M SSI SSI PPl LEG SLATURE REGULAR SESSI ON 2007

By: Representatives MBride, Akins, Gadd, To: Ways and Means
Reynol ds
HOUSE BI LL NO. 1585
1 AN ACT TO AMEND SECTION 27-7-9, M SSI SSI PPI CODE OF 1972, TO
2 PROVIDE THAT NO GAIN OR LOSS SHALL BE RECOGNI ZED UNDER THE STATE
3 I NCOVE TAX LAWS BY TAXPAYERS EXCHANG NG PROPERTY W TH PROPERTY OF
4 EQUAL VALUE S| TUATED QUTSI DE THE STATE; AND FOR RELATED PURPOSES.
5 BE I T ENACTED BY THE LEGQ SLATURE OF THE STATE OF M SSI SSI PPI
6 SECTION 1. Section 27-7-9, M ssissippi Code of 1972, is
7 anmended as foll ows:
8 27-7-9. (a) Except as provided in Sections 27-7-95 through
9 27-7-103, determ nation of anmount of gain or |oss.
10 (1) Conputation of gain or loss. The gain fromthe
11 sale or other disposition of property shall be the excess of the
12 anount realized therefromover the adjusted basis provided in
13 subsection (c) for determning gain, and the |oss shall be the
14 excess of the adjusted basis provided in subsection (c) for
15 determning | oss over the anount realized.
16 (2) Amount realized. The anount realized fromthe sale
17 or other disposition of property shall be the sum of any noney
18 received plus the fair nmarket value of the property (other than
19 noney) received.
20 (3) Installnment sales. Nothing in this section shal
21 be construed to prevent (in the case of property sold under
22 contract providing for paynent in installnents) the taxation of
23 that portion of any installnment paynent representing gain or
24 profit in the year in which such paynment is received.
25 (b) Recognition of gain or |loss. Except as otherw se
26 provided in this section, on the sale or exchange of property the
27 entire anount of the gain or |oss, determ ned under subsection
28 (a), shall be recognized.
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(c) Adjusted basis for determ ning gain or |oss.

(1) 1In general. The adjusted basis for determ ning the
gain or loss fromthe sale or other disposition of property,
whenever acquired, shall be the basis determ ned under subsection
(d) adjusted as provided in subsection (e).

(2) Bargain sale to a charitable organization. If a
deduction is allowed under Section 27-7-17 (relating to charitable
contributions) by reason of a sale, then the adjusted basis for
determ ning the gain fromsuch sale shall be that portion of the
adj usted basis which bears the sane ratio to the adjusted basis as
t he amount realized bears to the fair market value of the
property.

(d) Basis of property.

(1) Property acquired after March 16, 1912. The basis
for ascertaining the gain derived or the | oss sustained fromthe
sale or other disposition of property, real, personal or m xed,
shall be, in the case of property acquired after March 16, 1912,
the cost of such property, except as otherw se provided in this
subsecti on.

(2) Inventory property. |If the property should have
been included in the last inventory, the basis shall be the | ast
i nventory val ue thereof.

(3) Property acquired by gift. 1In the case of property
acquired by gift after January 1, 1936, the basis shall be the
same as that which it would have in the hands of the donor or the
| ast precedi ng owner by whomit was not acquired by gift. |If the
facts necessary to determ ne such basis are unknown to the donee,
the comm ssioner shall, if possible, obtain such facts from such
donor, or |ast preceding owner, or any other person cogni zant
thereof. |If the comm ssioner finds it inpossible to obtain such
facts, the comm ssioner shall establish a basis for the property
fromthe best information available. |In the case of property

acquired by gift on or before January 1, 1936, the basis for
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ascertaining gain or loss fromthe sale or other disposition
t hereof shall be the fair market price or value of such property
at the time of acquisition.

(4) Property acquired by bequests, devises and
inheritance. |f personal property was acquired by specific
bequest, or if real property was acquired by general or specific
devise or by intestacy, the basis shall be the fair narket val ue
of the property at the tinme of the death of the decedent. |[If the
property was acquired by the decedent's estate fromthe decedent,
the basis in the hands of the estate shall be the fair market
val ue of the property at the tine of the death of the decedent.
In all other cases, if the property was acquired either by wll or
by intestacy, the basis shall be the fair market val ue of the
property at the tinme of the distribution to the taxpayer. 1In the
case of property transferred in trust to pay the incone for life
to or upon the order or direction of the grantor, with the right
reserved to the grantor at all times prior to his death to revoke
the trust, the basis of such property in the hands of the persons
entitled under the terns of the trust instrument to the property
after the grantor's death shall, after such death, be the sanme as
if the trust instrunent had been a will executed on the day of the
grantor's deat h.

(5) Property acquired by a transfer in trust. |If the
property was acquired by a transfer in trust (other than by a
transfer in trust by a bequest or devise), the basis shall be the
sanme as it would be in the hands of the grantor, increased in the
anount of gain, or decreased in the amount of |oss, recognized to
the grantor upon such transfer under this section.

(6) Property acquired in tax-free exchanges. |If the
property was acquired upon an exchange described in subsection
(f), the basis shall be the sane as in the case of the property
exchanged, decreased in the anount of any noney received by the

taxpayer and increased in the anmount of gain or decreased in the
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anount of loss to the taxpayer that was recogni zed upon such
exchange by the terns of this act. |f the property so acquired
consisted in part of the type of property permtted by subsection
(f) to be received without recognition of gain or loss, and in
part of other property, the basis provided in this subsection
shall be allocated between the properties (other than noney)

recei ved, and for the purpose of the allocation there shall be
assigned to such other property an anount equivalent to its fair
mar ket val ue at the date of the exchange.

(7) Property acquired in tax-free distribution. |If the
property consists of stock or securities distributed to a taxpayer
in connection with a transaction described in subsection (f), the
basis in the case of the stock in respect of which the
di stribution was nmade shall be apportioned, under rules and
regul ati ons prescribed by the comm ssioner, between such stock and
the stock or securities distributed.

(8) Property acquired in involuntary conversions. |If
the property was acquired as the result of a conpul sory or
i nvol untary conversion described in subsection (f), the basis
shall be the sane as in the case of property so converted,
decreased in the amobunt of any noney received by the taxpayer
whi ch was not expended in accordance with the provisions of said
subsection determ ning the taxable status of the gain or |oss upon
such conversion, and increased in the anmount of gain or decreased
in the amount of |loss to the taxpayer recogni zed upon such
conver si on.

(9) Property acquired in wash sales. If substantially
identical property was acquired in place of stock or securities
whi ch were sold or disposed of and in respect of which | oss was
not all owed as a deduction under Section 27-7-17(d), the basis in
the case of property so acquired shall be the basis in the case of
the stock or securities so sold or disposed of, except that, if

the repurchase price was in excess of the sales price, such basis
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shal |l be increased in the anbunt of the difference, or if the
repurchase price was |l ess than the sales price, such basis shal
be decreased in the anmount of the difference.
(10) Property acquired before March 16, 1912. The

basis for determning the gain or loss fromthe sale or other
di sposition of property acquired before March 16, 1912, shall be:

(A) The cost of such property (or in the case of
such property as is described in subsection (d)(2) or (4) of this
section the basis as therein provided, or in the case of property
acquired by gift or transfer in trust, the fair market val ue of
such property at the tinme of such acquisition); or

(B) The fair market value of such property as of
March 16, 1912, whichever is greater.

In determning the fair market value of stock in a
corporation as of March 16, 1912, due regard shall be given to the
fair market value of the assets of the corporation as of that
dat e.

(e) Adjustnents to basis.

(1) 1In general. In conputing the anmpbunt of gain or
|l oss fromthe sale or other disposition of property, proper
adj ustnent shall be nade for any expenditure, receipt, |oss or
other item properly chargeable to capital account since the basis
date. The cost or other basis of the property shall also be
di m ni shed by the anpbunt of the deductions for exhaustion, wear
and tear, obsol escence, anortization and depletion, which have
since the acquisition of the property been allowable in respect of
such property whether or not such deductions were clainmed by the
taxpayer or fornerly allowed. 1In the case of stock, the basis
shal |l be di m nished by the anount of distributions previously mde
in respect to such stock, to the extent provided under this
section.

(2) Substituted basis. Wenever it appears that the

basis of the property in the hands of a taxpayer is a substituted
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basis, then the adjustnments provided in subsection (e)(1) shall be
made after first making in respect of such substituted basis
proper adjustnents of a simlar nature in respect of the period
during which the property was held by the transferor, donor or
grantor, or during which the other property was held by the person
for whomthe basis is to be determ ned. The term"substituted
basi s" as used in this subsection neans a basis determ ned under
any provision of this section or under any correspondi ng provi sion
of a prior Inconme Tax Law, providing that the basis shall be
determ ned by reference to the basis in the hands of a transferor,
donor or grantor, or, by reference to other property held at any
time by the person for whomthe basis is to be determ ned.

(f) Recognition of gain or loss -- exceptions.

(1) Exchange solely in kind.

(A) Property held for productive use or
investnment. No gain or loss shall be recognized if property held
for productive use in trade or business or for investnent (not
including stock in trade or other property held primarily for
sal e, nor stocks, bonds, notes, choses in action, certificates of
trust or beneficial interest, or other securities or evidence of
i ndebt edness or interest) is exchanged solely for property of a
like kind to be held either for productive use in trade or
busi ness or for investnent.

(B) Stock for stock in same corporation. No gain
or loss shall be recognized if common stock in a corporation is
exchanged solely for comon stock in the sane corporation, or if
preferred stock in a corporation is exchanged solely for preferred
stock in the sanme corporation

(C© Transfers to corporation controlled by
transferor. No gain or loss shall be recognized if property is
transferred to a corporation by one or nore persons solely in
exchange for stock or securities in such corporation, and if

i mredi ately after the exchange such person or persons are in
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control of the corporation; but in the case of an exchange by two
(2) or nore persons, this subsection shall apply only if the
anmount of the stock and securities received by each is
substantially in proportion to his interest in the property prior
to the exchange.

(D) Stock for stock on reorganization. No gain or
| oss shall be recognized if stock or securities in a corporation,
a party to a reorgani zation, are, in pursuance of the plan of
reorgani zati on, exchanged solely for stock or securities in such
corporation or in another corporation, a party to a
reorgani zati on.

(E) Property for property situated outside the

state. No gain or loss shall be recognized if property owned by a

t axpayer i s exchanged solely for property situated outside the

state with a nonresident of the state, provided the properties are

of equal val ue; however, this subsection (f)(1)(E) shall not apply

to the transfer of the personal residence of a taxpayer or an

exchange of stocks or assets pursuant to a reorgani zation, as

hereinafter provided for in this section.

(2) Gain fromexchanges not solely in kind. If an
exchange woul d be within the provisions of subsection (f)(1) of
this section, if it were not for the fact that the property
recei ved in exchange consists not only of property permtted by
subsection (f)(1) to be received wthout the recognition of gain,
but also of other property or noney, then the gain, if any, to the
reci pient shall be recogni zed, but in an anmount not in excess of
the sum of such noney and the fair market value of such other
property so received.

(3) Loss fromexchanges not solely in kind. |If an
exchange woul d be within the provisions of subsection (f)(1) of
this section, if it were not for the fact that the property
recei ved in exchange consists not only of property permtted by

subsection (f)(1) to be received without the recognition of gain
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or loss but also of other property or noney, then no loss fromthe
exchange shal|l be recogni zed.

(4) Distribution of stock on reorgani zation. |If in
pursuance of a plan of reorganization, there is distributed to a
sharehol der in a corporation, a party to the reorganization, stock
or securities in such corporation or in another corporation, a
party to the reorgani zation, w thout the surrender by such
shar ehol der of stock or securities in such corporation, no gain to
the distributee fromthe recei pt of such stock or securities shal
be recogni zed.

(5) Distribution with effect of taxable dividend. |If a
di stribution nmade in pursuance of a plan of reorganization is
within the provisions of subsection (f)(4) of this section, but
has the effect of the distribution of a taxable dividend, then
there shall be taxed as a dividend to each distributee such an
anount of the gain recognized under subsection (f)(2) as is not in
excess of his ratable share of the undistributed earnings and
profits of the corporation. The remainder, if any, of the gain
recogni zed under subsection (f)(2) shall be taxed as a gain from
t he exchange of property.

(6) Involuntary conversions. |If property, as a result
of its destruction in whole or in part, theft, seizure or
requi sition or condemation, or threat or inmnence thereof, is
conmpul sorily or involuntarily convert ed:

(A) Into property simlar or related in service or
use to the property so converted, no gain shall be recognized, but
| oss shall be recognized;

(B) Into noney, no gain shall be recognized if
such noney is expended, within a period ending two (2) years after
the close of the first taxable year in which any part of the gain
upon the conversion is realized, in the acquisition of other
property simlar or related in service or use to the property so

converted, or in the acquisition of control of a corporation
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owni ng such other property, or in the establishnent of a
repl acenent fund, but |oss shall be recognized. |If any part of
the noney is not so expended, the gain shall be recognized to the
extent of the noney which is not so expended, regardl ess of
whet her such noney is received in one or nore taxable years and
regardl ess of whether or not the noney which is not so expended
constitutes gain. Provided, gain realized on property which is
conpul sorily or involuntarily converted for public use under Title
I'l, Chapter 27, M ssissippi Code of 1972, or any federal |aw
relating to the involuntary conversion of property for public use
shall not be recognized. Provided further, that gain realized on
property which is voluntarily converted for public use shall not
be recognized after it becones evident that em nent donain
proceedi ngs are probable.
The provisions of this subsection relating to the

nonrecogni tion of gain, including the exception provided in
subpar agraph (B), shall apply only to an owner of the converted
property who has held title to such property for a period at | east
three (3) years prior to the date of the disposition of the
converted property, provided that an owner who acquired such
property by bequest, devise, gift or inheritance shall be excl uded
fromthis limtation, if the preceding ower acquired title to
such property at least three (3) years prior to the date of
di sposition.

(7) Property exchanged treated as equi val ent of cash.
When property other than property specified in subsection
(f)(1)(A) of this section is exchanged for other property, the
property received in exchange shall, for the purpose of
determning gain or loss, be treated as the equival ent of cash to
the amount of its fair market val ue.

(8) Distribution of assets of corporation. The

distribution to the taxpayer of the assets of a corporation shal
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be treated as a sale of the stock or securities of the corporation
owned by him and the gain or |oss shall be conputed accordingly.

(9) Oganization of a corporation. |In the case of the
organi zati on of a corporation, the stock and securities received
shal |l be considered to take the place of property transferred
therefor, and no gain or loss shall be deened to arise therefrom

(10) Sales of certain interests in financial
institutions domciled in M ssissippi, donestic corporations,
donestic limted partnerships or donmestic limted liability
conpanies. No gain shall be recognized fromthe sal e of
aut hori zed shares in financial institutions domciled in
M ssi ssi ppi and donestic corporations, or partnership interests in
donestic limted partnerships and donestic limted liability
conpani es, that have been held for nore than one (1) year;
however, any gain that would ot herwi se be excluded by this
provi sion shall first be applied against, and reduced by, any
| osses determ ned fromsales or transactions described by this
provision if the |losses were incurred in the year of the gain or
within the two (2) years preceding or subsequent to the gain.

(g) Reorganization defined. The term "reorgani zation"
neans:

(1) A statutory nerger or consolidation;

(2) The acquisition by one (1) 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 stock of
anot her corporation if, inmediately after the acquisition, the
acquiring corporation has control of such other corporation, or of
substantially all the properties of another corporation;

(3) Atransfer 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

persons who were sharehol ders imedi ately before the transfer), or
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any conbination thereof, is in control of the corporation to which
t he assets are transferred;

(4) A recapitalization; or

(5) A nere change in identity, formor place of
organi zati on, however effected.

(h) Party to a reorganization defined. The term"a party to
a reorgani zation" includes a corporation resulting froma
reorgani zati on and i ncludes both corporations in the case of an
acquisition by one (1) corporation of at least a nmgjority of the
voting stock and at least a majority of the total nunber of shares
of all other classes of stock of another corporation.

(i) Control defined. As used in this section, the term
"control" neans the ownership of at |east eighty percent (80% of
the voting stock and at |east eighty percent (80% of the total
nunber of shares of all other classes of stock of the corporation.

(j) Special rules.

(1) Liquidation of subsidiaries. A transfer to a
parent corporation fromits subsidiary of property distributed in
conplete liquidation of the subsidiary shall result in no
recogni zed gain or loss if the basis of the property in the hands
of the parent corporation is the sane as it was in the hands of
t he subsidiary.

(2) Gain or loss on sales or exchanges in connection
with certain |liquidations. Corporations adopting a plan of
conplete liquidation under the provisions of the Internal Revenue
Code shall recognize the gain or loss fromthe sale or exchange of
property by the corporation under said plan. The total gain or
loss fromthe liquidating distributions shall be recognized by the
shar ehol ders; however, a credit for the tax paid by the
I'iquidating corporation on the gain fromthe sale or exchange of
property under the plan of liquidation will be allowed to the
extent of any tax liability to the shareholders. The corporation

shall provide to the State Tax Comm ssion a |list of al
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sharehol ders wth their percentage of ownership, distribution, tax
credit allowed and any other information requested.

(3) Distribution of stock and securities of a
controlled corporation. No gain shall be recognized on a
distribution to a stockhol der of a corporation if such gain would
not be recogni zed to such stockhol der for federal incone tax
pur poses under the provisions of Section 355 of the federal
I nt ernal Revenue Code.

(4) Notw thstanding the other provisions of this
section, a corporation or other entity that is involved in
restructuring, reorgani zing, distributing assets or profits, or
changi ng ownership that results in an adjustnment to its asset
basis is required to report a gain in the year such transaction
occurs on any such transaction when the transaction involves
assets owned or used in this state, or otherw se represents assets
owned or used in this state. |If a transfer of income or a change
in asset valuation occurs on the tax records of the taxpayer, such
transaction shall result in taxation to this state to the extent
of the transfer of incone or change in asset val uation.

(5 If a corporation or other entity makes an I nternal
Revenue Code Section 338 election, or other simlar election under
whi ch the aggregate basis in assets are increased on the tax
records of the taxpayer, then a simlar election nust al so be made
for M ssissippi purposes, but the gain nmust be recogni zed by the
corporation in which the increase in basis of the assets occurs.
The corporation or other entity is allowed to increase its basis
by the anmount of gain recognized. An aggregate wite-down of
assets is not allowed. The parent corporation shall recognize the
gain on the disposition of its stock.

(6) For state tax purposes, a corporation or other
legal entity is considered separate fromits sharehol ders,
affiliated corporations or other entities. |If a corporation or

other legal entity enters into any transaction that is for the
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benefit of its shareholders or for the benefit of an affiliated
corporation w thout an equal nutual business benefit of the
corporation, then, the transaction wll be adjusted or elimnated
to arrive at taxable income to this state. All transactions
entered into by a corporation nust be at "arnms-length." If
requested by the conm ssioner, the taxpayer nust be able to
substantiate that the transaction occurred at "arns-length." |If
not, the transaction nmay be adjusted to the satisfaction of the
comm ssioner. |In determning whether the transaction occurred at
arnms-| ength, the conmm ssioner shall consider the foll ow ng:

(A) Wether the transaction is in conpliance with
the federal regulations promul gated under Internal Revenue Code
Section 482;

(B) Whether the transaction was done for a valid
busi ness purpose;

(© \Wether the incone being shifted by the
transaction is subject to a tax in another state;

(D) Whether the transaction is consistent with the
results that woul d have been realized if uncontrolled taxpayers
had engaged in the sanme transaction under the sane circunstances;
and

(E) O her factors which support the conclusion
that income is being shifted to avoid the tax inposed by this
chapter.

(k) Sale or exchange of residence.

(1) Loss on sale or exchange of residence. Loss from
the sale or exchange of property used by the taxpayer as his
princi pal residence is not recognized and cannot be deduct ed.

(2) Nonrecognition of gain. Gain shall be conmputed in
accordance with the provisions of the Internal Revenue Code,
rules, regulations and revenue procedures relating to the sale or
exchange of a personal residence not in direct conflict with the

provi sions of the M ssissippi |Inconme Tax Law.
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(3) Gain on the sale or exchange of residence. A
recogni zabl e gain on the sale or exchange of a personal residence
shall be included in gross inconme and treated as ordinary incone.

(I') Distributions by corporations.

(1) Distributions of the property of a corporation,
including partial and conplete |iquidations, shall be recognized
by the distributing corporation and the gain or |oss shall be
conputed on the difference of the fair market val ue of the assets
distributed and their basis. The total gain or loss fromthe
distributions to the sharehol ders shall be recognized by the
shar ehol ders subject to subsections (f)(8) and (j)(1); however, a
credit for the tax paid by the distributing corporation on the
gain fromthe sale or exchange of property under the plan of
distribution wll be allowed to the extent of any liability to the
sharehol ders. The corporation shall provide to the State Tax
Comm ssion a list of all shareholders with their percentage of
ownership, distribution, tax credit allowed and any ot her
i nformati on request ed.

(2) Source of distributions. For the purposes of this
act, every distribution is made out of earnings or profits to the
extent thereof, and fromthe nost recently accunul at ed earni ngs
and profits. Any earnings or profit accunul ated, or increase in
val ue of property acquired, before March 16, 1912, may be
distributed exenpt fromtax (after the earnings and profits
accunul ated after March 16, 1912, have been distributed), but any
such tax-free distribution shall be applied agai nst and reduce the
basis of the stock provided in subsection (d).

(3) Distributions in liquidation. Anounts distributed
in conplete liquidation of a corporation shall be treated as in
full paynent in exchange for the stock, and anmounts distributed in
partial liquidation of a corporation shall be treated as in part
or full paynment in exchange for the stock. The gain or loss to

the distributee resulting fromsuch exchange shall be determ ned
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under subsection (a), but shall be recognized only to the extent
provided in subsection (f). |In the case of amobunts distributed in
partial liquidation, the part of such distribution which is
property chargeable to capital account shall not be considered a
distribution of earnings or profits within the neaning of
paragraph (2) of this subsection for the purpose of determ ning
the taxability of subsequent distributions by the corporations.

(4) OQher distributions. |[If any distribution (not in
partial or conplete liquidation) made by a corporation to its
sharehol ders, is not out of increase in value of property accrued
before March 16, 1912, and is not out of earnings or profits, then
t he amount of such distribution shall be applied agai nst and
reduce the basis of the stock provided in subsection (d), and if
in excess of such basis, such excess shall be taxable in the sane
manner as a gain fromthe sale or exchange of property.

(5) Stock dividends. A stock dividend shall not be
subj ect to tax.

(6) Cancellation or redenption of stock. If a
corporation cancels or redeens its stock (whether or not such
stock was issued as a stock dividend) at such tinme and in such
manner as to make the distribution and cancellation or redenption
in whole or in part essentially equivalent to the distribution of
a taxabl e dividend, the anount so distributed in redenption or
cancel lation of the stock, to the extent that it represents a
distribution of earnings or profits accunul ated after March 16,
1912, shall be treated as a taxable dividend.

(7) "Amounts distributed in partial Iiquidation”
defined. As used in this subsection, the term "anounts
distributed in partial |iquidation"” neans distribution by a
corporation in conplete cancellation or redenption of a part of
its stock, or one of a series of distributions in conplete

cancel l ation or redenption of all or a portion of its stock.
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(8) Distributions of stock pursuant to order enforcing
the Antitrust Laws. Any distribution of stock which is nmade
pursuant to the order of any court enforcing the Antitrust Laws of
the United States, or of any state, shall be a distribution which
is not out of earnings and profits of the distributing
corporation, but the value of the stock so distributed shall be
appl i ed agai nst and reduce the basis of the stock of the
di stributing corporation provided in subsection (d), and if in
excess of such basis, such excess shall be taxable in the sane
manner as a gain fromthe sale or exchange of property.

SECTION 2. This act shall take effect and be in force from

and after January 1, 2007.
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