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‘‘(e) REVOCATION OF ELECTION TO BE TREATED AS DO-
MESTIC CORPORATION.—If, during the 1-year period be-
ginning on the date of the enactment of this Act [Oct. 
22, 2004], a corporation for which an election is in effect 
under section 943(e) of the Internal Revenue Code of 
1986 revokes such election, no gain or loss shall be rec-
ognized with respect to property treated as transferred 
under clause (ii) of section 943(e)(4)(B) of such Code to 
the extent such property— 

‘‘(1) was treated as transferred under clause (i) 
thereof, or 

‘‘(2) was acquired during a taxable year to which 
such election applies and before May 1, 2003, in the or-
dinary course of its trade or business. 

The Secretary of the Treasury (or such Secretary’s 
delegate) may prescribe such regulations as may be 
necessary to prevent the abuse of the purposes of this 
subsection. 

‘‘[(f) Repealed. Pub. L. 109–222, title V, § 513(b), May 
17, 2006, 120 Stat. 366.]’’ 

§ 115. Income of States, municipalities, etc. 

Gross income does not include— 
(1) income derived from any public utility or 

the exercise of any essential governmental 
function and accruing to a State or any politi-
cal subdivision thereof, or the District of Co-
lumbia; or 

(2) income accruing to the government of 
any possession of the United States, or any po-
litical subdivision thereof. 

(Aug. 16, 1954, ch. 736, 68A Stat. 35; Pub. L. 94–455, 
title XIX, § 1901(a)(19), Oct. 4, 1976, 90 Stat. 1766.) 

AMENDMENTS 

1976—Pub. L. 94–455 struck out ‘‘(a) General rule’’ be-
fore ‘‘Gross income does not include’’, struck out sub-
secs. (b) and (c) which related to contracts concerning 
public utilities made before Sept. 8, 1916, and contracts 
concerning bridge acquisition made before May 29, 1928, 
respectively, and in par. (1) of former subsec. (a), struck 
out ‘‘or territory’’ after ‘‘accruing to a State’’. 

EFFECTIVE DATE OF 1976 AMENDMENT 

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

TAX TREATMENT OF STATE OWNERSHIP OF RAILROAD 
REAL ESTATE INVESTMENT TRUST 

Pub. L. 109–59, title XI, § 11146, Aug. 10, 2005, 119 Stat. 
1966, provided that: 

‘‘(a) IN GENERAL.—If a State owns all of the outstand-
ing stock of a corporation— 

‘‘(1) which is a real estate investment trust on the 
date of the enactment of this Act [Aug. 10, 2005], 

‘‘(2) which is a non-operating class III railroad, and 
‘‘(3) substantially all of the activities of which con-

sist of the ownership, leasing, and operation by such 
corporation of facilities, equipment, and other prop-
erty used by the corporation or other persons for rail-
road transportation and for economic development 
purposes for the benefit of the State and its citizens, 
then, to the extent such activities are of a type which 
are an essential governmental function within the 
meaning of section 115 of the Internal Revenue Code 
of 1986, income derived from such activities by the 
corporation shall be treated as accruing to the State 
for purposes of section 115 of such Code. 
‘‘(b) GAIN OR LOSS NOT RECOGNIZED ON CONVERSION.— 

Notwithstanding section 337(d) of the Internal Revenue 
Code of 1986— 

‘‘(1) no gain or loss shall be recognized under sec-
tion 336 or 337 of such Code, and 

‘‘(2) no change in basis of the property of such cor-
poration shall occur, because of any change of status 

of a corporation to a tax-exempt entity by reason of 
the application of subsection (a). 
‘‘(c) TAX-EXEMPT FINANCING.— 

‘‘(1) IN GENERAL.—Any obligation issued by a cor-
poration described in subsection (a) at least 95 per-
cent of the net proceeds (as defined in section 150(a) 
of the Internal Revenue Code of 1986) of which are to 
be used to provide for the acquisition, construction, 
or improvement of railroad transportation infrastruc-
ture (including railroad terminal facilities)— 

‘‘(A) shall be treated as a State or local bond 
(within the meaning of section 103(c) of such Code), 
and 

‘‘(B) shall not be treated as a private activity 
bond (within the meaning of section 103(b)(1) of 
such Code) solely by reason of the ownership or use 
of such railroad transportation infrastructure by 
the corporation. 
‘‘(2) NO INFERENCE.—Except as provided in para-

graph (1), nothing in this subsection shall be con-
strued to affect the treatment of the private use of 
proceeds or property financed with obligations issued 
by the corporation for purposes of section 103 of the 
Internal Revenue Code of 1986 and part IV of sub-
chapter B [probably means part IV of subchapter B of 
chapter 1] of such Code. 
‘‘(d) DEFINITIONS.—For purposes of this section: 

‘‘(1) REAL ESTATE INVESTMENT TRUST.—The term 
‘real estate investment trust’ has the meaning given 
such term by section 856(a) of the Internal Revenue 
Code of 1986. 

‘‘(2) NON-OPERATING CLASS III RAILROAD.—The term 
‘non-operating class III railroad’ has the meaning 
given such term by part A of subtitle IV of title 49, 
United States Code (49 U.S.C. 10101 et seq.), and the 
regulations thereunder. 

‘‘(3) STATE.—The term ‘State’ includes— 
‘‘(A) the District of Columbia and any possession 

of the United States, and 
‘‘(B) any authority, agency, or public corporation 

of a State. 
‘‘(e) APPLICABILITY.— 

‘‘(1) IN GENERAL.—Except as provided in paragraph 
(2), this section shall apply on and after the date on 
which a State becomes the owner of all of the out-
standing stock of a corporation described in sub-
section (a) through action of such corporation’s board 
of directors. 

‘‘(2) EXCEPTION.—This section shall not apply to 
any State which— 

‘‘(A) becomes the owner of all of the voting stock 
of a corporation described in subsection (a) after 
December 31, 2003, or 

‘‘(B) becomes the owner of all of the outstanding 
stock of a corporation described in subsection (a) 
after December 31, 2006.’’ 

[§ 116. Repealed. Pub. L. 99–514, title VI, § 612(a), 
Oct. 22, 1986, 100 Stat. 2250] 

Section, acts Aug. 16, 1954, ch. 736, 68A Stat. 37; June 
25, 1959, Pub. L. 86–69, § 3(a)(2), 73 Stat. 139; Sept. 14, 
1960, Pub. L. 86–779, § 10(f), 74 Stat. 1009; Feb. 26, 1964, 
Pub. L. 88–272, title II, § 201(c), (d)(6)(C), 78 Stat. 32; Nov. 
13, 1966, Pub. L. 89–809, title I, § 103(g), 80 Stat. 1552; Oct. 
4, 1976, Pub. L. 94–455, title X, §§ 1051(h)(2), 1053(d)(1), 
title XIX, § 1901(a)(20), 90 Stat. 1647, 1649, 1766; Apr. 2, 
1980, Pub. L. 96–223, title IV, § 404(a), 94 Stat. 305; Aug. 
13, 1981, Pub. L. 97–34, title III, § 302(b)(2), 95 Stat. 272; 
July 18, 1984, Pub. L. 98–369, div. A, title V, § 542(b), 98 
Stat. 891, authorized partial exclusion of dividends re-
ceived by individuals. 

EFFECTIVE DATE OF REPEAL 

Repeal applicable to taxable years beginning after 
Dec. 31, 1986, see section 612(c) of Pub. L. 99–514, set out 
as an Effective Date of 1986 Amendment note under sec-
tion 301 of this title. 
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§ 117. Qualified scholarships 

(a) General rule 

Gross income does not include any amount re-
ceived as a qualified scholarship by an individ-
ual who is a candidate for a degree at an edu-
cational organization described in section 
170(b)(1)(A)(ii). 

(b) Qualified scholarship 

For purposes of this section— 

(1) In general 

The term ‘‘qualified scholarship’’ means any 
amount received by an individual as a scholar-
ship or fellowship grant to the extent the indi-
vidual establishes that, in accordance with the 
conditions of the grant, such amount was used 
for qualified tuition and related expenses. 

(2) Qualified tuition and related expenses 

For purposes of paragraph (1), the term 
‘‘qualified tuition and related expenses’’ 
means— 

(A) tuition and fees required for the enroll-
ment or attendance of a student at an edu-
cational organization described in section 
170(b)(1)(A)(ii), and 

(B) fees, books, supplies, and equipment re-
quired for courses of instruction at such an 
educational organization. 

(c) Limitation 

(1) In general 

Except as provided in paragraph (2), sub-
sections (a) and (d) shall not apply to that por-
tion of any amount received which represents 
payment for teaching, research, or other serv-
ices by the student required as a condition for 
receiving the qualified scholarship or qualified 
tuition reduction. 

(2) Exceptions 

Paragraph (1) shall not apply to any amount 
received by an individual under— 

(A) the National Health Service Corps 
Scholarship Program under section 
338A(g)(1)(A) of the Public Health Service 
Act, or 

(B) the Armed Forces Health Professions 
Scholarship and Financial Assistance pro-
gram under subchapter I of chapter 105 of 
title 10, United States Code. 

(d) Qualified tuition reduction 

(1) In general 

Gross income shall not include any qualified 
tuition reduction. 

(2) Qualified tuition reduction 

For purposes of this subsection, the term 
‘‘qualified tuition reduction’’ means the 
amount of any reduction in tuition provided to 
an employee of an organization described in 
section 170(b)(1)(A)(ii) for the education (below 
the graduate level) at such organization (or 
another organization described in section 
170(b)(1)(A)(ii)) of— 

(A) such employee, or 
(B) any person treated as an employee (or 

whose use is treated as an employee use) 
under the rules of section 132(h). 

(3) Reduction must not discriminate in favor of 
highly compensated, etc. 

Paragraph (1) shall apply with respect to any 
qualified tuition reduction provided with re-
spect to any highly compensated employee 
only if such reduction is available on substan-
tially the same terms to each member of a 
group of employees which is defined under a 
reasonable classification set up by the em-
ployer which does not discriminate in favor of 
highly compensated employees (within the 
meaning of section 414(q)). For purposes of this 
paragraph, the term ‘‘highly compensated em-
ployee’’ has the meaning given such term by 
section 414(q). 

[(4) Repealed. Pub. L. 101–140, title II, 
§ 203(a)(1), (2), Nov. 8, 1989, 103 Stat. 830] 

(5) Special rules for teaching and research as-
sistants 

In the case of the education of an individual 
who is a graduate student at an educational 
organization described in section 
170(b)(1)(A)(ii) and who is engaged in teaching 
or research activities for such organization, 
paragraph (2) shall be applied as if it did not 
contain the phrase ‘‘(below the graduate 
level)’’. 

(Aug. 16, 1954, ch. 736, 68A Stat. 38; Pub. L. 87–256, 
§ 110(a), Sept. 21, 1961, 75 Stat. 535; Pub. L. 94–455, 
title XIX, § 1901(b)(8)(A), (c)(3), Oct. 4, 1976, 90 
Stat. 1794, 1803; Pub. L. 96–541, § 5(a)(1), Dec. 17, 
1980, 94 Stat. 3205; Pub. L. 98–369, div. A, title V, 
§ 532(a), July 18, 1984, 98 Stat. 887; Pub. L. 99–514, 
title I, § 123(a), title XI, §§ 1114(b)(2), 1151(g)(2), 
Oct. 22, 1986, 100 Stat. 2112, 2450, 2506; Pub. L. 
100–647, title I, § 1011B(a)(31)(B), title IV, 
§ 4001(b)(2), Nov. 10, 1988, 102 Stat. 3488, 3643; Pub. 
L. 101–140, title II, § 203(a)(1), (2), Nov. 8, 1989, 103 
Stat. 830; Pub. L. 104–188, title I, § 1703(n)(14), 
Aug. 20, 1996, 110 Stat. 1878; Pub. L. 107–16, title 
IV, § 413(a), June 7, 2001, 115 Stat. 64.) 

AMENDMENT OF SECTION 

For termination of amendment by section 901 

of Pub. L. 107–16, see Effective and Termination 

Dates of 2001 Amendment note below. 

REFERENCES IN TEXT 

Section 338A(g)(1)(A) of the Public Health Service 
Act, referred to in subsec. (c)(2)(A), is classified to sec-
tion 254l(g)(1)(A) of Title 42, The Public Health and Wel-
fare. 

AMENDMENTS 

2001—Subsec. (c). Pub. L. 107–16, §§ 413(a), 901, tempo-
rarily designated existing provisions as par. (1), in-
serted par. heading, substituted ‘‘Except as provided in 
paragraph (2), subsections (a)’’ for ‘‘Subsections (a)’’, 
and added par. (2). See Effective and Termination Dates 
of 2001 Amendment note below. 

1996—Subsec. (d)(2)(B). Pub. L. 104–188 substituted 
‘‘section 132(h)’’ for ‘‘section 132(f)’’. 

1989—Subsec. (d)(4). Pub. L. 101–140, § 203(a)(2), amend-
ed par. (4) to read as if amendments by Pub. L. 100–647, 
§ 1011B(a)(31)(B), had not been enacted, see 1988 Amend-
ment note below. 

Pub. L. 101–140, § 203(a)(1), amended subsec. (d) to read 
as if amendments by Pub. L. 99–514, § 1151(g)(2), which 
added par. (4), had not been enacted, see 1986 Amend-
ment note below. 

1988—Subsec. (d)(4). Pub. L. 100–647, § 1011B(a)(31)(B), 
substituted ‘‘there shall’’ for ‘‘there may’’ and ‘‘who 
are’’ for ‘‘who may be’’. 
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