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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. /67 5%

| NTRODUCED BY POIT, BORSKI, BRUNNER, MOEHLMANN AND VROON,
MARCH 20, 1979

REFERRED TO COW TTEE ON FI NANCE, MARCH 20, 1979
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AN ACT
Amendi ng the act of March 4, 1971 (P.L.6, No.2), entitled "An
act relating to tax reformand State taxation by codifying
and enunerating certain subjects of taxation and inposing

t axes thereon; providing procedures for the paynent,

col l ection, adm nistration and enforcenent thereof; providing

for tax credits in certain cases; conferring powers and

i mposi ng duties upon the Departnent of Revenue, certain

enpl oyers, fiduciaries, individuals, persons, corporations

and other entities; prescribing crinmes, offenses and

penalties,” further defining the term"net gains or incone."

The CGeneral Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. Cause (3) of subsection (a) of section 303, act
of March 4, 1971 (P.L.6, No.2), known as the "Tax Reform Code of
1971, " added August 31, 1971 (P.L.362, No.93) and anended June
17, 1974 (P.L.325, No.105), is amended by addi ng paragraphs to
read:

Section 303. Casses of Incone.--(a) The classes of incone
referred to above are as foll ows:

* * %

(3) Net gains or incone fromdisposition of property. Net

gains or net income, |ess net |osses, derived fromthe sale,
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exchange or other disposition of property, including real or
personal , whether tangible or intangible as determined in
accordance with accepted accounting principles and practices.
For the purpose of this act, for the determ nation of the basis
of any property, real and personal, if acquired prior to June 1
1971, the date of acquisition shall be adjusted to June 1, 1971
as if the property had been acquired on that date. If the
property was acquired after June 1, 1971, the actual date of
acqui sition shall be used in determ nation of the basis.

The term "net gains or inconme"” shall not include gains or
i ncome derived fromobligations which are statutorily free from
State or | ocal taxation under any other act of the General
Assenbly of the Comonweal th of Pennsylvania or under the |aws
of the United States. The term "sal e, exchange or ot her
di sposition” shall not include the exchange of stock or
securities in a corporation a party to a reorgani zation in
pur suance of a plan of reorganization, solely for stock or
securities in such corporation or in another corporation a party
to the reorgani zation and the transfer of property to a
corporation by one or nore persons solely in exchange for stock
or securities in such corporation if inmediately after the
exchange such person or persons are in control of the
corporation. For purposes of this clause, stock or securities
i ssued for services shall not be considered as issued in return
for property.

For purposes of this clause, the term"reorganization”
nmeans- -

(i) a statutory merger or consolidation;

(1i) the acquisition by one corporation, in exchange solely

for all or a part of its voting stock (or in exchange solely for
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all or a part of the voting stock of a corporation which is in
control of the acquiring corporation) of stock of another
corporation if, imrediately after the acquisition, the acquiring
corporation has control of such other corporation (whether or
not such acquiring corporation had control inmediately before

t he acquisition);

(i) the acquisition by one corporation, in exchange solely
for all or a part of its voting stock (or in exchange solely for
all or a part of the voting stock of a corporation which is in
control of the acquiring corporation), of substantially all of
the properties of another corporation, but in determning
whet her the exchange is solely for stock the assunption by the
acquiring corporation of a liability of the other, or the fact
that property acquired is subject to a liability, shall be
di sregar ded;

(iv) a transfer by a corporation of all or a part of its
assets to another corporation if inmmediately after the transfer
the transferor, or one or nore of its sharehol ders (including
per sons who were sharehol ders i nmedi ately before the transfer),
or any conbi nation thereof, is in control of the corporation to
whi ch the assets are transferred,

(v) a recapitalization;

(vi) a nmere change in identity, form or place of
or gani zati on however effected; or

(vii) the acquisition by one corporation, in exchange for
stock of a corporation (referred to in this subcl ause as
"“controlling corporation”) which is in control of the acquiring
corporation, of substantially all of the properties of another
corporation which in the transaction is nmerged into the

acquiring corporation shall not disqualify a transaction under
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subclause (i) if such transaction would have qualified under
subclause (i) if the nerger had been into the controlling
corporation, and no stock of the acquiring corporation is used
in the transaction;

(viii) a transaction otherw se qualifying under subcl ause
(1) shall not be disqualified by reason of the fact that stock
of a corporation (referred to in this subclause as the
"controlling corporation”) which before the nmerger was in
control of the merged corporation is used in the transaction, if
after the transaction, the corporation surviving the nerger
hol ds substantially all of its properties and of the properties
of the nmerged corporation (other than stock of the controlling
corporation distributed in the transaction); and in the
transaction, former sharehol ders of the surviving corporation
exchanged, for an anount of voting stock of the controlling
corporation, an amount of stock in the surviving corporation
whi ch constitutes control of such corporation.

For purposes of this clause, the term"control" neans the
ownership of stock possessing at |east eighty per cent of the
total conbined voting power of all classes of stock entitled to
vote and at | east eighty per cent of the total nunber of shares
of all other classes of stock of the corporation.

For purposes of this clause, the term"a party to a
reorgani zation" includes a corporation resulting froma
reorgani zation, and both corporations, in the case of a
reorgani zation resulting fromthe acquisition by one corporation
of stock or properties of another. In the case of a
reorgani zati on qualifying under subclause (i) by reason of
subcl ause (vii) the term™"a party to a reorgani zation"” includes

the controlling corporation referred to in such subclause (vii).
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Not wi t hst andi ng any provi sions hereof, upon every such
exchange or conversion, the taxpayer's base for the stock or
securities received shall be the sane as the taxpayer's actual
or attributed base for the stock, securities or property
surrendered i n exchange therefor.

The term "net gains or incone" shall not include gains

derived fromthe sale of the taxpayers principal personal

resi dence provided that he purchased another one during the year

prior to the sale, or he purchases another one within one year

after the sale or he starts constructi on on another one w thin

one year after the sale and resides therein within ei ghteen

nonths after the sale. To the extent that any of the gains from

the sale of the old residence are not reinvested in the new

resi dence, such gains shall be consi dered net gains or incone

for the purposes of this article.

VWhere the purchase of a new residence results in the

nonr ecogni tion of gain on the sale of an old residence, in

deternining the adjusted basis of the new resi dence as of any

tinme following the sale of the old residence, the adjustnents to

basis shall include a reduction by an anbunt equal to the anpunt

of the gain not so recogni zed on the sale of the old residence.

For this purpose, the amount of the gain not so recogni zed on

the sale of the old residence i ncludes only so nuch of such gain

as is not recogni zed by reason of the cost, up to such tine, of

pur chasi ng the new resi dence.

The term "net gains or incone" shall not include gains

derived fromthe sale of property whether or not he purchases or

constructs another if:

(i) the taxpayer has attai ned the age of sixty-five before

the date of such sal e; and
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(ii) during the ei ght year period ending on the date of sale

such property has been owned by the taxpayer as his principal

resi dence for periods aqgqregating five years or nore.

If the adjusted sales price of the property sold exceeds thirty-

five thousand dollars ($35,000) then the term "net gains or

incone" in so far as it relates to this paragraph shall not

i nclude that portion of the gain which bears the sane ratio to

the total anmpbunt of such gains as thirty-five thousand doll ars

($35, 000) bears to such adjusted sales price. For purposes of

thi s paragraph, the term "adjusted sal es price" neans the anpunt

reali zed, reduced by the aggregate of the expenses for work

perforned on the old residence in order to assist in its sale.

If the property is held by husband and wife as joint tenants

or tenants by the entirety, if such husband and wi fe nade a

joint return for the taxable year of the sale, and if one spouse

satisfies the age, holding and use requirenents with respect to

such property then both husband and wife shall be treated as

sati sfying the requirenents of the above paragraph.

If property (as a result of its destruction in whole or in

part, theft, seizure, or requisition or condemmati on or threat

or inminence thereof) is conpulsorily or involuntarily converted

into noney or into property not simlar or related in service or

use to the converted property the gains (if any) shall be "net

gai ns or inconme" except if the taxpayer, during the period

begi nning with the date of the di sposition of the converted

property, or the earliest date of the threat or inmm nence of

requi sition or condemmati on of the converted property, whi chever

is earlier and ending two years after the close of the first

taxabl e year in which any part of the gain upon the conversi on

is realized, for the purpose of replacing the property so
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converted, purchases other property sinmlar or related in

service or use to the property so converted, or purchases stock

in the acquisition of control of a corporati on owni ng such ot her

property, then, at the election of the taxpayer, the gains (if

any) shall only be "net gains or incone" to the extent that the

anount realized upon such conversion (regardl ess of whether such

anount is received in one or nore taxabl e years) exceeds the

cost of such other property or such stock.

* * %
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Section 2. This act shall take effect imediately and shall
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be applicable to tax years begi nning January 1, 1979 and

=
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thereafter.
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