scheduled to testify.

(4) Witnesses are not to read their written statements to the Committee, but
are to confine their ten-minute oral presentations to a summary of the points
included in the statement.

(5) Not more than ten minutes will be allowed for oral presentation.

Written testimony.—Senator Byrd stated that the Subcommittee would be
pleased to receive written testimony from those persons or organizations who
wish to submit statements for the record. Statements submitted for inclusion in
the record should be typewritten, not more than 25 double-spaced pages in length
and mailed with five (5) copies by October 31, 1977, to Michael Stern, Staff Di-
rector, Committee on Finance, Room 2227 Dirksen Senate Office Building, Wash-
ington, D.C. 20510.

(H.R. 6715, 95th Cong., 1st sess.)

AN ACT To correct technical and clerical mistakes in the tax laws

Be it enacted by the Senate and House of Representatlives of the United States
of America tn Congrecss assembled,

SECTION 1, SHORT TITLE; ETC.

(a) SHorT TiTLE.—This Act may be cited as the “Technical Corrections Act of
1977,

(b) AMENDMENT OF 1954 CoDE—Except as otherwise expressely provided,
whenever in this Act an amendment or repeal is expressed in terms of an amend-
ment to, or repeal of, a section or other provision, the reference shall be considered
to be made to a section or other provision of the Internal Revenue Code of 1934.

(c) TABLE OF CONTENTS.—

TABLE OF CONTENTS
See. 1. Short title; ete.
{a) Short title.
{b) Amendment of 1954 Code.
(e¢) Table of contents.
Sec. 2. Techvlihial amendments to income tax provisions and administrative pro-
sions.
(a) Amendments relating to retention of prior law for retirement
income credit under section 37 (e).
(b) Amendments relating to the minimum tax.
(c) Sick pay. :
(d) Netoperating losses.
(e) Effective date for flscal year taxpayers for construction period
interest and taxes.
(f) Clarification of provisions providing tax incentives to encourage
the preservation of historic structures.
(g) Foreign conventions.
(h) Clarification of last sentence of section 337(c) (2).
(1) Cert:lin transactions involving two or more investment com-
) panies.
(J) At risk provisions,
(k) Amendments relating to use of accrual accounting for farming.
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(m)
(n)

(o)
(p)

(a)

(r)
(s)
(t)
(u)
(v)
(w)
(x)

(y)
(z)

3

Extension of certain provisions to foreign personal holding
companies.

Definition of condominium management association.

Speclal rule for gain on property transferred to trust at less
than fair market value,

Allowance of forelgn tax eredit for accumulation distributions.

Retention of character of amounts distributed from accumula-
tion trust to nonresident allens and foreign corporations.

Limitation on allowance of partnership losses in the case of
nonrecourse loans.

Exempt interest dividends of regulated investment companies.

Amendments relating to real estate investment trusts.

Amendments relating to treatment of forelgn income.

Holding period of commodity futures contracts,

Amendment of section 1239(a).

Recapture of depreciation on player contracts.

Treatment of pensions and annuities for 50-percent maximum
rate on personal service income.

Changes in the subchapter S provisions.

Withdrawals from individual retirement accounts, ete.

(aa) Amendments relating to disclosure of tax returns.
(bb) Amendments relating to income tax return preparers.
(ce) Clarification of declaratory judgment provisions with respect

to revocations of or other changes in the qualifications of
certain organizations.

Sec. 3. Technical, clerical, and conforming amendments to estate and gift tax

provisions.

(a) Amendments relating to treatment of section 306 stock.

(b) Coordination of deduction for estate taxes attributadle to in-
come in respect of a decedent with the capital gain deductions,
ete.

(¢) Amendments relating to carryover basis.

(d) Amendments relating to valuation of certain farm, etc, real
property.

(e) Amount of security required for extended payment provisions
for closely beld businesses.

(£) Clarification of the $3,000 annual exclusion from the rule in-
cluding in gross estate transfers within 3 years of death.

{g) Amendments relating to estate tax marital deduction.

(h) Coordination of sections 2513 and 2035.

(1) Inclusion in gross estate of stock transferred by the decedent
where the decedent retains or acquires voting rights.

{j) Amendments relating to individual retirement accounts, ete..
for spouse.

{k) Provisions relating to treatment of joint interests.

(1) Amendments relating to orphans’ exclusion.

(m) Disclaimer by surviving spouse where interest passes to such
spouse.
(n) Amendments relating to tax on generation-skipping transfers.
(o) Adjustment in income tax on accumulation distributions for
portion of estate and generatfon-skipping transfer taxes.
(pr) Relief of executor from personal liability in the case of reliance
on gift tax return.

(@) Amendment of governing instruments to meet requirements for
gifts of split interest to charity.

(r) Indexing of Federal tax liens.

(8) Clerical amendments.

Sec, 4. Corrections of punctuation, spelling, incorrect cross references, ete.

(a) Erroneous cross references in investment credit.

(b) Prepald legal services.

(c¢) Amendments relating to sections 219 and 220.

(d) Accrual accounting for farm corporations,

(e)

Amendment of section 011,
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Sec. 4. Corrections of punctuation, spelling, incorrect cross references, etc.—

Continued
(f) Transition rule for private foundations.
(g) Lobbying by public charities.
(b) Amendments to foreign tax provisions.
(1) Amendments to DISC provisions.
(J) Amendments relating to deadwood provisions.
(k) Capital loss carryovers.
(1) Amendments relating to certain aircraft museums.
(m) Inspection by committee of Congress.
(n) Amendment of section 6301.
(o) Conforming amendments to new definition of taxable income.
(p) Conforming amendments to repeal of section 317 of Trade Ex-
pansion Act of 1962,
(q) Effective date.

SEC. 2. TECHNICAL AMENDMENTS TO INCOME TAX PROVISIONS AND
ADMINISTRATIVE PROVISIONS.

(a) AMENDMENTS RELATING TO RETENTION OF PRIOR LAW FOR RETIREMENT IN-
COME CREDIT UNDER SEOTION 37(e).—

(1) CLARIFICATION THAT SPOUSE UNDER AGE 65 MUST HAVE PURLIC RETIRE-
MENT S8YSTEM INCOME.—Paragraph (2) of section 37(e) (relating to election
of prior law with respect to public retirement system income) is amended
by striking out “who has not attained age 65 before the close of the taxable
year” and inserting in lieu thereof “who has not attained age 65 before the
close of the taxable year (and whose gross income includes income described
in paragraph (4)(B))".

(2) CLARIFICATION THAT QUALIFYING SERVICES MUST HAVE BEEN PERFORMED
BY TAXPAYER OR sPOUSE.—Subparagraph (B) of section 37(e) (4) (defining
retirement income) {s amended by inserting “and who performed the services
giving rise to the pension or annuity (or is the spouse of the individual who
performed the services)’ after “before the close of the taxable year'".

(3) DISREGARD OF COMMUNITY PROPERTY LAWS.—Subsection (e) of section
87 (relating to election of prior law with respect to public retirement sys-
tem income) is amended by redesignating paragraph (8) as paragraph (9)
and by Inserting after paragraph (7) the following new paragraph:

“(8) COMMUNITY PROPERTY LAWS NOT APPLICABLE—In the case of a joint
return, this subsection shall be applied without regard to community prop-
erty laws.”

(4) EFFECTIVE DATES.—

(A) The amendments made by paragraphs (1) and (2) shall apply
to taxable years begnning after December 31, 1975.

(B) The amendments made by paragraph (8) shall apply to taxable
years beginning after December 31, 1976.

(b) AMENDMENTS RELATING TO THE MINIMUM TAX.—

(1) SPECIAL RULES FOR MINIMUM TAX IN THE CASE OF BUBCHAPTER 8 CORPO-
RATIONS AND PERSONAL HOLDING COMPANIES,—

(A) Paragraph (1) of section 57(a) (relating to adjusted itemized
deductions) is amended by striking out “An amount” and inserting in
lieu thereof “In the case of an individual, an amount”,

(B) The last sentence of section 57(a) (relating to items of tax
preference) is amended by striking out “Paragraphs (1), (3), ana”
and inserting in lieu thereof “Paragraphs (3) and”.

(C) Subsection (i) of section 58 (defining corporations) is amended
by striking out “Except as provided in subsection (d) (2), for purposes
of this part” and inserting in lieu thereof “For purposes of this part
(other than section 57(a) (9))".

(2) DIVISION OF $10,000 AMOUNT AMONG MEMBERS OF CONTROLLED GROUPS.—
Subsection (b) of section 58 (relating to members of controlled groups) is
amended to read as follows:

“(b) MEMBERS OF CONRTROLLED GROUPS.—In the case of a controlled group of
corporations (as defined in section 1563(a)), the $10,000 amount specified in
section 66 shall be divided among the component members of such group in
proportion to their respective regular tax deductions (within the meaning of
section 56(c) ) for the taxable year.”
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(3) COMPUTATION OF ADJUSTED ITEMIZED DEDUCTIONS IN THE CASE OF ESTATES
AND TRUBTS.—Paragraph (2) of section 57(b) (relating to computation of
adjusted itemized deductlons in the case of estates and trusts) is amended
to read as follows:

*(2) SPECIAL RULES FOR EBTATES AND TRUSTS,—

“(A) IN GENERAL.—In the case of an estate or trust, for purposes of
paragraph (1) of subsection (a), the amount of the adjusted itemized
deductions for any taxable year is the amount by which the sum of the
deductions for the taxable year other than—

“(1) the deductions allowable in arriving at adjusted gross income,
“(i1) the deduction for personal exemption provided by section

2(b),
“(iii) the deduction for casualty losses described in section 1to
(c) (8),
"“(iv) the deductions allowable under section 651(a), 661(a), or
691(c), and
“(v) the deductions allowable to a trust under section 642(c) to
the extent that a corresponding amount is included in the gross in-
come of the beneficiary under section 662(a) (1) for the taxable
year of the beneficlary with which or within which the taxable year
of the trust ends,
exceeds 60 percent (but does not exceed 100 percent) of the adjusted
gross income of the estate or trust for the taxable year.

*(B) DETERMINATION OF ADJUSTED GROSS INCOME.—For purposes of
this paragraph, the adjusted gross income of an estate or trust shall be
computed in the same manner as in the case of an individual, except
that—

(1) the deductions for costs pald or incurred in connection with
the administration of the estate or trust, and
“(ii) to the extent provided in subparagraph (C), the dedue-
tions under section 642(¢),
shall be treated as allowable in arriving at adjusted gross income.

“(C) TREATMENT OF CERTAIN CHARITABLE CONTRIBUTIONS.—For pur-
poses of this paragraph, the following deductions under section 642(c)
(relating to deductions for amounts paid or permanently set aside for
charitable purposes) shall be treated as deductions allowable in arriv-
ing at adjusted gross income :

*(1) deductions allowable to an estate,

*(i1) deductions allowable to a trust all of the unexpired interests
in which are devoted to one or more of the purposes described In sec-
tion 170(c) (2) (B),

*(iil) deductions allowable to a trust which is a pooled income
fund within the ineaning of section 642(c) (5), and

*{iv) deductions allowable to a trust which are attributable to
transfers to the trust before January 1, 1976.”

(4) SECTION 891 (C) DEDUCTION NOT TAKEN INTO ACCOUNT FOR DETERMINING
ADJUSTED ITEMIZED DEDUCTIONS,—Paragraph (1) of section 87(b) is amended
by striking out “and" at the end of subparagraph (C), by inserting “and” at
the end of subparagraph (D), and by inserting after subparagraph (D) the
following new subparagraph:

“(E) the deduction allowable under section 691(c),".

(5) ALLOCATION OF ITEMS8 OF TAX PREFERENCE IN THE CASE OF ESTATES AND
TRUSTS.—Paragraph (1) of section 58(c) (relating to estates and trusts)
is amended by striking out “on the basis of the income of the estate or
trust allocable to each” and inserting in lleu thereof “in accordance with
regulations prescribed by the Secretary”.

(6) EFrecTIVE DATE.—The amendments made by this subsection shall take
effect as if included in the amendments made by section 301 of the Tax
Reform Act of 1976,

{c) Sick PAy.—

(1) IN cENERAL—Section 105(d) is amended by striking out paragraphs
(4) and (6), by redesignating paragraph (5) as paragraph (4) and
paragraph (7) as paragraph (8), and by inserting after paragraph (4) the
following new paragraph:
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“(5) SPECIAL RULES FOR MARRIED COUPLES,—

“(A) MARRIED COUPLE MUST FILE JOINT RETURN.—Except in the case

of a husband and wife who live apart at all times during the taxable

year, if the taxpayer is married at the close of the taxable year, the

exclusion provided by this subsection shall be allowed only if the tax-
payer and his spouse file a joint return for the taxable year.

“(B) APPLICATION OF PARAGRAPHB (2) AND (3).—In the case of a
joint return—

“(i) paragraph (2) shall be applied separately with respect to
each spouse, but

“(1i) paragraph (3) shall be applied with respect to their com-
bined adjusted gross income.

“(C) DETERMINATION OF MARITAL STATUS.—For purposes of this sub-
section, marital status shall be determined under section 143 (a).

“(D) JOINT RETURN DEFINED.—fOor purposes of this subsection, the
term ‘joint return’ means the joint return of a husband and wife made
under section 6013."”

(2) CONFORMING AMENDMENT.--Subsection (c¢) (3) of section 505 of the
Tax Reform Act of 1976 (relating to disability retirement) is amended by
striking out “section 105(d) (5)” and inserting in lieu htereof *section
105(d) (4)".

(:g) EFFECTIVE DATE.—The amendments made by this subsection shall take
effect as if included in section 105(d) of the Internal Revenue Code of 1954
as such section was amended by section 505(a) of the Tax Reform Act of
1976 :

(d) NET OPERATING LOSSES.—

(1) AMENDMENT OF SECTION 172(b) (1) (B).—The second sentence of sub-
paragraph (B) of section 172(b) (1) (relating to years to which net operat-
ing losses may be carried) is amended by striking out “and (F)” and
inserting in lieu thereof “(F), and (G)".

(2) EFrrecTivE DATE.—The amendment made by paragraph (1) shall apply
to losses incurred in taxable years ending after December 31, 1975.

(e) ErrecrivE DATE FOR FISCAL YEAR TAXPAYERS FoR CONSTRUCTION DERIOD
INTEREST AND TAxks.—DParagraph (1) of section 201(c) of the Tax Reform Act of
1976 is amended to read as follows :

“(1) in the case of nonresidential real property, if the construction period
begins on or after the first day of the first taxable year beginning after
December 31, 1975,”.

(f) CLARIFICATION OF PROVISIONS PROVIDING TAX INCENTIVES TO ENCOURAGE
THE PRESERVATION OF HISTORIC STRUCTURES.—

(1) DEFINITION OF CERTIFIED HISTORIC STRUCTURES.—Subsection (d) of
section 191 (relating to amortization of certain rehabilitation expenditures
for certified historic structures) is amended by redesignating paragraphs
(2) and (8) as paragraphs (3) and (4), respectively, and by striking out
paragraph (1) and inserting in lieu thereof the following new paragraphs:

*“(1) CERTIFIED HISTORIC STBUCTURE.—The term ‘certified historic struc-
ture' means a building or structure which is of a character subject to the
allowance for depreciation provided in section 167 and which—

“(A) Islisted in the National Register, or

“(B) Is located in a registered historic district and is certified by the
Secretary of the Interior to the Secretary as being of historic significance
to the district,

“(2) REGISTERED HISTORIC DISTRICT.—The term ‘registered historle district’
means—

“(A) any district listed in the National Reglster, and

“(B) any district—

“(1) which is designated under a statute of the appropriate State
or local governmewnt. if such statute is certified by the Secretary of
the Interior to the Secretary as containing criteria which will sub-
stantially achieve the purpose of preserving and rehabiliting build-
ings of historic significance to the district, and

“(Il) which fs certified by the Secretary of the Interior to the
Secretary as meeting substantially all of the requirements for the
listing of districts in the National Register.”

(2) AMENDMENT OF CROSS REFERERCES.—Subsection (g) of sectlon 191
(relating to cross references) 18 amended to read as follows:
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“ Rm‘“w..— .
&) 9:;))5 al“or rules relating to the listing of buildings, structures, and

ri¢ districts in the National Register, see the Act entitled ‘An Act
{lgsetgtablish a program for the preservaion of addltior'\al historic prop-
erties throughout g‘é 1;1%10:1, axu; for other purposes’, approved Octo-
1 16 U.S.C. et seq.). . .
be‘l‘.(;)s'l“gss sx()ecial rules with respect to certain gain derived from the
disposition of property the adjusted basis of whu;'h is determined with
regard to this section, see sections 1245 and 1250,

(3) SPECIAL RULES FOR RECAPTURE OF AMORTIZATION DEDUCTION.—

(A) Paragraph (2) of section 1245(a) (relating to gain from
dispositions of certain depreclable property) is amended—

(i) by striking out “190, or 191" the first place it appears and
inserting in lieu thereof “or 190" and

(i1) by striking out “190, or 191" the second and third place it
appears and inserting in lieu thereof “180, or (in the case of property
dercribed in paragraph (3) (C)) 191”,

(B) Subparagraph (D) of section 1245(a) (3) (relating to gain from
dispositions of certain depreciable property) is amended by striking out-

‘190, or 191" and inserting in lieu thereof “or 190",

(C) Paragraph (3) of sectlon 1250(b) (relating to depreclation ad-
Justments) is amended by striking out *190 or 191” and inserting in lieu
thereof “or 190",

(4) STRAIGNT LINE METHOD IN CERTAIN CASES.—Subsectlon (n) of section
167 is amended to read as follows:

“(n) STRAIGHT LINE METHOD IN CERTAIN (JASES.

(1) IN oENERAL.—In the case of any property in whole or in part con-
structed, reconstructed, erected, or used on a site which was, on or after
June 30, 1976, occupied by a certified historic structure (or by any structure
in n registered historic district) which is demolished or substantially altered
after such date—

“(A) subsections (b), (j), (k), and (1) shall not apply, and

“(B) the term ‘reasonable allowance' as used in subsection (n) means
only an allowance computed under the straight line 1nethod.

The preceding sentence shall not apply if the last substantial alteration of
the structure s a certified rehabilitation.

“(2) ExceprioNs.—The limitations imposed by this subsection shall not
apply—

“(A) to personal property, and

“(B) in the case of demolition or substantinl alteration of a
structure located in a registered historic distriet, if—

“(1) such structure was not a certified historic structure, and

“(fi) before the beginning of the demolition or substantial alter-
ation of such structure, the Secretary of the Interior certified to
the Secretary that such structure is not of historie significance to
the district.

“(3) DEeFiNITIONS.—For purposes of this subsection, the terms ‘certified
historie structure’, ‘registered bhistorie district’, and ‘certified rehabilitation’
have the respective meanings given such terms by section 191(d).”

(5) DEMOLITION OF CERTAIN HISTORIC S8TRUCTURES.—Subsection (b) of sec-
tion 280B (relating to special rule for registered historlc districts) is
amended to read as follows :

“(b) SPEcIAL RULE FOR REGISTERED HISTORIC DisTtaicTs.—For purposes of this
section, any building or other structure located in a registered higtorie district
(as defined in section 191(d) (2)) shall be treated as a certified historic struc-
ture unless the Secretary of the Interior has certified, before the beginning of
the demolition of such structure, that such structure is not of historic significance
to the district.”

(6) SUBSTANTIALLY REHABILITATED HISTORIC PROPERTY,—

(A) Paragraph (1) of section 167(0) (relating to substantially
rehabilitated historic property) is amended by inserting “(other than
property with respect to which an amortization deduction has been
allowed to the taxpayer under sectlon 191)” after “substantially re-
habilitated historic property”.

(B) Paragraph (2) of section 187(0) fs amended hy striking out
“section 191(d) (3)” and inserting in lieu thereof “section 191(d) (4)".
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(7) ErrFecTive DATE.—The amendments made by this subzection shall take
effect as if included in the respective provisions of the Internal Revenue
Code of 1054 to which such amendments relate, as such provision were added
to such Code, or amended, by section 2124 of the Tax Reform Act of 1976.

(g) FoBEIGN CONVENTIONS.—

(1) DEDUCTIONS NOT DISALLOWED TO EMPLOYER W HERE EMPLOYEE INCLUDES
AMOUNTS IN GROSS INCOME.—Subparagraph (D) of section 274(h) (8) (re-
lating to application of subsection to employer as well as to traveler) is

" amended by adding at the end thereof the following new sentence: “The
preceding sentence shall not deny a deduciion to any person other than
the fndividual attending the foreign conveuntion with respect to any amount
includible in the gross income of such individual if such person treats such
amount as so {ncludible for purposes of part III1 of subchapter A of chapter
61 (relating to information returns).” .

(2) TECHANICAL AMENDMENTS.—The first sentence of section 274(b) (3)
is amended by striking out “more than one-half” and inserting in lleu
thereof “at least one-half”’.

(8) ErrecTive DATE.—The amendments made by this subsection shall apply
to conventions beginning after December 31, 1976. :

(h) CLARIFICATION OF LLAST SENTENCE OF SECTION 337(¢) (2).—

(1) In ognErAL—Subsection (¢) of section 337 (relating to linitations
on application of section 337) is amended by striking out the last sentence
of paragraph (2) and by adding at the end of such subsection the followin
new paragraph: .

**(3) SPECIAL RULE FOR AFFILIATED GROUP.— .

“(A) IN GENERAL—Paragraph (2) shall not apply to a sale or ex-
change by a corporation (hereinafter in this paragraph referred to as
the ‘selling corporation’) if—

“(1) within the 12-month perfod beginning on the date of adoption
of a plan of complete liquidation by selling corporation, the selling
corporation and each distributee corporation is liquidated, and

*(11) none of the complete liquidations referred to in clause (i) is
a liquidation with respect to which section 333 applies.

“(B) DEFINITIONS.—FOr purposes of subparagraph (A)—

“(1) The term ‘distributee corporation’ means a corporation in
the chain of includible corporations to which the selling corporation
or a corporation above the selling corporation in such chain makes
a distribution in complete liquidation within the 12-month period
referred to in subparagraph (A) (1).

“(ii) The term ‘chain of includible corporations’ includes, in the
case of any distribution. any corporation which (at the time of
such distribution) is in a chain of includible corporations for pur-
poses of section 1504(a) (determined without regard to the ex-
ceptions contained in section 1504(b)). Such term includer, where
appropriate, the common parent corporation.”

(2) Er¥peTIVE DATE.—The amendment made by paragraph (1) shall apply
to sales or exchanges made pursuant to a plan of complete liquidation adopted
after December 31, 1975.

(1) CERTAIN TRANSAOTIONS INVOLVING 2 OR MORE INVESTMENT COMPANIES.—

(1) AMENDMENTS OF SECTION 368(a)(2)(F).—

(A) The first sentence of clause (ilf) of section 868(a) (2) (F) i=
amended—

(1) by striking out “more than 50 percent” and inserting in lieu
thereot “50 percent or more’ ; and

(it) by striking out “more than 80 percent” and inserting in lieu
thereof “80 percent or more.”

(B) The first sentence of clause (vi) of section 368(a) (3)(F) is
amended by striking out “is not diversified within the meaning” and
inserting in lleu thereof “does not meet the requirements.”

(C) The second sentence of such clause (vi) 18 amended to read as
follows : “1f such investment company acquires stock of apother corpora-
tion in a reorganization describd in section 368(a) (1) (B), clause (1)
ahall be applied to the shareholders of such investment company as
though they had exchanged with such other corporation all of thelr
stock in such company for stock having a fair market value equal to
the fair market value of thelr stock of such Investment ¢ompany im-
mediately after the exchange.”
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(D) Subparagraph (F) of section 368(a) (2) is-amended by adding
at the end thereof the following clauses:

“*(vil) For purposes of clauses (li) and (lii), the term ‘securities’
includes obligations of State and local governments, commodity
futures contracts, shares of regulated investment companies and
real estate investment trusts, and other investments constituting a
security within the meaning of the Investment Company Act of
1940 (15 U.S8.C. 80a-2(36) ). )

“(viil) In applying paragraph (3) of section 267(b) in respect
of any transaction to which this subparagraph applies, the reference
to a personal holding company in such paragraph (3) shall be
treated as including a reference to an investment company and
the determination of whether a corporation is an inves'ment com-
pany shall be made as of the time Immediately before the transac-
tion instead of with respect to the taxable year referred to in such
paragraph (3).”

(2) EFFECTIVE DATES.—
(A) Except as provided in subparagraph (B), the amendments made

by paragraph (1) shall apply as if included in section 368(a) (2) (F')

of the Internal Revenue Code of 1954 as added by section 2131(a) of

the Tax Reform Act of 1976.

(B) Clause (viii) of section 368(a) (2) (F) of the Internal Revenue

Code of 1954 (as added by paragraph (1)) shall apply only with respect

to losses sustained after September 26, 1977,

(J) AT Risk PROVISIONS.—
(1) CLERICAL AMENDMENT TO EFFECTIVE DATE.—Subparagraph (A) of sec-
tion 204(c) (3) of the Tax Reform Act of 1076 is amended by striking out
“section 465(c) (1) (B)"” and inserting in lieu thereof ‘‘section 485(c) (1) (C)".
(2) CLARIFICATION OF SECTION 465(d).—Subsection (d) of section 465
defining loss for purposes of the at risk provisions) is amended by striking
out ‘“(determined without regard to this section)” and inserting in lieu
thereof *“(determined without regard to the first sentence of subsection
(a))"”.
(3) ErrecTivE DATE.—The amendments made by this subsection shall take
effective on October 4, 1976.
(k) AMENDMENTS RELATING TO UBE OF ACCRUAL ACCOUNTING FOB FARMING.—
(1) AUTOMATIC 10-YEAR ADJUSTMENT PERIOD FOR FARMING CORPORATIONS
REQUIBRED TO USE ACCRUAL ACCOUNTING.—Paragraph (3) of section 447(f)
(relating to coordination with section 481) is amended—
(A) by striking out “(except as otherwise provided in such regula-
tions}”, and
(B) by inserting “(or the remaining taxable years where there is a
stated, future life of less than 10 taxable years)"” after “10 taxable
years”,
(2) AUTOMATIC 10-YEAR ADJUSTMENT FOR FARMING SYNDICATES CHANGING
TO ACCRUAL ACCOUNTING.—If—
(A) a farming syndicate (within the meaning of section 464(c) of

tge Internal Revenue Code of 1954) was in existence on December 31,

1975, and

(B) such syndicate elects an accrual method of accounting (includ-
ing the capitalization of preproductive period expenses described in sec-
u°n144; ég) of such Code) for a taxable year beginning before Janu-

ary 1,1979,

then such election shall be treated as having been made with the consent
of the Secretary of the Treasury or his delegate and, under regulations
prescribed by the Secretary of the Treasury or his delegate, the net amount
of the adjustments required by section 481 (a) of such Code to be taken into
account by the taxpayer in computing taxable income shall be taken into
account in each of the 10 taxable years (or the remaining taxable years
where there Is a stated future life of less than 10 taxable years) beginning
with the year of change. ‘
(3) EXTENDING FAMILY ATTRIBUTION TO SPOUSE IN THE FARMING BYNDICATE
RULES.~—
(A) Subparagraph (E) of section 464 (c) (2) (defining farming syndi-
cate) is amended by striking out **(within the meaning of section 267
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(e)(4))” and inserting in lleu thereof “(or a spouse of any such
member)” .

(B) Paragraph (2) of sectlion 464 (c) is amended by adding at the end
thereof the following new sentence: “For purposes of subparagraph (E),
the term ‘family’ has the meaning given to such term by section 267
(c) (4).”

(4) EFFEcTIVE DATE.—The amendments made by paragraphs (1) and (8)
shall take effect as If included in section 447 or 464 (as the case may be)
of gle Internal Revenue Code of 1954 at the time of the enactment of such
sections,

(1) EXTENSBION OF CERTAIN PROVISIONS TO FOREIGN PERSONAL Horpines CoM-

~ PANIES.—

(1) SectioN 465.—Subsection (a) of section 465 (relating to deductlons
limited to amount at risk in case of certain activities) is amended—

(A) by striking out “In the case of a taxpayer (other than a corpo-
ration which is neither an electing small business corporation (as de-
fined In section 1871(b)) nor a personal holding company (as de-
fined in section 542)) engaged” and inserting in lieu thereof “In the
case of an individual engaged” ; and

(B) by adding at the end thereof the fo'lvwing new sentence: “For
purposes of this section, an electing small business corporation (as
defined in section 1371(b)), a personal holding company (as defined
in section 542), and a foreign personal holding company (as defined
in section 552) shall be treated as an individual.”

(2) SectioNn 189.—Subsection (a) -of section 189 (relating to amortiza-
tion of real property construction period interest and taxes) is amended—

{A) by striking out “an electing small business corporation (within
the meaning of section 1371(b) ), or personal holding company (within
the meaning of section 542),” ; and

(B) by adding at the end thereof the following new sentence: “For
purposes of this section, an electing small business corporation (as de-
fined In section 1371(b)), a personal holding company (as defined in
section 542), and a foreign personal holding company (as defined in
section 552) shall be treated as an individual.”

(3) SeorioN 280.—Subsection (a) of section 280 (relating to certain ex-
penditures incurred in production of films, books, records, or similar prop-
erty) is amended—

(A) by striking out “Except in the case of a corporation (other than
an electing small business corporation (as defined in section 1371(b))
or & personal holding company (as defined in section 542)) and except”

““ and inserting in lieu thereof ““In the case of an individual, except” ; and

(B) by adding at the end thereof the following new sentence: “For
purposes of this section, an electing small business corporation (as
defined in section 1371(b)), a personal holding company (as defined in

section 542), and a foreign personal holding company (as defined in section
552) shall be treated as an individual.”

(4) EFFEQTIVE DATES.—

(A) The amendments made by paragraph (1) shall take effect as if
included in the amendment made by section 204(a) of the Tax Reform
Act of 1976.

(B) The amendments made by paragraph (2) shall take effect as if
included in the amendment made by section 201(a) of the Tax Reform
Act of 1976.

(C) The amendments made by paragraph (8) shall take effect as if
included in the amendment made by section 210(a) of the Tax Reform
Act of 1976.

(m) DEFINITION OF CONDOMINIUM MANAGEMENT ASSOCIATION.—

(1) IN gENERAL.—Paragraph (2) of section 528(¢) (defining condominium
management association) is amended by striking out “as residences” and
inserting in lieu thereof “by individuals for residences”.

(2) ErrFEcTIVE DATE—~The amendment made by paragraph (1) shall apply
to taxable years beginning after December 31, 197 .

(n) SPECIAL RULE FOR GAIN ON PROPERTY TRANSFERRED TO TRUST AT LESS THAN

FAIR MARKET VALUE.—

(1) ADDITIONAL TAX TO APPLY ONLY TO RECOGNIZED GAINS.—
(A) IN GENERAL.—Subsections (a) (1). (a) (2), and (b) (1) of section

644 (relating to special rule for gain on property transferred to trust at
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less than fair market value) are each amended by striking out “gain
realized” each place it appears and inserting in lieu thereof “gain
recoghnized”.

(B) SPECIAL RULE FOR SUBSTITUTED BASIS PROPERTY.—Subsection (d)
of section 644 (relating to special rule for short sales) is amended to_
read as follows :

“(d) SprECIAL RULES.— .

*(1) SHorT sarLes.—If the trust sells the property referred to in subsection
{a) in a short sale within the 2-year period referred to in such subsection,
such 2-year perlod shall be extended to the date of the closing of such short
sale.

*(2) SUBSTITUTED BASIS PROPERTY.—For purposes of this section, in the case
of any property held by the trust which has a basis determined in whole or
in part by reference to the basis of any other property which was transferred
to the trust—

“(A) the initial transfer of such property in trust by the transferor
shall be treated as having occurred on the date of the initial transfer
in trust of such other property,
© “(B) subsections (a) (1) (B) and (b) (2) shall be applied by taking
into account the fair market value and the adjusted basis ot such other
property, and

“(C) the amount determined under subsection (b) (2) with respect to

-such other property shall be allocated (under regulations prescribed by
the Secretary) among such other property and all properties held by the
‘trust which have a basis determined in whole or in part by reference to
the basis of such other property.”

(2) TREATMENT OF NET OPERATING LOSSES, CAPITAL LOSSES, ETC., WHICH MAY

' AFFECT TRANSFEROR'S TAX IN OTHER YEARS.—Section 644(a) (2) (relating to
additional tax on gain on property transferred to trust at less than fair mar-
ket value) is amended by adding at the end thereof the following new sen-

- tence: “The determination of tax under clause (1) of subparagraph (A) shall
be made by not taking into account any carryback, and by not taking into
account any loss or deduction to the extent that such loss or deduction may
be carried by the transferer to any other taxable year.”

(8) TECHNICAL AMENDMENT.—Paragraph (1) of section 644(f) is amended
by striking out “subsection (a)” and inserting in lieu thereof “subsection (a)
(other than the 2-year requirement of paragraph (1) (A) thereof).”

(4) CONFORMING AMENDMENT TO REVISION OF SECTION 644.—Section 1402
(b) (1) of the Tax Reform Act of 1976 (relating to holding period for long-
tgrm c?pital gains treatment) is amended by striking out subparagraph (K)
thereof,

(5) EFFECTIVE DATES.—

(A) Except as provided in subparagraph (B), the amendment made
i);z (t}his subsection shall apply to transfers in trust made after May 21,

(B) The amendment made by paragraph (4) shall take effect on
on October 4, 1976.
(0) ALLOWANCE OF FOREIGN TAX CREDIT FOR ACCUMULATION DISTRIBUTIONS,.—
. 1(11) IN GENERAL.—Subsection (d) of section 665 is amended to read as
ollows :
“(d) TAXES IMPOSED OX THE TRUST.—
“(1) IN GENERAL—For purposes of this subpart, the term ‘taxes imposed
on the trust’ means—
“(A) the amount of the taxes which are imposed for any taxable year
of the trust under this chapter (without regard to this subpart) or
“(B) subject to paragraph (2), the amount of any income, war profits,
or excess profits taxes which are imposed by any foreign country or
possession of the United States for any taxable year of the trust,
and which, under regulations prescribed by the Secretary, are properly
allocable to the undistributed portions of distributable net income and gains
in excess of losses from sales or exchanges of capital assets. The amount
determined in the preceding sentence shall be reduced by any amount of
taxes deemed distributed under séction (b) or (¢) to any beneficiary.
“(2) SPECTAL RULES FOR FOREIGN TAXES.—
“(A) ELEOTIONS TO TAKE FOREIGN TAX CREDIT.—Paragraph (1) (B)
___ shall apply with respect to any taxes only if the trust is not a foreign
trust and only {f—

98-902—77—-2—
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~(i) the trust chose the benefits of subpart A of part III of sub.
chapter N for the taxable year of the trust for which the taxes
were imposed, and

“(i1) the beneflciary chooses the benefits of such subpart A for the
beneficiary’s taxable year in which the distribution to which such
taxes were allocable is includible in gross income.

“(B) SEPARATE COMPUTATIONS OF FOREIGN TAX CREDIT LIMITATIONS.—
For purposes of applying paragraph (1)(B), the amount described
therein shall be the amount determined after the separate application,
with respect to the trust, of the limitations of sections 904 and 907 with

‘Tespect to such taxes.”

(2) SPECIAL RULE FOR FOREIGN TRUBTS.~—Section 667 18 amended by adding
at the end thereof the following new subsection:

“(d) SpeciaL RULEs FoR FoREIgN TrUsTs.—In the case of amounts which are
treated under section 666 as having been distributed by a foreign trust in a preced-
ing taxable year, if the beneflciary chooses to have the benefits of subpart A of
part JII of subchapter N for the taxable year for which the distribution is
includible in the beneficlary’s income— .

*(1) the income, war profits, and excess profits taxes imposed by any
foreign country or possessionm of the United States pald or accrued by such
trust which are allocable to such amounts shall be treated as paid or accrued
by the beneficlary in such taxable year.

*(2) an amount equal to the amount of the taxes treated as paid or ac-
crued by the beneficiary by reason of paragraph (1) shall be included in the
amount treated as having been distributed under subsection (b) or (c¢) of
section 666 in a preceding taxable year.

“(3) for purposes of determining under paragraph (1) the amount treated
as pald or accrued by the beneficlary, the beneficiary shall compute the
limitations under sections 904 and 907 separately with respect to the
beneficiary’s distributions from such trust for such year, and ‘

“(4) the items of income, deduction, and credit of the trust shall retain
their character to the extent necessary to apply paragragh (3).”

(3) EFFECTIVE DATE.—The amendments made by this subsection shall apply
to distributions made in taxable years beginning after December 31, 1975,

(p) RETENTION OF CHARACTER OF AMOUNTS DISTRIBUTED FROM ACCUMULATION
TRUST TO NONRESIDENT ALIENS AND FOREIGN CORPORATIONS.—

(1) IN 6ENERAL.—Section 667 (relating to treatment of amounts deemed
distributed by trust in preceding years) is amended by adding at the end
thereof the following new subsection :

“(e) RETENTION OF CHARACTER OF AMOUNTS DISTRIBUTED FROM ACCUMULATION
TRUST TO NONRESIDENT ALIENS AND FOREIGN CORPORATIONS.—In the cage of a
distribution from a trust to a nonresident alien individual or to a foreign cor-
poration, the first sentence of subsection (a) shall be applied as if the reference
to the determination of character under section 662(b) applied to all amounts
instead of just to tax-exempt interest.”

(2) E¥FECTIVE DATE.—The amendment made by paragraph (1) shall apply
to distributions made in taxable years beginning after December 31, 1975,

(q) LIMITATION ON ALLOWANCE OF PARTNERSHIP LOSSES IN THE CASE OF NON-
RECOURSE LOANS,—

(1) IN¥ GENERAL.—The last sentence of section 704(d) ( relating to limita-
tion on allowance of partnership losses) 18 amended by striking out “the
principal activity” and all that follows and inserting in lieu thereof “sub-
stantially all of the activities of which relate to the holding of real property
(other than mineral property) for sale or rental.”

(2) ErfEoTIVE DATE.—The amendment made by paragraph ( 1) shall apply
to liabilities incurred after December 31, 1976.

(r) ExemMpr INTEREST DIVIDENDS OF REGULATED INVESTMENT COMPANIES.—

(1) TREATMENT OF TAX-EXEMPT INTEREST FOR PURPOSES OF THE §0-PEROENT
AND 80-PERCENT TESTS.—Subsection (b) of section 851 (relating to limita-
tions on the definition of regulated investment company) is amended by
adding at the end thereof the following new sentence: “For purposes of
paragraphs (2) and (8), amounts excludable from gross income under sec-
tion 103(a) (1) shall be treated as included in gross income.” :

(2) 1088ES ATTRIBUTABLE T0 TAX-EXEMPT INTEREST WHERE STOOK IS HELD
LESS THAN 31 DAYS.—Paragraph (4) of section 852(b) (relating to loss on

'
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sale or exchange of stock held less than 31 days) is amended to read as
follows :
“(4) L08S ON SALE OR EXCHANGE OF STOCK HELD LESS THAN 31 DAYS.—
“(A) 1088 ATTRIBUTABLE TO CAPITAL GAIN DIVIDEND.—If—

“(i) under subparagraph (B) or (D) of paragraph (3) a share-
holder of a regulated investment company is required, with respect
to any share, to treat any amount as a long-term capital gaiu, and

“(il) such share is held by the taxpayer for less than 31 days,
then any loss (to the extent not disallowed under subparagraph
(B)) on the sale or exchange of such share shall, to the extent of the
slimount described in clause (i), be treated as a long-term capital
088.

“(B) LOSS ATTRIBUTABLE TO EXEMPT-INTEREST DIVIDEND,.—If—

“(1) a shareholder of a regulated investment company receives an
exempt-interst dividend with respect to any share, and

“(11) such share is held by the taxpayer for less than 31 days,
then any loss on the sale or exchange of such share shall, to the
extent of the amount of such exempt-interest dividend, be disallowed.

“(C) DETERMINATION OF HOLDING PERIODS.—Ior purposes of this
paragraph, the rules of section 248(c) (3) shall apply in determining
whether any share of stock has been held for less than 31 days; except
that ‘80 days' shall be substituted for the number of days specified
in subparagraph (B) of section 246 (e) (3).”

(3) ErrEcTIVE DATE.—The amendments made by this section shall apply
to taxable years beginning after December 31, 1975.

(8) AMENDMENTS RELATING T0 REAL ESTATE INVESTMENT TRUSTS.—

(1) ANNUAL ACCOUNTING PERIOD.—Section 860 (relating to adoption of
annual accounting period) is amended to read as follows:

“SEC. 860. ADOPTION OF ANNUAL ACCOUNTING PERIOD.
‘*For purposes of this subtitle—
“(1) a real estate investment trust shall not change to any accounting
period other than the calendar year, and
“(2) a corporation, trust, or association may not elect to be a real estate
investment trust for any taxable year beginning after October 4, 1976, uniess
its accounting period is the calendar year.
Paragraph (2) shall not apply to a corporation, trust, or association which was
considered to be a real estate investment trust for any taxable year beginning
on or before October 4, 1976.”
(2) AMENDMENT OF SBECTION 856 (cC) (3) (p).—
Subparagraph (D) of section 856(c) (8) is amended by inserting “(other
than gain from prohibited transactions)” after “and gain’.
(3) EXCISE TAX ON REIT UNDISTRIBUTED INCOME,—

(A) Paragraph (3) of section 6501(e) (relating to limitations on
assessment and collection) is amended by striking out “or 43" and
inserting in lieu thereof **43, o- 4

(B) Subsection (b) of section 1605 of the Tax Reform Act of 1976
(relating to technical amendments) is amended by striking out para.
graph (1) thereof.

(O) Subparagraph (D) of section 1605(b)(5) of the Tax Reform
Act of 1976 is amended to read as follows:

“(D) by striking out ‘of chapter 43 tax for the same taxable years,’ in
subsection (¢)(1) and inserting in lieu thereof ‘of chapter 48 tax