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To accompany the petition of Jarvis Hunt, general counsel, Associated
Industries of Massachusetts, for legislation relative to the provisions of
the income tax law, so called, relative to the recognition of gain and loss
on reorganizations. Taxation.

In the Year One Thousand Nine Hundred and Fifty-Six.

An Act to alter the provisions of the income tax law,
SO CALLED, RELATIVE TO THE RECOGNITION OF GAIN AND
LOSS ON REORGANIZATIONS.

Be it enacted by the Senate and House of Representatives in
General Court assembled, and by the authority of the same, as
follows:

1 Section 1. Subsection (g) of section lof chapter 62
2 of the General Laws, as most recently amended by chap-
-3 ter 545 of the acts of 1954, is hereby further amended by
4 striking out said subsection (g) and inserting in place
5 thereof the following:
6 (g) If a corporation, association or trust, the bene-
-7 ficial interest in which is represented by transferable
8 shares, cancels or redeems its shares in whole or in part,
9 the distribution made in connection with such cancella-

-10 tion or redemption shall not be taxable under this section.

1 Section 2. Subsection (c) of section sof chapter 62 of
2 the General Laws, as most recently amended by section 1
3 of chapter 599 of the acts of 1954, is hereby further
4 amended by striking out said subsection (c) and insert-
-5 ing in place thereof the following:
6 (c) The excess of the gains over the losses received by
7 the taxpayer from purchases, sales or exchanges of in-
-8 tangible personal property shall be taxed at the rate of
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9 three per cent. When such intangible personal property
10 is sold or exchanged the basis for recognition of gain or
11 loss shall be determined in accordance with the pro-
-12 visions of section seven of this chapter. If a corpora-
-13 tion cancels or redeems its stock, such transaction shall
14 constitute a sale or exchanges for the purposes of this sec-
-15 tion. The gain or loss shall be determined by comparing
16 the fair market value of the property received in can-
-17 collation or redemption with the basis of the stock can-
-18 celled or redeemed. In the case of a partial liquidation
19 the basis of the stock cancelled or redeemed shall be de-
-20 termined by multiplying the basis of the stock to which
21 such partial liquidation was attributable by a fraction
22 whose numerator is the fair market value of all the prop-
-23 erty distributed by the corporation in such partial liqui-
-24 dation, and whose denominator is the fair market value
25 of the entire stock on which such partial liquidation was
26 made immediately before the distribution. If, in any
27 exchange of shares upon the reorganization of one or
28 more corporations, the new shares received in exchange
29 for the shares surrendered represent tire same interest in
30 the same assets, or if such exchange constitutes a non-
-31 taxable exchange as defined in subsection (h) of this sec-
-32 tion, no gain or loss shall be recognized until a sale or
33 further exchange, other than a non-taxable exchange, of
34 such new shares is made.

1 Section 3. Section sof chapter 62 of the General
2 Laws is hereby amended by adding at the end thereof
3 the following new subsection:
4 (/i) For the purpose of subsection (c) and of this sub-
-5 section, the following terms shall have the following
6 meanings:
7 (1) Non-taxable exchange. The term “non-taxable
8 exchange” shall mean the exchange of stock in a corpora-
-9 tion, a party to a reorganization, solely for stock of an-

-10 other corporation, a party to the reorganization.
11 (2) Reorganization. The term “reorganization ” shall
12 mean
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13 (a) A statutory merger or consolidation; or
14 (5) The acquisition by one corporation, in exchange
15 solely for all or a part of its voting stock, of substan-

-16 tially all of the properties of another corporation, but, in
17 determining whether the exchange is solely for voting
18 stock, the assumption by the acquiring corporation of a
19 liability of the other, or the fact that property acquired
20 is subject to a liability, shall be disregarded.
21 (3) Party to a reorganization. The term “party to a
22 reorganization” shall mean
23 (a) Both the merging corporation or corporations and
24 the continuing corporation in the case of a statutory
25 merger or consolidation; and
26 (6) Both corporations in the case of a reorganization
27 resulting from the acquisition by one corporation of sub-
-28 stantially all of the properties of another.
29 (4) Corporation. The term “ corporation ” shall mean
30 a corporation, association or trust the beneficial interest
31 in which is represented by transferable shares.

1 Section 4. Section 7of said chapter 62 of the General
2 Laws, as most recently amended by section 2 of chap-
-3 ter 599 of the acts of 1954, is hereby further amended by
4 striking out the second and third paragraphs of said sec-
-5 tion 7 and inserting in place thereof the following:
6 In computing gains or losses from the sale or exchange
7 of capital assets, the basis of property owned on January
8 first, nineteen hundred and sixteen, shall be the fair
9 market value on that date or ttie purchase price thereof,

10 whichever is higher. The basis for computing gain or
11 loss from the sale or exchange of property acquired after
12 January first, nineteen hundred and sixteen, shall be de-
-13 termined as follows: (a) The basis of property ac-
-14 quired by purchase shall be the cost thereof; (6) the
15 basis of property acquired by giftprior to July first, nine-

-16 teen hundred and fifty-four, shall be the fair market
17 value on the date acquired; (c) the basis of property
18 acquired by gift after June thirtieth, nineteen hundred
19 and fifty-four, shall be the basis to the donor or the last
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20 preceding owner by whom it was not acquired by gift,
21 or the fair market value at the date of the gift, whichever
22 is lower; (d) the basis of property acquired by bequest,
23 devise or inheritance shall be the fair market value of
24 the property on the date acquired; (e) the basis of
25 property acquired as a dividend not paid in liquidation
26 from a corporation, association or trust, the beneficial
27 interest in which is represented by transferable shares,
28 shall be the value at which such property was reportable
29 as income; (/) the basis of property acquired upon the
30 liquidation, in whole or in part, of a corporation, asso-
-31 ciation or trust, the beneficial interest in which is repre-
-32 sented by transferable shares, shall be the fair market
33 value of the property on the date it was acquired; (g) the
34 basis of stock acquired as a non-taxable dividend, here-
-35 after called new stock, shall be obtained by multiplying
36 the basis of the stock on which such dividend was paid,
37 hereafter called old stock, by a fraction whose numerator
38 is the fair market value of the new stock when acquired,
39 and whose denominator is the fair market value of both
40 the old and the new stock when acquired; (h) the basis
41 of rights to purchase securities acquired as a distribution
42 shall be zero; (i ) the basis of property acquired in a non-
-43 taxable exchange shall be the basis of the property ex-
-44 changed therefor; and (j) the basis of property acquired
45 in a taxable exchange shall be the fair market value of
46 the property at the time of the exchange.
47 In the case of real or tangible personal property, the
48 foregoing basis shall be diminished by the amount of de-
-49 preciation allowable to the taxpayer under the provisions
50 of this chapter and corresponding provisions of earlier
51 laws. In the case of real property, the rental income
52 from which is exempt under this chapter, the foregoing
53 basis shall be reduced by a reasonable allowance for
54 wear, tear and obsolescence attributable to the period
55 during which such property was rented. In the case of
56 undeveloped land, the foregoing basis shall be increased
57 by the excess of the property taxes paid over the rental
58 income received after that date.
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59 In the case of intangible personal property: first, if
60 the property has constituted the basis of a non-taxable
61 stock dividend, the foregoing basis shall be reduced by
62 the amount apportioned as the basis of the new stock
63 acquired in accordance with subsection (g) of this sec-
-64 tion; second, the foregoing basis shall be reduced by
65 any amounts received as a distribution of capital; and
66 third, if any distributions have been made in connection
67 with a partial liquidation on account of the property,
68 the foregoing basis shall be reduced by either (1) the fair
69 market value of the property received in such partial
70 liquidation plus the loss computed under subsection (c)
71 of section five of this chapter, or (2) the fair market
72 value of the property received in such partial liquidation
73 minus the gain computed under subsection (c) of section
74 five of this chapter, whichever is applicable.

1 Section 5. This act shall take effect on January
2 first, nineteen hundred and fifty-six, and shall apply to
3 income received in the calendar year nineteen hundred
4 and fifty-five and thereafter.
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