26 U.S, Code § 1221 - Capital asset
defined

{aiin sENERAL FOr purposes of this subtitle, the term “Capital agsel” means property
held by the taxpaver (whether or not connected with his trade or bhusiness), but does not
include-—

(1)

stock in trade of the taxpaver or other property of 8 kind which would properly be
included in the inventory of the taxpayer If on hand at the close of the taxable vaar, or
property held by the taxpayer primarily for sale to customers in the ordinary course of
his trade or busingss;

{2}

property, used in his trade or business, of g character which is subject 1o the slowance
for deprediation provided in section 167, or real property used in his trade or business;
{3%a patent, invention, model or design {whether or not patented), a secret formula or
process, a copyright, a literary, musical, or artistic composition, a ir‘-‘ttm or
memaorandum, or similar property, held by-—

(A}

a taxpaver whose personal efforts oreated such property,

(B)

i the case of a letter, memorandum, oF similar property, a taxpaver for whom such
property was praepared or produced, or

()

a taxpaver in whose hands the basis of such property is determined, for purposes of
determining gain from a sale or exchange, in whole or part by reference to the basis of
such property in the hands of & taxpaver described in subparagraph (8 or (8},

(4}

accounts or notes receivable acquired in the ordinary course of trade or business for
services rendered or from the sale of property describad in paragraph (13;

{BYa publication of the United States Government (including the Congressional Record)
which is received from the United States Government or any agency thereof, other than
by purchase at the price at which it is offered for sale to the public, and which is helid
g e

(A}

a taxpayer who so received such publication, or

{B)

a taxpayer in whosa hands the basis of such publication is determined, for purposes of
determining gain from & sale ¢r exchange i whole or in part by reference to the basis
of such plihi!u&i’ii’)ﬂ 13 i'hs? i"amif of a taxpayer described in subparagraph {A);

{ﬁ} any commodities derbvative finangsal instrumeant heid by a gemmoedities derivatives
umez:s

i

¥

it is established to the satisfaction of the Secretary that such instrument has no
connaction to the activities of such dealer as a dealer, and



(B)
such mstrument s clearly identified in such dealer’s records as being described in
subparagraph (A} before the cose of the day on which it was acquired, originated, or
entered into {or such other time as the Secretary may by regulations prescribe);

(7}

any hadaing ransaction which is clearly identified as such befors the dose of the day on
which ;t st acouired, originated, or entered into {or such other time as the Secretary
may by regulations prascribe); or

(8)

supplies of a type regularly used or consumed by the taxpaver in the ordinary course of
a trade or business of the taxpayer.

() DEFINITIONS AND SPECIAL RULES

{1} COMMODITIES DERIVATIVE FINANCIAL INSTRUMENTS For purposes of subseaction
(a6}

Y ﬁmmmmﬁﬁ:ﬁ&s ﬁ@réwatmﬁﬁ dealer

The term "oommodities derivatives dealar” means a person whéth i
enter Eﬁt{,’) dssume, foset, ass;«gﬂ or te mmate nos ;team SO

{8} Commaodities derivative financial instroment

{iy Int g@neraa

The term “goemmodities derbvative fnangal instrumesrt” means any contract or financial
instrument wéth res ;:)e*“t tCs c:c:eﬂ’zmadstae,; scther than 3 har@ of stock in a corporation, a
beneficial interest in a ;:za fn@rshap or trust, a note, bond, debenture, or other evidence
of indebtedness, or a seckion 1258 contract (as definad in saction 12 >6m;,,; %‘3@ \,aiusﬁ

or settlement price of whzah i ca%tu!dfed by or determinad by refarence

(it} Specified index The tarm “apsg

combination of—

(£}

a fixed rate, price, or amaount, or

(X1}

a variagble rate, price, or amount,
which is based on any current, objectively determinabile financial or economic

information with respect to cormmaodities which is not within the control of any of the

parties to H'm contract or instrument and is not unigue to any of the parties’

chroumstancas,

{2} HEDGIRG TRANSACTION

{AYEn general For purposes of this saction, the term “hedalng sre ot means any
transaction entered into by the taxpayerin the normal course of the fdxpaye s trade or
businass primartly —

(i

o manage risk of price changes or currency fluctuations with respect to ordinary
property which is held or to be held by the taxpayer,

)

XTMRANS any ong or more or any

-r'r




0 manage risk of interest rate or price changeas or currency fluctuations with respact 1o
borrowings made or to be made, or ordinary obligations incurred or to be incurred, by
the taxpayer, or

EHE

b0 manage such other risks as the Secretary may prescribe in reguiations

(B Treatment of nonidentification or improper identification of hadgéﬁ@
transactions Nobwithstanding subsection (a3(7), the Secretary shall prescribe
E'et}ulatéans to properly characterize any incoemae, gain, expense, or [0ss arising from a
transaction--

(i)

which s g hedging ransagtion but which was not identified gs such in accordance with
subsection (a){“f‘; or

(i}

which was so identified bub is not & hedging ransaction.

(2} SALE OR EXCHANGE OF SELF-~CREATED MUSICAL WORKS

At the election of the taxpayer, paragraphs (1) and (3 of subsection (&) shall not apply
to musical compositions or copvrights in musical works sold or exchanged by a taxpaver
deacribed in subsection {a}{s

{4} REGULATIONS

The Secretary shall prescribe such regulations as are ag:);:'rrapréatﬂ ko carry out the
purpesas of paragraph (&) and (7)) of subsection {a) in the case of transactions involvin
related partse:«;n
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