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1509; Oct. 4, 1976, Pub. L. 94–455, title XIX, 
§ 1906(b)(13)(A), 90 Stat. 1834, related to definitions for 
this part. 

SAVINGS PROVISION 

For provisions that nothing in repeal by Pub. L. 
101–508 be construed to affect treatment of certain 
transactions occurring, property acquired, or items of 
income, loss, deduction, or credit taken into account 
prior to Nov. 5, 1990, for purposes of determining liabil-
ity for tax for periods ending after Nov. 5, 1990, see sec-
tion 11821(b) of Pub. L. 101–508, set out as a note under 
section 45K of this title. 

[PART IX—REPEALED] 

[§ 1111. Repealed. Pub. L. 94–455, title XIX, 
§ 1901(a)(134), Oct. 4, 1976, 90 Stat. 1786] 

Section, added Pub. L. 87–403, § 1(a), Feb. 2, 1962, 76 
Stat. 4, related to distribution of stock pursuant to 
order enforcing antitrust laws. 

Subchapter P—Capital Gains and Losses 

Part 

I. Treatment of capital gains. 
II. Treatment of capital losses. 
III. General rules for determining capital gains 

and losses. 
IV. Special rules for determining capital gains 

and losses. 
V. Special rules for bonds and other debt instru-

ments. 
VI. Treatment of certain passive foreign invest-

ment companies. 

AMENDMENTS 

1986—Pub. L. 99–514, title XII, § 1235(g), Oct. 22, 1986, 
100 Stat. 2576, added item for part VI. 

1984—Pub. L. 98–369, div. A, title I, § 42(b)(1), July 18, 
1984, 98 Stat. 557, added item for part V. 

PART I—TREATMENT OF CAPITAL GAINS 

Sec. 

1201. Alternative tax for corporations. 
1202. Partial exclusion for gain from certain small 

business stock. 

AMENDMENTS 

2000—Pub. L. 106–554, § 1(a)(7) [title I, § 117(b)(3)], Dec. 
21, 2000, 114 Stat. 2763, 2763A–604, substituted ‘‘Partial’’ 
for ‘‘50-percent’’ in item 1202. 

1993—Pub. L. 103–66, title XIII, § 13113(d)(6), Aug. 10, 
1993, 107 Stat. 430, added item 1202. 

1986—Pub. L. 99–514, title III, § 301(b)(13), Oct. 22, 1986, 
100 Stat. 2218, struck out item 1202 ‘‘Deduction for cap-
ital gains’’. 

1978—Pub. L. 95–600, title IV, § 401(b)(6), Nov. 6, 1978, 92 
Stat. 2867, substituted ‘‘Alternative tax for corpora-
tions’’ for ‘‘Alternative tax’’ in item 1201. 

§ 1201. Alternative tax for corporations 

(a) General rule 

If for any taxable year a corporation has a net 
capital gain and any rate of tax imposed by sec-
tion 11, 511, or 831(a) or (b) (whichever is applica-
ble) exceeds 35 percent (determined without re-
gard to the last 2 sentences of section 11(b)(1)), 
then, in lieu of any such tax, there is hereby im-
posed a tax (if such tax is less than the tax im-
posed by such sections) which shall consist of 
the sum of— 

(1) a tax computed on the taxable income re-
duced by the amount of the net capital gain, 
at the rates and in the manner as if this sub-
section had not been enacted, plus 

(2) a tax of 35 percent of the net capital gain 
(or, if less, taxable income). 

(b) Special rate for qualified timber gains 

(1) In general 

If, for any taxable year ending after the date 
of the enactment of the Food, Conservation, 
and Energy Act of 2008 and beginning on or be-
fore the date which is 1 year after such date, 
a corporation has both a net capital gain and 
qualified timber gain— 

(A) subsection (a) shall apply to such cor-
poration for the taxable year without regard 
to whether the applicable tax rate exceeds 35 
percent, and 

(B) the tax computed under subsection 
(a)(2) shall be equal to the sum of— 

(i) 15 percent of the least of— 
(I) qualified timber gain, 
(II) net capital gain, or 
(III) taxable income, plus 

(ii) 35 percent of the excess (if any) of 
taxable income over the sum of the 
amounts for which a tax was determined 
under subsection (a)(1) and clause (i). 

(2) Qualified timber gain 

For purposes of this section, the term 
‘‘qualified timber gain’’ means, with respect to 
any taxpayer for any taxable year, the excess 
(if any) of— 

(A) the sum of the taxpayer’s gains de-
scribed in subsections (a) and (b) of section 
631 for such year, over 

(B) the sum of the taxpayer’s losses de-
scribed in such subsections for such year. 

For purposes of subparagraphs (A) and (B), 
only timber held more than 15 years shall be 
taken into account. 

(3) Computation for taxable years in which 
rate first applies or ends 

In the case of any taxable year which in-
cludes either of the dates set forth in para-
graph (1), the qualified timber gain for such 
year shall not exceed the qualified timber gain 
properly taken into account for— 

(A) in the case of the taxable year includ-
ing the date of the enactment of the Food, 
Conservation, and Energy Act of 2008, the 
portion of the year after such date, and 

(B) in the case of the taxable year includ-
ing the date which is 1 year after such date 
of enactment, the portion of the year on or 
before such later date. 

(c) Cross references 

For computation of the alternative tax— 
(1) in the case of life insurance companies, see 

section 801(a)(2), 
(2) in the case of regulated investment compa-

nies and their shareholders, see section 
852(b)(3)(A) and (D), and 

(3) in the case of real estate investment trusts, 
see section 857(b)(3)(A). 

(Aug. 16, 1954, ch. 736, 68A Stat. 320; Mar. 13, 1956, 
ch. 83, § 5(7), 70 Stat. 49; Pub. L. 86–69, § 3(f)(2), 
June 25, 1959, 73 Stat. 140; Pub. L. 87–834, § 8(g)(3), 
Oct. 16, 1962, 76 Stat. 999; Pub. L. 91–172, title V, 
§ 511(b), Dec. 30, 1969, 83 Stat. 635; Pub. L. 94–455, 
title XIX, § 1901(a)(135), (b)(33)(L), Oct. 4, 1976, 90 
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Stat. 1786, 1801; Pub. L. 95–600, title IV, §§ 401(a), 
403(a), (b), Nov. 6, 1978, 92 Stat. 2866, 2868; Pub. L. 
96–222, title I, § 104(a)(2)(B), (3)(A), Apr. 1, 1980, 94 
Stat. 214, 215; Pub. L. 98–369, div. A, title II, 
§ 211(b)(16), July 18, 1984, 98 Stat. 756; Pub. L. 
99–514, title III, § 311(a), title X, § 1024(c)(14), Oct. 
22, 1986, 100 Stat. 2219, 2408; Pub. L. 100–647, title 
I, § 1003(c)(1), title II, § 2004(l), Nov. 10, 1988, 102 
Stat. 3384, 3606; Pub. L. 103–66, title XIII, 
§ 13221(c)(2), Aug. 10, 1993, 107 Stat. 477; Pub. L. 
104–188, title I, § 1703(f), Aug. 20, 1996, 110 Stat. 
1876; Pub. L. 105–34, title III, § 314(a), Aug. 5, 1997, 
111 Stat. 842; Pub. L. 110–234, title XV, § 15311(a), 
May 22, 2008, 122 Stat. 1502; Pub. L. 110–246, § 4(a), 
title XV, § 15311(a), June 18, 2008, 122 Stat. 1664, 
2264.) 

REFERENCES IN TEXT 

The date of the enactment of the Food, Conservation, 
and Energy Act of 2008, referred to in subsec. (b)(1), (3), 
is the date of enactment of Pub. L. 110–246, which was 
approved June 18, 2008. 

CODIFICATION 

Pub. L. 110–234 and Pub. L. 110–246 made identical 
amendments to this section. The amendments by Pub. 
L. 110–234 were repealed by section 4(a) of Pub. L. 
110–246. 

AMENDMENTS 

2008—Subsecs. (b), (c). Pub. L. 110–246 added subsec. 
(b) and redesignated former subsec. (b) as (c). 

1997—Subsec. (a)(2). Pub. L. 105–34 inserted ‘‘(or, if 
less, taxable income)’’ after ‘‘capital gain’’. 

1996—Subsec. (a). Pub. L. 104–188 substituted ‘‘last 2 
sentences’’ for ‘‘last sentence’’. 

1993—Subsec. (a). Pub. L. 103–66 substituted ‘‘35 per-
cent’’ for ‘‘34 percent’’ in introductory provisions and 
in par. (2). 

1988—Subsec. (a). Pub. L. 100–647, § 2004(l), substituted 
‘‘section 11(b)(1)’’ for ‘‘section 11(b)’’. 

Pub. L. 100–647, § 1003(c)(1), substituted ‘‘section 831(a) 
or (b)’’ for ‘‘section 831(a)’’. 

1986—Subsec. (a). Pub. L. 99–514, § 1024(c)(14), which di-
rected the amendment of subsec. (a) by substituting 
‘‘831(a) or (b)’’ for ‘‘821(a) or (c) and 831(a)’’ could not be 
executed in view of amendment by section 311(a) of 
Pub. L. 99–514. 

Pub. L. 99–514, § 311(a), amended subsec. (a) generally. 
Prior to amendment, subsec. (a), corporations, read as 
follows: ‘‘If for any taxable year a corporation has a net 
capital gain, then, in lieu of the tax imposed by sec-
tions 11, 511, 821(a) or (c) and 831(a), there is hereby im-
posed a tax (if such tax is less than the tax imposed by 
such sections) which shall consist of the sum of— 

‘‘(1) a tax computed on the taxable income reduced 
by the amount of the net capital gain, at the rates 
and in the manner as if this subsection had not been 
enacted, plus 

‘‘(2) a tax of 28 percent of the net capital gain.’’ 
Subsec. (b). Pub. L. 99–514, § 311(a), amended subsec. 

(b) generally, substituting a comma for the semicolon 
at end of par. (1) and after ‘‘852(b)(3)(A) and (D)’’ in par. 
(2). 

Subsec. (c). Pub. L. 99–514, § 311(a), in amending sec-
tion generally, struck out subsec. (c), transitional rule, 
which read as follows: ‘‘If for any taxable year ending 
after December 31, 1978, and beginning before January 
1, 1980, a corporation has a net capital gain, then sub-
section (a) shall be applied by substituting for the lan-
guage of paragraph (2) the following: 

‘‘(2)(A) a tax of 28 percent of the lesser of— 
‘‘(i) the net capital gain for the taxable year, or 
‘‘(ii) the net capital gain taking into account only 

gain or loss properly taken into account for the 
portion of the taxable year after December 31, 1978, 
plus 

‘‘(B) a tax of 30 percent of the excess of— 
‘‘(i) the net capital gains for the taxable year, 

over 
‘‘(ii) the amount of net capital gain taken into ac-

count under subparagraph (A).’’ 
1984—Subsec. (b)(1). Pub. L. 98–369 substituted ‘‘sec-

tion 801(a)(2)’’ for ‘‘section 802(a)(2)’’. 
1980—Subsec. (b). Pub. L. 96–222, § 104(a)(2)(B)(i), sub-

stituted in subsec. (b), as subsec. (b) was in effect for 
taxable years beginning before Jan. 1, 1979, and prior to 
its repeal by Pub. L. 95–600 (see 1978 Amendment note 
below), ‘‘the excess of the net capital gain over the de-
duction under section 1202’’ for ‘‘50 percent of the net 
capital gain’’. 

Subsec. (c). Pub. L. 96–222, § 104(a)(3)(A), substituted 
in heading ‘‘Transitional rule’’ for ‘‘Taxable years 
which include January 1, 1979’’, in provisions preceding 
par. (2) ‘‘If for any taxable year ending after December 
31, 1978, and beginning before January 1, 1980’’ for ‘‘If 
for any taxable year beginning before January 1, 1979, 
and ending after December 31, 1978’’, and in par. 
(2)(A)(ii) ‘‘gain or loss properly taken into account for 
the portion of the taxable year’’ for ‘‘sales and ex-
changes’’. 

Pub. L. 96–222, § 104(a)(2)(B)(ii), substituted in subsec. 
(c), as subsec. (c) was in effect for taxable years begin-
ning before Jan. 1, 1979, and prior to its repeal by Pub. 
L. 95–600 (see 1978 Amendment note below), ‘‘the excess 
of the net capital gain over the deduction under section 
1202’’ for ‘‘50 percent of the net capital gain’’, redesig-
nated cls. (A) and (B) as pars. (1) and (2), respectively, 
and in par. (2) as so redesignated, substituted ‘‘deter-
mined by multiplying the sum referred to in subsection 
(b)(2)(A) by a fraction’’ for ‘‘equal to 50 percent of the 
sum referred to in subsection (b)(2)(A)’’ and added sub-
pars. (A) and (B). 

1978—Pub. L. 95–600, § 401(a)(3), inserted ‘‘for corpora-
tions’’ after ‘‘tax’’ in section catchline. 

Subsec. (a)(2). Pub. L. 95–600, § 403(a), substituted ‘‘28 
percent’’ for ‘‘30 percent’’. 

Subsec. (b). Pub. L. 95–600, § 401(a)(1), (2), redesignated 
subsec. (d) as (b). Former subsec. (b), relating to impo-
sition of the alternative tax on other taxpayers, was 
struck out. See 1980 Amendment note above. 

Subsec. (c). Pub. L. 95–600, §§ 401(a)(1), 403(b), added 
subsec. (c). Former subsec. (c), which related to com-
putation of the alternative tax where the capital gain 
exceeds $50,000, was struck out. See 1980 Amendment 
note above. 

Subsec. (d). Pub. L. 95–600, § 401(a)(2), redesignated 
subsec. (d) as (b). 

1976—Subsec. (a). Pub. L. 94–455, § 1901(a)(135)(A), sub-
stituted ‘‘net capital gain’’ for ‘‘net section 1201 gain’’ 
in three places, incorporated existing text in provisions 
designated par. (1), struck out prior par. (1) provision 
adding to the tax in the case of a taxable year begin-
ning before Jan. 1, 1975— 

(A) a tax of 25 percent of the lesser of— 
(i) the amount of the subsec. (d) gain, or 
(ii) the amount of the net section 1201 gain, and 

(B) a tax of 30 percent (28 percent in the case of a 
taxable year beginning after Dec. 31, 1969, and before 
Jan. 1, 1971) of the excess (if any) of the net section 
1201 gain over the subsec. (d) gain, and struck out 
from par. (2) introductory text ‘‘in the case of a tax-
able year beginning after December 31, 1974,’’. 
Subsec. (b). Pub. L. 94–455, § 1901(b)(33)(L), substituted 

‘‘net capital gain’’ for ‘‘net section 1201 gain’’ in intro-
ductory text and in par. (1). 

Subsec. (b)(2)(A). Pub. L. 94–455, § 1901(a)(135)(C)(ii), 
substituted ‘‘the sum of the long-term capital gains for 
the taxable year, but not to exceed $50,000 ($25,000 in 
the case of a married individual filing a separate re-
turn)’’ for ‘‘the amount of the subsection (d) gain’’. 

Subsec. (b)(2)(B). Pub. L. 94–455, § 1901(b)(33)(L), sub-
stituted ‘‘net capital gain’’ for ‘‘net section 1201 gain’’. 

Subsec. (b)(3). Pub. L. 94–455, § 1901(a)(135)(C)(iii), 
(b)(33)(L), substituted ‘‘the sum referred to in subpara-
graph (A)’’ for ‘‘the amount of the subsection (d) gain’’ 
and ‘‘net capital gain’’ for ‘‘net section 1201 gain’’. 
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Subsec. (c). Pub. L. 94–455, § 1901(a)(135)(B), sub-
stituted in heading ‘‘where capital gain exceeds $50,000’’ 
for ‘‘on capital gain in excess of subsection (d) gain’’, 
struck out par. (1) designation, substituted ‘‘net capital 
gain’’ for ‘‘net section 1201 gain’’ and ‘‘50 percent of the 
sum referred to in subsection (b)(2)(A)’’ for ‘‘50 percent 
of the subsection (d) gain’’, and struck out par. (2) limi-
tation that the tax computed for purposes of subsec. (b) 
shall not exceed an amount equal to the following per-
centage of the excess of the net section 1201 gain over 
the subsec. (d) gain: 

(A) 291⁄2 percent, in the case of a taxable year begin-
ning after Dec. 31, 1969, and before Jan. 1, 1971, or 

(B) 321⁄2 percent, in the case of a taxable year begin-
ning after Dec. 31, 1971, and before Jan. 1, 1972. 
Subsecs. (d), (e). Pub. L. 94–455, § 1901(a)(135)(C)(i), re-

designated subsec. (e) as (d) and struck out existing 
subsec. (d) defining ‘‘subsection (d) gain’’. 

1969—Subsec. (a). Pub. L. 91–172 substituted reference 
to net section 1201 gain for reference to the excess of 
the net long-term capital gain of a corporation over the 
net short-term capital loss, substituted ‘‘a tax com-
puted on the taxable income reduced by the amount of 
the net section 1201 gain’’ for ‘‘a partial tax computed 
on the taxable income reduced by the taxable income 
reduced by the amount of such excess,’’ struck out ref-
erence to tax of an amount equal to 25 percent of excess 
or in the case of a taxable year beginning before Apr. 
1, 1954 an amount equal to 26 percent of such excess 
without regard to section 21 of this title, and inserted, 
in the case of a taxable year beginning Jan. 1, 1975, a 
tax of 25 percent of the lesser of the amount of the sub-
sec. (d) gain, or the amount of the net section 1201 gain, 
and a tax of 30 percent (28 percent in the case of a tax-
able year beginning after Dec. 31, 1969 and before Jan. 
1, 1971) of the excess (if any) of the net section 1201 gain 
over the subsec. (d) gain, and in case of a taxable year 
beginning after Dec. 31, 1974, a tax of 30 percent of the 
net section 1201 gain. 

Subsec. (b). Pub. L. 91–172 substituted reference to 
net section 1201 gain for reference to the excess of the 
net long-term capital gain over the net short-term cap-
ital loss, substituted ‘‘a tax computed on the taxable 
income reduced by an amount equal to 50 percent of the 
net section 1201 gain’’ for ‘‘a partial tax computed on 
the taxable income reduced by an amount equal to 50 
percent of such excess,’’ struck out reference to tax of 
an amount equal to 25 percent of the excess of the net 
long-term capital gain over the net short-term capital 
loss, and inserted reference to a tax of 25 percent of the 
lesser of the amount of the subsec. (d) gain, or the 
amount of the net section 1201 gain, and if the amount 
of the net section 1201 gain exceeds the amount of the 
subsec. (d) gain, a tax computed as provided in subsec. 
(c) on such excess. 

Subsec. (c). Pub. L. 91–172 added subsec. (c). Former 
subsec. (c) redesignated (e)(1). 

Subsec (d). Pub. L. 91–172 added subsec. (d). 
Subsec. (e). Pub. L. 91–172 redesignated former subsec. 

(c) as par. (1) and added pars. (2) and (3). 
1962—Subsec. (a). Pub. L. 87–834 substituted ‘‘section 

821(a) or (c)’’ for section 821(a)(1) or (b)’’. 
1959—Subsec. (a). Pub. L. 86–69 struck out reference to 

section 802(a). 
Subsec. (c). Pub. L. 86–69 added subsec. (c). 
1956—Subsec. (a). Act Mar. 13, 1956, inserted reference 

to section 802(a). 

EFFECTIVE DATE OF 2008 AMENDMENT 

Amendment of this section and repeal of Pub. L. 
110–234 by Pub. L. 110–246 effective May 22, 2008, the 
date of enactment of Pub. L. 110–234, except as other-
wise provided, see section 4 of Pub. L. 110–246, set out 
as an Effective Date note under section 8701 of Title 7, 
Agriculture. 

Amendment by section 15311(a) of Pub. L. 110–246 ap-
plicable to taxable years ending after June 18, 2008, see 
section 15311(d) of Pub. L. 110–246, set out as a note 
under section 55 of this title. 

EFFECTIVE DATE OF 1997 AMENDMENT 

Pub. L. 105–34, title III, § 314(b), Aug. 5, 1997, 111 Stat. 
843, provided that: ‘‘The amendment made by this sec-
tion [amending this section] shall apply to taxable 
years ending after December 31, 1997.’’ 

EFFECTIVE DATE OF 1996 AMENDMENT 

Amendment by Pub. L. 104–188 effective as if included 
in the provision of the Revenue Reconciliation Act of 
1993, Pub. L. 103–66, §§ 13001–13444, to which such amend-
ment relates, see section 1703(o) of Pub. L. 104–188, set 
out as a note under section 39 of this title. 

EFFECTIVE DATE OF 1993 AMENDMENT 

Amendment by Pub. L. 103–66 applicable to taxable 
years beginning on or after Jan. 1, 1993, see section 
13221(d) of Pub. L. 103–66, set out as a note under sec-
tion 11 of this title. 

EFFECTIVE DATE OF 1988 AMENDMENT 

Amendment by section 1003(c)(1) of Pub. L. 100–647 ef-
fective, except as otherwise provided, as if included in 
the provision of the Tax Reform Act of 1986, Pub. L. 
99–514, to which such amendment relates, see section 
1019(a) of Pub. L. 100–647, set out as a note under sec-
tion 1 of this title. 

Amendment by section 2004(l) of Pub. L. 100–647 effec-
tive, except as otherwise provided, as if included in the 
provisions of the Revenue Act of 1987, Pub. L. 100–203, 
title X, to which such amendment relates, see section 
2004(u) of Pub. L. 100–647, set out as a note under sec-
tion 56 of this title. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Pub. L. 99–514, title III, § 311(c), Oct. 22, 1986, 100 Stat. 
2219, as amended by Pub. L. 100–647, title I, § 1003(c)(2), 
Nov. 10, 1988, 102 Stat. 3384, provided that: ‘‘The amend-
ments made by subsections (a) and (b) [amending this 
section and sections 593, 631, 852, and 1445 of this title] 
shall apply to taxable years beginning after December 
31, 1986; except that the amendment made by sub-
section (b)(4) [amending section 1445 of this title] shall 
apply to payments made after December 31, 1986.’’ 

Amendment by section 1024 of Pub. L. 99–514 applica-
ble to taxable years beginning after Dec. 31, 1986, see 
section 1024(e) of Pub. L. 99–514, set out as a note under 
section 831 of this title. 

EFFECTIVE DATE OF 1984 AMENDMENT 

Amendment by Pub. L. 98–369 applicable to taxable 
years beginning after Dec. 31, 1983, see section 215 of 
Pub. L. 98–369, set out as an Effective Date note under 
section 801 of this title. 

EFFECTIVE DATE OF 1980 AMENDMENT 

Amendment by section 104(a)(3)(A) of Pub. L. 96–222 
effective, except as otherwise provided, as if it had been 
included in the provisions of the Revenue Act of 1978, 
Pub. L. 95–600, to which such amendment relates, see 
section 201 of Pub. L. 96–222, set out as a note under sec-
tion 32 of this title. 

Pub. L. 96–222, title I, § 104(b)(1), Apr. 1, 1980, 94 Stat. 
218, provided that: ‘‘The amendments made by sub-
section (a)(2)(B) [amending this section] shall apply to 
taxable years beginning in 1978.’’ 

EFFECTIVE DATE OF 1978 AMENDMENT 

Pub. L. 95–600, title IV, § 401(c), Nov. 6, 1978, 92 Stat. 
2867, provided that: ‘‘The amendments made by this 
section [amending this section and sections 3, 5, 871, 
911, and 1304 of this title] shall apply to taxable years 
beginning after December 31, 1978.’’ 

Pub. L. 95–600, title IV, § 403(d)(1), Nov. 6, 1978, 92 Stat. 
2869, provided that: ‘‘The amendments made by sub-
sections (a) and (b) [amending this section] shall apply 
to taxable years ending after December 31, 1978.’’ 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by Pub. L. 94–455 applicable with respect 
to taxable years beginning after Dec. 31, 1976, see sec-
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tion 1901(d) of Pub. L. 94–455, set out as a note under 
section 2 of this title. 

EFFECTIVE DATE OF 1969 AMENDMENT 

Pub. L. 91–172, title V, § 511(d), Dec. 30, 1969, 83 Stat. 
638, provided that: ‘‘The amendments made by this sec-
tion [amending this section and sections 802, 852, 857, 
and 1378 of this title] shall apply to taxable years be-
ginning after December 31, 1969.’’ 

EFFECTIVE DATE OF 1962 AMENDMENT 

Amendment by Pub. L. 87–834 applicable with respect 
to taxable years beginning after Dec. 31, 1962, see sec-
tion 8(h) of Pub. L. 87–834, set out as a note under sec-
tion 501 of this title. 

EFFECTIVE DATE OF 1959 AMENDMENT 

Amendment by Pub. L. 86–69 applicable only with re-
spect to taxable years beginning after Dec. 31, 1957, see 
section 4 of Pub. L. 86–69, set out as a note under sec-
tion 381 of this title. 

EFFECTIVE DATE OF 1956 AMENDMENT 

Amendment by act Mar. 13, 1956, applicable only to 
taxable years beginning after Dec. 31, 1954, see section 
6 of act Mar. 13, 1956, set out as a note under section 316 
of this title. 

TRANSITIONAL RULES 

Pub. L. 99–514, title III, § 311(d)(1), Oct. 22, 1986, 100 
Stat. 2219, provided that: 

‘‘(1) TAXABLE YEARS WHICH BEGIN IN 1986 AND END IN 
1987.—In the case of any taxable year which begins be-
fore January 1, 1987, and ends on or after such date, 
paragraph (2) of section 1201(a) of the Internal Revenue 
Code of 1954 [now 1986], as in effect on the date before 
the date of enactment of this Act [Oct. 22, 1986], shall 
be applied as if it read as follows: 

‘‘ ‘(2) the sum of— 
‘‘ ‘(A) 28 percent of the lesser of— 

‘‘ ‘(i) the net capital gain determined by taking 
into account only gain or loss which is properly 
taken into account for the portion of the taxable 
year before January 1, 1987, or 

‘‘ ‘(ii) the net capital gain for the taxable year, 
and 
‘‘ ‘(B) 34 percent of the excess (if any) of— 

‘‘ ‘(i) the net capital gain for the taxable year, 
over 

‘‘ ‘(ii) the amount of the net capital gain taken 
into account under subparagraph (A).’ ’’ 

RATE ON NET CAPITAL GAIN FOR PORTION OF 1981; 
20-PERCENT MAXIMUM

Pub. L. 97–34, title I, § 102, Aug. 13, 1981, 95 Stat. 186, 
as amended by Pub. L. 97–448, title I, § 101(aa), Jan. 12, 
1983, 96 Stat. 2366; Pub. L. 99–514, § 2, Oct. 22, 1986, 100 
Stat. 2095, provided that: 

‘‘(a) IN GENERAL.—If for any taxable year ending after 
June 9, 1981, and beginning before January 1, 1982, a 
taxpayer other than a corporation has qualified net 
capital gain, then the tax imposed under section 1 of 
the Internal Revenue Code of 1986 [formerly I.R.C. 1954] 
for such taxable year shall be equal to the lesser of— 

‘‘(1) the tax imposed under such section determined 
without regard to this subsection, or 

‘‘(2) the sum of— 
‘‘(A) the tax imposed under such section on the 

excess of— 
‘‘(i) the taxable income of the taxpayer, over 
‘‘(ii) 40 percent of the qualified net capital gain 

of the taxpayer, and 
‘‘(B) 20 percent of the qualified net capital gain. 

‘‘(b) APPLICATION WITH ALTERNATIVE MINIMUM TAX.— 
‘‘(1) IN GENERAL.—If subsection (a) applies to any 

taxpayer for any taxable year, then the amount de-
termined under section 55(a)(1) of the Internal Reve-
nue Code of 1986 for such taxable year shall be equal 
to the lesser of— 

‘‘(A) the amount determined under such section 
55(a)(1) determined without regard to this sub-
section, or 

‘‘(B) the sum of— 

‘‘(i) the amount which would be determined 
under such section 55(a)(1) if the alternative mini-
mum taxable income was the excess of— 

‘‘(I) the alternative minimum taxable income 
(within the meaning of section 55(b)(1) of such 
Code) of the taxpayer, over 

‘‘(II) the qualified net capital gain of the tax-
payer, and 

‘‘(ii) 20 percent of the qualified net capital gain 
(or, if lesser, the alternative minimum taxable in-
come within the meaning of section 55(b)(1) of 
such Code). 

‘‘(2) NO CREDITS ALLOWABLE.—For purposes of sec-
tion 55(c) of such Code, no credit allowable under sub-
part A of part IV of subchapter A of chapter 1 of such 
Code [section 31 et seq. of this title] (other than sec-
tion 33(a) of such Code) shall be allowable against the 
amount described in paragraph (1)(B)(ii). 

‘‘(c) QUALIFIED NET CAPITAL GAIN.— 

‘‘(1) IN GENERAL.—For purposes of this section, the 
term ‘qualified net capital gain’ means the lesser of— 

‘‘(A) the net capital gain for the taxable year, or 

‘‘(B) the net capital gain for the taxable year tak-
ing into account only gain or loss from sales or ex-
changes occurring after June 9, 1981. 

‘‘(2) NET CAPITAL GAIN.—For purposes of this sub-
section, the term ‘net capital gain’ has the meaning 
given such term by section 1222(11) of the Internal 
Revenue Code of 1986. 

‘‘(d) SPECIAL RULE FOR PASS-THRU ENTITIES.— 

‘‘(1) IN GENERAL.—In applying subsections (a), (b), 
and (c) with respect to any pass-thru entity, the de-
termination of when a sale or exchange has occurred 
shall be made at the entity level. 

‘‘(2) PASS-THRU ENTITY DEFINED.—For purposes of 
paragraph (1), the term ‘pass-thru entity’ means— 

‘‘(A) a regulated investment company, 

‘‘(B) a real estate investment trust, 

‘‘(C) an electing small business corporation, 

‘‘(D) a partnership, 

‘‘(E) an estate or trust, and 

‘‘(F) a common trust fund.’’ 

SPECIAL RULE FOR PASS-THROUGH ENTITIES 

Pub. L. 96–222, title I, § 104(a)(2)(C), Apr. 1, 1980, 94 
Stat. 215, as amended by Pub. L. 99–514, § 2, Oct. 22, 1986, 
100 Stat. 2095, provided that: 

‘‘(i) IN GENERAL.—In applying sections 1201(c)(2)(A)(ii) 
and 1202(c)(1)(B) of the Internal Revenue Code of 1986 
[formerly I.R.C. 1954] with respect to any pass-through 
entity, the determination of the period for which gain 
or loss is properly taken into account shall be made at 
the entity level. 

‘‘(ii) PASS-THROUGH ENTITY DEFINED.—For purposes of 
clause (i), the term ‘pass-through entity’ means— 

‘‘(I) a regulated investment company, 

‘‘(II) a real estate investment trust, 

‘‘(III) an electing small business corporation, 

‘‘(IV) a partnership, 

‘‘(V) an estate or trust, and 

‘‘(VI) a common trust fund.’’ 

STUDY OF EFFECTS OF CHANGES IN THE TAX TREAT-
MENT OF CAPITAL GAINS ON STIMULATING INVEST-
MENT AND ECONOMIC GROWTH 

Pub. L. 95–600, title V, § 555, Nov. 6, 1978, 92 Stat. 2892, 
required the Secretary of the Treasury to submit to 
specific committees of Congress a report, not later 
than Sept. 30, 1981, respecting effects of changes in tax 
treatment of capital gains on stimulating investment 
and economic growth as a result of the enactment of 
title V of Pub. L. 95–600. 
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§ 1202. Partial exclusion for gain from certain 
small business stock 

(a) Exclusion 

(1) In general 

In the case of a taxpayer other than a cor-
poration, gross income shall not include 50 
percent of any gain from the sale or exchange 
of qualified small business stock held for more 
than 5 years. 

(2) Empowerment zone businesses 

(A) In general 

In the case of qualified small business 
stock acquired after the date of the enact-
ment of this paragraph in a corporation 
which is a qualified business entity (as de-
fined in section 1397C(b)) during substan-
tially all of the taxpayer’s holding period for 
such stock, paragraph (1) shall be applied by 
substituting ‘‘60 percent’’ for ‘‘50 percent’’. 

(B) Certain rules to apply 

Rules similar to the rules of paragraphs (5) 
and (7) of section 1400B(b) shall apply for 
purposes of this paragraph. 

(C) Gain after 2018 not qualified 

Subparagraph (A) shall not apply to gain 
attributable to periods after December 31, 
2018. 

(D) Treatment of DC zone 

The District of Columbia Enterprise Zone 
shall not be treated as an empowerment zone 
for purposes of this paragraph. 

(3) Special rules for 2009 and certain periods 
in 2010 

In the case of qualified small business stock 
acquired after the date of the enactment of 
this paragraph and on or before the date of the 
enactment of the Creating Small Business 
Jobs Act of 2010— 

(A) paragraph (1) shall be applied by sub-
stituting ‘‘75 percent’’ for ‘‘50 percent’’, and 

(B) paragraph (2) shall not apply. 

In the case of any stock which would be de-
scribed in the preceding sentence (but for this 
sentence), the acquisition date for purposes of 
this subsection shall be the first day on which 
such stock was held by the taxpayer deter-
mined after the application of section 1223. 

(4) 100 percent exclusion for stock acquired 
during certain periods in 2010, 2011, 2012, 
2013, and 2014 

In the case of qualified small business stock 
acquired after the date of the enactment of 
the Creating Small Business Jobs Act of 2010 
and before January 1, 2015— 

(A) paragraph (1) shall be applied by sub-
stituting ‘‘100 percent’’ for ‘‘50 percent’’, 

(B) paragraph (2) shall not apply, and 
(C) paragraph (7) of section 57(a) shall not 

apply. 

In the case of any stock which would be de-
scribed in the preceding sentence (but for this 
sentence), the acquisition date for purposes of 
this subsection shall be the first day on which 
such stock was held by the taxpayer deter-
mined after the application of section 1223. 

(b) Per-issuer limitation on taxpayer’s eligible 
gain 

(1) In general 

If the taxpayer has eligible gain for the tax-
able year from 1 or more dispositions of stock 
issued by any corporation, the aggregate 
amount of such gain from dispositions of stock 
issued by such corporation which may be 
taken into account under subsection (a) for 
the taxable year shall not exceed the greater 
of— 

(A) $10,000,000 reduced by the aggregate 
amount of eligible gain taken into account 
by the taxpayer under subsection (a) for 
prior taxable years and attributable to dis-
positions of stock issued by such corpora-
tion, or 

(B) 10 times the aggregate adjusted bases 
of qualified small business stock issued by 
such corporation and disposed of by the tax-
payer during the taxable year. 

For purposes of subparagraph (B), the adjusted 
basis of any stock shall be determined without 
regard to any addition to basis after the date 
on which such stock was originally issued. 

(2) Eligible gain 

For purposes of this subsection, the term 
‘‘eligible gain’’ means any gain from the sale 
or exchange of qualified small business stock 
held for more than 5 years. 

(3) Treatment of married individuals 

(A) Separate returns 

In the case of a separate return by a mar-
ried individual, paragraph (1)(A) shall be ap-
plied by substituting ‘‘$5,000,000’’ for 
‘‘$10,000,000’’. 

(B) Allocation of exclusion 

In the case of any joint return, the amount 
of gain taken into account under subsection 
(a) shall be allocated equally between the 
spouses for purposes of applying this sub-
section to subsequent taxable years. 

(C) Marital status 

For purposes of this subsection, marital 
status shall be determined under section 
7703. 

(c) Qualified small business stock 

For purposes of this section— 

(1) In general 

Except as otherwise provided in this section, 
the term ‘‘qualified small business stock’’ 
means any stock in a C corporation which is 
originally issued after the date of the enact-
ment of the Revenue Reconciliation Act of 
1993, if— 

(A) as of the date of issuance, such cor-
poration is a qualified small business, and 

(B) except as provided in subsections (f) 
and (h), such stock is acquired by the tax-
payer at its original issue (directly or 
through an underwriter)— 

(i) in exchange for money or other prop-
erty (not including stock), or 

(ii) as compensation for services pro-
vided to such corporation (other than serv-
ices performed as an underwriter of such 
stock). 
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