
c. Accessing Relevant Data 

In order to generate annual valuations for nonmarketed business 
interests and collectibles, the IRS would need access to relevant data 
concerning these assets.557 Accessing relevant data may not be 
troublesome in light of computer networking capabilities. 

To value nonmarketed business interests, the IRS would need from 
businesses information such as past and current income statements, past 
and current balance sheets, details concerning liabilities and leases, 
inventory and equipment lists,SS8 particular real estate and investment 
asset holdings records, and identification of the ownership interests of 
shareholders and partners.SS9 In addition, except for the shareholder 
data, the same information would be needed from publicly traded 
corporations in order for the IRS to have access to industry and 
comparability data. Much of this data is already required under current 
law. All businesses, of course, must currently file tax returns detailing 
income and expense information, and most businesses (with the 
exception of sole proprietorships)S60 must include balance sheet 

Neural Networks: The Next Modeling/Calibration Technology for the Assessment 
Community, 10 PROP. TAX J. 69 (1991). Likewise, some investment finns are now using 
neural networks in place of regression analysis to pick stocks. See Star, supra note 447. 

557. The IRS should be able to access the necessary data for valuing real property 
through the means currently used by local governments in the CAMA process. Thus, 
sales data and parcel sizes should be available from public land records, and infonnation 
concerning structures and improvements should be obtainable through field reviews. Cf, 
Riley & Schrieber, supra note 306, at 96-98, 102 (discussing the entry of data into the 
CAMA system). 

558. Inventory and equipment lists may not be necessary. In valuing a business, an 
appraiser needs access to these lists, as adjustments may be required because of the 
inventory accounting and depreciation methods used by the business. See supra notes 
402-05 and accompanying text Under the suggested accrual tax system, however, 
businesses would be required to use inflation-adjusted FIFO and economic depreciation 
in preparing their income statements and balance sheets; consequently, adjustments with 
respect to inventory and equipment should not be necessary, at least during the valuation 
process. (Adjustments may be required, however, upon audits.) On the other hand, such 
detailed infonnation concerning inventory and equipment may be necessary to enable 
neural networks to reasonably forecast future returns and detennine discount rates. See 
supra notes 448-56 and 472-80 and accompanying text. 

559. See PRATI, supra note 13, at 130. As noted earlier, if neural networks are 
unable to produce reasonably accurate forecasts of future returns based solely on 
quantitative data, consideration should be given to incorporating some qualitative factors 
into the process. In this regard, perhaps businesses could be required to send general 
product infonnation-as is available through catalogues or brochures-as wen as lists 
of competitors. See supra note 455 and accompanying text 

560. See IRS Fonn 1040 and Schedule C. 
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information.56l Details concerning particular assets and liabilities, 
however, would appear to be necessary under a complete accrual tax 
system.562 

Accordingly, it may be possible for the IRS to gain access to the 
relevant information simply through the traditional return filing process. 
Obtaining data through paper returns, however, would be quite 
inefficient and possibly unfeasible.563 Paper return filing requires that 
data be entered into IRS computers either manually or through image 
processing.564 Given that under a complete accrual tax system the IRS 
would need to send out valuation statements within a reasonable amount 
of time after business information is received,565 it may be very 
difficult to enter the data in a timely fashion even through imaging 
processing techniques. A much more efficient approach would be to 
have the information filed electronically. 

In any event, although there have been problems with the current 
electronic filing program,566 it appears inevitable that electronic filing 
will replace paper filing. The electronic filing program is the corner-

561. See IRS Form 1065 and Schedule L (partnerships); IRS Form 1120 and 
Schedule L (C corporations); IRS Form 1120S and Schedule L (S corporations). 

562. But cf. supra note 558 and accompanying text. 
563. Cf. Rita L. Zeidner, IRS Calls on Private Sector to Open Info Highway for 

Home Filing, 60 TAX NOTES 1672 (1993) (pointing out how the IRS cannot continue to 
process increasing volumes of paper returns). 

564. Cf. IRS' Tax Systems Modernization-Progress and Prospects: Hearings 
Before the House Subcomm. on Commerce, Consumer, and Monetary Affairs of the 
House Comm. on Government Operations, 102d Cong., 2d Sess. 264-68 (1992) 
[hereinafter Peterson Statement] (statement of Shirley D. Peterson, Commissioner, 
Internal Revenue Service) (noting manual entry of data under current practices; referring 
to future use of imaging processing techniques). Recently, the IRS has had problems 
with its new image processing system, SCRIPS. See George Guttman, IRS's SCRIPS 
Imaging System: More Glitch than Glamour, 69 TAX NOTES 1173 (1995). 

565. A possible procedure could be for taxpayers to transmit data shortly after the 
close of their taxable years and for the IRS to send valuation statements a few months 
thereafter. 

566. See Rev. Prod. 94-63, 1994-40 I.R.B. 7 (providing measures to combat 
electronic filing fraud, including requiring users to submit fingerprints and authorize 
credit checks); IRS Commissioner Announces Steps to be Taken to Combat Filing Fraud, 
DAILY TAX REp., July 20, 1994, at G-5, G-6 (noting problems of electronic filing fraud 
and browsing by IRS personnel 'through taxpayer files; stating that IRS Commissioner 
Richardson announced steps to combat fraud, including a program to check the 
suitability of individuals applyin[5 to participate in the electronic filing program). 
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stone of the IRS's tax systems modernization project.S67 In fact, the 
IRS is in the process of planning a network that would electronically 
link taxpayers from their homes to the IRS.568 As planned, this 
network could be used by the IRS to electronically send to taxpayers 
such information as forms, letters, publications, and rulings, and to 
electronically receive from taxpayers such information as tax returns, 
payments, and wage statements, among other items.s69 The IRS also 

567. See George Guttman, IRS's Electronic Filing Game Plan/or 1996: Too Little, 
Too Late?, 67 TAX NOTES 877 (1995) [hereinafter Guttman, IRS's Game Plan] 
(statement of IRS officials to that effect); see generally Peterson Statement, supra note 
564; INTERNAL REVENUE SERVICE, TAX SYSTEMS MODERNIZATION (1991). The IRS's 
tax systems modernization project also has had problems. Specifically, claims have been 
made that the project may fail because the IRS lacks the necessary technical expertise 
and experience. See George Guttman, IRS Modernization Plans Have Major Problems, 
Research Group Says, 70 TAX NOTES 485 (1996) [hereinafter Guttman, IRS Moderniza­
tion Plans]; see also IRS Admits Its $4 Billion Modernizing is a Failure, BALTIMORE 
SUN, Jan. 31, 1997 (IRS official Mr. Gross is quoted as saying that developed systems 
"do not work in the real world"); Ryan J. Donmoyer, Restructuring Panel may 
Recommend a Board o/Directors/or the IRS, 74 TAX NOTES 717 (1997) (statement by 
Senator Kerrey that news services misinterpreted Gross' comments). Moreover, the 
IRS's current problems with its tax systems modernization project may well cast serious 
doubts on the feasibility of implementing a computer-based accrual tax system. Yet, 
modernization is necessary, and the project simply cannot be abandoned. See Gene 
Steuerle, TSM: An Impossible, but Necessary, Task, 71 TAX NOTES 131 (1996). To 
improve its effort, the IRS probably will need to acquire more technical management 
expertise. See Guttman, IRS Modernization Plans, supra; cj Steuerle, supra (noting the 
difficulty that the IRS has in recruiting technical talent, due to federal wage scales); 
David Cay Johnston, Leaders 0/ LR.S. Panel Urge Sweeping Overhaul 0/ Agency, N.Y. 
TIMEs, Feb. I, 1997 (quoting IRS official Mr. Gross as saying that IRS lacked the 
"intellectual capital" to modernize; pointing out that federal wage scales make it difficult 
to hire the necessary talent to manage the project). Thus, to implement its tax systems 
modernization project, as well as a computer-based accrual tax system, the IRS would 
appear to need special salary authorization in order to hire the necessary talent. Cj 
Administration Proposes Overhaul o/Troubled IRS, BALTIMORE SUN, Mar. 18, 1997, at 
3A (reporting that under a recently announced Treasury plan, IRS would have increased 
flexibility to hire outside computer personnel and to pay them more). 

568. See Rita L. Zeidner, Requiring Preparers to File Electronically is Still an 
Option, 62 TAX NOTES 1107 (1994); see also Zeidner, supra note 563. 

569. See Zeidner, supra note 568. The IRS is hoping that the private sector will use 
its resources to build this communications superhighway. See id. In particular, the IRS 
envisions that taxpayers with a computer and a modem could access the IRS through 
value added networks (VANs). See Guttman, IRS's Game Plan, supra note 567; Ryan 
J. Donmoyer & Sheryl Stratton, Electronic Filing Highlights Otherwise Quiet CAG 
Meeting, 67 TAX NOTES 1131 (1995). For security reasons, the IRS is wary of allowing 
taxpayers direct access to its computer systems, and thus the VANs would act as a 
buffer. See Guttman, IRS's Game Plan, supra note 567. The IRS also is in the process 
of implementing Cyberfile, a system that would allow taxpayers to transmit their returns 
electronically directly to the IRS, by using personal computers and modems, sending the 
information over the Internet. Problems with development and security, however, have 
forced the IRS to delay testing, at least until the 1997 filing season. See Constance 
Spheeris, Cyberjile a Costly Mess, GAO Tells Senate Panel, 71 TA.,,{ NOTES 29 (1996). 
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is devising ways to encourage businesses to :file electronically.570 The 
planned electronic :filing networks should provide the means to access 
business and financial data under a complete accrual tax system.571 

These taxpayer-IRS networks also should allow the IRS to access data 
regarding sales of collectibles.572 Sales data collected by galleries, 
dealers, auction houses, and the like, could be transmitted via the 
networks to the IRS for entry into databases.S73 Similarly, the IRS 
could use these networks to obtain data on used equipment prices, which 
would be needed to measure economic depreciation.574 

VI. TAXPAYER LIQUIDITY CONCERNS 

In addition to the valuation problem, another traditionally cited 
obstacle to accrual taxation implementation is potential taxpayer 
illiquidity.S75 That is, imposing taxation without relating it to a sale 
raises the possibility that a taxpayer may have insufficient liquid assets 
to pay the tax liability.s16 Over the years, two alternative solutions to 
the liquidity problem have been offered: (i) impose the tax upon 
realization, but with an interest charge for the period of deferral (interest-

570. See Donmoyer & Stratton, supra note 569, at 1132. 
571. Like the current electronic filing procedures, the information could be 

transmitted by businesses to the IRS in specified formats to allow for IRS processing. 
Since, in the near future, almost all businesses will use computers to record and process 
business data, it should not be burdensome for businesses to assemble the needed data 
in the prescribed formats and transmit such to the IRS Cf Thomas A. Stewart, Welcome 
to the Revolution, FORTUNE, Dec. 13, 1993, at 66, 68-70 (pointing out that virtually all 
large businesses are computerized to a degree and many medium and small businesses 
use computers to record and process business data; noting a definite trend in the business 
community to electronically record business and financial information). 

572. See supra Part V.B.3.b. discussing the need for such data in the annual 
valuation of certain collectibles. 

573. In this regard, expert systems have been used in connection with point-of-sale 
scanners to analyze the large volume of data collected. See supra note 535. 

574. See supra Part V.B.3.a.(iv). 
575. See BLUEPRINTS, supra note 3, at 81. 
576. It should be noted that taxpayer liquidity is not always viewed as an overriding 

concern under the tax law. Under section 1272, taxpayers are taxed on imputed interest 
income irrespective of cash receipts. I.R.C. § 1272. Similarly, section 83 generally 
taxes individuals on the receipt of property in connection with the performance of 
services. I.R.C. § 83. Nonetheless, complete accrual taxation certainly raises greater 
liquidity concerns than these limited situations where noncash income is taxed. 
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bearing deferred tax liabilities),577 or (ii) allow particular taxpayers to 
pay the tax in installments, with interest, based on demonstrated 
illiquidity (individual installment agreements).578 As explained below, 
the latter solution appears preferable. 

Interest-bearing deferred tax liability measures are justified on the 
basis that deferring taxation until a sale occurs makes it more likely that 
the taxpayer will have the cash to pay the tax liability.579 However, 
these measures actually can create their own liquidity prob­
lems58°--that is, because of the interest charged, the amount received 
on the disposition of an asset may not be sufficient to fund the total 
time-adjusted tax liability.58l Another problem with an interest-bearing 
deferred tax liability measure is that it effectively forces the government 
to lend amounts to taxpayers and thus does not allow for any credit 
contro1.582 

Moreover, the relief provided by an interest-bearing deferred tax 
liability measure is too broad-taxpayers who have no liquidity 
difficulties nonetheless would receive deferred tax treatment.583 

577. See, e.g., Blum, supra note 199; Louie, supra note 4, at 872 n.65. As noted 
earlier, interest-bearing deferred tax liability schemes are used in a few instances under 
current tax law. See supra note 200. 

578. See Thuronyi, supra note 4, at 128 (in advocating an accrual method for 
publicly traded stock, recommending, to the extent needed, a more lenient allowance of 
installment agreements for paying taxes); cf Shakow, supra note 4, at 1176 (suggesting 
that taxpayers pay at least a certain percentage of income, aside from accrued gains, as 
a tax on those gains; for individuals with tax liabilities on accrued gains above that 
percentage of income, allow for interest-bearing deferred tax liabilities if illiquidity is 
demonstrated). 

579. See Cunningham & Schenk, supra note 3, at 744. 
580. See id. at 744-45; Shakow, supra note 4, at 1169-70. 
581. See Cunningham & Schenk, supra note 3, at 744-45 (offering an example 

demonstrating this); Shakow, supra note 4, at 1169-70. An example of such a situation 
would be where all of the gain on an asset accrued in the first few years of the 
taxpayer's holding period, with the asset's value continuing stable for the remainder of 
a long holding period. In this case, the tax on these early accrued gains, plus accrued 
interest, could easily exceed the amount realized on the disposition. 

582. See Shakow, supra note 4, at 1169. 
583. Cf Fellows, supra note 65, at 805 (contending that rather than retaining 

nonrecognition rules to provide liquidity relief, a more rational approach would allow 
taxpayers to defer their tax only upon a showing of liquidity hardship); Thuronyi, supra 
note 4, at 128 (pointing out that accrual taxation should not be rejected simply because 
some taxpayers will have liquidity problems). In addition, the relief provided by 
interest-bearing deferred tax liabilities is too narrow. Some taxpayers may continue to 
have liquidity problems even after a sale. See text accompanying notes 580-81. 
Professor Rosenberg refers to measures of this type, in particular the realization rule, as 
an indication of a substituted referent problem--using the taxpayer's realization of gain 
to measure his possession of cash. See Joshua D. Rosenberg, Tax Avoidance and Income 
Measurement, 87 MICH. L. REv. 365, 459 (1988). As Professor Rosenberg points out, 
simply because a taxpayer may receive cash on a sale does not necessarily mean that a 
taxpayer who sells property wiII have more cash than a taxpayer who refrains from 
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Taxpayers who have accrued gains on publicly traded securities should 
not face a liquidity hardship with the tax on these gains, as they can 
always dispose of these assets at the market price and with low 
transaction costs. There is no real difference between imposing taxes 
that effectively force a sale of an asset and imposing taxes that 
effectively prevent an investment in an asset, provided that there is a 
ready market for the asset and, thus, no economic loss is occasioned by 
the forced sale.584 The liquidity problem may even be exaggerated for 
taxpayers who have accrued gains on their personal residences. 
Taxpayers adapt their liquidity practices to fund their real estate 
taxes.585 Although property tax rates are substantially lower than 
income tax rates, property taxes apply to the assessed value of a 
residence, while the accrual income tax would only apply to the annual 
increase in the residence's value, adjusted for inflation. Moreover, estate 
tax studies indicate that taxpayers are able to place themselves in a more 

selling. See id. 
Professor Shakow extensively analyzed consumer financial asset data and concluded 

that only 1 % to 2% of the population would suffer liquidity problems under his partial 
accrual taxation proposal. See Shakow, supra note 4, at 1172-74. The analysis assumes 
that the only individuals who potentially could suffer liquidity problems are those whose 
liquid assets comprise less than 5% of their total assets. See id. at 1170-74. The 
analysis, however, relates only to liquidity problems of individuals and does not deal 
with the potential liquidity problems of corporations. Presumably, Professor Shakow 
omits such an analysis based on his apparent recommendation to eliminate the corporate 
income tax. See id. at 1136. Yet, eliminating the corporate income tax is not a 
necessary ingredient of an accrual tax system, and thus these results do not fully describe 
the liquidity difficulties taxpayers may face under accrual taxation. Perhaps more 
importantly, Professor Shakow's liquidity analysis was based on the assumption that 
certain items such as personal residences would be excluded from accrual taxation, 
which would not be the case under complete accrual taxation. In analyzing the data, 
Professor Shakow did not disregard interests in closely held businesses, presumably 
because his proposal effectively applies accrual taxation to tangible assets held by pass­
through entities. However, the data was based on a survey; it is probable that the value 
of closely held businesses recorded in this survey included only the book value of such 
companies, thus ignoring goodwill and other intangibles. Thus, in addition to excluding 
personal residences, the likelihood that the fair market value of closely held businesses 
was not fully reflected in the data is another reason why Professor Shakow's results 
underestimate the percentage of taxpayers facing liquidity problems under a complete 
accrual tax system. 

584. See Slawson, supra note 4, at 646-47; cf. Shakow, supra note 4, at 1170-71 
(including traded securities within liquid assets in his liquidity analysis); Shoup, The 
White Paper, supra note 4, at 99 (noting that there is nothing wrong with forcing 
taxpayers to sell stock to pay tax). 

585. See Shoup, The White Paper, supra note 4, at 99. 
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liquid position when confronted with tax liabilities.ss6 Therefore, it 
would appear that an interest-bearing deferred tax liability measure is an 
overly broad solution to the liquidity problem. 

Nonetheless, an interest-bearing deferred tax liability system seems to 
be the simpler of the two solutions: All taxpayers would defer their tax 
liabilities on accrued gains without necessitating individual determina­
tions of taxpayer illiquidity. However, the use of interest-bearing 
deferred tax liabilities would compromise some of the Code simplifica­
tion benefits that otherwise would be realized with complete accrual 
taxation. The rationale for using interest-bearing deferred tax liabili­
ties-to avoid liquidity problems-would almost certainly require the 
retention of the nonrecognition provisions, which are founded in part on 
the desire to avoid liquidity difficulties.s87 Consequently, the many 
nonrecognition provisionss88 contained throughout the Code, along 
with the tax planning these provisions engender, apparently would 
remain in an accrual system employing interest-bearing deferred tax 
liabilities. Similarly, the installment sales provisions,s89 which are 
based exclusively on preventing liquidity problems, would no doubt be 
retained in such a system. 

An individual installment agreement procedure, unlike an interest­
bearing deferred tax liability measure, would respond directly to taxpayer 
liquidity difficulties and avoid compromising Code simplification 
benefits. But, would individualized liquidity relief be a source of great 
administrative difficulties? Actually, under current law the IRS does 
administer a procedure whereby taxpayers are permitted to enter into 
installment agreements for paying their tax liabilities.s90 Nonetheless, 
with an accrual tax system, the number of taxpayers needing installment 
agreement relief would no doubt increase. 

586. See Shakow, supra note 4, at 1175 (referring to an Iowa Law Review study 
that indicated that an average of 25% of deceased fanners' gross estates consisted of 
liquid assets, whereas for living fanners the comparable figure was 9.5%). In addition, 
some taxpayers who have significant appreciation in the value of illiquid assets may be 
able to borrow funds to pay their tax liability. See id. at 1174. 

587. See supra text accompanying note 250. Another justification for nonrecogni­
tion provisions, to avoid deterring change-in-fonn-type transactions, would also support 
their retention in a system employing interest-bearing deferred tax liabilities; in the 
absence of nonrecognition provisions, a taxpayer may well be deterred from engaging 
in such transactions, given that by doing so she may be losing a valuable source of 
borrowing. See supra text accompanying notes 244-47. 

588. See supra notes 151-54 and accompanying text. 
589. See supra note 169. 
590. Section 6159 authorizes the IRS to enter into these agreements to facilitate the 

collection of taxes. LR.C. § 6159 (1994). 
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Consequently, modifications to the existing installment agreement 
procedure would be necessary. Under current law, the IRS has 
discretion in deciding whether to enter into an agreement.591 In light 
of this discretion, there are probably variations among IRS districts in 
the extent to which installment agreements are allowed.592 Because of 
the greater overall need for installment agreements under an accrual tax 
system, the procedure should be standardized. To this end, some 
formula (or formulas) for measuring liquidity should be prescribed. For 
example, a taxpayer could be permitted to enter into an agreement ifher 
liquid net assets are less than a certain percentage of her total net 
assets.593 Alternatively, or in conjunction with this test, the taxpayer's 
net cash flow could be used to measure liquidity.594 A taxpayer's 
credit history also may need to be considered.595 In addition, the 
liquidity test probably should take into account the financial condition 
of a business entity in which the taxpayer has a controlling interest, 
given that the excess liquid assets of the business could provide the 
taxpayer a source of tax-paying funds.596 

In addition to being standardized, the installment agreement procedure 
also should be automated. It should be possible to develop an expert 
system that would evaluate the liquidity and credit status of a taxpayer 
according to prescribed tests in order to determine the taxpayer's 

591. See id.; Treas. Reg. § 301.6159-1 (1994); [2 Admin.] Internal Revenue Manual 
(CCH) ~ 5331.1 (Apr. 4, 1994) (noting that IRS personnel must consider an installment 
agreement if such will facilitate the collection of taxes; pointing out that the taxpayer has 
no absolute right to an installment agreement). In doing so, the IRS generally will 
engage in a financial analysis of the taxpayer's situation. See [2 Admin.] Internal 
Revenue Manual (CCH) ~ 5331.4 (Dec. 11, 1994). 

592. Cf. MICHAEL I. SALTZMAN, IRS PRACTICE AND PROCEDURE ~ 15.03[I][a] n.3 
(1991) (noting variations among districts in the acceptances of offers in compromise). 

593. Professor Shakow used a similar standard in gauging liquidity in his analysis 
of consumer financial information. See Shakow, supra note 4, at 1170-72. In this 
regard, section 6166(a) contains a liquidity test for purposes of allowing taxpayers to 
defer a portion of the estate tax, with deferral allowed if a substantial portion of the 
estate is an interest in a closely held business. I.R.C. § 6166(a) (1994). 

594. Maryland uses a cash flow standard for determining the amount of income tax 
that a partnership must withhold with respect to its nonresident partners. See Maryland 
Form 510 (Distributable Cash Flow Limitation Worksheet). 

595. See supra text accompanying note 582. 
596. Cf. Shakow, supra note 4, at 1173 (considering a controlling shareholder's 

access to the corporation's liquid assets in analyzing liquidity). In addition, taxpayers 
entering into agreements should have their financial condition periodically monitored, 
so that agreements may be modified based on changing conditions. See [2 Admin.] 
Internal Revenue Manual (CCH) ~ 5331.1(16) (Apr. 4, 1994). 
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eligibility for an installment agreement. Expert systems are being used 
in the private sector to evaluate the creditworthiness of borrowers,597 
and it should be feasible to employ these systems to analyze liquidity as 
well.598 The IRS also could use expert systems (or neural net­
works)599 to properly tailor the installment-agreement interest rate to 
the circumstances of the particular taxpayer.600 Taxpayers seeking 
installment agreement relief could send financial information to the IRS 
using taxpayer-IRS networks601 and agthorize banks and securities 
brokers to transmit relevant information. Furthermore, as is done 
currently, IRS computer systems could monitor taxpayer compliance 
with the terms of the agreements.602 

VII. CONSUMER ITEMS 

Subjecting consumer items to accrual taxation involves special 
considerations that need to be addressed. Three categories of consumer 
items--personal residences, consumer durables, and collectibles--are 
examined in this Part. 

597. See supra text accompanying note 467; see also James Dzierzanowski ct al., 
The Credit Assistant: The Second Leg in the Knowledge Highway for American Express, 
in 4 INNOVATIVE APPLICATIONS OF ARTIFICIAL INTELLIGENCE, supra note 535, at 127; 
Steve Hottiger & Dieter Wenger, MOCCA: A Set of instnlments to Support Mortgage 
Credit Granting, in 4 INNOVATIVE APPLICATIONS OF ARTIFICIAL INTELLIGENCE, supra 
note 535, at 135; Hayes-Roth & Jacobstein, supra note 348, at 31-32. 

598. Indeed, the financial analyses carried out by these expert systems in evaluating 
creditworthiness would appear to be easily adaptable to examining liquidity. See, e.g., 
Jambor et aI., supra note 307, at 260 (analysis of financial statements); Wolf et aI., supra 
note 387, at 276 (analysis of liquid current assets). 

599. See supra notes 467-80 and accompanying text for the possible use of expert 
systems or neural networks to determine appropriate discount rates in valuing businesses. 

600. One of the difficulties in administering deferred tax liability measures is setting 
the interest rate. See Gergen, supra note 224, at 224; Cunningham & Schenk, supra 
note 3, at 745; Shakow, supra note 4, at II 69. In theory, the taxpayer's cost of 
borrowing should be used. See Gergen, supra note 39, at 225-26; cf. Cunningham & 
Schenk, supra note 3, at 745 (suggesting that either the taxpayer's borrowing rate or 
after-tax investment return rate is theoretically correct); Shakow, supra note 4, at I 169 
(implying that the interest rate should, in theory, be tailored for each borrower). 
Nonetheless, administrative costs of determining individualized rates suggest the need 
for uniform rates in connection with deferred tax liability measures. See Gergen, supra 
note 39, at 225-26; Cunningham & Schenk, supra note 3, at 745. The use of expert 
systems or neural networks in the administration of installment agreements, however, 
could allow for automated determinations of individualized interest rates. 

601. See supra notes 568-74 and accompanying text. 
602. The IRS currently uses a computerized system, the Integrated Data Retrieval 

System, to monitor taxpayer compliance with installment agreements. See [2 Admin.] 
Internal Revenue Manual (CCH) 'If 5332 (Dec. II, 1992). 
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A. Personal Residences 

Applying accrual taxation to personal residences involves additional 
valuation difficulties because it would be necessary to distinguish 
between the two general types of depreciation that occur with respect to 
these assets: Depreciation due to physical deterioration, and depreciation 
due to changes in market conditions.603 

Currently, the Code does not allow a deduction for either type of 
depreciation.604 The current treatment, however, does not conform to 
the Haig-Simons ideaL605 While both types of depreciation should be 
deductible under a pure application of the Haig-Simons income 
definition, the disallowance of deductions for physical deterioration is 
justified by the fact that the imputed income derived from the consump­
tion of personal residences is exempt from taxation.606 The same 
cannot be said, however, with respect to depreciation due to changes in 
market conditions, given that gains on personal residences reflecting 
market changes are included in the tax base. Consequently, it has been 
asserted that the Code should allow deductions for losses on personal 
assets due to market changes.607 

An accrual tax system applying to personal residences could continue 
to ignore both types of depreciation. However, because of the greater 
inequities that would occur with accrual taxation than occur with the 
realization rule, such treatment would appear to be unwise. With the 
realization rule, a taxpayer is losing only a deduction for the net market 
loss (if any) that occurs over the holding period of a personal residence. 
Conversely, with an accrual tax system, a taxpayer would be losing 
deductions for all annual decreases in value that are attributable to 
market changes, because all annual increases in value would be taxed. 
Moreover, because of the distinct possibility that assets may be 
overvalued for particular years, corrective adjustments in the form of 
market depreciation deductions should be available for subsequent 

603. See Richard A. Epstein, The Consumption and Loss of Personal Property 
Under the Internal Revenue Code, 23 STAN. L. REv. 454, 458, 471 (1971). 

604. See I.R.C. §§ 165(c), 262 (1994). 
605. See Epstein, supra note 603, at 458-59. 
606. Id. 
607. Id. at 471-72. 
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years.60S Thus, in applying accrual taxation to personal residences, 
depreciation due to market fluctuations should be separately estimated 
and allowed as a deduction. 

The deductible depreciation due to market changes possibly could be 
estimated by measuring the amount of depreciation that results from 
physical deterioration and subtracting this amount from any decline in 
the value of a personal residence, as indicated by the federal real 
property valuation system.609 Perhaps, values generated by the real 
property valuation system could be used to estimate physical deteriora­
tion depreciation by comparing the values (for the same year) of 
comparable houses of different ages situated in similar markets. Based 
on this empirical data, it may be possible to estimate rates of physical 
deterioration depreciation for different types of houses, which the IRS 
would then use to separate out declines in value that are due to market 
changes. 

B. Consumer Durables 

The application of accrual taxation to consumer durables would appear 
to have little tax effect and, thus, is not worth the administrative costs 
involved. Since most consumer durables depreciate in value,610 only 
rarely would there be accrued gains. Yet, if consumer durables were 
subject to accrual taxation, it would be necessary to value them each 
year in order to determine whether such gains exist. Moreover, in light 
of the inequity of including market gains but not allowing a deduction 
for market losses,611 it would probably be necessary to distinguish 
between depreciation due to market conditions and depreciation due to 
physical deterioration with respect to consumer durables. Given the 
relatively nominal market gain and market loss that is likely to occur, 
sUbjecting consumer durables to accrual taxation is not worth the 
attendant administrative difficulties.612 

608. See Shakow, supra note 4, at 1143. 
609. See supra text accompanying notes 252-53. 
610. See Cunningham & Schenk, supra note 3, at 800 n.309. 
611. See supra text accompanying note 608. 
612. Applying accrual taxation to consumer durables also would require a taxpayer 

to annually report any accrued market gains and losses. This would be another source 
of administrative costs, as well as possible privacy concerns. See infra Part VIII for a 
discussion of the privacy concerns raised by complete accrual taxation. 

It should be noted that, while the accrued gain on consumer items appears nominal, 
the imputed income may not be. Cf. Cunningham & Schenk, supra note 3, at 800 
(pointing out that consumer durables do not involve expected appreciation but do involve 
imputed income). Consequently, there may be significant economic efficiency and 
equity consequences if imputed income is not subject to accrual taxation. See supra Part 
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C. Collectibles 

Subjecting collectibles to accrual taxation involves the administrative 
costs of a one-time manual appraisa1.613 Collectibles, however, 
generally should be subject to accrual taxation. Unlike consumer 
durables, they tend to appreciate in value; therefore, excluding all 
collectibles in a system where investment assets are subject to accrual 
taxation could distort investment decisions.614 Nonetheless, given the 
appraisal costs, it is not sensible to subject lower value collectibles to 
accrual taxation.61S Instead of simply choosing an arbitrary cutoff, 
perhaps a study could be done to determine a rational dollar amount for 
excluding collectibles. The reason for applying accrual taxation 
generally to collectibles, but not to consumer durables, relates to the 
greater likelihood of gain on collectibles; thus, a study could possibly 
estimate a purchase price amount for collectibles at which the likelihood 
of appreciation drops off significantly. 

Because collectibles are often held with a mixed investment and 
consumption motive,616 deductible market depreciation should be 
distinguished from nondeductible physical deterioration depreciation as 
is recommended with personal residences. Unlike personal residences, 
however, physical deterioration depreciation may be very difficult to 
measure on a comparative basis,611 given the uniqueness of collect­
ibles. As an alternative, accrued losses could be deductible up to the 
amount of previously accrued gains;618 such an approach can be 
justified as a means of correcting for presumed valuation errors. 

III.B.3. 
613. See supra text accompanying note 542. 
614. See Cunningham & Schenk, supra note 3, at 804. 
615. Cf Treas. Reg. § 1.170A-13(b),(c) (as amended in 1995) (excluding property 

below a $5,000 claimed value from the qualified appraisal requirement, which applies 
with respect to charitable contribution deductions). 

616. See Cunningham & Schenk, supra note 3, at 801. Occasionally, collecnbles are 
viewed as being held with the requisite profit motive to warrant a loss deduction upon 
disposition. See Tyler v. Comm'r, 6 T.C.M. (CCH) 275 (1947). 

617. See supra text accompanying note 609. 
618. See Shakow, supra note 4, at 1154. 
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VIII. TAXPAYER PRIVACY CONCERNS 

The amount of taxpayer information that needs to be collected and 
stored in computer databases by the IRS in order to generate property 
valuations raises another concern-the privacy of taxpayer information. 
Importantly, however, the suggested valuation system would not appear 
to require significantly more taxpayer information than is already 
mandated under current law or that is publicly available. 

With respect to business information, the only additional information 
that likely would be needed under the valuation system are balance sheet 
data concerning sole proprietorships,619 terms regarding leases and 
liabilities,62o and, possibly, lists of inventory and equipment.621 

Although the IRS currently does not collect real estate value information, 
it does have property tax information from individual returns, from 
which it could derive assessed values by obtaining local property tax 
rates;622 moreover, land records and local property assessments are (to 
a degree) publicly available.623 To implement the collectible valuation 
system, the IRS would need access to more information than it currently 
has regarding taxpayer-held art objects, and the like.624 Nonetheless, 
in light of the fact that collectibles comprise a very small percentage of 

619. See supra text accompanying note 560. 
620. While providing the terms of leases and liabilities would allow the IRS to 

adjust these items to their fair market value, there are other alternatives. Taxpayers 
could be supplied present value formulas, as well as market interest rate and rent 
information to make the calculations themselves, or this adjustment simply could be 
omitted at the cost of some accuracy in the valuations. 

621. See supra note 558 and accompanying text. Regarding equipment (and other 
depreciable tangible personal property), taxpayers currently are required to report annual 
depreciation on a per item basis. See IRS Form 4562. 

In addition, it may be necessary to incorporate some qualitative data into the valuation 
process. However, provided this information is limited to knowledge that is publicly 
available, as is suggested, the government's access to such information should not raise 
privacy concerns. See supra note 455 and accompanying text. 

622. See Shakow, supra note 4, at 1151. 
623. See id. In light ofthis available information, Professor Shakow concluded that 

his proposed federal real property valuation system did not raise major privacy concerns. 
See id. 

624. See supra text accompanying note 542. Under current law, the IRS sometimes 
requires taxpayers to submit IRS appraisal information regarding collectibles. Under 
Treas. Reg. § 1.170A-13(b)(3) and IRS Form 8283, ta.xpayers making charitable 
contributions of property (other than money or publicly traded securities) with a claimed 
value in excess of$500 must attach to their returns a description of the donated property, 
as well as other information concerning the property. In addition, if the donated 
property has a claimed value in excess of $5,000, taxpayers are required to include with 
their tax returns an appraisal summary ofthe donated property (summarizing an appraisal 
made by a "qualified appraiser"). See Treas. Reg. § 1.170A-13(c); Form 8233. 
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total assets,625 the relative amount of information collected through the 
appraisal procedure does not appear significant, especially with lower 
value collectibles excluded from the process.626 Finally, although not 
required under the accrual tax system, there likely would be a greater 
number of taxpayers seeking installment payment relief, and thus more 
taxpayers disclosing financial information under this procedure.627 

Yet, such information would be voluntarily disclosed, and moreover, the 
number of affected taxpayers may not be substantial in light of factors 
mentioned earlier.628 

It is also important to note that the additional taxpayer information 
needed to implement accrual taxation does not appear to add appreciably 
to the taxpayer data collected and maintained by the IRS under current 
law. Through the return filing process, the IRS currently maintains 
taxpayer records relating to income, expenses, business assets, and asset 
dispositions.629 In addition, the IRS has information concerning the 
property holdings of decedents with taxable estates, for whom estate tax 
returns are required to be filed. With the ongoing IRS tax systems 

625. Based on government data concerning consumer durables, Professor Shakow 
concluded that collectibles constitute no more than I % of all assets held by individuals. 
See Shakow, supra note 4, at 1151-52. The relatively small percentage of collectibles 
raises the question whether the tax system should even bother subjecting these assets to 
accrual taxation. Collectibles, though, are often held partly for investment purposes, and 
thus, excluding them entirely from accrual taxation could have undesirable economic 
efficiency consequences. See Cunningham & Schenk, supra note 3, at 801; Shakow, 
supra note 4, at 1152. Moreover, there may be equity concerns as well. See supra Part 
III.B.2. Perhaps even more important, because art objects are typically held by wealthy 
individuals, excluding such assets from a general accrual taxation system would create 
the appearance of inequity. See Shakow, supra note 4, at 1153. Other commentators 
similarly have noted the importance of perceptional equity. See Cunningham & Schenk, 
supra note 32, at 368; James W. Wetzler, The Role of Fairness in State Tax Policy, 47 
RECORD OF THE ASS'N OF THE BAR OF THE CITY OF NEW YORK 38,39 (1992); Charles 
E. McLure, Jr., Comments, in Do TAXES MATIER? 332, 333 (Joel Slernrod ed. 1990) 
(commenting on Henry J. Aaron, Lessonsfor Tax Reform, in Do TAXES MATIER?, id. 
at 321). 

626. See supra text accompanying note 615. 
627. See supra text accompanying note 601. 
628. See supra notes 583-86 and accompanying text. 
629. Additionally, in enforcing the section 482 transfer pricing rules, the IRS has 

begun using its summons authority under section 7602 to attempt to compel third parties 
to provide detailed financial information on specific transactions, even though the third 
party has no transactional nexus with the taxpayer in the IRS dispute. See IRS Asked 
to State if Firms Under Legal Obligation to Provide Third-Party Data, DAILY TAX REp., 
Aug. 29, 1994, at G-4. 
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modernization project,630 much of this information is, or will be, stored 
in computer databases. Moreover, state and local governments keep 
records concerning the ownership and value of real and personal 
property. More generally, at last count in 1982, the federal government 
maintained more than 3.5 billion personal files on individuals.63

! 

630. See supra text accompanying note 567. 
631. See DAVID F. LINOWES, PRIVACY IN AMERICA: IS YOUR PRIVATE LIFE IN THE 

PUBLIC EYE? 81, 82 (1989) (pointing out that three-quarters of those 3.5 billion files are 
held by five government departments: Treasury, Health and Human Services, Education, 
Defense, and Commerce). 

Requiring taxpayers to submit the additional infonnation needed under the valuation 
system almost certainly would not violate the U.S. Constitution. Indeed. it is not even 
clear if the constitutional right to privacy applies to the disclosure of personal 
infonnation. See J.P. v. DeSanti, 653 F.2d 1080, 1087-91 (6th Cir. 1981). In Whalen 
v. Roe, 429 U.S. 589 (l977), the Supreme Court upheld a New York statute that called 
for the state health department to record, in a centralized computer file, the names and 
addresses of all persons who obtained certain prescription drugs. In doing so, the 
Supreme Court apparently left open the issue of whether the constitutional right to 
privacy applied to the state-compelled disclosure of personal infonnation. Because New 
York's statutory scheme contained sufficient safeguards against unwarranted disclosure 
of private infonnation, the Supreme Court apparently felt that it did not need to address 
the right to privacy issue. See id. at 605-06. Several subsequent court of appeals cases, 
however, have recognized the applicability of the constitutional right to privacy to 
disclosure requirements and have analyzed financial disclosure provisions under an 
intennediate scrutiny test: The "disclosure is designed to further a substantial 
government interest and 'does not land very wide of any reasonable mark in making its 
classifications.'" Bertoldi v. Wachtler, 952 F.2d 656,659 (2d Cir. 1991) (quoting Igneri 
v. Moore, 898 F.2d 870, 873 (2d Cir. 1990»; see also Barry v. City of New York, 712 
F.2d 1554, 1559-60 (2d Cir. 1983); Plante v. Gonzalez, 575 F.2d 1119, 1134-35 (5th Cir. 
1973). All of these court of appeals cases involved financial disclosure provisions 
applying to government officials or employees for the purpose of deterring corruption 
or conflicts of interest, and with one exception, the provisions at issue allowed for public 
inspection of the disclosed financial infonnation. See Igneri v. Moore, 898 F.2d 870 (2d 
Cir. 1990); Barry, 712 F.2d at 1557-58 (city law gave covered individuals the right to 
request a limitation on public inspection); Plante, 575 F.2d at 1122. Consequently, it 
is not at all clear that the intennediate scrutiny standard would apply to a federal tax 
provision requiring the disclosure of financial infonnation for the purposes of 
detennining the covered individual's tax liability, especially if the infonnation at issue 
is rather insignificant when compared to the infonnation required under the rest of the 
statutory scheme. 

Nonetheless, even assuming that both the intennediate scrutiny standard and the 
Whalen "sufficient safeguard" standard would apply to the infonnation needed under the 
valuation system, see Barry, 712 F.2d at 1560-61 (court tested the disclosure law under 
both standards), the required disclosure should be held as constitutional. First, a 
provision requiring such infonnation should be viewed as furthering a substantial 
government purpose, in that it allows for the collection of revenue. Second, sufficient 
safeguards to prevent unwarranted disclosures would appear to exist. Section 6103 
generally prevents the disclosure of taxpayer infonnation to the public, and pursuant to 
section 7213, the unauthorized disclosure of such infonnation is a felony. I.R.C. 
§§ 6103,7213 (1994); cf Whalen, 429 U.S. at 594-95 (similar statutory safeguards were 
present). In addition, the IRS is working on security measures in connection with its tax 
systems modernization project, which should provide the necessary "technical" security. 
See Peterson Statement, supra note 564, at 253; Whalen, 429 U.S. at 594 (technical 

1670 



[VOL. 33: 1559, 1996] "Complete" Accrual Taxation 
SAN DIEGO LAW REVIEW 

IX. CONCLUSION 

Whether it is sensible to adopt a complete accrual tax system 
ultimately hinges on the resolution of several broad issues: Is complete 
accrual taxation beneficial? Is complete accrual taxation feasible? And, 
if complete accrual taxation is beneficial and feasible, do its benefits 
warrant the costs of implementation? 

Regarding benefits, complete accrual taxation would obviate a 
significant portion of the Code. In addition, by bringing about more 
uniform effective tax rates on capital income, complete accrual taxation 
has the potential to improve the economic efficiency and equity of the 
tax system. Yet, if the imputed income on consumer items continues to 
be untaxed, the economic efficiency and equity consequences of 
complete accrual taxation are uncertain; further research would be 
needed to determine whether a nearly complete accrual tax system 
indeed would result in a more efficient and equitable tax system than 
exists under current law. 

The feasibility of complete accrual taxation depends on the ability of 
emerging intelligent computer systems--that is, neural networks, expert 
systems, and fuzzy logic-to produce sufficiently accurate valuations. 
A great deal of additional work is needed in this area, including studies 
to determine whether neural networks would reasonably forecast the 
future returns of a business using primarily quantitative data. If a 
computer-based complete accrual tax system is to be implemented, the 
IRS, of course, would need to hire the necessary technical personnel in 
order to avoid the problems that have plagued the current tax systems 

security also referred to). 
With a planned expansion of electronic filing, coupled with the general conversion 

from paper to electronic storage, the IRS is aware that new avenues exist for the 
invasion of taxpayer privacy. See IRS Working to Protect Taxpayer Privacy in 
Implementation of Modernization Plan, DAILY TAX REp., Apr. 25, 1994, at G-6 
[hereinafter IRS Working to Protect]. As a consequence, the IRS is in the process of 
studying the issue, see Zeidner, supra note 568, at 1107, and is planning to use such 
security features as cryptography-the use of code to write and decipher messages, IRS 
Working to Protect, supra at G-7. In this connection, the IRS is considering digital 
signature standards. See id. In addition to the technological aspects of the privacy issue, 
the IRS also is emphasizing employee education on privacy matters, which includes the 
development of a set of basic privacy principles. See CAG to Examine Commercial 
Return Preparers, Privacy Issues in Projects, DAILY TAX REp., June 17, 1994, at G-3. 

1671 



modernization effort.632 Refinements in the methods employed to 
value property also may be necessary. 

The goal of this Article is not to resolve the broad issues outlined 
above, but instead to demonstrate that complete accrual taxation is 
potentially beneficial and feasible, and that further research should be 
done to address these issues. Much of the remaining work should be left 
to those who are expert in the fields of economics, artificial intelligence, 
and valuation. While this research may be difficult and costly, the 
potential benefits of complete accrual taxation warrant the endeavor. 

632. See supra note 567. 
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APPENDIX 

Ordinary income defined 
Ordinary loss defined 
Transfer of appreciated property to political organi­
zation 
One-time exclusion of gain from sale of principal 
residence by individual who has attained age 55 
Election to expense certain depreciable business 
assets 
Losses, expenses, and interest with respect to 
transactions between related taxpayers 
Holders of life or terminable interest 
Limitation on depreciation for luxury automobiles; 
limitation where certain property used for personal 
purposes 
Distributions of property 
Distributions in redemption of stock 
Distributions in redemption of stock to pay death 
taxes 
Redemption through use of related corporations 
Distributions of stock and stock rights 
Dispositions of certain stock 
Basis of stock and stock rights acquired in distribu­
tions 
Taxability of corporation on distribution 
Effect on earnings and profits 
Dividend defined 
Other definitions 
Constructive ownership of stock 
Gain or loss to shareholders in corporate liquida­
tions 
Complete liquidations of subsidiaries 
Basis of property received in liquidations 
Gain or loss recognized on property distributed in 
complete liquidation 
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Nonrecognition for property distributed to parent in 
complete liquidation of subsidiary 
Certain stock purchases treated as asset acquisitions 
Collapsible corporations 
Definition and special rule 
Transfer to corporation controlled by transferror 
Exchanges of stock and securities in certain reorga­
nizations 
Distribution of stock and securities of a controlled 
corporation 
Receipt of additional consideration 
Assumption of liability 
Basis to distributees 
Nonrecognition of gain or loss to corporations; 
treatment of distributions 
Basis to corporations 
Foreign corporations 
Definitions relating to corporate reorganizations 
Limitation on use of preacquisition losses to offset 
built-in gains . 
Installment method 
Special rules for nondealers 
Gain or loss on disposition of installment obliga­
tions 
Deductions limited to amount at risk 
Passive activity losses and credits limited 
Last-in, first-out investories 
Qualified liquidations of LIFO inventories 
Simplified dollar-value LIFO method for certain 
small businesses 
Imposition of accumulated earnings tax 
Corporations subject to accumulated earnings tax 
Evidence of purpose to avoid income tax 
Burden of proof 
Accumulated taxable income 
Income not placed on annual basis 
Reasonable needs of the business 
Imposition of personal holding company tax 
Definition of personal holding company 
Personal holding company income 
Rules for determining stock ownership 
Undistributed personal holding company income 
Income not placed on annual basis 
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Deduction for deficiency dividends 
Foreign personal holding company income taxed to 
United States shareholders 
Definition of foreign personal holding company 
Foreign personal holding company income 
Stock ownership 
Gross income of foreign personal holding compa­
nies 
Undistributed foreign personal holding company 
income 
Income not placed on annual basis 
Returns of officers, directors, and shareholders of 
foreign personal holding companies 
Definition of deduction for dividends paid 
Rules applicable in determining dividends eligible 
for dividends paid deduction 
Rules relating to dividends paid after close of 
taxable year 
Dividend carryover 
Consent dividends 
Bad debts, losses, and gains with respect to securi­
ties held by financial institutions 
Gain or loss in the case of timber, coal, or domes­
tic iron ore 
Income and credits of partner 
Partnership computations 
Partner's distributive share 
Treatment of organization and syndication fees 
Nonrecognition of gain or loss on contribution 
Basis of property contributed to partnership 
Character of gain or loss on contributed unrealized 
receivables, inventory items, and capital loss 
property 
Extent of recognition of gain or loss on distribution 
Basis of distributed property other than money 
Basis of distributee partner's interest 
Optional adjustment to basis of undistributed 
partnership property 
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Character of gain or loss on disposition of distrib­
uted property 
Payments to a retiring partner or a deceased 
partner's successor in interest 
Recognition of precontribution gain in case of 
certain distributions to contributing partner 
Recognition and character of gain or loss on sale 
or exchange 
Basis of transferee partner's interest 
Optional adjustment to basis of partnership proper­
ty 
Unrealized receivables and inventory items 
Treatment of certain liabilities 
Partner receiving income in respect of decedent 
Manner of electing optional adjustment to basis or 
partnership property 
Rules for allocation of basis 
Definition of regulated investment company 
Taxation of regulated investment companies and 
their shareholders 
Limitations applicable to dividends received from 
regulated investment company 
Dividends paid by regulated investment company 
after close of taxable year 
Definition of real estate investment trust 
Taxation of real estate investment trusts and their 
beneficiaries 
Dividends paid by real estate investment trust after 
close of taxable year 
Adoption of annual accounting period 
Deduction for deficiency dividends 
Taxation of REMIC's 
Taxation of holders of regular interests 
Taxation of residual interests 
REMIC defined 
Treatment of income in excess of daily accruals on 
residual interests 
Other rules 
Other definitions and special rules 
Amounts included in gross income of United States 
shareholders . 
Subpart F income defined 
Insurance income 
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Foreign base company income 
Withdrawal of previously excluded subpart F 
income from qualified investment 
Investment of earnings in United States property 
Controlled foreign corporations; United States 
persons 
Rules for determining stock ownership 
Exclusion from gross income of previously taxed 
earnings and profits 
Adjustments to basis of stock in controlled foreign 
corporations and of other property 
Election by individuals to be subject to tax at 
corporate rates 
Miscellaneous provisions 
Determination of amount of and recognition of 
gain or loss 
Adjusted basis for determining gain or loss 
Basis of property---cost 
Basis of property included in inventory 
Basis of property acquired from a decedent 
Basis of property acquired by gifts and transfers in 
trust 
Adjustments to basis 
Exchange of property held for productive use or 
investment 
Involuntary conversions 
Rollover of gain on sale of principal residence 
Certain exchanges of insurance policies 
Stock for stock of same corporation 
Certain exchanges of United States obligations 
Certain reacquisitions of real property 
Transfers of property between spouses or incident 
to divorce 
Rollover of publicly traded securities gain into 
specialized small business investment companies 
Election to treat transfer to foreign trust, etc., as 
taxable exchange 
Nonrecognition of gain or loss on exchange or 
distributions in obedience to orders of S.E.C. 
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Basis for determining gain or loss 
Definitions 
Loss from wash sales of stock or securities 
Straddles 
Alternative tax for corporations 
50-percent exclusion for gain from certain small 
business stock 
Limitation on capital losses 
Capital loss carrybacks and carryovers 
Capital asset defined 
Other terms relating to capital gains and losses 
Holding period of property 
Property used in the trade or business and involun­
tary conversions 
Gains and losses from short sales 
Options to buy or sell 
Gains or losses from certain terminations 
Sale or exchange of patents 
Dealers in securities 
Real property subdivided for sale 
Gain from sale of depreciable property between 
certain related taxpayers 
Cancellation of lease or distributor's agreement 
Losses on small business investment company 
stock 
Loss of small business investment company 
Losses on small business stock 
Gain from dispositions of certain depreciable 
property 
Gain on foreign investment company stock 
Election by foreign investment companies to 
distribute income currently 
Gain from certain sales or exchanges of stock in 
certain foreign corporations 
Gain from certain sales or exchanges of patents, 
etc., to foreign corporations 
Gain from dispositions of certain depreciable realty 
Gain from disposition or farm land 
Transfers of franchises, trademarks, and trade 
names 
Gain from disposition of interest in oil, gas, geo­
thermal, or other mineral properties 
Gain from disposition of section 126 property 
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Disposition of converted wetlands on highly 
erodible croplands 
Recharacterization of gain from certain financial 
transactions 
Treatment of amounts received on retirement or 
sale or exchange of debt instruments 
Current inclusion in income or original issue 
discount 
Determination of amount of original issue discount 
Determination of issue price in the case of certain 
debt instruments issued for property 
Special rules for certain transactions where stated 
principal amount does not exceed $2,800,000 
Other definitions and special rules 
Disposition gain representing accrued market 
discount treated as ordinary income 
Deferral of interest deduction allocable to accrued 
market discount 
Definitions and special rules 
Current inclusion in income of discount on certain 
short-term obligations 
Deferral of interest deduction allocable to accrued 
discount 
Definitions and special rules 
Tax treatment of stripped bonds 
Denial of capital gain treatment for gains on 
certain obligations not in registered form 
Treatment of original issue discount on tax-exempt 
obligations 
Interest on tax deferral 
Current taxation of income from qualified electing 
funds 
Election to extend time for payment of tax on 
undistributed earnings 
Qualified electing fund 
Passive foreign investment company 
Special rules 
Pass-thru of items to shareholders 
Adjustments to basis of stock of shareholders, etc. 
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Distributions 
Coordination with subchapter C 
Partnership rules to apply for fringe benefit purpos­
es 
Tax imposed on certain built-in gains 
Tax imposed when passive investment income of 
corporation having subchapter C earnings and 
profits exceeds 25 percent of gross receipts 
Imposition of tax 
Nontaxable transfers 
Payment and collection 


