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Summary o f principal Changes Made by B . H. 6055, as passed by the House 

Subject 

~aximum number of s hare­
ho lders 

c lasses of stock 

Passive Income test 

Foreign Income 

'l'ermina tio n s 

Inadvertent 
t ermi nation 

Revocations 

Choice of taxable 
year 

Present Law 

25 

One 

Pass ive income may not e xceed 
20~ of gross receipts 

Foreign income may not exceed 
80% of gross receipts 

Generally, effec tive for 
e ntire taxable year. 

No r e lief provision. 

All shareholders must agree; 
new shareholders may termi­
nate election. 

No restrictions. 

11. R. 6055 

35 

One , but stock may differ in voting rights. 
Straight-de bt ma y never ca u se disquali­

fication. 

Repealed for ne w corpor ation s a nd 
corporations witho ut subchapter C 
accumulated earnings and profits. 

Retained for corporations with accumu­
lated earnings and profits; modified 
to exclude certain interest income. 

Foreign income test r epea led. 

Genera lly , effective only prospectively: 
2 shor t taxable years r esult. 

Allows secretary to waive inadverten t 
terminatio n s . 

Only shareholders together holdi ng 
more than 50% o f stock may terminate 
e l ec tion . 

Only calendar year permitted unless 
corporation can show business purpose 
for other accounting period. Existing 
c o rporatio n s "grandfathered " unless 
mo ,r e than 50% c ha nge of ownership 
occu rs . 



--
subject 

Pass-through of items 

Allocation me thod 

Loss limi t a ticn 

Ba s i s o f s toc k a nd 
debt 

Fringe benefits 

Audit 

Distributions 

• Present Law 

Character of items (othe r than 
net long-term capital gain) 
not passed through. 

Undistributed taxable income 
allocated only t o shareholders 
as of end of taxable year; 
net operating l oss allocated 
on per-share, per-day basis . 

Deductibl e l osses ca nnot exceed 
shareholder basis in stock and 
dp.bt. r:XC€!';!'; i s l os t.. 

Basis of s t ock increased h y 
undist,ributed taxable income 
a nd decreased by losses and 
distributi o n s of und is tributed 
taxable income and previously 
taxe d income. 

Basis of d e bt decreased by 

• l!.R. 6055 

Character of every item o f income, 
deduction, gai n, or loss passed 
through to s hare holders, genera lly 
like a partnership . 

All items a llocated o n per-share , per-day 
basis. 

Generally the same except that 
excess losses may be ca r ried forwar d. 

Das i s of stock increased by items 
o f income ; decreased by deductions 
and distributions . 

Basis of debt dec r eased by 
l osses after basis o f stock reduced l osses after basis of stock 

reduced t o zero, no r es toratio n. to zero; 
.i neomf' . 

may be restored b y s ubsequ e nt 

NO provision. 

Determination made at 
shareholder level. 

Distributions from current 
earnings taxed as a dividend: 
Provision allows cash distri­
bution of previously taxed 
inco me t a x-free . 

Partne rship r ules apply; 2% or 
more s hareho lde r treated as part ne r. 

Items determined at corporate level . 

For corporations without a cc umulated 
earnings, distributions are 
tax-free to e xte nt of basis in 
stock; corporation with accumulated 
ea rnings may distribute subc hapter S 
income tax-free before d istr i bution s 
of accumulated ea rning s . 



-
Subject 

Distributions of 
appreciated property 

Effective date 

--
Present Law 

Generally no gain rp.cognized 
on distribution. 

• 
".R. 6055 

Gain recognize d on distr.ibution s of 
appreciated property . 

Generally, taxable years beginning 
after Decembe r 31 , 1982. 


