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Public Law 88-570

September 2, 1964 AN ACT

—[H: R. 4844] _ Relating to the release of liability under bonds filed under section 44(d) of
the Internal Revenue Code of 1939 with respect to certain installment obliga-
tions transmitted at death, and to amend the Internal Revenue Code of
1954 with respect to certain reacquisitions of real property.

Be it enacted by the Senate and House of Representatives of the

e ent on. [/mited States of America in Congress assembled, That section 691
ligations. of the Internal Revenue Code of 1954 (relating to recipients of income

984 Seat- 235 in respect of decedents) is amended by relettering subsection (e) as
' subsection (f) and by inserting after subsection (d) the following new
subsection :
“(e) InstariMeNT OpLicATIONS TrRANsMITTED AT DEaATH WHEN
Prior Law Appriep to TRANSMISSION.—

“(1) In eenErarL.—Effective with respect to the first taxable
year to which the election referred to in paragraph (2) applies
and to each taxable year thereafter, subsection (a)(4) shall
apply in the case of installment obligations in respect of which

+3 Stat. 28, section 44(d) of the Internal Revenue Code of 1939 (or the
corresponding provisions of prior law) did not apply by reason
of the filing of the bond referred to in such section or provisions.
Subsection (c& of this section shall not apply in respect of any
amount included in gross income by reason of this paragraph.

“(2) EvrrcrioN.—Installment obligations referred to in para-
graph (1) may, at the election of the taxpayer holding such obli-

ations, be treated as obligations in respect of which subsection
%a) (4) applies. An election under this subsection for }?:H taxable
year shall be made not later than the time preseri by law
(including extensions thereof) for filing the return for such tax-
able year. The election shall be made in such manner as the Sec-
retary or his delegate may by regulations prescribe.

“(3) Rerease or BoNDp.—The liability under any bond filed
under section 44(d) of the Internal Revenue Code of 1939 (or the
corresponding provisions of prior law) in respect of which an
election under this subsection applies is hereby released with
respect to taxable years to which such election applies.”

Skc. 2. (a) Part III of subchapter O of chapter 1 of the Internal
jo2e Use 1031 Revenue Code of 1954 (relating to common nontaxable exchanges) is
: amended by adding at the end thereof the following new section:

“SEC. 1038. CERTAIN REACQUISITIONS OF REAL PROPERTY.
“(a) GeneraL Rure—If— ' "

“(1) a sale of real property gives rise to indebtedness to the
seller which is secured by the real property sold, and 1

“(2) the seller of such property reacquires such property in par-
tial or full satisfaction of such indebtedness, <

then, except as provided in subsections (b) and (d), no gain or loss
shall resuﬂ to the seller from such reacquisition, and no debt shall
become worthless or partially worthless as a result of such reacqui-
sition.

“(b) AmoUNT oF GAIN RESULTING.—

“(1) I~ geNEraL—In the case of a reacquisition of real prop-
erty to which subsection (a) applies, gain shall result from such
reacquisition to the extent that—

“(A) the amount of money and the fair market value of
other property (other than obligations of the purchaser)
received, prior to such reacquisition, with respect to the sale
of such property, exceeds
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“(B) the amount of the gain on the sale of such property
returned as income for periods prior to such reacquisition.

“(2) Lrmrrarion.—The amount of gain determined under para-

aph (1) resulting from a reacquisition during any taxable year
E:guming after the date of the enactment of this section not
exceed the amount by which the price at which the real property
was sold exceeded its adjusted basis, reduced by the sum of—

“(A) the amount of the gain on the sale of such property
returned as income for periods prior to the reacquisition of
such property, and
“(B) the amount of money and the fair market value of
other property (other than obligations of the purchaser re-
ceived with respect to the sale of such Em erty) paid or
transferred by the seller in connection with the reacquisition
of such property.
For purposes of this lpara.gra,ph, the price at which real property
is sold is the s sales price reducetf by the selling commissions,
leﬁal fees, and other exienses incident to the sale of such property
which are proPer]y taken into account in determining gain or
loss on such sale.

“(3) Gain rEcoeN1zED.—Except as provided in this section,
the gain determined under this subsection resulting from a reac-
quisition to which subsection (a) applies shall be recognized,
notwithstanding any other E;(;vision of this subtitle.

“gc) Basis or REACQUIRED 1. ProperTy.—If subsection (a)
applies to the reacquisition of any real property, the basis of such
property upon such reacquisition shall be the adjusted basis of the
indebtedness to the seller secured by such property (determined as of
the date of reacquisition), increased by the sum of—

“ 81) the amount of the gain determined under subsection (b)
resulting from such reacquisition, and

“(2) the amount deseribed in subsection (b) (2) (B).

If any indebtedness to the seller secured by such property is not dis-
charged upon the reacquisition of such property, the basis of such
indebtedness shall be zero.

“(d) InpeprEDNESS TrREATED A8 WoRTHLESS PRIOR TO REACQUISI-
tIoN.—If, prior to a reacquisition of real property to which subsection
(a) applies, the seller has treated indebtedness secured by such prop-
erty as having become worthless or partially worthless—

“(1) such seller shall be considered as receiving, upon the
reacquisition of such property, an amount equal to the amount of
su?ih indebtedness treated by him as having become worthless,
an

“(2) the adjusted basis of such indebtedness shall be increased
(as of the date of reacquisition) by an amount equal to the amount
so considered as received by such seller.

“(e) ‘ FRINC]Z[I;AL Resmexces.—If—

“(1) subsection (a) applies to a reacquisition of real propert;
with respect to the sale of vlzhich— i il

“(A) an election under section 121 (relating to gain from
sale or exchange of residence of an individual who has
attained age 65) is in effect, or

“(B) gain was not recognized under section 1034 (relating
to sale or exchange of residence) ; and

“(2) within one year after the date of the reacquisition of such
property by the seller, such progerty is resold by him,

then, under regulations prescribed by the Secretary or his delegate,
subsections (b), (c), and (d) of this section shall not apply to the
reacquisition of such property and, for purposes of applying sections
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121 and 1034, the resale of such property shall be treated as a part
of the transaction constituting the original sale of such property.

“(f) Reacquisirions By Domestic BuiLping axp Loax Associa-
Ti0N8.—This section shall not apply to a reacquisition of real property
by an organization described in section 593(a) (relating to domestic
building and loan associations, ete.).”

(b) The table of sections for such part III is amended by adding
at the end thereof the following :

“Sec. 1088. Certain reacquisitions of real property.”

(e¢) (1) The amendments made by this section shall apply to taxable
years b?inning after the date of the enactment of this Act.

(2) If the ta:(:ipager makes an election under this paragraph, the
amendments made by this section shall also apply to taxable years
beginning after December 31, 1957, except that such amendments
shall not apply with respect to any reacquisition of real property in
a taxable year for which the assessment of a deficiency, or the credit
or refund of an overpayment, is prevented on the date of the enact-
ment of this Act by the operation of any law or rule of law. An
election under this paragraph shall be made within one year after
the date of the enactment of this Act and shall be made in such form
and manner as the Secretary of the Treasury or his delegate shall
prescribe by regulations.

(3) If an election is made by the taxpayer under paragraph (2),
and 1f the assessment of a deficiency, or the credit or mgn of an
overpayment, for any taxable gear to which such election applies is
not prevented on the date of the enactment of this Act by the
operation of any law or rule of law—

(A) the period within which a deficiency for such taxable
year may be assessed (to the extent such deficiency is attributable
to the application of the amendments made by this section) shall
not expire prior to one year after the date of such election; and

(B) the period within which a claim for credit or refund of
an overpaﬂment for such taxable year may be filed (to the
extent such overpayment is attributable to the application of
such amendments) shall not expire prior to one year after the
date of such election. )

No interest shall be payable with respect to any deficiency attributable
to the application of such amendments, and no interest shall be al-
lowed with respect to any credit or refund of any overpayment at-
tributable to the application of such amendments, for any period
prior to the date of the enactment of this Act. An election by a
taxpayer under paragraph (2) shall be deemed a consent to the
application of this paragraph.
Approved September 2, 1964.
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