INTERNAL ‘REVENUE CODE OF 1954

G. Other Changes : "

(1) House changes v !

In ,addition to the, reyisions involying.foreign income which have al-
ready been described, the House bill, made a number of minor changes
affecting nonresident aliens employed abroad by American firms who
'gome to the United States for temporary periods, China Trade Act cor-
porations, royalties received under certain conditions from a foreign sub-
sidjary, and, the statute of limitations an;i,cable to claims for refunds by
taxpayers assessed abroad for additional taxes.

(2) Changes made by committee 1

Your committee has approved these provisions Wwith* changes in some
instances. The details of your committee’s altion i¢ explained in the tech-
nical diSeussiort %of the bill i‘{l a Jater section of this report.

H. Revenue Effect

It is estimated that the provisions_dealing with foreign income would
involve a revenue loss of $2 million in the fiscal year 1955. This is at-
tributable to the removal of the overall lifnitation.
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r -XXVII. GAIN OR LOSS ON SALE OF PROPERTY

A C’ha.nlge: in I?asis of P'roperty Acquired, I,‘i'qm a Decedent (sec. 1014)
(1) House,changes accepted by committed

Under existing law most property transferred as a“‘result of.the death
of an individual receives a new, basis at the date of death, equal toits then
market value (or value, 1 year later if the estate-tax optional valuation
«date is used). This is preSeritly trie in the case 6f property achuired di-
te¢tly from the'probate estate.of the'decedent as well as'to property trans-
ferred by certain other specifically described ‘transfers. This-'change 'in
basis is not available, however, with, respect to property included in the
decedent’s grgss estate for, estate-tax purposes if the property was trans-
férred in' contemplatibn of déath,'was acqtiired by the’ surviving tenant of
a joint tenancy or tenancy by the entirety, or was included in the grass
estate as a reserved'income transfer.

There appears to be no justification for denying 'some property included
in“a decedent’s ‘gross estate ‘for estate-tak. purposes a new basis at date of
death .while giving this new'basis in most other cases.

The House afid your tommittee’s bill remove this discrimiratibn by pro-
viding a new basis at date of ‘death (or 1 year later if the' optional valua-
tion date is used) for nearly all property includible in the decedent's gross
estate for estate-tax purposes. The only éxceptions to this general rule
are income in respect of a decedént, including unexercised restricted stock
options and the interest element.in a survivor’s interest jn a joint and
survivor annuity accruing since the annuity was purchased. Under that
provision when the income is reported for income-tax ‘piirposes by the
estate or-befieficiary, a deduction is allowed for any estate tax attributable
ta the values included in the'decedent’s gross estate. This is a substitute for
the new basis at death. .
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The changes made by; the House:and your:committee .iri thjs,provision
«are applicable to.property retéived frofn an individual dymg,after Decem-
ber 31, 1953. . .

(2) Changes made by committee .

Your committee made substantive amendments to this prov151on as passed
by the House as well as several techfiical changes Your” committee‘added
a spécific rule for determlmng the basis of property transferred before the
death of the'decedent. So that the donee will not receive a double ‘dedic-
tion it is pr0v1ded that his netw basis will be the value of the propetty at
the date of the decedent’s death (or alternative valuation date.if applicable)
less the total of his deductigns for .depreciation, depletion, and amortjza-
tion of property he recelved by, gift. ‘This;rule.will not myolve t,he recgm-
putatlon of the deduc,tlons already taken, for the period prior to the -de-
cedent’s death,

B. Adjustment to Basis (se'c 1016)

(1) House changes accepted by coh:mttee

Where a tax-exempt o;gangtl?n wh1ch has held a prope;ty for 3 num-
ber of years becomes taxable (as i, . the case of the apphcatjxon of the unre-
latedl business mcome tax smce the Revenue Act of 1950) questlons have
been ralsed .as to yvhat basis the property should have for pﬁrposes of
conrputmg c}eprecxatlon for u;come -tax. pﬁrposes The alternatxves avall-
able are the o;xgmal cost of the’ property, its_ faxr ma.tket valde at the t;me
the organization becomes taxable, or 1ts c05t less deprecxatlon and. bbso-
lcscence whlch has‘taken Dlace durmg the. mterval prior .to the time Whén
the orgamzatlon becomes taxable
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'/I‘he present che does not deal] spec1ﬁcally with ,th}s probIem The. rule
presently followed by the, Internal Revenue Service is the thlrd alternatwe
described ;above. The House and your commlttee have endorsed the ,posi-
tion taken by the Servxce by spec;ﬁcally provxdmg in thé new * code that
the basxs of the property, for purposes of computmg taxable mcome, is
reduced for exhaustlon wear, tear, obsolescence amortization, and deple~
tion to the extent sustamed durmg aty perlod since 1913 when ‘the prop-
erty was held by an orgamzatlon not subject to income taXation. ’

(2) Changes made by committee |
The committee made no substantive changes in this provision, )

C. " Sale of 'an Annuity Contract’ (sec. 1021)

(1) House,changes accepted by committee
The House:and your committee have added a ‘provision to preyent the
operation of the new rule for taxing annuities from tesulting in a ‘basis
of less than zero in the.case of a sale of an annuity contract.
(2) Changes made by your committee
No changes were made by your committee
D. Exchange of Property Held. fo,r Productive Use or Investment (sec.
1031) o

Your committee added section 112(b) (2) of present law.which ptov1des
for tax-free exchanges of common .stock. for comman, and of preferred
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