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AMENDING THE INTERNAL REVENUE CODES OF 1939
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MAY 1, 1956.-Filed under authority of the order of the Senate of APRIL 30
(legislative day, APRIL 26), 1956, and ordered to be printed

Mr. KERR, from the Committee on Finance, submitted the following
REPORT

{To accompany H. R. 61431

The Committee on Finance, to whom was referred the bill (H. R.
6143) to amend the Internal Revenue Code of 1939 to provide that
for taxable years beginning after May 31, 1950, certain amounts
received in consideration of the transfer of patent rights shall be
considered capital gain regardless of the basis upon which such
amounts are paid, having considered the same, report favorbaly
thereon with amendment and recommend that the bill, as amended,
do pass.
The amendments are as follows:
At the end of section 1 insert the following:
SEC. 2. CERTAIN CLAIMS AGAINST UNITED STATES.

(a) Section 106 of the Internal Revenue Code of 1939
(relating -to claims against the United States involving
acquisition of property) is hereby amended to read as follows:
"SEC. 106. CERTAIN CLAIMS AGAINST UNITED STATES.

"In the case of any amount (other than interest) received
by a taxpayer from the United States with respect to a claim
against the United States-

"(a) involving the acquisition of property and remain-
ing unpaid for more than 15 years, or

"(b) arising under a contract for the construction of
installations or facilities for any branch of the Armed
Services of the United States and remaining unpaid for
more than 5 years from the date such claim first accrued
and paid prior to January 1, 1950,

the portion of the tax imposed by section 12 attributable to
such amount (other than interest) shall not exceed 30 per
noo
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('('il,111 tFllell'('(f.1 pl)ll)poss of sectlio 2)!1 (a), relaiill
toTiid(itiiols to the( tax for failure, to file a retlurn1, t(e tern
'reasolnablel( cause' shall include the filing of a timely inconm-
plet(e returnunid'r circumstances which led tihe taxpayer to
believe that no tax was (duc on amounts received under a
settlement with thle United States."

(h) 'Th(i anllendmnent mai(le by tllis section sliall apply only
witll respl)ct to talxa)le years ld(lin(g after l)eceintl r 31, 1948.
SEC. 3. CERTAIN DISTRIBUTIONS IN KIND.

(a) Section 115 of thel Ilnternal l revenue Code( of 1939 (re-
lat ing to (dist rib)it iolns )y corporations) is h}t(rel)y at1111f'1(1{c( by
a(dlling att tie( (c1l( t(lereof the followingllew suibsecil tion:

"(11) (CE;AINDI.STrlHtlI1' ONS IN KIND. -
"(1) Notwitlhstanlling any other' provision of this

section, a (listriblution of property by a c(orporationl to its
sto(ckhollers,, with resl)ect to its stock, shall Ibe (except as
provi(ld(l in paragraphl (2)) consi(ler(ed to 1b a (listril)bution
which is not IL dividel(nd (whether or not, otherwise a divi-
(dendt) to the extet, thatt the fair market value of such
)p'operl'ty exceed( lsthe e(arnilns111( profits of such corplo-
rationl alccu(inulate(d after 1Februaryv 28, 191:, and the
(earnings an(d )rofits of tlie taxab)li yearly (compl)utled as of
thl, close of thel( taxable year without (limlinutiolIo y
r(llesoll of ially (listrilb)ltiolis, (xc('l)t thlos(e (dIscr'il)d(l il
sulI))lalllgraphls (A), (B), and (C) of plaragaphl) (3). 1ma1lde
(11ring lte taxable yeSar) witlloutt regard to thel afllount
of th(e (eariiills anill profits at the time the (listrilbutiorn
wUas Imade. 'Fl(! prce(ding sentence shall rot prlevenlt tile
application of subsection (d) to ally such distribution.

"(2) In tlie case of a p(e'sonal holding colmpanlly
listril)bltion in property sliall not be a dividend to the
extent it, excee(ls the earnings andl profits of such cor-
poration acullllnllate(l after Febi'rtar'y 28, 1913, to the
beginningg of thile taxable year, plus the higher of the
e:ar'ingsatnd p'roits of the taxable hyet r' or the Sucltlhpter
A net income of the taxable ytear', (adjIlsted ill accoI(Iancll
with par'agraphs (1) through (3) of sul(ection (t),
('co)lllute(l as of tle (1nd of tlhe taxalle ye(i', without
redlu ctionl for any, (listrilbutions made du(lring the taxable
year exce('pt those describedd in sl))bparagraplhs (A), (B),
and (C) of parlagl'aph (3), nlmade (llting tlie taxable yeai'.

"(3) This subsection shall apply to any (listribliltion
of l)property other than-

"(A) money,
"(B) inventory assets, as lefineld in section 312

(})) (2) of tle. Internal Revenue Code of 19.4, or
"(C) distributions (lesc(ribe(l in section 312 (j)

of the Internal Revenue Coe of 19.54."
(b) Tlhe ame ement Imade by this section to section 115

of the Internal Revenue Code of 1939 shall be effective
as if it were a part of sulh section on the rate of enactment
of the Internal Revenue Cole of 1939. No iteiest shall
be allowed or paid in respect of any overpayment of tax
resulting from the amendment made by this section.
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SEC. 4. APPLICATION TO POULTRY OF TAX ON TRANSPOR.

TATION OF PROPERTY.
(a) (1) Section 3475 of the Internal Revenue Code of

1939 (relating to the tax on the transportation of property)
is amended by adding at the ends thereof the following
new subsection:

"(g) POULTRY.-The tax imposed by this section shall
not apply to amounts paid for the transportation of poultry
in continuous movement from the farm where the poultry
was raised to a dressing plant, located within the local area
of such farm, for processing."

(2) 'The amendment made by this subsection shall apply
only with respect to amounts paid after November 30, 1942.

(1b) (1) Section 4272 of the Internal Revenue Code of 1954
(relating to exemptions from the tax on the transportation of
property) is amended by adding at the end thereof the follow-
ing new subsection:

"(f) POULTRY.-The tax imposed by section 4271 shall not
apply to amounts paid for the transportation of poultry in
continuous movement from the farm where the poultry was
raised to a dressing plant, located within the local area of such
farm, for processing."

(2) The amendment made by this subsection shall apply
only with respect to amounts paid after December 31, 1954,
for transportation which begins after such date.

(c) No interest shall be allowed or paid in respect of any
overpayment of tax resulting from the amendments made
by this section.
SEC. 5. TRADE-MARK AND TRADE NAME EXPENDITURES.

(a) Part VI of subchapter B of chapter 1 of the Internal
Revenue Code of 1954 is amended by inserting after section
176 thereof the following new section:
"SEC. 177. TRADE-MARK AND TRADE NAME EXPENDITURES.

"(a) ELECTION TO AMORTIZE.-Trade-mark or trade name
expenditures paid or incurred after December 31, 1955, may,
at the election of the taxpayer (made in accordance with
regulations prescribed by the Secretary or his delegate), be
treated as deferred expenses. In computing taxable income,
such deferred expenses shall be allowed as a deduction
ratably over such period of not less than 60 months after
such expenditures are paid or incurred, as may be selected
by the taxpayer.

"(b) TRADE-MARK AND TRADE NAME EXPENDITURES
DEFINED.-The term 'trade-mark or trade name expendi-
tures' means any expenditure which-

"(1) is directly connected with the acquisition, protec-
tion, expansion, registration (Federal, State, or foreign)
or defense of a trade-mark or trade name;

"(2) is chargeable to capital account; and
"(3) is not part of the consideration paid for a trade-

mark, trade name, or business.
"(c) TIME FOR AND SCOPE or ELECTION.-The election

provided by subsection (a) shall be made within the time
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prescril)ed by law for filing tile return for the taxable year
(including extensions thereof). The period so selected shall
be adhered to in computing the taxable income of the tax-
payer for the taxable year for which the election is made and
all sulbl)cquent years.'

(b) T'he table of sections of part VI of subchapter B of
chapter 1 of the Internal Revenue Code of 1954 is hereby
amnen(le(d by inserting at the end( thereof

"SlS. 177. Tralde-inark and trade name expenditures."
(c) 'The amendmenllts made by this section shall apply only

with respect to taxable years beginning after December 31,
1955.
SEC. 6. LIVESTOCK SOLD ON ACCOUNT OF DROUGHT.

(a) Section 1033 of tlh Intvernal Revenue Code of 1954
(relating to involuntary conversions) is hereby amended by
re(lesignating sulisccltion (f) thereof as subsection (g) and by
inserting after subsection (() of such section the following
new subsection:

"(f) ILlvE,'rTOCK SOID ON ACCOUNT OF DRtoUGHT.-The sale
of livestock otherl than poultry) held by a taxpayer for draft,
breeding, or (daiy l)urplOSes in excess of the number the
taxpayer would sell if lie followed his usual business practices
shall be treated as an involuntary conversion to which this
section applies if such livestock-

"(1) are held in an area-
"(A) in respect of which the President determines

under the Act of Septtember 30, 19501 as amended (42
U S. C. SEc. 1855-1855g), that a major disaster exists
because of drought, and

"(B) which is found eligible by the Secretary of Agri-
culture for emergency assistance under section 2 (d) of
the Act of April 6, 1949, as amended (12 U. S. C. SEc.
1148a-2), or for relief under clause (2) of the fifth
sentence of section 407 of the Agricultural Act of 1949,
as amended (7 U. S. C. SEC. 1427), and

"(2) are sold (whether before or after such determination)
by sutch taxpayer solely on account of such drought."

(b) The amendment made by subsection (a) shall apply
only with respect to taxable years beginning after December
31, 1955.

Amend the title so as to read:
An act to amend the Internal Revenue Codes of 1939 and

1954, and for other purposes.

SECTION 1. INCOME-TAX TREATMENT OF CERTAIN TRANSFERS OF PATENT
RIGHTS

Section 1 of this bill, which was adopted by your committee without
amendment, makes applicable the special rules providing capital-
gains treatment for sales or exchanges of patents in section 1235 of
the Internal Revenue Code of 1954 to taxable years beginning after
May 31, 1950, by amending the Internal Revenue Code of 1939.
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Prior to the enactment of the 1954 Code, there was no special provi-
sion relating to the sale or exchange of rights to a patent. The
determination of what constituted a "sale" and what constituted a
mere "license" was determined under general principles of law. The
Tax Court held that certain agreements where the purchase price is
conditioned on the use or profitability of the invention constituted a
sale in Edward C. 1Myers (6 T. C. 258 (1946), Acq. 1946-1 C. B. 3,
Non. Acq. 1950-1 C. B. 7). The general principle established by this
decision was recently accepted (and the Internal Revenue Service's
position rejected) in United States v. Carmtthers (219 F. 2d 21 (9th Cir.
1955)). The Government's nonacquiescence in Myers raised a doubt
concerning numerous existing and future contracts and was one of the
reasons for the enactment of section 1235. This section provides that
a transfer of all substantial rights to a patent (or an undivided interest
therein) is to be considered as the sale or exchange of a capital asset
held for more than 6 months whether or not payment? are to be made
periodically during the period of the transferee's use of the patent and
whether or not the payments are contingent on the productivity, use,
or disposition of the property transferred. The relief provided was
limited to holders of the patent, defined as the individual whose efforts
created the property transferred, i. e., the inventor, or an individual
(other than an employer or a relative) who acquired his interest in the
property in exchange for money paid to the creator prior to the actual
reduction to practice of the invention.
The rule enacted in section 1235 was applicable with respect to

amounts received in any taxable year to which the 1954 Code applied,
regardless of the year in which the transfer occurred. While this
provision removed the previous uncertainty in the law for the inven-
tors and other persons covered by the section, the Internal Revenue
Service has announced (Revenue Ruling 1955-58) that it will adhere
to its position for years beginning after May 31, 1950, and prior to
the effective date of the 1954 Code. Thus, payments received from
such transactions in these years would continue to be treated as
ordinary income by the Internal Revenue Service rather than as cap-
ital gain to the transferor.
This bill adds a new subsection to section 117 of the 1939 Code

which is substantially the same as section 1235 of the 1954 Code.
This subsection is to apply to payments made, and amounts received,
in years to which the 1939 Code applies, beginning after May 3, 1950.
When section 1235 was originally enacted, it was stated in the

committee report that there was no intention of affecting the opera-
tion of existing law in those areas outside the scope of the section,
and no inference was to be drawn from section 1235 as to what con-
stituted a "sale or exchange" in the case of transfers not within the
scope of the section. Similarly, no inference is to be drawn from the
enactment of this bill.

SECTION 2. CERTAIN CLAIMS AGAINST UNITED STATES

Section 2 of this bill, which was'added by your committee, amends
section 106 of the 1939 Code (relating to claims against the United
States involving acquisitions of property). Section 106 limits the
surtax to 30 percent on amounts received' from the United States oh
claims involving acquisitions of property. This amendment extends

5
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the application of section 106 to payments received from the United
States arising under a contract for the construction of installations
or facilities for any branch of the armed services of the United States
if such claims were unpaid for more than 5 years from the date such
claim first accrued. The claims shall be considered to accrue from
the time the work has been completed.
The anlldment made by your committee in this section shall

apply only to taxable years ending after December 31, 1948, and to
claims paid prior to January 1, 1950.

SECTION 3. CORPORATE DISTRIBUTIONS OF PROPERTY TAXABLE A8
DIVIDENDS

Section 3 of this bill, which was added by your committee, adds a
new slubsection (n) to section 115 of the 1939 Colde (relating to distri-
butions by corporations). This amelndlment provides a specific rule
for corporate distributions to stockholders of property having a fair
market value in excess of the corporate earnings and profits. Sub-
sectionl (t), generally, limits the antounlt of a corporate distribution
of property which is taxable as a dividend to tlhe amount of the earn-
ings anid 'profits of the distributing corporation. Subsection (n)
appllies to corporate distribuiltions to which the 1939 code applies with
the same result achieved under the corporate distribution sections of
the 1954 Code.
The general effect of this section is to overrule the decisions in

Commissioner v. Fannie Hirshon Trust (213 F. 2d 523 (2d Cir., 1954)),
and Commissioner v.i E.state of Ida S. Godley (213 F. 2d 529 (3d Cir.,
1954)). Under these decisions, corporate'distributions of property
are taxed ais dividenLds to shareholders in amounts greater than the
earnings and profits of the corporation available for dividend distribu-
tion. Your committee does not believe that this is the proper result
in most cases. The only fair and equitable result is to limit the
amount taxable as a dividend to no more than the earnings and
profits of the corporation, except in certain special cases specifically
described in this amendment.

Subsection (n) does no more than to conform the law to the general
understanding of what it was prior to the Hirshon and Godley
decisions. Such understanding was based on the decisions in General
Utilities and Operaling Company v. HIelveringl (296 U. S. 200, (1935)),
Commissioner v. Timken (141 F. 2d 625 (C. C. A. 6, 1944)), and a
series of Tax Court decisions. At the present time the Tax Court still
does not follow the Hirshon and Godley decisions. Since the statute
of limitations will, in most cases, prevent the assessment of deficiencies
resulting from application of the Hirshon and Godley decisions, and
since distributions made after the effective/date of the 1954 Code will
not be affected by those decisions, your committee believes that it is
inequitable, except in special cases, to apply the decisions in the
limited areas which remain open.

Paragraph (1) of subsection (n) provides the general rule that the
amount of a corporate distribution of property which is taxable as a
dividend is limited to the corporation's earnings and profits accumu-
lated after February 28, 1913, and the earnings and profits of the year
of distribution. The corporate earnings and profits of the year of dis-
tribution are computed as of the close of the year without diminution
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by reason of any distributions except distributions of money, inventory
assets as defined in section 312 (b) (2) of the 1954 Code, or distributions
of property by a corporation having a United States insured loan out-
standing or committed as described in section 312 (j) of the 1954
Code. The general rule of this amendment does not apply to distri-
butions of money, of "inventory assets" as defined in section 312 (b)
(2) of the 1954 Code or to distributions of property by a corporation
having a United States insured loan outstanding or committed as
described in section 312 (j) of the 1954 Code. A special rule is pro-
vided in paragraph (2) for distributions of property made by personal
holding companies.
An example will serve to illustrate the operation of the general

rule in subsection (n): A corporation with accumulated and current
earnings and profits of $25,000 distributes to its shareholders property
having a cost to it of $20,000 and a fair market value of $100,000.
Under section 115 (n), added by your committee, the amount taxable
as a dividend to the shareholders of the corporation is limited to the
earnings and profits of $25,000. The remaining $75,000, after the
exhaustion of the shareholder's basis of his stock under section 115 (d),
is taxed at capital-gains rates.
Paragraph (2) of this amendment applies to distributions of property

by a personal holding company and provides that the amount of the
distribution shall not be a dividend to the extent it exceeds the
earnings the corporation accumulated after February 28, 1913, to
the beginning of the taxable year, plus the higher of the earnings and
profits of the taxable year or the subchapter A net income of the
taxable year. Subchapter A net income is adjusted in accordance
with paragraphs (1) through (3) of section 115 (a) of the 1939 code
computed at the end of the taxable year without reduction for any
distributions made during such year, except distributions of money,
inventory assets as defined in section 312 (b) (2) of the 1954 Code,
or distributions of property by a corporation having a United States
insured loan outstanding or committed as described in section 312 (j)
of the 1954 Code.

This amendment shall be effective as if it were enacted as part
of the 1939 Code. No interest, however, shall be allowed or paid on
any other payment if a refund or a credit of such overpayment
would not be allowable but for this section.

SECTION 4. APPLICATION TO POULTRY OF TAX ON TRANSPORTATION OP
PROPERTY

This section, which was added by your committee, provides that, the
tax on transportation of property imposed by the 1939 and 1954 Coeos
shall not apply to amounts paid for the transportation of poultry from
the farm where the poultry was raised to a dressing pit,, ruo'
processing.

Poultry is ordinarily transported from the farm to the dressing plant
by a person who contracts to transport the poultry. In many cusee,
no tax was collected on amounts paid on transportation of this type,lut it is possible that under present law the Internal Revenue Service
will now assess deficiencies on amounts paid in back years and require
that the tax be collected on all amounts paid in the future. Under the
provision adopted by your committee, amounts paid for the trans-
portation of poultry would be exempt if the transportation proceeds

9000'--T I. Bept, 4-2, vol. --s
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ini continuous movement from the farm where the poultry was raised
to a dressing station, located within the local area of the farm, for
processing.
The exemption applies only if the transportation begins at the place

where the poultry was raised and ends at the dressing plant where the
poultry is to be processed, and the poultry must be in "continuous
movement" from tile farm to the dressing plant. Whether the poultry
is in "continuous movement" will be determined by standards similar
to those prescribed by the regulations issued under the 1939 Code
(and generally applicable under the 1954 Code) in determining
whether transportation of property intended for export is exempt.
(See Regs. 11 3, secs. 143.30 and 143.31.)
Under this provision, tile exemption for poultry is limited to

transportation from the farm to the dressing plant and it cannot apply
in the case of transportation from, for example, the dressing plant to a
distributor. Also, the exemption will apply only if the dressing plant
is in the local area of tile farm where the poultry was raised. A dressing
plant is considered to be in the local area of the farm if the majority
of the poultry from the f;rms in the vicinity is ordinarily transported
to sich dressing plant or to other dressing plants a similar distance
from the farm on which the poultry was raised. A dressing plant
may be considered to be in the same local area as the farm although
the carrier crosses county or State boundaries.

Tihe amendment made by subsection (a) applies to all transporta-
tion of the type described to which the transportation tax on property
imposed under the 1939 Code applies. The amendment made by
subsection (l) similarly applies to all transportation subject to the
tax imposed by the 1954 Code. It is expected that very few refunds
will he made pursuant to the changes made by this section, and, in
any event, no interest will be allowed or paid in respect of any over-
paymelt.

SECTION 5. AMENDMENT RELATING TO TRADEMARK AND TRADE NAME
EXPENDITURES

Section 5 of this bill, which was added by your committee, adds a
new section 177 to the 1954 Code. This amendment provides that
certain expenditures paid or incurred by taxpayers in connection with
tra(cemark and trade names may, at the taxpayer's election, be treated
as deferred expenses. If such election is made, the deferred expenses
will be allowed ini computing taxable income as a deduction ratably
over a period of 60 months or more as selected by the taxpayer.
Such period may commence at any time as the taxpayer shall designate
after the expenditure is paid or incurred.
Under present law, expenditures paid or incurred by smaller conm-

panies in connection with trademarks and trade names, such as legal
fees, are not deductible but must be capitalized. Moreover, such
expenditures ordinarily are not amortizable over any period of time
since the useful life of most trademarks and trade names is indefinite
and not ascertainable. However, certain larger corporations are in
a position to hire their own legal staffs to handle such matters. Be-
cause of difficulties of identification, these large corporations deduct,
in some instances, compensation paid to their legal staffs for perform-
ing the same functions. Smaller companies, however, cannot afford
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to maintain their own legal staffs but must acquire outside counsel to
perform their legal work. By this amendment your committee intends
to eliminate an existing hardship in the case of small companies.
The amendment made by your committee applies only to those

expenditures paid or incurred directly in connection with the acquisi-
tion, protection, expansion, registration (Federal, State, or foreign)
or defense of a trademark or trade name. Such trademark and
trade name expenditures must be chargeable to a capital account.
However, such expenditures must not be part of the consideration
paid for the purchase of an existing trademark, trade name or business.
Generally, your committee contemplates that section 177 will apply,
for example, to such expenditures as legal fees.
The election under this amendment is to be made by the taxpayer

within the time (including extensions) for filing the return under
regulations prescribed by the Secretary or his delegate. The period
over which trade-mark and trade name expenditures can be spread
with respect to a particular trade-mark or trade name must be a
continuous period and must be adhered to by the taxpayer in com-
pulting his taxable income for the taxable year in which the election
is made and all subsequent years.
Tle amendment made by this section shall apply only to expendi-

tures paid or incurred by the taxpayer after December 31, 1955, and
shall apply only with respect to taxable years beginning after December
31, 1955.

SECTION 6. LIVESTOCK SOLD ON ACCOUNT OF DROUGHT

Section 6 of this bill, which was added by your committee, addes a
new subsection (f) to section 1033 of the 1954 Code. Such subsection
(f) provides that the sale of livestock (other than poultry) held by a
taxpayer for draft, breeding, or dairy purposes is to be treated as an
involuntary conversion within the meaning of section 1033 of the 1954
Code if certain conditions are met. First, such livestock must be
located in an area in respect of which the President determines under
the act of September 30, 1950 (42 U. S.C. sec. 1855-1855g), that a
major disaster exists because of drought, and the area in which the
livestock is held must also be found eligible by the Department of
Agriculture for emergency assistance furnished under 12 United States
Code section 1148a-2 or 7 United States Code section 1427. \ Although
the livestock must be held in such area prior to sale, your committee
does not intend by this condition to prevent a taxpayer from shipping
his livestock out of the area solely for purposes of effectuating a sale.
Second, the sale of such livestock, regardless of whether made before
or after the President's determination, must have been made solely on
account of the same drought to which such determination and the
finding by the Department of Agriculture relate.

In case the taxpayer has sold some livestock solely on account of
drought and the necessary determinations have been made, the sales
of livestock will be treated as involuntary conversions only to the
extent that the total number of head of, for example, dairy cows, sold
by the taxpayer during his taxable year exceeds the number he would
have sold if he had followed his usual business practices, that is, the
number of dairy cows he would have been expected to sell if there had
been no drought or other extraordinary circumstance.
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The general provisions of section 1033 which are applicable to
involuntary conversions of property will be applicable to conversions
of livestock which occur because of drought. Thus a taxpayer who
suffers an involuntary conversion of livestock would be allowed, under
subsection (f) of section 1033, the 1-year period provided in subsection
(a) (3) (B) in which to make a replacement of such livestock. If,
however, conditions at the expiration. of this replacement period
make replacement impracticable, the taxpayer may make an appli-
cation to the Secretary or his delegate under subsection (a) (3) (B)
(ii) for an extension of the replacement period. Similarly, the require-
ment of subsection (a) (3) (A), relating to the replacement of
converted property with property "similar or related in service or use
to the property so converted," is applicable to involuntary conversions
of livestock. As presently interpreted by the courts, this test requires
that the new property be functionally the same as the old. (See
Lynkhburg National Bank and Trust 'Co., 20 TO 670, aff'd 208 F.
(2d) 757.) Accordingly, the taxpayer who sustains an involun-
tary conversion of livestock must not only replace such livestock
witch livestock of a like kind (for example, horses with horses or hogs
with hogs), but he must also hold the new livestock for the same use-
ful purpose as he held the old. Thus, although dairy cows could be
replaced by dairy cows, a taxpayer could not replace draft animals with
breeding or dairy animals.

IThis section will apply only with respect to sales of livestock in
taxable years beginning after december 31, 1955.

CHANGES IN EXISTING LAW

In compliance with subsection (4) of rule XXIX of the Standing
R1iles of the Senate, changes in existing law made by the bill, as
reported, are shown as follows (existing law proposed to be omitted is
etlnlosed in black brackets; new matter is printed in italics; existing
law in which no change is proposed is shown in roman):

The Internal Revenue Code of 1939

SEC. 106. CERTAIN CLAIMS AGAINST UNITED STATES [INVOLVING
ACQUISITION OF PROPERTY.]

CIn the case of amounts (other than interest) received by a taxpayer
from the United States with respect to a claim against the United
States involving the acquisition of property and remaining unpaid for
more than fifteen years, the portion of the tax imposed by section 12
attributable to such receipt shall not exceed 30 per centum of the
amount (other than interest) so received.]

In the case of any amount (other than interest) received by a tax-
payer from the United States with respect to a claim against the United
States-

(a) involving the acquisition of property and remaining unpaid
for more than 15 years, or

(b) arising under a contract for the construction of installa-
tions or facilities for any branch of the Armed Services of the
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United States and remaining unpaid for more than 5 years from
the date such claim first accrued and paid prior to January 1, 1950,

the portion of the tax imposed by section 12 attributable to such
amount (other than interest) shall not exceed 30 per centum thereof.
For purposes of section 291 (a), relating to additions to the tax for
failure to file a return, tlhe term "reasonable cause" shall include the
tiling of a timely incomplete return under circumstances which led
the taxpayer to believe that no tax was due on amounts received under
a settlement with the United States.

* * * * * * *

SEC. 115. DISTRIBUTIONS BY CORPORATIONS.

(n) CERTAIN DISTRIBUTIONS IN KIND.-
(1) Notuwithstanding any other provision of tAis section, a dis-

tribution of property by a corporation to its stockholders, with respect
to its stock, shall be (except as provided in paragraph (2))considered
to be a distribution which is not a dividend (whether or not otherwise
a ldildend) to the extent that the fair market value of such property
exceeds the earnings and profits of such corporation accumulated
after February 28, 1913, aul the earnings and profits of the taxable
year (computed as of the close (f the taxable year without diminution
b)/ reason of ainy distributions, except those described 'in ubpara-
!(raphs (A), (B), and (C) of paragraph (3), made during the taxable
year) without regard to- the amount of the earnings and profits at
the time the distribution was 'made. The preceding sentence shall
not lpr'cet the application of subsection (d) to any such distribution.

(2) In the case of a personal holding company. a distribution in
property shall not be a (diviend to the extent it exceeds the earnings
and profits of such crorortion accumulated after February 28, 1913,
to the beginning of the taxable year, plus the higher of the earnings
anld profits of the taxable year or the Subchapter A net income of the
tlxatble year, (adjusted in accordance with paragraphs (1) through
(3) of subsection (a), computed as of the end of the taxable year
wqithoult reduction for any distributions made during the taxable year
except those described iin subparagraphs (A), (B), and (C) of
partatlrtph (3), made during tthe taxabl year.

(3) This subsection shall apply to any distribution of property
other than--

(A) money,
(B) inventory assets, as defined in section 312 (b) (2) of the

Infernal Revenue 'ode of 1964, or
(C) distributions described in section 312 (j) of the Internal

Revenue Code of 1954.
* * * * * * *

SEC. 117. CAPITAL GAINS AND LOSSES.
* * * * * * *

(ql) TRANSFER OF PATENT RIGHTS.-
(1) GENERAL RULE.-A transfer (other than by gift, inheritance,

or devise) of property consisting of all substantial rights to a patent,
or an undulded interest therein which includes a part of all such
rights, by any holder shall be considered the ale or exchange of a
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capital asset held for more than 6 months, regardless of whether or
not payments in consideration of such transfer are-

(A) payable periodically over a period generally cotermious
with the transferee's use of the patent, or

(B) contingent on the productivity, use, or disposition of the
property transferred.

(2) "HOLDER" DEFINED.-For purposes of this subsection, the
term "holder" means-

(A) any individual whose efforts created such property, or
(B) any other individual who has acquired his interest in

such property in exchange for consideration in money or money's
worth paid to such creator prior to actual reduction to practice
of the invention covered by the patent, if such individual is
neither-

(i) the employer of such creator, nor
(ii) related to such creator (within the meaning of para-

graph(S)),
(3) ExCEPrroNs.-This subsection shall not apply to any

transfer described in paragraph (I)-
(A) by a nonresident alien individual, or
(B) between an individual and any related person.

For purposes of this paragraph, the term "related person" means a
person, other than a brother or sister (whether of the whole or half
blood), with respect to whom a loss resulting from the transfer would
be disallowed under section 24 (b).

(4) APPrLIABILITY.-Mhis subsection shall apply with respect
to any amount received, or payment made, pursuant to a transfer
described in paragraph (1) in any taxable year beginning after May
31, 1950, regardless of the taxable year in which such transferoccurred.
* * * * * * ·

SEC. 3475. TRANSPORTATION OF PROPERTY.

(g) PovUTRY.-The tax imposed by this section shall not apply to
amounts paid for the transportation of poulry in continuous movement
from the farm where the poultry was raised to a dressing plant, located
wihin the local area of such farm, for processing.

**a $
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The Internal Revenue Code of 1954
* * * * * * *

CHAPTER I-NORMAL TAXES AND SURTAXES
* * * * * * *

Subchapter B-Computation of Taxable Income
* * * * * * *

PART VI---ITEMIZED DEDUCTIONS FOR INDIVIDUALS AND
CORPORATIONS

S* * --* * * * *

SEC. 177. TRADE-MARK AND TRADE NAME EXPENDITURES.
* * * * * * *

SEC. 177. TRADE-MARK AND TRADE NAME EXPENDITURES,
(a) IL:toTION TO AMoRTIZE.-Trade-mark or trade name expendi-

tures paid or incurred after December 31, 1965, may, at the election of
the taxpayer (made in accordance with regulations prescribed by the
Secretary or his delegate), be treated as deferred expenses. In computing
taxable income,, such deferred expenses shall be allowed as a deduction
ratalbly over such period of not less than 60 months after such expenditures
are pa(id or incurred, as mnay be selected by the taxpayer.

(b) TRADE-MARK AND TRADE NAME EXPENDITURES DEFINED.-
The term "trade-mark or trade name expenditures" means any expendi-
ture which-

(1) is directly connected with the acquisition, protection, expan-
sion, registration (Federal, State, or foreign) or defense of a trade-
mark or trade name; -

(2) is chargeable to capital account; and
(3) is not part of the consideration paid for a trade-mark, trade

name or business.
(c) TIME FOR AND SCOPE OF ELECTION.-The election provided by

subsection (a) shall be made within the time prescribed by law for filing
the return for the taxable year (including extensions thereof). The
period so selected shall be adhered to in computing the taxable income of
the taxpayer for the taxable year for which the election is made and all
subsequent years."

* * * * * * *

Subchapter 0-Gain or Loss on Disposition of Property
* * * * ** *

SEC. 1033. INVOLUNTARY CONVIRSIONS

(e) LIVESTOCK DESTROYED BY DISEASE.-* * *
(f) LIVESTOCK SOLD ON ACCOUNT Or DouaOIIr.-The sale of livestock

(other than poultry) held by a taxpayer for draft breeding, or dairy
purposes in excess of the number the taxpayer would sell if he followed
his usual business practices shall be treated as an involuntary conversion
to which this section applies if such livestock-



14 AMENDING INTERNAL REVENUE CODES OF 1939 AND 1954

(1) are held in an area-
(A) in respect of which the Presi dentdetermines under the Act

of September 30, 1950, as amended (42 U. S. C. sec. 18185-856g),
that a major disaster exists because of drought, and

(1) which is found eligible by the Secretary of Agriculture for
emergency assistance unler section 2 (d) of the Act of April 6, 1949,
as ainended (12 U. S. C. sec. 1148a-2), or for relief under clause
(2) of the fifth sentence of section 407 of the Agricultural Act oJ
1949, as anmelded (7 U. S. (U. sec. 1427), and

(2) are sold (whether before or after such determination) by such
taxpayer solely on account of such drought.

1(f)](U) CaIos RlEFERENCES.-
* * * * * * *

CHAPTER 33-FACILITIES AND SERVICES
w * * * * * * ..

Subchapter C--Transportation

PART II--PROPERTY.

SEC. 4271. IMPOSITION OF TAX.

(f) POULRY.--The tax imposed by section 4271 shall not apply to
amounts paid for the transportation, of poultry in continuous movement
from the farm where the poultry was raised to a dressing plant, located
within the local area of such farm, for processing.

0


