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or development of a mineral property, the pre-
ceding sentence shall apply only if and to the 
extent gross income from the property (for pur-
poses of section 613) would be realized, in the ab-
sence of the application of such sentence, by the 
person creating the production payment. 

(b) Retained production payment on sale of min-
eral property 

A production payment retained on the sale of 
a mineral property shall be treated, for purposes 
of this subtitle, as if it were a purchase money 
mortgage loan and shall not qualify as an eco-
nomic interest in the mineral property. 

(c) Retained production payment on lease of 
mineral property 

A production payment retained in a mineral 
property by the lessor in a leasing transaction 
shall be treated, for purposes of this subtitle, in-
sofar as the lessee (or his successors in interest) 
is concerned, as if it were a bonus granted by the 
lessee to the lessor payable in installments. The 
treatment of the production payment in the 
hands of the lessor shall be determined without 
regard to the provisions of this subsection. 

(d) Definition 

As used in this section, the term ‘‘mineral 
property’’ has the meaning assigned to the term 
‘‘property’’ in section 614(a). 

(e) Regulations 

The Secretary shall prescribe such regulations 
as may be necessary to carry out the purposes of 
this section. 

(Added Pub. L. 91–172, title V, § 503(a), Dec. 30, 
1969, 83 Stat. 630; amended Pub. L. 94–455, title 
XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1834.) 

AMENDMENTS 

1976—Subsec. (e). Pub. L. 94–455 struck out ‘‘or his 
delegate’’ after ‘‘Secretary’’. 

EFFECTIVE DATE 

Pub. L. 91–172, title V, § 503(c), Dec. 30, 1969, 83 Stat. 
631, as amended by Pub. L. 99–514, § 2, Oct. 22, 1986, 100 
Stat. 2095, provided that: 

‘‘(1) GENERAL RULE.—The amendments made by this 
section [enacting this section] shall apply with respect 
to mineral production payments created on or after Au-
gust 7, 1969, other than mineral production payments 
created before January 1, 1971, pursuant to a binding 
contract entered into before August 7, 1969. 

‘‘(2) ELECTION.—At the election of the taxpayer (made 
at such time and in such manner as the Secretary of 
the Treasury or his delegate prescribes by regulations), 
the amendments made by this section shall apply with 
respect to all mineral production payments which the 
taxpayer carved out of mineral properties after the be-
ginning of his last taxable year ending before August 7, 
1969. No interest shall be allowed on any refund or cred-
it of any overpayment resulting from such election for 
any taxable year ending before August 7, 1969. 

‘‘(3) SPECIAL RULE.—With respect to a taxpayer who 
does not elect the treatment provided in paragraph (2) 
and who carves out one or more mineral production 
payments on or after August 7, 1969, during the taxable 
year which includes such date, the amendments made 
by this section shall apply to such production pay-
ments only to the extent the aggregate amount of such 
production payments exceeds the lesser of— 

‘‘(A) the excess of 
‘‘(i) the aggregate amount of production pay-

ments carved out and sold by the taxpayer during 

the 12-month period immediately preceding his tax-
able year which includes August 7, 1969, over 

‘‘(ii) the aggregate amount of production pay-
ments carved out before August 7, 1969, by the tax-
payer during his taxable year which includes such 
date, or 
‘‘(B) the amount necessary to increase the amount 

of the taxpayer’s gross income, within the meaning of 
chapter 1 of subtitle A of the Internal Revenue Code 
of 1986 [formerly I.R.C. 1954] [this title], for the tax-
able year which includes August 7, 1969, to an amount 
equal to the amount of deductions (other than any 
deduction under section 172 of such Code) allowable 
for such year under such chapter. 

The preceding sentence shall not apply for purposes of 
determining the amount of any deduction allowable 
under section 611 or the amount of foreign tax credit al-
lowable under section 904 of such Code.’’ 

PART V—CONTINENTAL SHELF AREAS 

Sec. 

638. Continental shelf areas. 

AMENDMENTS 

1969—Pub. L. 91–172, title V, § 505(a), Dec. 30, 1969, 83 
Stat. 634, added part heading and section analysis. 

§ 638. Continental shelf areas 

For purposes of applying the provisions of this 
chapter (including sections 861(a)(3) and 862(a)(3) 
in the case of the performance of personal serv-
ices) with respect to mines, oil and gas wells, 
and other natural deposits— 

(1) the term ‘‘United States’’ when used in a 
geographical sense includes the seabed and 
subsoil of those submarine areas which are ad-
jacent to the territorial waters of the United 
States and over which the United States has 
exclusive rights, in accordance with inter-
national law, with respect to the exploration 
and exploitation of natural resources; and 

(2) the terms ‘‘foreign country’’ and ‘‘posses-
sion of the United States’’ when used in a geo-
graphical sense include the seabed and subsoil 
of those submarine areas which are adjacent 
to the territorial waters of the foreign country 
or such possession and over which the foreign 
country (or the United States in case of such 
possession) has exclusive rights, in accordance 
with international law, with respect to the ex-
ploration and exploitation of natural re-
sources, but this paragraph shall apply in the 
case of a foreign country only if it exercises, 
directly or indirectly, taxing jurisdiction with 
respect to such exploration or exploitation. 

No foreign country shall, by reason of the appli-
cation of this section, be treated as a country 
contiguous to the United States. 

(Added Pub. L. 91–172, title V, § 505(a), Dec. 30, 
1969, 83 Stat. 634.) 

Subchapter J—Estates, Trusts, Beneficiaries, 
and Decedents 

Part 

I. Estates, trusts, and beneficiaries. 
II. Income in respect of decedents. 

PART I—ESTATES, TRUSTS, AND 
BENEFICIARIES 

Subpart 

A. General rules for taxation of estates and 
trusts. 
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