528. Certain honeowners associ ations

(a) General rule. -- A honeowners association (as defined in
subsection (c)) shall be subject to taxation under this subtitle
only to the extent provided in this section. A homeowners
associ ation shall be considered an organi zati on exenpt from
i ncone taxes for the purpose of any |law which refers to
organi zati ons exenpt fromincone taxes.

(b) Tax inposed. -- Atax is hereby inposed for each taxable
year on the homeowners associ ation taxable inconme of every
honeowners associ ation. Such tax shall be equal to 30 percent of
t he homeowners associ ation taxabl e incone.

(c) Homeowners association defined. -- For purposes of this
section --
(1) Homeowners association. -- The term "honmeowners

associ ati on” neans an organi zation which is a condom ni um
managenent associ ation or a residential real estate managenent
association if --

(A) such organi zation is organi zed and operated to provide
for the acquisition, construction, nanagenent, maintenance, and
care of association property,

(B) 60 percent or nore of the gross incone of such
organi zation for the taxable year consists solely of anount
recei ved as nenbershi p dues, fees, or assessnents from --

(1) owners of residential units in the case of a condom ni um
managenent associ ation, or

(1i) owners of residences or residential lots in the case of
a residential real estate nanagenent associ ation.

(C© 90 percent or nore of the expenditures of the
organi zation for the taxable year are expenditures for the
acqui sition, construction, managenent, naintenance, and care of
associ ati on property,

(D) no part of the net earnings of such organization inures
(ot her than by acquiring, constructing, or providi ng nanagenent,
mai nt enance, and care of association property, and other than by
a rebate of excess nenbership dues, fees, or assessnents) to the
benefit of any private sharehol der or individual, and

(E) such organi zation elects (at such tine and in such
manner as the Secretary by regul ati ons prescribes) to have this
section apply for the taxable year.

(2) Condom ni um managenent association. -- The term
"condom ni um nmanagenent associ ati on” neans any organi zation
neeting the requirement of subparagraph (A) of paragraph (1) with
respect to a condom ni um project substantially all of the units
of which are used by individuals for residences.

(3) Residential real estate managenent association. -- The
term"residential real estate managenent associ ation"” means any
organi zati on neeting the requirenent of subparagraph (A) of
paragraph (1) with respect to a subdivision, devel opnent, or
simlar area substantially all the lots or building of which may
only be used by individuals for residences.

(4) Association property. -- The term "association property"”
means - -

(A) property held by the organizati on,



(B) property commonly held by the nmenbers of the
or gani zat i on,

(C property within the organi zation privately held by the
menbers of the organi zation, and

(D) property owned by a governnmental unit and used for the
benefit of residents of such unit.

(d) Homeowners associ ation taxable inconme defined. --

(1) Taxable incone defined. -- For purposes of this section,
t he homeowners associ ati on taxabl e i ncome of any organi zation for
any taxable year is an anpbunt equal to the excess (if any) of --

(A) the gross incone for the taxable year (excluding any
exenpt function incone), over

(B) the deductions allowed by this chapter which are
directly connected with the production of the gross incone
(excl udi ng exenpt function incone), conputed with the
nodi fications provided in paragraph (2).

(2) Modifications. -- For purposes of this subsection --

(A) there shall be allowed a specific deduction of $100,

(B) no net operating |oss deduction shall be allowed under
section 172, and

(© no deduction shall be allowed under part VIII of
subchapter B (relating to special deductions for corporations).
(3) Exenpt function income. -- For purposes of this

subsection, the term "exenpt function incone” neans any anount
recei ved as nenbershi p dues, fees, or assessnents form --

(A) owners of condom nium housing units in the case of a
condom ni um managenent associ ation, or

(B) owners of real property in the case of a residential
real estate managenent associ ation

531. Inposition of accunul ated earnings tax

In addition to other taxes inposed by this chapter, there is

her eby i nmposed for each taxable year on the accunul ated taxabl e

i ncone (as defined in section 535) of each corporation described
in section 532, an accunul ated earni ngs tax equal to 28 percent

of the accunul ated taxabl e i ncone.

532. Corporations subject to accunul ated earni ngs tax

(a) General rule. -- The accunul ated earnings tax inposed by
section 531 shall apply to every corporation (other than those
described in subsection (b)) formed or availed of for the purpose
of avoiding the incone tax with respect to its sharehol ders or
t he sharehol ders of any other corporation, by permtting earnings
and profits to accumul ate instead of being divided or
di st ri but ed.

(b) Exceptions. -- The accunul ated earni ngs tax inposed by
section 531 shall not apply to --

(1) a personal hol ding conpany (as defined in section 542),

(2) a foreign personal hol ding conpany (as defined in
section 552),

(3) a corporation exenpt fromtax under subchapter F
(section 501 and follow ng), or

(4) a passive foreign investnment conpany (as defined in
section 1296).



(c) Application determ ned without regard to nunber of
sharehol ders. -- The application of this part to a corporation
shal | be determ ned without regard to the nunber of sharehol ders
of such corporation

533. Evidence of purpose to avoid incone tax

(a) Unreasonabl e accurmul ati on determ native of purpose. --
For purposes of section 532, the fact that the earnings and
profits of a corporation are permtted to accunul ate beyond the
reasonabl e needs of the business shall be determ native of the
purpose to avoid the inconme tax with respect to sharehol ders,
unl ess the coreporation by the preponderance of the evidence
shal |l prove to the contrary.

(b) Holding or investnent conpany. -- The fact that any
corporation is a nmere holding or investnent conpany shall be
prima facie evidence of the purpose to avoid the incone tax with
respect to sharehol ders.

534. Burden of proof

(a) General rule. -- In any proceeding before the Tax Court
i nvol ving a notice of deficiency based in whole or in part on the
all egation that all or any part of the earnings and profits have
been permtted to accunul ate beyond the reasonabl e needs of the
busi ness, the burden of proof with respect to such allegation
shal | --

(1) if notification has not been sent in accordance with
subsection (b), be on the Secretary, or

(2) if the taxpayer has submtted the statenment described in
subsection (c), be on the Secretary with respect to the grounds
set forth in such statenent in accordance with the provisions of
such subsection

(b) Notification by Secretary. -- Before mailing the notice
of deficiency referred to in subsection (a), the Secretary nmay
send by certified mail or registered nail a notification
inform ng the taxpayer that the proposed notice of deficiency
i ncl udes an anobunt with respect to the accumnul ated earni ngs tax
i nposed by section 531.

(c) Statenent by taxpayer. -- Wthin such tinme (but not |ess
than 30 days) after the nmailing of the notification described in
subsection (b) as the Secretary may prescribe by regul ations, the
taxpayer may submit a statenment of the grounds (together with
facts sufficient to show the basis thereof) on which the taxpayer
relies to establish that all or part of the earnings and profits
have not been permtted to accunul ate beyond the reasonabl e needs
of the business.

(d) Jeopardy assessnent. -- If pursuant to section 6861(a) a
| eopardy assessnent is nmade before the mailing of the notice of
deficiency referred to in subsection (a), for purposes of this
section such notice of deficiency shall, to the extent that it
informs the taxpayer that such deficiency includes the
accunul at ed earnings tax inposed by section 531, constitute the
notificationk described in section (b), and in that event the
st atement described in subsection (c¢c) may be included in the
taxpayer's petition to the Tax Court.



535. Accunul ated taxabl e incone

(a) Definition. -- For purposes of this subtitle, the term
"accunul ated taxabl e i ncone" neans the taxable inconme, adjusted
in the manner provided in subsection (b), mnus the sumof the
di vi dends pai d deduction (as defined in section 561) and the
accunul ated earnings credit (as defined in subsection (c)).

(b) Adjustnments to taxable incone. -- For purposes of
subsection (a), taxable inconme shall be adjusted as foll ows:
(1) Taxes. -- There shall be allowed as a deduction Federal

i ncone and excess profits taxes and incone, war profits, and
excess profits taxes of foreign countries and possessions of the
United States (to the extent not allowable as a deduction under
section 275(a)(4)), accrued during the taxable year or deened to
be paid by a donestic corporation under section 902(a) or 960(a)
(1) for the taxable year, but not including the accumul ated
ear ni ngs tax inposed by section 531, the personal hol di ng conpany
tax i nmposed by section 541, or the taxes inposed by correspondi ng
sections of a prior incone tax |aw

(2) Charitable contributions. -- The deduction for
charitabl e contributions provided under section 170 shall be
al |l oned without regard to section 170(b)(2).

(3) Special deductions disallowed. -- The special deductions
for corporations provided in part VIII (except section 248) of
subchapter B (section 241 and following, relating to the
deduction for dividends received by corporations, etc.) shall not
be al | owed.

(4) Net operating loss. -- The net operating | oss deduction
provided in section 172 shall not be all owed.

(5) Capital |osses. --

(A) I'n general. -- Except as provided in subparagraph (B)
there shall be allowed as a deduction an anount equal to the net
capital loss for the taxable year (determ ned without regard to
paragraph (7)(A)).

Recapture of previous deductions for capital gains. --
The aggregate anount all owabl e as a deducti on under subparagraph
(A) for any taxable year shall be reduced by the | esser of --

(1) the nonrecaptured capital gains deductions, or

(i1) the amount of the accunul ated earnings and profits of
the corporation as of the close of the preceding taxable year.

(C) Nonrecaptured capital gains deductions. -- For purposes
of subparagraph (B), the term "nonrecaptured capital gains
deductions” neans the excess of --

(1) the aggregate anount all owable as a deduction under
paragraph (6) for preceding taxable years beginning after July
18, 1984, over

(i1i) the aggregate of the reductions under subparagraph (B)
for precedi ng taxabl e years.

(6) Net capital gains. --

(A) In general. -- There shall be allowed as a deduction --

(i) the net capital gain for the taxable year (determ ned
Wi th the appplication of paragraph (7)), reduced by

(ii) the taxes attributable to such net capital gain.

(B) Attributable taxes. -- For purposes of subparagraph (A)
, the taxes attributable to the net capital gain shall be an
amount equal to the difference between --



(1) the taxes inposed by this subtitle (except the tax
| nposed by this part) for the taxable year, and

(1i) such taxes conputed for such year wi thout including in
taxabl e i nconme the net capital gain for the taxable year
(determ ned without the application of paragraph (7)).

(7) Capital |oss carryovers. --

(A) Unlimted carryforward. -- The net capital |oss for any
t axabl e year shall be treated as short-termcapital loss in the
next taxable year.

(B) Section 1212 inapplicable. -- No all owance shall be made
for the capital |oss carryback or carryforward provided in
section 1212.

(8) Special rules for nmere holding or investnent conpani es.
-- In the case of a nere holding or investnent conpany --

(A) Capital |oss deduction, etc., not allowed. -- Paragraphs
(5) and (7)(A) shall not apply.
(B) Deduction for certain offsets. -- There shall be all owed

as a deduction the net short-termcapital gain for the taxable
year to the extent such gain does not exceed the amount of any
capital |oss carryover to such taxable year under section 1212
(determ ned without regard to paragraph (7)(B)).

(C© Earnings and profits. -- For purposes of subchapter C
t he accumul ated earnings and profits at any tine shall not be
| ess than they would be if this subsection had applied to the
conputati on of earnings and profits for all taxable years
begi nning after July 18, 1984.

(9) Special rule for capital gains and | osses of foreign
corporations. -- In the case of a foreign corporation, paragraph
(6) shall be applied by taking into account only gains and | osses
whi ch are effectively connected with the conduct of a trade or
business within the United States and are not exenpt fromtax
under treaty.

(c) Accunul ated earnings credit. --

(1) General rule. -- For purposes of subsection (1), in the
case of a corporation other than a nere hol ding or investnent
conpany the accunul ated earnings credit is (A an amount equal to
such part of the earnings and profits for the taxable year as are
retai ned for the reasonabl e needs of the business, mnus (B) the
deduction al |l owed by subsection (b)(6). For purposes of this
par agraph, the amount of the earnings and profits for the taxable
year which are retained is the amount by which the earnings and
profits for the taxabl e year exceed the dividends paid deduction
(as defined in section 561) for such year.

(2) Mnimumcredit. --

(A) I'n general. -- The credity all owabl e under paragraph (1)
shall in no case be |less than the anpbunt by which $250, 000
exceeds the accumnul ated earnings and profits of the corporation
at the close of the preceding taxabl e year.

(B) Certain service corporations. -- In the case of a
corporation the principal function of which is the performance of
services in the field of health, |aw, engineering, architecture,
accounting, actuarial science, performng arts, or consulting,
s;bparagraph (A) shall be applied by substituting "$150, 000" for
"$250, 000".



(3) Holding and investnent conpanies. -- |In the case of a
corporations which is a nerehol ding or investnent conpany, the
accurmul ated earnings credit is the anmount (if any) by which $250,
000 exceeds the accunul ated earnings and profits of the
corporation at the close of the preceding taxable year.

(4) Accumnul ated earnings and profits. -- For purposes of
paragraphs (2) and (3), the accumul ated earnings and profits at
the close of the preceding taxable year shall be reduced by the
di vi dends whi ch under section 563(a) (relating to dividends paid
after the close of the taxable year) are considered as paid
during such taxable year.

(5) Cross reference. --

For denial of credit provided in paragraph (2) or (3) where
mul ti ple corporations are forned to avoid tax, see section 1551,
and for limtation on such credit in the case of certain
controll ed corporations, see section 1561.

(d) I'nconme distributed to United States-owned foreign
corporation retains United States connection. --

(1) I'n general. -- For purposes of this part, if 10 percent
or nore of the earnings and profits of any foreign corporation
for any taxable year --

(A) is derived fromsources within the United States, or

(B) is effectively connected with the conduct of a trade or
busi ness within the United States,
any distribution out of such earnings and profits (and any
i nterest paynent) received (directly or through 1 or nore other
entities) by a United States-owned foreign corporation shall be
treated as derived by such corporation fromsources within the
United States.

(2) United States-owned foreign corporation. -- The term
"United States-owned foreign corporation” has the neaning given
to such term by section 904(g)(6).

536. Income not placed on annual basis

Section 443(b) (relating to conmputation of tax on change of
annual accounting period) shall not apply in the conputation of
t he accumul ated earni ngs tax inposed by section 531.

537. Reasonabl e needs of the business

(a) General rule. -- For purposes of this part, the term
"reasonabl e needs of the business"” includes --

(1) the reasonably antici pated needs of the business,

(2) the section 303 redenption needs of the business, and

(3) the excess business hol di ngs redenpti on needs of the
busi ness.

(b) Special rules. -- For purposes of subsection (a) --

(1) Section 303 redenption needs. -- The term "section 303
redenpti on needs" neans, with respect to the taxable year of the
corporation in which a shreholder of the corporation died or any
t axabl e year thereafter, the anmount needed (or reasonably
anticipated to be needed) to make a redenption of stock included
in the gross estate of the decedent (but not in excess of the
maxi num anount of stock to which section 303(a) may apply).

(2) Excess business hol dings redenption needs. -- The term
"excess business hol di ngs redenpti on needs" neans the anount



needed (or reasonably anticipated to be needed) to redeemfroma
private foundation stock which --

(A) such foundation held on May 26, 1969 (or which was
recei ved by such foundation pursuant to a will or irrevocable
trust to which section 4943(c)(5) applies), and

(B) constituted excess business holdings on May 26, 1969, or
woul d have constituted excess business hol dings as of such date
if there were taken into account (i) stock received pursuant to a
Wi || or trust described in subparagraph (A), and (ii) the
reduction in the total outstanding stock of the corporation which
woul d have resulted solely fromthe redenption of stock held by
the private foundation.

(3) nligations incurred to make redenptions. -- In applying
paragraphs (1) and (2), the discharge of any obligation incurred
to make a redenption described in such paragraphs shall be
treated as the nmaking of such redenption.

(4) Product liability |oss reserves. -- The accumnul ati on of
reasonabl e amounts for the paynent of reasonably anticipated
product liability losses (as defined in section 172(i)), as
det erm ned under regul ations prescribed by the Secretary, shal
be treated as accunul ated for the reasonably antici pated needs of
t he busi ness.

(5) No inference as to prior taxable years. -- The
application of this part to any taxable year before the first
t axabl e year specified in paragraph (1) shall be made w t hout
regard to the fact that distributions in redenption comng within
the ternms of such paragraphs were subsequently made.

541. Inposition of personal hol di ng conpany tax

In addition to other taxes inposed by this chapter, there is
her eby i nmposed for each taxable year on the undistributed
personal hol di ng conmpany incone (as defined in section 545) of
every personal hol ding conpany (as defined in section 542) a
personal hol di ng conpany tax equal to 28 percent of the

undi stri buted personal hol ding conpany i ncone.

542. Definition of personal hol di ng conpany

(a) CGeneral rule. -- For purposes of this subtitle, the term
"personal hol ding conpany” nmeans any corporation (other than a
corporation described in subsection (c)) if --

(1) Adjusted ordinary gross inconme requirenent. -- At |east
60 percent of its adjusted ordinary gross incone (as defined in
section 543(b)(2)) for the taxable year is personal holding
conpany i ncone (as defined in section 543(a)), and

(2) Stock ownership requirenent. -- At any tine during the
| ast hal f of the taxable year nore than 50 percent in val ue of
its outstanding stock is owned, directly or indirectly, by or for
not nore than 5 individuals. For purposes of this paragraph, an
organi zati on described in section 401(a), 501(c)(17), or 509(a)
or a portion of a trust permanently described in section 642(c)
or a corresponding provision of a prior incone tax |aw shall be
consi dered an i ndi vi dual .

(b) Corporations filing consolidated returns. --

(1) Ceneral rule. -- In the case of an affiliated group of
corporations filing or required to file a consolidated return



under section 1501 for any taxable year, the adjusted ordinary
gross income requirenent of subsection (a)(1l) of this section
shal |, except as provided in paragraphs (2) and (3), be applied
for such year with respect to the consoli dated adjusted ordi nary
gross income and the consolidated personal hol ding conpany incone
of the affiliated group. No nenber of such an affiliated group
shal | be considered to neet such adjusted ordinary gross incone
requi renent unless the affiliated group neets such requirenent.

(2) Ineligible affiliated group. -- Paragraph (1) shall not
apply to an affiliated group of corporations if --

(A) any nenber of the affiliated group of corporations
(i ncluding the common parent corporation) derived 10 percent or
nore of its adjusted ordinary gross incone for the taxable year
from sources outside the affiliated group, and

(B) 80 percent or nore of the anpbunt described in
subparagraph (A) consists of personal hol ding conpany inconme (as
defined in section 543).

For purposes of this paragraph, section 543 shall be applied as
i f the anount described in subparagraph (A) were the adjusted
ordinary gross income of the corporation.

(3) Excluded corporations. -- Paragraph (1) shall not apply
to an affiliated group of corporations if any nenber of the
affiliated group (including the cormbne parent corporation) is a
corporation excluded fromthe definition of personal hol ding
conpany under subsection (c).

(4) Certain dividend incone received by a conmon parent. --
I n appl yi ng paragraph (2)(A) and (B), personal hol di ng conpany
i ncone and adj usted ordinary gross income shall not include
di vi dends received by a conmon parent corporation from anot her
corporation if --

(A) the common parent corporation owns, directly or
indirectly, nore than 50 percent of the outstanding voting stock
of such other corporation, and

(B) such other corporation is not a personal hol di ng conpany
for the taxable year in which the dividends are paid.

(5) Certain dividend incone received froma nonincl udible
|ife insurance conpany. -- In the case of an affiliated group of
corporations filing or required to file a consolidated return
under section 1501 for any taxable year, there shall be excl uded
from consol i dat ed personal hol ding conpany incone and
consol i dated adjusted ordinary gross inconme for purposes of this
part dividends received by a nenber of the affiliated group from
a |life insurance conpany taxabl e under section 801 that is not a
menber of the affiliated group solely by reason of the
application of paragraph (2) of subsection (b) of section 1504.

(c) Exceptions. -- The term "personal hol di ng conmpany" as
defined in subsection (a) does not include --

(1) a corporation exenpt fromtax under subchapter F (sec.
501 and foll ow ng);

(2) a bank as defined in section 581, or a donestic building
and | oan association within the meaning of section 7701(a)(19);
(3) a life insurance conpany;

(4) a surety company;

(5) a foreign personal hol ding conpany as defined in section
552;



(6) a lending or finance conpany if --

(A) 60 percent or nore of its ordinary gross incone (as
defined in section 543(b)(1)) is derived fromthe active and
regul ar conduct of a lending or finance business;

(B) the personal hol ding conpany inconme for the taxable year
(conmputed without regard to i ncone described in subsection (d)
(3) and incone derived directly fromthe active and regul ar
conduct of a | ending or finance businss, and conputed by
i ncl udi ng as personal hol di ng conpany incone the entire anount of
the gross inconme fromrents, royalties, produced filmrents, and
conpensation for use of corporate property by sharehol ders) is
not nore than 20 percent of the ordinary gross incong;

(C© the sum of the deductions which are directly allocable
to the active and regul ar conduct of its lending or finance
busi ness equal s or exceeds the sumor --

(1) 15 percent of so nmuch of the ordinary gross incone
derived therefrom as does not exceed $500, 000, plus

(ii) 5 percent of so nmuch of the ordinary gross incone
derived therefrom as exceeds $500, 000; and

(D) the loans to a person who is a sharehol der in such
conpany during the taxable year by or for whom 10 percent or nore
in value of its outstanding stock is owned directly or indirectly
(including, in the case of an individual, stock owned by nenbers
of his famly as defined in section 544(a)(2)), outstanding at
any tinme during such year do not exceed $5,000 in principal
anount ;

(7) a foreign corporation (other than a corporation which
has i ncome to which section 543(a)(7) applies for the taxable
year), if all of its stock outstanding during the |ast half of
the taxabl e year is owned by nonresident alien individuals,
whet her directly or indirectly through foreign estates, foreign
trusts, foreign partnerships, or other foreign corporations;

(8) A 1 small business investnent conpany which is |icensed
by the Smal| Business Admi nistration and operating under the
Smal | Busi ness I nvestnment Act of 1958 (15 U. S.C. 661 and
foll owing) and which is actively engaged in the business of
providing funds to small business concerns under that Act. This
par agraph shall not apply if any sharehol der of the snal
busi ness i nvestnent conpany owns at any tine during the taxable
year directly or indirectly (including, in the case of an
I ndi vi dual, ownership by the nenbers of his famly as defined in
section 544(a)(2)) a 5 percentumor nore proprietary interest in
a smal |l business concern to which funds are provided by the
i nvest ment conpany or 5 per centumor nore in value of the
out st andi ng stock of such concern;

(9) a corporation which is subject to the jurisdiction of
the court inatitle 11 or simlar case (wthin the meaning of
section 368(a)(3)(A)) unless a major purpose of instituting or
conti nuing such case is the avoi dance of the tax inposed by
section 541; and

(10) a passive foreign investnent conpany (as defined in
section 1296).

(d) Special rules for applying subsection (c)(6). --

(1) Lending or finance business defined. --



(A) I'n general. -- Except as provided in subparagraph (B)

f or purposes of subsection (c)(6), the term"lending or finance
busi ness” neans a busi ness of --

(1) meking | oans,

(i1) purchasing or discounting accounts receivable, notes,
or installment obligations,

(ti1) rendering services or nmaking facilities available in
connection with activities described in clauses (i) and (ii)
carried on by the corporation rendering services or making
facilities available, or

(iv) rendering services or naking facilities available to
anot her corporation which is engaged in the | ending or finance
busi ness (W thin the nmeaning of this paragraph), if such services
or facilities are related to the | ending or finance business
(wi thin such neaning) of such other corporation and such ot her
corporation and the corporation rendering services or mnaking
facilities avail able are nenbers of the sane affiliated group (as
defined in section 1504).

(B) Exceptions. -- For purposes of subparagraph (A), the
term "l ending or finance business” does not include the business
of --

(1) meking | oans, or purchasing or discounting accounts
recei vabl e, notes, or installnent obligations, if (at the tine of
the | oan, purchase, or discount) the remaining maturity exceeds
144 rnonths; unl ess --

(I') the loans, notes, or installnment obligations are
evi denced or secured by contracts of conditional sale, chattel
nor gages, or chattel |ease agreenents arising out of the sale of
goods or services in the course of the borrower's or transferor's
trade or business, or

(I'1) the loans, notes, or installment obligations are made
or acquired by the taxpayer and neet the requirenents of
subparagraph (C), or

(1i) making | oans evidenced by, or purchasing, certificates
of indebtedness issued in a series, under a trust indenture, and
in registered formor with interest coupons attached.

For purposes of clause (i), the remaining maturity shall be
treated as including any period for which there nmay be a renewal
or extension under the terns of an option exercisable by the
bor r ower .

(© Indefinite maturity credit transactions. -- For purposes
of subparagraph (B)(i), a loan, note, or installnent obligation
nmeets the requirements of this subparagraph if it is nade under
an agreement --

(1) under which the creditor agrees to nmake | oans or
advances (not in excess of an agreed upon maxi mum anmount) from
tinme to time to or for the account of the debtor upon request,
and

(1i) under which the debtor may repay the | oan or advance in
full or in installnments.

(2) Business deductions. -- For purposes of subsection (c)
(6) (O, the deductions which may be taken into account shal
i nclude only --

(A) deductions which are allowable only by reason of section
162 or section 404, except there shall not be included any such



deduction in respect of conpensation for personal services
rendered by sharehol ders (including nmenbers of the sharehol der's
fam |y as described in section 544(a)(2)), and

(B) deductions allowabl e under section 167, and deducti ons
al | owabl e under section 164 for real property taxes, but in
either case only to the extent that the property with respect to
whi ch such deductions are allowble is used directly in the active
and regul ar conduct of the |lending or finance business.

(3) I'ncone received fromcertain affiliated corporations. -
For purposes of subsection (c)(6)(B), in the case of a | ending or
fi nance conpany whi ch neets the requirements of subsection (c)
(6)(A), there shall not be treated as personal hol di ng conpany
i ncone the | awful incone received froma corporation which neets
t he requirenents of subsection (c)(6) and which is a nenber of
the sanme affiliated group (as defined in section 1504) of which
such conpany is a nenber.

543. Personal hol di ng conpany i ncone

(a) CGeneral rule. -- For purposes of this subtitle, the term
"personal hol ding conpany inconme"” neans the portion of the
adj usted ordinary gross inconme which consists of:

(1) Dividends, etc. -- Dividends, interest, royalties (other
than mneral, oil, or gas royalties or copyright royalties), and
annuities. This paragraph shall not apply to --

(A) interest constituting rent (as defined in subsection (b)
(3)),

(B) interest on anmobunts set aside in a reserve fund under
section 511 or 607 of the Merchant Marine Act, 1936 (46 U.S.C
App. 1161 or 1177),

(C active business conputer software royalties (within the
meani ng of subsection (d)), and

(D) interest received by a broker or dealer (within the
meani ng of section 3(a)(4) or (5) of the Securities and Exchange
Act of 1934) in connection with --

(1) any securities or noney market instrunments held as
property described in section 1221(1),

(ii) margin accounts, or

(ti1) any financing for a custoner secured by securities or
noney mar ket instrumnents.

(2) Rents. -- The adjusted incone fromrents; except that
such adjusted incone shall not be included if --

(A) such adjusted inconme constitutes 50 percent or nore of
t he adjusted ordinary gross inconme, and

(B) the sum of --

(1) the dividends paid during the taxable year (determ ned
under section (562),

(1i) the dividends considered as paid on the |ast day of the
t axabl e year under section 563(c) (as limted by the second
sentence of section 563(b)), and

(ti1) the consent dividends for the taxable year (determ ned
under section 565),
equal s or exceeds the amount, if any, by which the personal
hol di ng conmpany incone for the taxable year (conputed w thout
regard to this paragraph and paragraph (6), and conmputed by



i ncl udi ng as personal hol di ng conpany incone copyright royalties
and the adjusted incomed frommneral, oir, and gas royalties)
exceeds 10 percent of the ordinary gross incone.

(3) Mneral, oil, and gas royalties. -- The adjusted incone
frommneral, oil, and gas royalties; except that such adjusted
i ncome shall not be included if --

(A) such adjusted inconme constitutes 50 percent or nore of
t he adjusted ordinary gross incone,

(B) the personal hol ding conpany inconme for the taxable year
(conmputed without regard to this paragraph, and conputed by
i ncl udi ng as personal hol di ng conpany incone copyright royalties
and the adjusted income fromrents) is not nore than 10 percent
of the ordinary gross incone, and

(C© the sum of the deductions which are all owabl e under
section 162 (relating to trade or business expenses) other than -

(1) deductions for conpensation for personal services
rendered by the sharehol ders, and

(1i) deductions which are specifically allowabl e under
sections other than section 162,
equal s or exceeds 15 percent of the adjusted ordinary gross
i ncome.

(4) Copyright royalties. -- Copyright royalties; except that
copyright royalties shall not be included if --

(A) such royalties (exclusive of royalties received for the
use of, or right to use, copyrights or interests in copyrights on
wor ks created in whole, or in part, by any sharehol der)
constitute 50 percent or nore of the ordinary gross inconge,

(B) the personal hol ding conpany inconme for the taxable year
conputed --

(1) without regard to copyright royalties, other than
royalties received for the use of, or right to use, copyrights or
interests in copyrights in works created in whole, or in part, by
any sharehol der owning nore than 10 percent of the totla
out st andi ng capital stock of the corporation,

(i) without regard to dividends fromany corporation in
whi ch the taxpayer owns at |east 50 percent of all classes of
stock entitled to vote and at | east 50 percent of the total value
of all classes of stock and which corporation neets the
requi renents of this subparagraph and subparagraph (A) and (C
and

(ti1) by including as personal hol ding conpany incone the
adj usted incone fromrents and the adjusted income from m neral,
oil, and gas royalties,
is not nore than 10 percent of the ordinary fross inconme, and

(C© the sum of the deductions which are properly allocable
to such royalties and which are all owabl e under section 162,
ot herr than --

(1) deductions for conpensation for personal services
redered by the sharehol ders,

(1i) deductions for royalties paid or accrued, and

(1i1) deductions which are specifically allowabl e under
sections other than section 162,
equal s or exceeds 25 percent of the anpbunt by which the ordinary
gross income exceeds the sumof the royalties paid or accrued and



t he amounts al |l owabl e as deducti ons under section 167 (relating
to depreciation) with respect to copyright royalties.

For purposes of this subsection, the term"copyright royalties”
means conpensation, however designated, for the use of, or the
right to use, copyrights in works protected by copyright issued
under title 17 of the United States Code and to which copyright
protection is also extended by the |aws of any country other than
the United States of Anerica by virtue of any international
treaty, convention, or agreenent, or interests in any such

copyri ghted works, and includes paynents from any person for
performng rights in any such copyrighted work and paynents

(ot her than produced filmrents as defined in paragraph (5)(B))
received for the use of, or right to use, films. For purposes of
t hi s paragraph, the term "sharehol der” shall include any person
who owns stock within the neaning of section 544. This paragraph
shall not apply to active business conputer software royalties.

(5) Produced filmrents. --

(A) Produced filmrents; except that such rents shall not be
i ncluded if such rents constitute 50 percent or nore of the
ordi nary gross incone.

(B) For purposes of this section, the term"produced film
rents" neans paynments received with respect to an interest in a
filmfor the use of, or right to use, such film but only to the
extent that such interest was acquired before substanti al
conpl etion of production of such film In the case of a producer
who actively participates in the production of the film such
termincludes an interest in the proceeds or profits fromthe
film but only to the extent such interest is attributable to
such active participation.

(6) Use of corporate property by sharehol der. --

(A) Anpunts received as conpensation (however designated and
f rom whonmever received) for the use of, or the right to use,
tangi bl e property of the corporation in any case where, at any
time during the taxable year, 25 percent or nore in value of the
out st andi ng stock of the corporation is owned, directly or
indirectly, by or for an individual entitled to the use of the
property (whether such right is obtained directly fromthe
corporation or by neans of a sublease or other arrangenent).

(B) Subparagraph (A) shall apply only to a corporation which
has personal hol ding conpany incone in excess of 10 percent of
its ordinary gross incone.

(C For purposes of the Iimtation in subparagraph (B)
personal hol di ng conmpany i nconme shall be computed --

(i) without regard to subparagraph (A) or paragraph (2),

(11) by excluding amounts received as conpensation for the
use of (or right to use) intangible property (other than m neral,
oil, or gas royalties or copyright royalties) if a substanti al
part of the tangi ble property used in connection with such
| nt angi bl e property is owned by the corporation and all such
tangi bl e and intangi ble property is used in the active conduct of
a trade or business by an individual or individuals described in
subpar agraph (A), and

(1i1) by |nclud|ng copyright royalties and adjusted incone
frommneral, oil, and gas royalties.

(7) Personal service contracts. --



(A) Anpunts received under a contract under which the
corporation is to furnish personal services; if some person other
t han the corporation has the right to designate (by nanme or by
description) the individual who is to performthe services, or if
the individual who is to performte services is designated (by
nane or by description) in the contract; and

(B) anounts received fromthe sale or other disposition of
such a contract.

Thi s paragraph shall apply with respect to anpbunts received for
services under a particular contract only if at some tine during
t he taxabl e year 25 percent or nore in value of the outstanding
stock of the corporation is owned, directly or indirectly, by or
for the individual who has perforned, is to perform or may be
desi gnated (by name or by description) as the one to perform
such servi ces.

(8) Estates and trusts. -- Anmounts includible in conputing
t he taxabl e income of the corporation under part | of subchapter
J (sec. 641 and following, relating to estates, trusts, and
beneficiaries).

(b) Definitions. -- For purposes of this part --

(1) Odinary gross incone. -- The term "ordinary gross
i ncone"” means the gross incone determ ned by excluding --

(A) all gains fromthe sale or other disposition of capital
asset s,

(B) all gains (other than those referred to in subparagraph
(A)) fromthe sale or other disposition of property described in
section 1231(b), and

(© in the case of a foreign corporation all of the
out st andi ng stock of which during the last half of the taxable
year i s owned by nonresident alien individuals (whether directly
or indirectly through foreign estates, foreign trusts, foreign
partnershi ps, or other foreign corporations), all itens of incone
whi ch woul d, but for this subparagraph, constitute personal
hol di ng conmpany i ncone under any paragraph of subsection (a)
ot her than paragraph (7) thereof:

(2) Adjusted ordinary gross inconme. -- The term "adj usted
ordinary gross income"” nmeans the ordinary gross incone adjusted
as follows:

(A) Rents. -- Fromthe gross inconme fromrents (as defined
in the second sentence of paragraph (3) of this subsection)
subtract the anount all owabl e as deductions for --

(1) exhaustion, wear and tear, obsol escence, and
anortization of property other than tangi bl e personal property
which is not customarily retained by any one | essee for nore than
t hree years,

(1i) property taxes,

(ti1) interest, and

(iv) rent,
to the extent allocable, under regul ations prescribed by the
Secretary, to such gross inconme fromroyalties or such gross
i nconme fromworking interests in oil or gas well. The anount
subtracted under this subparagraph with respect to royalties
shal | not exceed the gross incone fromsuch royalties, and the
amount sutracted under this subparagraph with respect to working



i nterest shall not exceed the gross incone from such worKking
i nt erests.

(C Interest. -- There shall be excluded --

(i) interest received on a direct obligation of the United
States held for sale to custoners in the ordinary course of trade
or business by a regular dealer who is making a primary market in
such obligations, and

(ii) interest on a condemation award, a judgnent, and a tax
r ef und.

(D) Certain excluded rents. -- Fromthe gross incone
consi sting of conpensation described in subparagraph (D) of
paragraph (3) subtract the anount allowabl e as deductions for the
I tems described in clauses (i), (ii), (iii), and (iv) of
subparagraph (A) to the extent allocable, under regul ations
prescri bed by the Secretary, to such gross inconme. The anopunt
subtracted under this subparagraph shall not exceed such gross
i ncone.

(3) Adjusted inconme fromrents. -- The term "adj usted
i nconed fromrents" neans the gross incone fromrents, reduced by
t he amount sutracted under paragraph (2)(A) of this subsection.
For purposes of the preceding sentence, the term"rents" neans
conpensati on, however designated, for the use of, or right to
use, property, and the interest on debts owed to the corporation,
to the extent such debts represent the price for which real
property held primarily for sale to customers in the ordinary
course of its trade or business was sold or exchanged by the
corporation; but such term does not include --

(A) anopunts constituting personal hol ding conpany i ncone
under subsection (a)(6),

(B) copyright royalties (as defined in subsection (a)(4)),

(C produced filmrents (as defined in subsection (a)(5)(B)

(D) conpensation, however designated, for the use of, or the
rigth to use, any tangi bl e personal property manufactured or
produced by the taxpayer, if during the taxable year the taxpayer
I s engaged in substantial nmanufacturing or production of tangible
personal property of the sane type, or

(E) active business conputer software royalties (as defined
i n subsection (d)).

(4) Adjusted inconme frommneral, oil, and gas royalties. -
- The term "adjusted income frommneral, oil, and gas royalties”
means the gross incone frommneral, oil, and gas royalties

(i ncludi ng production paynments and overriding royalties), reduced
by the amount subtracted under paragraph (2) (B) of this
subsection in respect of such royalties.

(c) Gross incone of insurance conpanies other than life
i nsurance conpanies. -- In the case of an insurance conpany ot her
than a life insurance conpany, the term"gross incone"” as used in
this part means the gross inconme, as defined in section 831(b)
(1), increased by the anmount of |osses incurred, as defined in
section 832(b)(5), and the amobunt of expenses incurred, as
defined in section 832(b)(6)), and decreased by the anount
deducti bl e under section 832(c)(7) (relating to tax-free
i nterest).

(d) Active business conputer software royalties. --



(1) I'n general. -- For purposes of this section, the term
"active business conmputer software royalties" neans any royalties

(A) received by any corporation during the taxable year in
connection with the |icensing of conputer software, and

(B) with respect to which the requirenments of paragraphs (2)
, (3), (4), and (5) are net.

(2) Royalties nust be received by corporation actively
engaged i n conputer software business. -- the requirenents of
this paragraph are nmet if the royalties described in paragraph

(A) are received by a corporation engaged in the active
conduct of the trade or business of devel opi ng, manufacturing, or
produci ng conputer software, and

(B) are attributable to conmputer software which --

(1) is devel oped, manufactured, or produced by such
corporation (or its predecessor) in connection with the trade or
busi ness described i n subparagraph (A), or

(1i) is directly related to such trade or business.

(3) Royalties nust constitute at | east 50 percent of incone.
-- The requirenents of this paragraph are net if the royalties
descri bed i n paragraph 91) constitute at |east 50 percent of the
ordinary gross inconme of the corporation for the taxable year.

(4) Deductions under sections 162 and 174 relating to
royal ti es nmust equal or exceed 25 percent of ordinary gross
i nconme. --

(A) In general. -- The requirenents of this paragraph are
met if --

(i) the sum of the deductions allowable to the corporation
under sections 162, 174, and 195 for the taxable year which are
properly allocable to the trade or business described in
par agraph 92) equal s or exceeds 25 percent of the ordinary gross
| ncone of such corporation for such taxable year, or

(ii) the average of such deductions for the 5-taxable year
period ending with such taxable year equals or exceeds 25 percent
of the average ordinary gross inconme of such corporation for such
peri od.
| f a corporation has not been in existence during the 5-taxable
year period described in clause (ii), then the period of
exi stence of such corporation shall be substituted for such 5-

t axabl e year peri od.



