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The amendment also will simplify the tax returns of the aged, be-
cause the amendment will reduce one additional calculation that they
would have to make and which the Internal Revenue Service would
be required to verify.

The repeal and amendments made by this section shall apply to
taxable years beginning after December 31, 1966.

3. Basis of property received in the liquidation of subsidiary (sec. 203
of the bill and sec. 334 (b) (2) and (3) and sec. 453 (d) of the code)

(@) Purchase of stock.—Under present law, if one corporation pur-
chases 80 percent or more of the stock of another within a 12-month
period and then causes the corporation acquired to be liquidated within
2 years of the last purchase, the basis of all the assets received is the
amount paid for the stock. However, in order to prevent manipula-
tion, stock purchased from a person related to the buyer by the attribu-
tion rules (under section 318) is not treated as stock “purchased.”

Cases have been called to your committee’s attention where it is nec-
essary to acquire control of one corporation in order to obtain an 80
percent or greater stock interest in another corporation. For example,
assume that one corporation desires to purchase the stock of a second
corporation and does in fact purchase 45 percent of its stock directly.
However, 40 percent of the stock of the second corporation is owned
by a third corporation, and the third corporation does not wish to sell
the stock of the second corporation. In order to acquire the stock
of the second corporation, therefore, the first corporation purchases
over 50 percent of the third corporation’s stock and then causes this
corporation to sell to it the 40 percent of the stock of second corpora-
tion owned by the third. However, since at the time of the sale, the
first corporation owns more than 50 percent of the stock of the third
corporation, the two corporations are classified as related under the
_attribution rules (sec. 818). Accordingly, under present law, the
first corporation is not treated as the purchaser of more than 80 per-
cent of the stock of the second although it acquired directly or in-
directly all of this stock for cash within a 12-month period.

The amendment made by your committee eliminates the result
described. It amends present law to provide that stock purchased from
a related corporation (after it acquires control of it) is to be treated
as purchased, if the stock of the related corporation (representing a
controlling interest) was purchased within the specified period. The
“amendment provides that the 12-month period within which the de-
sired stock must be acquired begins with the date of the first
direct acquisition by purchase of such stock, or the date on which
50 percent of the stock of the corporation holding such stock was
acquired, whichever is earlier. The new definition of purchase applies
with respect to acquisitions of stock after December 31, 1965. The
provision for measuring the time period of stock acquisition applies
;)vith respect to distributions made after the date of enactment of the

ill.

(b) Installment notes—When one corporation buys more than 80
percent of the stock of another within 12 months and causes the cor-
~ poration acquired to be liquidated within 2 years of the last acquisition
of stock, the basis of the assets acquired is the amount paid for the
stock (properly allocated). In such a case, generally no gain is recog-
nized to the distributing corporation (unless it is a corporation which
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