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Mr. LONG of Louisiana, from the Committee on Finance,
submitted the following

REPORT
[To accompany H.R. 4765]

The Committee on Finance, to which was referred the bill (H,R.
4765) relating to the income tax treatment of certain distributions
pursuant to the Bank Holding Company Act of 1956, as amended,
having considered the same, reports favorably thereon with amend-
ments and recommends that the bill as amended do pass.

I. SUMMARY
Your committee has accepted the House provision without change

(except for adding an effective date) but has added four amendments
relating to different tax matters. The Treasury Department has indi-
cated that it does not object to any of these committee amendments.
As a matter of fact, it recommends the amendment regarding mortgage
guaranty insurance,
Bank holding company distributions.-The provision in the House-

passed bill which your committee has accepted without change is
concerned with corporations which became bank holding companies
as a result of the 1966 amendments to .the Bank Holding Company
Act of 1956. The 1966 amendments removed an exemption provided
by prior law and, as a result, one company will become a bank holding
company without any action on its part. As a result of being classified
as a bank holding company, this corporation will have to dispose of
either the banking or the nonbanking interests. This bill provides in
this case that the corporation may make a distribution of either one of
these two categories of interests without the shareholders having to
pay tax upon the stock or other property received so long as all distri-
butions in kind are made on a pro rata basis to all shareholders. The
Treasury Department has indicated that it has no objection to this
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2' INCOMB T ,TREATMENT OF CERTAIN DISTRIBUTIONS

provision. Your committee added an amendment to provide that this
provision applies to taxable years ending after the date of enactment
of the 1966 amendatory act.

Mortgage guaranty insurance.--Your committee has added an
amendment (sec. 2 of the bill) to the bill to solve a problem faced by
companies which provide mortgage guaranty insurance. They are
subject to State regulation and are almost uniformly required to place
half of their earned premiums, in contingency reserves for 15 years to
provide protection to policyholders from losses which might result
from adverse economic conditions. The committee amends the law
to provide a special deduction for additions to an extraordinary loss
reserve for amounts which State law or regulations require a mortgage
guaranty insurance company to add to such a reserve, but not in
excess of 50 percent of earned premiums. However, the special deduc-
tion is to be allowable only if the tax benefit obtained from the
deduction of additions to the reserve is invested in a special issue of
noninterest bearing Government bonds. The bonds may be used for
payment of income taxes which will be due when the reserve is returned
to income (no later than 10 years after the deduction) or may be
redeemed in the event of extraordinary losses during the period of the
reserve.

Unfunded pension plans of educational and other tax-exempt organiza-
tions.--Another amendment added by your committee (sec. 3 of the
bill) provides that the $5,000 death benefit exclusion from the income
tax, and the estate and gift tax exclusions are to be available for
employees of universities and certain other tax-exempt organizations
covered by unfunded retirement programs, in cases where these
employees are granted the option of participating in a funded retire-
ment program and it is determined that the lack of funding is not
likely to jeopardize the payment of the benefits. This amendment
also provides that the 20-percent limitation applicable in determining
the maximum exclusion in the case of nonqualified annuity contracts
in the case of professors and other employees of certain tax-exempt
organizations is to include not only contributions with respect to all
annuity contracts but also contributions with respect to all other
pensions as well (including unfunded plans).

Investment credit carrybacks resulting from net operating loss carry-
backs.-Your committee (sec. 4 of the bill) modifies the investment
credit carryback provision of present law to permit such a carryback
where it results from a net operating loss carryback. Presently, the
investment credit carryback is not available where it results from
the reduction of the allowable credit in a year as a result of a net
operating loss carryback to that year.

Spin-off of life insurance company.-The last amendment added by
your committee (sec. 5 of the bill) permits a subsidiary company
which is a life insurance company to distribute the stock of another
corporation, which also is a life insurance company, to its parent
holding company without the payment of any so-called phase III
tax.

II. BANK HOLDING COMPANY DISTRIBUTIONS

Reasons for the provision.--In 1956, Congress passed legislation
placing certain corporations referred to as bank holding companies
under the control of the Federal Reserve Board. In general, these
were organizations controlling two or more banks. ,Under the legisla-
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tion, a bank holding company was prohibited from engaging in any
business other than banking. As a result, organizations 'which ini
1956 controlled two or. more banks and at the same time owned
interests in other businesses generally were required to dispose of
either their banking or their nonbinking interests. Corporationw
classified as bank holding companies under the Bank Holding Company
Act of 1956 usually disposed of either their banking or their non-
banking interests by distributing one or the other of these classes of
interests to their shareholders. Since Congress was requiring the.
corporations to distribute one of these classes of interests, in 1956 it
provided generally that these stock distributions, to the extent they
involve property acquired before May 15, 1955, could be made without
tax consequences to the shareholders receiving the distributed stock.
In the absence of the special tax provisions enacted in 1956, most
stock distributions would have been treated as ordinary income
(dividends) to the shareholders receiving them.
The 1956 act contained certain exceptions to the requirement that

dispositions of either banking or nonbanking interests had to be made
in the case of companies holding interests in two or more banks. Olne
of these exceptions provided that a company was not to be considered
a bank holding company if it was registered prior to May 15, 1955,
under the Investment Companly Act of 1940 (or was an affiliate. of
such a company) unless the company or its affiliate directly owned.25
percent or more of the voting shares of each of two or more banks.
This exception permitted companies of this type to own indirectly a
25 percent, or larger, interest in two or more banks.

In 1966 (Public Law 89-485; H.R. 7371) Congress repealed this ex-
celtion with the result that any company falling within this category
now must divest itself. of either its banking or nonbanking interest
where its indirect ownership equals or exceeds 25 percent. It was
stated that this exemption initially was granted because it was fel
that regulation under the Investment Company Act of 1940 would
l)rovide adequate protection. However, it was indicated that exlperi
ence has demonstrated that SEC's authority under the Investment
Company Act is. not a substitute for the type of control provided
under the Bank Holding Company Act from the standpoint of ban,>
ing )olicies. It was further stated that the exemptionsnow appliesonly to the Financial General Corp., an affiliate of the Equity Corl4,
which is a registered investment company.'
The Financial General Corp., through subsidiary corporations, owon

25 percent or more of the stock of 21 banks in five States and the
District of Columbia. In addition, it controls a number of nonbanking
businesses, including insurance, financing, and manufacturing c'm-
panies. Many of these interests were acquired after May 15, 1955 '(te.
date before which the property must have been acquired for the 1946
tax relief to apply).
Since the Congress in 1956 provided that where it required

disposition of either tihe previously held banking or nonbanking
interests, there should not be tax consequences to the shareholders
upon any distributions occurring as a result of this action, it seems
appropriate to extend the same general treatment under the 1961
amendments. Therefore, the House-passed provision approved by

' However, it was Indicatedthat there are roughly 300 companies that registered under the 1940 act before
May 16, 1955, which apparently could in the future take advantage of this provision had this exemption
not been removed.
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4 INCOME TAX TREATMENT OF CERTAIN DISTRIBUTIONS

the committee provides that any corporations required to divest
their banking or nonbanking interests as a result of the passage of the
Bank Holding Company Act Amendments of 1966 also are to have
tax-free treatment available. This also is consistent with the treat-
ment provided under present law where divestitures are required to
effectuate the policies of the Securities and Exchange Conmission.

For these reasons, this bill extends the tax-free treatment originally
provided with respect to distributions required as the result of the
Bank Holding Company Act of 1956, to distributions of property
acquired on or before April 12, 1965, which must be made as a result
of the 1966 amendments to that act. However, to be sure that there
is no oplIortunity for tax manipulation, this treatment is made avail-
able only if all of the distributions made in kind--i.e., other than in
money-are made on a pro rata basis to all shareholders.

Explanation of provision.-Under. present law, as a result of the
1956 act, a corporation which is classified as a bank holding company
is given its choice of two alternative courses of action: It may remain
a bank holding company, in which event it must distribute its non-
banking interests; or it may retain its nonbanking interests and dispose
of its banking interests to the extent required so it is no longer classified
as a bank holding company.

Under the 1956 legislation, a corl)oration was classified as a "bank
holding company" and, therefore, subject to the provisions of the bill
if (1) the company directly or indirectly controlled 25 percent or
mGore of the voting shares of two or more banks (or of bank holding
c4llm)anies); (2) the company controlled the election of a majority
of the directors of two or more banks; or (3) trustees for the share-
holders of the company held 25 percent or more of the stock of two
or more banks (or of bank holding companies).
A number of exceptions to the classification specified above are

included in the 1956 act. Among these is one which provides an
exclusion for any company which is registered under the Investment
Company Act of 1940 and was so registered prior to May 15, 1955 (or
is affiliated with a company meeting these tests), unless the company
(or the affiliate) directly owns 25 percent or more of two or more
banks.
Thus, a company registered under the Investment Company Act

(which was so registered. before May 15, 1955) could-indirectly own
over 25 percent of the voting stock of two or more banks-e.g., this
ownership could be divided among related corporations-without being
classified as a bank holding company and without being required to
dispose of either its banking or nonbanking interests (and without
subjecting itself to Federal Reserve Board control). This exemption
from the bank holding company provisions was removed by the 1966
amendments.
This bill provides in general that no tax is to be imposed on the

shareholders where companies, because of the removal of this exemp-
tion in 1966, are required to make distributions of either their banking
or nonbanking interests acquired on or before April 12, 1965. Present
law, as amended by this bill, obtains the results referred to above, by
permitting a corporation which becomes classified as a bank holding
)to)mpany, its choice of two alternative tax-free routes for disposing of
its banking or nonbanking interests.

First, if a corporation decides to remain a bank holding company,
it may distribute its nonbanking interests, referred to as prohibited
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property, to its shareholders without the recognition of any gain by
the shareholders on the distribution. The distribution is tax free to
the shareholders only if the Federal Reserve Board certifies the cor-
poration has disposed of all property necessary to effectuate the policies
of the Bank Holding Company Act. For this purpose, "prohibited
property" in general means stocks, securities, and other obligations
or assets of nonbanking businesses, to the extent the bank holding
company is required to divest itself of these assets under the Bank
Holding Company Act. The term does not include cash, Government
bonds, or certain short-term obligations. Generally, these do not
come within the definition of assets which must be distributed by a
bank holding company.

In the case of the distributing corporation, the usual provisions of
the tax laws apply. Under these provisions, gain generally is not
recognized to the distributing corl)oration except under unusual cir-
cumstances such as in the case of the distribution of LIFO inventory,
the distribution of property subject to a liability in excess of its
adjusted basis, or the distribution of certain installment obligations.
The distribution of "prohibited property" may be_made either

directly to the shareholders of the bank' holding company or may be
transferred to a wholly owned subsidiary created to receive the
"prohibited property." In this latter event, the stock of the sub-
sidiary must then be immediately distributed to the shareholders of
the bank holding company for the distribution to be free of tax.
Second, if a corporation chooses not to be a bank holding company,

it may distribute to its shareholders any bank stock or other property
of the kind which causes it to be a bank holding company without the
recognition of gain to the shareholders. In this case, for the distribu-
tion to be tax free to the shareholders, the Federal Reserve Board imust
certify within a specified period of time that the company -has dis-
tributed sufficient property so -that it no longer is a bank holding
company. In this case the corporation may distribute to its share-
holders all of its shares of bank stock without the recognition of gain
even though it would be possible to retain shares of stock in one bank
without being classified as a bank holding company.
The Bank Holding Company Act of 1956 restricted the nonrecog-

nition treatment described above to property which was,owned by a

company on May 15, 1955. This restriction was considered necessary
to prevent corporations from purchasing interests in banks or other
businesses in order that their shareholders might benefit from the
tax-free distribution treatment provided in these cases. 'While the
May 15, 1955, date was, of course, appropriate for corporations which
became bank holding companies in 1956, a later date is needed for a
corporation which became a bank holding company because of the
1966 amendments. Therefore, this date is advanced to April 12,
1965, in the case of any company which became a bank holding
company as a result of the enactment of the Bank Holding Company
Amendments of 1966.
This is the date of introduction in the House of the bill which

ultimately led to the enactment of the 1966 Bank Holding Company
Amendments. Thus, the tax-free treatment is made available with
respect to a company required to dispose of either its -banking or its
nonbanking interests as. a result of the 1966 amendments, only with
respect to property it held on the date it wasindicated thhis,
exemption might be remrioved.
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6 INCOME TAX TREATMENT OF CERTAIN DISTRIBUTIONS

'Apart from the change in dates referred to above, the tax-free
treatment in the case of distributions to shareholders in the case of
corporations coming under the Bank Holding Company Act as a re-
stilt of the 1966 amendments differs in only one respect from the pro-
visions applicable to the companies becoming bank holding companies
in 1956. The tax-free treatment for companies covered by the 1966
amendments is made available only if all distributions made in kind-
i:e., made in other than money-are made on a pro rata basis. Thus,
no corporation, under this amendment, will be able to acquire the
stock of some of its shareholders with assets in kind (and in this man-
ner avoid any subsequent tax to the corporation on the appreciation
in the value of these assets) while at the same time distributing other
property in kind to other shareholders on a tax-free basis under the
terms of this bill.
Under the bill as reported by your committee, the provisions

described above apply to taxable years ending after July 1, 1966 (the
date of enactment of the 1966 amendments to the Bank Holding
Company Act of 1956).

Il. MORTGAGE GUARANTY INSURANCE

Reasonsfor the provision.-Mortgage guaranty insurance companies
guarantee the holder of a real estate mortgage against loss on its
mortgage loan, in a manner somewhat comparable to the mortgage
insurance written by FHA. However, FHA insures the entire amount
of the mortgage, while mortgage guaranty insurance companies have
an option to pay 20 percent of the face of the mortgage in full satisfac-
tion of the liability. While as a practical matter 20-percent coverage
presently may be sufficient to cover any likely loss on a defaulted
mortgage, nevertheless in the event of a serious depression, that option
may be significant. Moreover, FHA insures mortgages representing
as much as 97 percent of the appraised value of the property, while
mortgage guaranty insurance is not written on loans for more than 90
percent of the appraised value of the property. Premiums on these
policies are sometimes paid in a lump sum when the contract is written,
but in most cases, perhaps 80 percent, annual premiums are paid over
the period of risk.

rThese private insurers are regulated by State insurance com-
missions. On the possibility that extraordinary losses may occur from
mortgage defaults, for example in a depression, State insurance
omm.lnissions reglllating this indu:;try generally require the company's

establishment of a contingency loss reserve to protect against ex-
traordinary losses. For example, under the regulations of one State
(Iollmission, a guaranty company is required to add up to 50 percent
of earned premiums to its contingency loss reserves.2 These reserve
additions are not related to loss experience and remain in the reserve
for 15 years, in the absence of authorization from the State corm-
mission for prior restoration to income. Normal losses are charged
to income currently, rather than to the reserve. The regulations of
this particular State commission indicate that reserve invasions may
be authorized when losses exceed, by more than 10 percent of pre-
mliums, the expected losses set forth in the rate formula. Unless losses
2On loans for 80 percent or more of the appraised value of the property, 60 percent of earned premiums

must be added to the restore. On loans of less than 80 percent, 30 percent of earned premiums is added to
the reserve. The likelihood is that most loans covered by thlsinsurance are for 80 percent or more of
appraised value.
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exceed 40 percent of premiums (30 percent in the rate formula plus
the 10 percent margin) tile reserve may not be invaded to meet
current losses under theexisting regulations of this State commission.
The typical life of a real estate mortgage is about 8 years, even

though the mortgage may have been written for a 20-year life or
longer (as a consequence of property transfers, mortgage loans on the
average are paid off somewhat earlier than the original period of the
loan). Even though there has been earlier payment in full of mortgage
loans, and consequent termination of the need for the reserve, the
State commission's regulations do not restore the reserve to income
until after the entire 15-year period is passed.
Under section 832(b)(4) of the code a deduction is now allowed for

contributions to a reserve for "unearned premiums." The Internal
Revenue Service has defined unearned premiums as "that portion
which the company has not yet had time to earn, or more precisely,
that portion paid by the policyholder which must be returned on
cancellation of the policy, and which is in direct proportion to the
unexpired time which the policy is to run." In 1960 the Internal
Revenue Service issued a ruling to a company writing mortgage
guaranty insurance stating that its contingency loss reserve required
by the State commission was a reserve for unearned premiums within
the meaning of section 832(b)(4). A similar ruling was subsequently
issued to another company. Since that time requests for similar
rulings from other companies have been submitted to the Internal
Revenue Service, but the Service has not ruled on the requests.
The Service has now decided that its original rulings of 1960 also

should be changed, although it has not yet revoked them. The tax
returns of 10 or more other companies which did not receive favorable
rulings, however, are being held in suspense. These other companies
contend that they are competitively handicapped, and their ability
to obtain equity capital is prejudiced because they have not received
a ruling similar to those issued in 1960. The Treasury Department
believes that a legislative solution of the problem is desirable. Your
committee agTees.

It is clear, where State law requires 50 percent of the earned pre-
nliums to be placed in a reserve for extraordinary losses, that it
would be extremely difficult for any company to operate without
continuing additions to working capital. Their current losses and
other expenses amount to more than halt of their earned premiums.
If half of those premiums must be placed in reserve, some of the
current expenses will have to be paid from working capital. A current
tax on the earned premiums dedicated to the reserve will neces-
sitate an even greater depletion of the working capital. Your com-
nittee's amendment is designed to solve this unique problem created
by unusual State requirements, and to afford uniform treatment to
all companies engaged in writing mortgage guaranty insurance.
While it is recognized that State law in these cases requires the

set-aside of large amounts to cover these possible future losses,
nevertheless, deductions of anything like 50 percent would be pro-
viding these companies deductions substantially in excess of what
they presently can show is their actual loss experience. Should this
present loss experience prove tb be correct in the long run, deductions
of these large reserves required by State law would permit substantial
amounts to remain free of tax for a period of up to 15 years. This

7
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would provide substantially more favorable treatment for these
companies than is available for other businesses.
Because of the considerations set forth above, the committee has

concluded that it is appropriate to permit these mortgage guaranty
insurance companies to obtain a deduction for additions to these
special reserves over the approximate average life of the mortgages
guaranteed, but, at the same time, to deny them the earnings on the
portion of such reserves representing deferred taxes during the time
that portion is held for these special contingencies. The latter is-
accomplished by requiring the investment of the tax savings attrib-
utable to the deduction of reserve additions in non-interest-bearingo
Government bonds. The fact that the tax savings are invested in
special bonds of the Federal Government means that the companies
have assets for purposes of their statements which are recognized by
State commissions and for accounting purposes.

Explanation of provision.-Under the committee amendment, dedutc-
tions for additions to a reserve for mortgage guaranty insurance losses
resulting from adverse economic cycles will be allowed, but not in
excess of 50 percent of premiums earned during the year. Any amount
added to the reserve must be restored to income at the close of 10
years (rather than 15 years as is generally required under State regii-
lations). The deduction is not allowed, however, unless the company
purchases a special issue of "tax and loss" Federal Government bonds
in the amount of the tax benefit of the deduction. These bonds are to
be noninterest bearing, nontransferable, and redeemable only when
the amounts added to the reserve are restored to income. It is ex-
pected that these bonds will be recognized, by both accountants land
State insurance commissions, as an asset for statement purposes. At
the time of restoration of the reserve to income, the bonds purchased
when the addition was made to the reserve may be utilized to pay
the resulting income tax. If the company has no tax to pay in the year
of redemption because of other deductions, the bonds would be
redeemable for cash.
The committee's amendment is less favorable to the taxpayer than

the rulings issued by the Internal Revenue Service in 1960, since any
amounts added to the reserve must be restored to income at the end
of 10 years (rather than 15 years) and the tax benefit from the dedu(c-
tion must be invested in non-interest-bearing Federal bonds.

Thle bill amends the Second Liberty Bond Act to authorize the Secre-
tary of the Treasury to issue the non-interest-bearing bonds for tife
purposes of the new tax provisions described above.
While the amendment of the Internal Revenue Code is applicable

to taxable years beginning after December 31, 1966, the committee's
amendment (subsec. (g) of sec. 2 of the bill) provides special rules
for additions made prior to 1967 to reserves for mortgage guaranty
insurance losses. These special rules are designed to validate the
deductions taken in past years by all companies that made additions
to such reserves. As a result, all companies in the industry will be
treated alike. Tax-and-loss bonds are not required for past years,
but the additions to reserves made prior-to 1967 must be included
in income at the end of 10 years' following the year for which tie
addition was made.. In addition, losses incurred for taxable years
beginning after 1966, to the extent the' losses exceed' 35 percent of
earned premiums for the year arie to' be charged thoe pre-1967
reserve rather than against current income.



INCOME TAX TREATMENT OF CERTAIN DISTRIBUTIONS

Technical explanation of provision.-Section 2 of the bill adds
a new subsection (e) to section 832 of the Internal Revenue Code.
The new subsection (e) provides special rules in the case of taxable
years beginning after December 31, 1966, for a company which writes
mortgage guaranty insurance. Such a company may be organized
tinder a special State statute relating solely to such insurance com-
panies or organized under a general statute relating to credit guaranty
insurance companies.
Subparagraph (A) of the new subsection (e)(l) refers to a reserve

which is in substance a contingency reserve for extraordinary or
unusual mortgage guaranty insurance losses. Mortgage guaranty
insurance companies are generally required by certain State statutes
or regulations to set aside an amount, usually a certain portion of their
premiums, for a definite period of time in such a reserve for unusual
losses. Such a reserve is not available for general corporate purposes,
but subject to the approval of the State insurance commissioner is
available in the event that the losses of a company in any year exceed
its "normal losses."
Except as otherwise provided, in order for the deduction to be

allowed under new subsection (e)(1), tax-and-loss bonds referred to
in new subsection (e)(2) shall be purchased on or before the date
that any taxes (determined without regard to new subsec. (e)) due
for the taxable year for which the deduction is allowed are due to be
paid, as if no election to make installment payments under section
6152 is made. If a company would make payments of estimated tax
if new subsection (e) did not apply, then whether or not such company
pays estimated tax after thie application of subsection (e), such bonds
must be purchased on or before the date for paying such estimated
tax in order for them to be considered purchased on or before the
date that any taxes due for the taxable year are to be paid. If an
obligation to mr.Ls payments of estimated tax is eliminated by the
allowance of the deduction under new subsection (e)(l), in order to
qualify for such deduction the company is required to purchase these
tax-and-loss bonds at the time the estimated tax payments are due to
be paid and in the amount of such payments.'The Secretary of the Treasury is authorized under the bill to
prescribe the terms and conditions under.which such bonds shall be
purchased, and may provide, for example, that deposits may be made
toward the purchase of such bonds. At the time the company's
tax return is filed, the deposits could be so-applied, or to the extent
not needed for such purchases or for the payment of the company's
taxes, such amounts could be refunded to the company. In accord-
ance witil the provisions of new section 832(e)(1), all amounts are to
I)e taken into account on a first-in-time basis, including for purposes
of determining the deposits which have been applied to purchase

In computing the aggregate amount in the State reserve for purposes
of new subsection (e) (5) (B), such amount shall be reduced, for example,
Iby the amount of losses incurred which is permitted to, be charged to
suchl reserve under State law or regulation. Although under new
stb)section (e)(l) such a charge to the reserve does not affect, the
compulltation of losses incurred, such reserve, nevertheless, shall be
!edluced by the amnotnt of such charge.

9
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The application of new subsection (e) may be illustrated by the
following example: Company A was organized on January 1, 1967,
and is required by State law or regulation to set aside 50 percent of
premiums earned on insurance contracts (as defined in sec. 832(b)(4))
with respect to mortgage guaranty insurance in a reserve referred to
in new paragraph (1)(A). For 1967 the amount so set aside is $300c.
However, company A's-taxable income, computed without regard to
the deduction allowed by new paragraph (1) or any carryback of a net
operating loss, was only $100x and, thus, such deduction could not
exceed $100x. By purchasing the amount of tax and loss bonds re-
quired by new paragraph (2) company A was allowed a deduction of
$100x under new paragraph (1) for 1967 and reduced its taxable in-
come to zero. Company A added $100x to its mortgage guaranty
account.

In 1968 company A suffered a net operating loss computed without
regard to new paragraph (5)(C) of $50x. Under State law or regula-
tion company A was required to set. aside $30x for 1968 in such reserve
but was required to reduce such reserve by $75x, a net reduction of
$45x. Consequently, for purposes of new paragraph (5)(B) the
aggregate amount remaining in such reserve for 1968 was $255x
($300x+ $30x-$75x). Since no deduction was allowed under new
paragraph (1), because company A had no taxable income for 1968,
no amount was added to the mortgage guaranty account for 1968.
As a result, for purposes of new paragraph (5)(B) the aggregate amount
in such account was $100x.

Since no amount can be added to company A's mortgage guaranty
account for years prior to 1967, no amount is subtracted from such
account or included in gross income for 1968 under new paragraph
(5)(A) with respect to amounts added to such account for the 10th
preceding taxable year. In addition, since for 1968 there is no excess
of the aggregate amount in the mortgage guaranty account ($100x)
over the aggregate amount ($255x) in the reserve referred to in new
paragraph (1)(A), no amount is subtracted or so included in gross
income under new paragraph (5)(B) for 1968.
However, $50x would be subtracted from the mortgage guaranty

account and included in gross income for 1968 under new paragraph
(5)(C), since in 1968 company A suffered a net operating loss of $50x
computed without regard to new paragraph (5)(C). As a consequence,
the inclusion of $50x in gross income under new paragraph (5)(C)
offsets any net operating loss for 1968.

In this connection, it should be noted that section 26 of the Second
Liberty Bond Act as added by section 2(f) of the bill provides in part
that with respect to any taxable year in which amounts are subtracted
from such mortgage guaranty account, an amount of tax and loss bonds
which was purchased under new section 832(e)(2) with respect to the
amount so subtracted shall be redeemed. In the above example,
since $50x of the $100x which was allowed as a deduction in 1967
under new paragraph (1) was so subtracted in 1968, 50 percent
($50x/$100z) of the bonds so purchased in 1967 shall be redeemed.
No amount, however, is subtracted under more than one subparagraph
of new paragraph (5).

In determining the amount of the deduction under new paragraph
(1) (as limited by taxable income computed without regard to such
paragraph or any carryback), net operating loss carryovers or amounts
which are subtracted from the mortgage guaranty account and in-
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eluded i gross income for the taxable year under new paragraph; (5)
are, of course, taken into account.
Nothing in this bill shall be construed as requiring the Secretary

of the Treasury to redeem tax and loss bonds as a result of improper
subtractions under subparagraph (A) (B), or (C) of new paragraph
(5). New subparagraph (D) only applies after such bonds have been
redeemed. Such bonds, however, shall be treated as redeemed when
applied to pay tax, buy other tax and loss bonds, or otherwise
redeemed.

In order to qualify for this deduction under new section 832(e)
a company is required to make timely payments or deposits toward
the purchase of bonds. When payments or deposits are made before
a company's tax return is filed, the Secretary of the Treasury would
be authorized under the bill to delay issuing bonds until the com--
pany's tax return is filed, and then to issue bonds backdated to the
date of the payments or deposits. The Secretary of the Treasury
is also authorized to provide, for example, that payments or deposits
not applied toward the purchase of bonds, or not otherwise used, will
be returned to the company.

In general, the date (determined without regard to new sec. 832 (e))
on which such bonds may be redeemed is the due date of any tax due
(other than estimated tax) for the taxable year for which an amount is
so subtracted from the account and included in income. However,
since subtraction from the mortgage guaranty account and inclusion
in income are made under new subsection (e)(5)(A) with respect to
amounts added to the account for the 10th preceding year, such bonds
may be redeemed 10 years from the date purchased. Thus, if, for
example, the Secretary of the Treasury requires a company to make
deposits toward the purchase of bonds by the due date for paying
estimated tax in order to qualify for the deduction under new
subsection (e)(1), such bonds (unless redeemed for an earlier taxable
year) may be redeemed 10 years from the date of the deposit to the
extent of the deposit. In lieu of the application of tax due as a result
of the inclusion of amounts in gross income under new section 832(b),
(1)(E), the Secretary of the Treasury may permit the bonds to be re-
deemed to be applied toward the purchase of other tax and loss bonds.
Under the bill in special circumstances, the Secretary of the Treas-

ury could redeem such bonds at an earlier date than would otherwise
be the case. Such a special circumstance could be, for example, when
a company suffers heavy losses and needs to pay claims with the
proceeds from the redemption of such bonds.
A reserve described in subsection (g)(1) of section (2) of the bill

would be a reserve of the type described in new section 832 (e)(1)(A).
Under the second and third sentences of subsection (g)(1) of section

2 of the bill, in determining, for example, the earned premiums for
1967, the amount of unearned premiums on outstanding business at
the end of both 1966 and 1967 shall be computed without any amount
which had been treated as unearned premiums under such subsection
(g)(1).
Subsection (g) of section 2 of the bill may be illustrated as follows:

For taxable years beginning before 1968, a company has added an
aggregate of $100x to such a reserve. However, pursuant to redue-
tions ordered by a State insurance commissioner, the amount thereof
which remains in the reserve at the close of 1968 is $80x. For all
taxable years beginning before 1967, $10O was so treated as unearned
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premiums;'id for 1967, $7' had been included in gross income 'under
such subsection (g)(2). For 1968, $5x is included in gross income
under subparagraphs (A) and (B) of such subsection (g)(2). In apply-
ing subparagraph (C) to 1968 the aggregate amount so treated as
unearned premiums for all taxable years beginning before 1967
($100x) less the total of the amounts included in gross income under
subsection (g)(2) for prior taxable years ($7x) and the amounts
included in gross income under subparagraphs (A) and (B) for 1968
($5r) is $88x ($100x -$12x). The excess of such amount ($88x) over
the aggregate of the additions made for taxable years beginning
before 1967 which remain in the reserve at the close of 19G8 ($80x) is
$8x ($88x -$80x). Thuts, $8x is so included in gross income under
sutl)raragraph (JC).

Subsection (g)(2) further provides that for purposes of section 832
(e) of the code and of such subsection (g), if part of such reserve is
reduced under State law or regulation, such reduction shall first apply
to the extent of amounts added to the reserve for taxable years begin-
ning before 1967, and only then to amounts added thereafter. As
reviously stated, the reserve referred to in subsection (g)(1) of the

bill is the same reserve referred to in section 832(e) (1) (A) of the code as
added by section 2(c) of the bill. Thus, a State insurance commis-
sioner, for examlle, could order a reduction in such a reserve which
contains amounts added to the reserve both for years prior to 1967
and subsequent to 1966. In such a case, subsection (g)(2) provides
that a first-in-time rule shall apply. As a consequence, no amount
which is included in income under such subsection (g)(2) shall also be
included in income tinder new codes section 832(e)(5).
Amounts shall be included in gross income under such subsection (g)

(2) in accordance with the usuallimitations of section 111 of the code.

IV. UNFUNDED PENSION PLANS OF EDUCATIONAL AND
OTHER TAX-EXEMPT ORGANIZATIONS

E tensionin of tax benefits to certain unfunded plans.-It has come to
the committee's attention that some universities, whose assets and
investments are sufficient so it is clear that their obligations to their
employees would be met, find that they can provide more favorable
pension benefits than those obtainable through the purchase of
annuity contracts, if they merely make those benefits a charge upon

t.hieir general funds. Such educational institutions should not be
required to p)urclihase commercial annuities in order to be able to
Irovide pension benefits which receive favorable tax treatment for
their employees. Accordingly, this amendme net permits unfunded plans
whichh meet the requirements specified in the bill) to be treated as
a1ll1luity contracts for certain tax l)lrloses.

Section 3 of the bill, added by your committee extends the
tax benefits referred to below to employees and their beneficiaries
cov\eedlby tlnfunded retirement pllans of universities and certain other
t.ax-e.xemll)t 'organizations by treating these loanss in the same manner
as annuity contracts where certain specifiedconditionss are met.

In the case of the income tax, treating these plans as if they were
anllnuity contracts means that up to $5,000 of payments made upon
the enl)loyeee's death may be treated as nontaxable even though the
employee before death had a vested right to the amount'if the amount
Was received 'ithiit 1 year by reason of his death. For l)irposes of
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the estate tax the value of these qualifying annuities is not includible
in the gross estate, to the same extent as though they were provided
under an annuity contract. In the case of the gift tax the exercise of all
option by the emplloyee converting one of tlese qllalifying anlnuities
into a joint and survivor annuity is not treated as a transfer subject to
gift tax to the same extent as though they were provided under an
annuity contract.
An unfunded plan is one whicll has no segregated funding.' For

this treatment to apply, the employees of thie university or other
organization must (1) have had the option to come under a comparatlle
retirement plan funded by an annuity contract, and (2) the Secretary
of the Treasury must have determined that the absence-of funding
has not materially jeopardized the ultimate payment of the benefits.
This provision applies to taxable years beginning after Deceniber 31,

1966, insofar as it relates to the income tax, to decedents dying after
December 31, 1966, for estate tax purposes, and to transfers made
after the calendar year 1966 for gift tax purposes.

Revision in the method of computing 20-percent limitation.-This
amendment also deals with another problem under existing law. In
tlhe case of annuity contracts purchased by a tax-exempt educational,
etc., organization for its employees where the contract is not pl)lrchased
under a qualified plan, present law, nevertheless, p)erlnits an exclusion
from these emplloyees' income of amounts paid by the organization for
the contracts to the extent the amounts do not exceed 20 percent of the
compensation paid them. In the computation of this 20-percent limi-
tation, present law takes into account not only amounts set aside under
nonqualified plans (sec. 403(b) planss, but also amounts set aside
under other annuity contracts as well. However, this 20-percent
computation does not take into account amounts paid under non-
qualified plans which are forfeitable and amounts promised under
unfunded plans.
Your committee does not believe that Congress intended the amount

set aside tax-free for the future retirement of an employee under
any terms to equal more than 20 percent of the compensation paid the
employee when part of it is provided under a tax sheltered annuity
1lan.
For the reasons given above, your committee has amended present

law by providing that the value of the retirement benefits to be taken
into account in determining the subtractions to be made from the
amount to be excludable under the 20-percent provision are to include
the value of all retirement benefits, forfeitable and nonforfeitable,
funded and unfunded which were not includable in the gross income of
the employee for any prior year. The value of the retirement benefits
provided by the emnlloyer for purposes of this computation is to be
determined by regulation but this value, in effect, is not to be greater
than tle amounts which would have been contributed by the employerunder a funded annuity contract.
This provision applies to taxable years beginning after December 31,

1967.
1 A separate credit on the books of the university does not make a plan funded, for theso purposes.
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V. INVESTMENT CREDIT CARRYBACKS RESULTING FROM
NET OPERATING LOSS CARRYBACKS

leasonsfor provisions.-Under present law, a taxpayer claiming the
investment credit may lose the benefit of the credit which he has
already taken in a year if he incurs a net operating loss in a subsequent
year which is carried back to the year in question. In this case, to the
extent the net operating loss carryback eliminates, or reduces, the
taxpayer's tax liability before the allowance of the investment credit,
the benefit of this investment credit is lost except to the extent the
taxpayer can use this as an investment credit carryover to a subse-
quent year. While the investment credit in this case can be used in a
subsequent year, this, of course, does a taxpayer no good unless he
has taxable income in the subsequent year.

This result is incompatible with the achievement of parity among
similarly situated taxpayers. It discriminates against a taxpayer who
has income in one year which is offset by a loss in a subsequent year.
Other taxpayers may have investment credit carrybacks yet no
more income over a period of years than the first taxpayer.

This is illustrated by a comparison of the following two cases:
Case No. 1: Assume that the taxable income of a taxpayer as

shown on his return for 1966 is $2 million. Assume also that his
investment credit for that year is $200,000 and that he is subject to
a flat 50 percent tax rate for that year. (A flat 50 percent tax rate
is assumed for ease of illustration.) The tax due before any invest-
ment credit in this case would be $1 million. Since the $200,000
investment credit is less than 25 percent of the tax due, the whole
$200,000 would be initially allowed as a credit in that year reducing
the tax payment to $800,000. If the taxpayer has a net operating
loss carryback from 1967 to 1966 of $2 million, his taxable income
for 1966 would be eliminated by the application of the net operat-
ing loss carryback. This would also mean that the $200,000
investment credit which had been allowed for 1966 could not be
used. Under existing law, this $200,000 unused investment
credit could not be carried back to a year earlier than 1966. It
would be available only as a carryforward to a year after 1966.
This, of course, would do the taxpayer no good if he had no taxable
income during the carryforward period (7 years) or, if he was
struggling to keel) his business going, would do him very little
good insofar as his financial credit status is concerned because
of the uncertainty as to whether he would have taxable income
in a subsequent year.

Case No. 2: Assume that in 1966 the taxpayer had no taxable
income to begin with. In this case, if the taxpayer makes an
investment resulting in an investment credit of $200,000, he
could carry the credit back to a year before 1966, offset tax
liability in the earlier year and obtain a refund of $200,000.
In this case, the money would be in the taxpayer's hands in 1966
and could be used to improve his financial position in subsequent
years. He would not have to wait to determine whether this
$200,000 could be used as an offset to tax liability for a subsequent
year.

As can be seen in these two cases, even though the taxable income
of the two taxpayers in the years 1966 and 1967 was zero in both cases
and, consequently, the tax liability in those years was zero; never-

14
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theless, the taxpayer who had the net operating loss in 1967 which
eliminated his income in 1966, would not be allowed to carry the
$200,000 investment credit to a year before 1966. On the other hand
the taxpayer who initially had no income in 1966 would be permitted
to carry the $200,000 investment credit back to a year before 1966
and could receive a refund of up to $200,000 through the reduction
of the earlier year's tax.
For the reasons given above your committee's amendment modifies

existing law to make the investment credit carryback available for an
investment credit initially allowable for a year which, by reason of a
net operating loss carryback to that year, subsequently cannot be
taken in that year.
Explanation of provziion.-Present law specifically provides that

where the carryback of a net operating loss produces an unused in-
vestment credit for the year to which the loss is carried, the invest-
ment credit carryback provisions do not apply. As a result, a taxpayer
in this situation can only obtain the benefits of such an unused credit
by carrying it forward to subsequent years. Your committee's amend-
ment repeals this special limitation on the availability of an invest-
ment credit carryback. Under the amendment, a taxpayer who
has an unused investment credit for a year which results from a net
operating carryback loss to that year is to be permitted to carry the
unused credit to the three preceding taxable years, as is permitted
with respect to unused investment credits generally.
Since these earlier years would ordinarily have become closed by the

running of the statutory periods of limitations, the bill also amends
present law to keep these years open for assessment and refund
purposes in these cases. The period for assessment is extended by
the bill only with respect to deficiencies directly attributable to the
investment credit carryback. Where a tentative carryback adjustment
of tax is claimed (the so-called quickie refund) as a result of the
investment credit carryback permitted by your committee's amend-
ment, a provision of existing law (not amended by the bill) would
permit an assessment of a deficiency for the year to which the credit
is carried, but only to the extent of the amount of the credit that was
allowed for that year under the claim. In the cases covered by the
amendment, interest will not be paid for years prior to the year in
which the net operating loss occurred. Similarly, the amendment will
not stop the running of interest on underpayments of income tax for
the year to which the investment credit carryback is carried prior to
the end of the year in which the net operating loss arose.
This amendment applies to investment credit carrybacks attributa-

ble to the carryback of net operating losses sustained in taxable years
ending after June 30, 1967.

VI. SPIN-OFF OF LIFE INSURANCE COMPANY

Reasons for provisions.-The Life Insurance Company Income Tax
Act of 1959 provides that a life insurance company is to hold a certain
portion of its earnings untaxed in a "policyholders surplus account."
However, any distribution out of this account to the shareholders
gives rise to the so-called phase III tax on life insurance companies;
that is, the deferred tax will then become due and payable. Included
in the distributions which may give rise to this tax are distributions
in redemption of stock, distributions in partial liquidation, and a

15
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distribution of stock of a subsidiary in a spinoff (distribution of the
subsidiary's stock to the shareholders of the life insurance company)
which is tax free to the shareholders receiving the stock. However,
in the past, limited exceptions have been made to the rule with regard
to spinoffs. In 1962, in Public Law 87-858, an amendment was adopted
-permitting a life insurance company to distribute the stock of a
controlled fire and casualty insurance subsidiary without any phase III
tax if such subsidiary was acquired in a tax-free stock-for-stock ex-
change (under sec. 368(a)(1)(B)) prior to January 1, 1963. In 1964,
in Public Law 88-571, this exception was extended to cover the spinoff
of a fire or casualty subsidiary in all cases where the subsidiary was
80 percent or more owned before January 1, 1958 (the effective date
of the Life Insurance Cornlany Income Tax Act of 1959) without
regard to how control of the subsidiary was acquired. The House
committee report at that time pointed out that a subsidiary acquired
before the act of 1959 was applicable must of necessity have been
acquired with earnings which were not subject to tax under that act.
However, present law does not cover the distribution of the stock of
a subsidiary which is a life insurance company regardless of when or
how control of such subsidiary was acquired.
A case has come to the attention of your committee in which a life

insurance company owns all the stock of another life insurance com-

pany. It appears probable that under present law if the parent in-
surance company qualifies to do business in a particular State, the
life insurance authorities of that State will also assert control over the
affairs of the subsidiary (although the subsidiary sells no insurance
in that State). Also in some States there may be legal restrictions on
the ownership of all the stock of one life insurance company by another
life insurance company. To deal with these problems and for other
business reasons, it is desired to change the parent-subsidiary cor-
porations into brother-sister corporations. It is planned to do this by
having all the shareholders of the parent corporation exchange all their
stock in the parent for the stock of a new holding company. There-
after, the parent life insurance company will distribute the stock of its
subsidiary life insurance company to the holding company (in a sec-
tion 355 spinoff).
The subsidiary in the case called to the committee's attention has

been owned by the parent since long before the enactment of the 1.959
act. Moreover, there is a difference between stock in an insurance
subsidiary and other types of assets which are generally held by
insurance companies as investments. The stocK of an insurance sub-
sidiary ordinarily produces a low yield. For this reason, this stock
would not usually be held by life insurance companies for investment
purposes. In these circumstances, your committee believes relief is
appropriate.

This amendment is expected to have only a negligible effect on
revenues.

Explanation of provisions.-The amendment made by your com-
mittee applies in cases in which, before the distribution of stock, a

holding company owns all the stock of a first-tier life insurance sub-
sidiary which, in turn, owns all the stock of a second-tier life insurance
subsidiary. In such a case a distribution by the first-tier subsidiary of
the stock of the second-tier subsidiary to the parent holding company,
where the distribution is tax free (under section 355) is not to give rise
to any phase III tax for the first-tier subsidiary if 80 percent of the
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stock of the second-tier subsidiary was owned at all times since Decem-
ber 31, 1957, by the first-tier subsidiary. The amendment provides
that to the extent contributions to capital were made after December
31, 1957, the amount of these contributions will be subject to the
phase III tax on the distribution of the stock of the subsidiary.
The amendment is to apply to distributions made after December 31,

1966.
VII, CHANGES IN EXISTING LAW

In compliance with subsection (4) of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italic, existing law
in which no change is proposed is shown in roman):

INTERNAL REVENUE CODE OF 1954

SEC. 46. AMOUNT OF CREDIT.

(b) CARRYBACK AND CARRYOVER OF UNUSED CREDITS-
(1) ALLOWANCE OF CREDIT.---If the amount of the credit

determined under subsection (a)(1) for any taxable year exceeds
the limitation provided by subsection (a) (2) for such taxable year
(hereinafter in this subsection referred to as "unused credit year"),
such excess shall be-

(A) an investment credit carrybac. to each of the 3 tax-
able years preceding the unused credit year, and

(B) an investment credit carryover to each of the 7 tax-
able years following the unused credit year,

and shall be added to the amount allowable as a credit by section
38 for such years, except that such excess may be a carrybacK
only to a taxable year ending after December 31, 1961. The entire
amount of the unused credit for an unused credit year shall be
carried to the earliest of the 10 taxable years to which (by reason
of subparagraphs (A) and (B)) such credit may be carried, and
then to each of the other 9 taxable years to the extent that, because
of the limitation contained in paragraph (2), such unused credit
may not be added for a prior taxable year to which such unused
credit may be carried.

(2) LIMITATION.--The amount of the unused credit which
may be added under paragraph (1) for anypreceding or succeeding
taxable year shall not exceed the amount by which the limitation
provided by subsection (a)(2) for such taxable year exceeds the
sum of-

(A) the credit allowable under subsection (a)(1) for such
taxable year, and

(B) the amounts which, by reason of this subsection, are
added to the amount allowable for such taxable year and
attributable to taxable years preceding the unused credit
jear.
(3) EFFECT OF NET OPERATING LOSS CARRYBACK.-To the

extent that the excess described in paragraph (1) arises by reason
S. Rept. 490, 90-1-
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of a net operating loss carrybace, subparagraph (A) of paragraph
(1) shall not apply.]
* * * * * * *

SEC. 101. CERTAIN DEATH BENEFITS.

(b) EMPLOYEES' DEATH BENEFITS.-
(1) GENERAL RULiE.-Gross income does not include amounts

received (whether in a single sum1 or otherwise) by the beneficiaries
or the estate of an employee, if such amounts are paid by or onl
behalf of an employer and are paid by reason of the death of the
employee.

(2) SPECIAL RULES FOR PARAGRAPH (1)--
(A) $5,000 LIIMITATION.-The aggregate amounts exclud-

able under paragraph (1) with respect to the death of any
employee shall not exceed $5,000.

(B) NONFORFEITAIBLE RIGHTS.-Paragraph (1) shall n(ot
apply to amounts with respect to which the employee
possessed, immediately before his death, a nonforfeitable
right to receive the amounts while living. This subparagraph
shall not apply to total distributions payable (as defined in
section 402(a)(3)) which are paid to a distribute within one
taxable year of the distributee by reason of the employee's
deathl-

(i) by a stock bonus, pension, or profit-sharing trust
described in section 401(a) -which is excempt front tax
under section 501 (a),

(ii) under an annuity contract under a plan described
in section 403(a), or

(iii) under an annuity contract purchased by an
employer which is an organization referred to in section
503(b)(1), (2), or (3) and which is exempt from tax
under section 501 (a), but only with respect to that
portion of such total distributions payable which bears
the same ratio to the amount of such total distributions
payable which is (without regard to this subsection)
includible in gross income, as-the amounts contributed
by the employer for such annuity contract which are
excludable from gross income under section 403(b) bear
to the total amounts contributed by the einployei for
such annuity contract. For purposes of this clause, a
retirement plan described in subparagraph (E) of an
employer shall, under regulations prescribed by the Secre-
tary or his delegate, be treateel as an annuity contract to
which section 403(b) applied purchased by such employer.

* * * * * * *

(E) CEh'JrAIN RETIREMENT PLANS.--or purposes of
subparagraph (B), a retirement plan referred to in clause (iii) is,
with respect to any employee, only a retirement plan-

(i) which provided for payment of retirement benefits by
the employer with respect to which no amount was set aside,

(ii) with respect to which the employee was (before any
benefits accrued to him under such plan) given an election
to have comparable benefits provided under an annuity
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contract to which section 403(b) applied (or would have
applied), in lieu of benefits provided under such plan, and

(iii) with respect to which there was in effect, at the time
such employee elected to have benefits provided under such
plan, a determination by the Secretary or his delegate that
payments of benefits by the employer wnder such plan were
not materially jeopardized by the failure of the employer to
set aside amounts to provide for such payments.

* * * * * * *

SEC. 381. CARRYOVERS IN CERTAIN CORPORATE ACQUISITIONS.
(a) GENERAL RULE.-In the case of the acquisition of assets of a

corporation by another corporation-
(1) in a distribution to such other corporation to which section

332 (relating to liquidations of subsidiaries) applies, except in a
case in which the basis of the assets distributed is determined
under section 334(b) (2); or

(2) in a transfer to which section 361 (relating to nonrecogni-
tion of gain or loss to corporations) applies, but only if the
transfer is in connection with a reorganization described in sub-
paragraph (A), (C) (D) (but only if the requirements of sub-
paragraphs (A) and (B) of section 354(b)(1) are met), or (F) of
section 368(a)(1).

the acquiring corporation shall succeed to and take into account, as
of the close of the day of distribution or transfer, the items described
in subsection (c) of the distributor or transferor corporation, subject
to the conditions and limitations specified in subsections (b) and (c).

* * * * * * *

(c) ITEMS OF THE DISTRIBUTOR OR TRANSFEROR CORPORATION.-
The items referred to in subsection (a) are:

* * * * * * *

[(22) SUCCESSOR LIFE INSURANCE COMPANY.-If the acquiring
corporation is a life insurance company (as defined in section
801(a)), there shall be taken into account (to the extent proper
to carry out the purposes of this section and part I of subchapter
L, and under such regulations as may be prescribed by the
Secretary or his delegate) the items required to be taken into
account for purposes of part I of subchapter L (relating to life
insurance companies) in respect of the distributor or transferor
corporation.]

(22) SUCCESSOR INSURANCE COMPANY.-If the acquiring corpo-
ration is an insurance company taxable under subchapter L, there
shall be taken into account (to the extent proper to carry out the
purposes of this section and of subchapter L, and under such regu-
lations as may be prescribed by the Secretary or his delegate) the
items required to be taken into account for purposes of subchapter L
in respect of the distributor or transferor corporation.

SEC. 03 TAXATION OF EMPLOYEEANNUITIES.*
SEC. 403. TAXATION OF EMPLOYEE ANNUITIES.

19
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(b) TAXABILITY OF BENEFICIARY UNDER ANNUITY PURCHASED BY
SECTION 501(c)(3) ORGANI2ATION OR PUBLIC SCHOOL.-

(1) GENERAL RULE.-If--
(A) an annuity contract is purchased-

(i) for an employee by an employer described in
section 501 (c)(3) which is exempt from tax under
section 501(a), or

(ii) for an employee (other than an employee de-
scribed in clause (i)), who performs services for an
educational institution (as defined in section 151(e)(4)),
by an employer which is a State, a political subdivision
of a State, or an agency or instrumentality of any one
or more of the foregoing.

(B) such annuity contract is not subject to subsection (a),
and

(C) the employee's rights under the contract are non-
forfeitable, except for failure to pay future premiums,

then amounts contributed by such employer for such annuity
contract on or after such rights become nonforfeitable shall be
excluded from the gross income of the employee for the taxable
year to the extent that the aggregate of such amounts does not
exceed the exclusion allowance for such taxable year. The em-
ployee shall include in his gross income the amounts received
under such contract for the year received as provided in section
72 (relating to annuities).

(2) EXCLUSION ALLOWANCE.-For purposes of this subsection,
the exclusion allowance for any employee for the taxable year
is an amount equal to the excess, if any, of-

(A) the amount determined by multiplying (i) 20 percent
of his includible compensation, by (ii) the number of years
of service, over

[(B) the aggregate of the amounts contributed by the
employer for annuity contracts and excludable from the
gross income of the employee for any prior taxable year.]

(B) the value of retirement benefits (whether forfeitable or
nonforfeitable) to be provided by the employer which was not
includible in the gross income of the employee for any prior
taxable year.

For purposes of subparagraph (B), the value of retirement benefits
to be provided by the employer shall be determined in accordance with
regulations prescribed by the Secretary or his delegate, but such value
-at the close of any taxable year shall not be greater than the aggregate
of the level amounts which would have been contributed by the em-
ployer during prior taxable years in order to provide such benefits,
if contributions had been made by the employer during such years.
* * * * * * *

SEC. 815. DISTRIBUTIONS TO SHAREHOLDERS.
* * * * * * *

(f) DISTRIBUTION DEFINED.-For purposes of this section the term
"distribution" includes any distribution in redemption of stock or in
partial or complete liquidation of the corporation but does not
include-

(1) any distribution made by the corporation in its stock or in
rights to acquire its stock;
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(2) except for purposes of subsection (a)(3) and subsection
(e)(2)(B) any distribution in redemption of stock issued before
1958 which at all times on and after the date of issuance and on
and before the date of redemption is limited as to dividends and
is callable at the option of the issuer at a price not in excess of
105 percent of the sum of the issue price and the amount of any
contribution to surplus made by the original purchaser at the
time of his purchase; [or]

(3) any distribution after December 31, 1963 of the stock of a
controlled corporation to which section 355 applies, if such
controlled corporation is an insurance company subject to the
tax imposed by section 831 and if-

(A) control was acquired prior to January 1, 1958, or
(B) control has been acquired after December 31, 1957-

(i) in a transaction qualifying as a reorganization
under section 368(a)(1)(B), if the distributing corpora-
tion has at all times since December 31, 1957, owned
stock representing not less than 50 percent of the total
combined voting power of all classes of stock entitled
to vote, and not less than 50 percent of the value of all
classes of stock, of the controlled corporation, or

(ii) solely in exchange for stock of the distributing
corporation which'stock is immediately exchanged by
the controlled corporation in--a transaction qualifying
as a reorganization under section 368(a)(1) (A) or (C),
if the controlled corporation has at all times since its
organization been wholly owned by the distributing
corporation and the distributing corporation has at al
times since December 31, 1957, owned stock representing
not less than 50 percent of the total combined voting
power of all classes of stock entitled to vote, and not
less than 50 percent of the value of all classes of stock,
of the corporation the assets of which have been trans-
ferred to the controlled corporation in section
368(a)(1) (A) or (C) [reorganization] reorganization, or

(4) any distribution after December 31, 1966, of the stock of a
controlled corporation to which section 355 applies, if such distribu-
tion is made to a corporation whith immediately after the distribu-
tion is in control (within the meaning of section 368(c)) of both the
distributing corporation and such controlled corporation and if
such controlled corporation is a life inumtrance company of which the
distributing corporation has been in control at all times since Decem-
ber S1, 1957.

[Paragraph (3) shall not] Neither paragraph (3) nor paragraph (4)
shall apply to that portion of the distribution of stock of the controlled
cororration equal to the increase in the aggregate adjusted basis of
such stock after December 31, 1957, except to the extent such increase
results from an acquisition of stock in the controlled corporation in a
transaction described in [subparagraph (B) of such paragraph]
paragraph (3)(B). If any part of the increase in the aggregate adjusted
basis of stock of the controlled corporation after December 31, 1957,
results from the transfer (other than as part of a transaction described
in paragraph 3(B)) by the distributing corl)oration to the controlled
(corporation of property which has a fair market value in excess of its
adjusted basis at the time of the transfer, [paragraph (3)] paragraphs
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(3) and (4) also shall not apply to that portion of the distribution
equal to such excess.

SEC. 832. INSURANCE COMPANY TAXABLE INCOME
(a) DEFINITION OF TAXABLE INCOME.--In the case of an insurance

company subject to the tax imposed by section 831, the term "taxable
income" means the gross income as defined in subsection (b)(1) less
the deductions allowed by subsection (c).

(b) DEFINITIONS.-In the case of an insurance company subject
to the tax imposed by section 831-

(1) GRoss INcoME.-The term "gross income" means the
sum of-

(A) the combined gross amount earned during the taxable
year, from investment income and from underwriting income
as provided in this subsection, computed on the basis of the
underwriting and investment exhibit of the annual statement
approved by the National Convention of Insurance Com-
nrssioners,

(B) gain during the taxable year from the sale or other
disposition of property,

(C) all other items constituting gross income under sub-
chapter B, except that, in th. case of a mutual fire insurance
company described in section 831(a)(3)(A), the amount of
single deposit premiums paid to such company shall not be
included in gross income, [and]

(D) in the case of a mutual fire or flood insurance com-
pany described in section 831(a)(3)(B), an amount equal
to 2 percent of the premiums earned on insurance contracts
during the taxable year with respect to policies described in
section 831(a)(3)(B) after deduction of premium deposits
returned or credited during the same taxable [year.] year,
and

(E) in the case of a company which writes mortgage guaranty
insurance, the amount required by subsection (e)(5) to be
subtractedfrom the mortgage guaranty account.
*t * * * * * *

(c) DEDUCTIONS ALLOWED.-In computing the taxable income of
an insurance company subject to the tax imposed by section 831,
there shall be allowed as deductions:

* * * * * * *

(13) in the case of a company which writes mortgage guaranty
insurance, the deduction allowed by subsection (e).
* * * * * * *

(e) SPECIAL DEDUrCTION AND INCOME ACCOUNT.-In the case of
taxable years beginning after December 31, 1966, of a company which
writes mortgage guaranty insurance-

(I) ADDITIONAL DEDUCTION.-There shall be allowed as a deduction
for the taxable year, if bonds are purchased as required by paragraph
(2), the sum of-

(A) an amount representing the amount required by State
law or regulation to be set aside in a reservefor mortgage guaranty
insurance losses resulting from adverse economic cycles; and
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(B) an amount representing the aggregate of amounts so set
aside in such reserve for the 8 preceding taxable years to the
extent such amounts were not deducted under this paragraph in
such preceding taxable years,

except that the deducttion allowable for the taxable year under this
paragraph shall not exceed the taxable income for the taxable year
computted without regard to this paragraph or to any carryback of a
net operating loss. Foir purposes of this paragraph, the amount
required by State law or regutldation, to be so set aside in, any taxable
year shall not exceed 50 percent of premimrn, earned on, inslrawece
contracts (as defined in su.bsection, (b)(4)) with respect to mortgage
guaranty insurance for such year. For purposes of this subsection.
all amounts shall be taken into account on a first-in-time basis.
The computation and deduction under this section of losses incurred
includingg losses resulting from adverse economic cycles) shall not
be affected by the provisions of this subsection. For purposes of this
subsection the terms "preceding taxable years" and "ivreceding
taxable year" shall not include taxable years which began before
January 1, 1967.

(2) PURCHASE OF BONDS.-The deduction under paragraph (1)
shall be allowed only to the extent that tax and loss bonds are pur-
chased in an amount equal to the tax benefit attributable to such
deduction, as determined under regulations prescribed by the Secre-
tary or his delegate, on or before the date that any taxes (determined
without regard to this subsection) due for the taxable year for which
the deduction is allowed are due to be paid, as if no election to make
installment payments under section 6152 is made. If a deduction
would be allowed but for the fact that tax and loss bonds were not
timely purchased, such deduction shall be allowed to the extent such
purchases are made within a reasonable time, as determined by the
Secretary or his delegate, if all interest and penalties, computed as if
this sentence did not apply, are paid.

(3) AIORTGAGE GUARANTY ACCOUNT.-Each company which
writes mortgage guaranty insurance shall, for purposes of this part,
establish and maintain a mortgage guaranty account.

(4) ADDITIONS TO ACCOUNT.-There shall be added to the mortgage
guaranty account for each taxable year an amount equal to the
amount allowed as a deduction for the taxable year under paragraph
(1).

(6) SUBTRACTIONS FROM ACCOUNT AND INCLUSION IN GROSS
INCOMrE.-After applying paragraph (4),. there shall be subtracted
.for the taxable yearfrom the mortgage guaranty account and included
in gross income-

(A) the amount (if any) remaining which was added to the
account for the tenth preceding taxable year, and

(B) the excess (if any) of the aggregate amount in the mortgage
guaranty account over the aggregate amount in the reserve re-
ferred to in paragraph (1)(A). For purposes of determining such
excess, the aggregate amount in the mortgage guaranty account
shall be determined after applying subparagraph (A), and the
aggregate amount in the reserve referred to in paragraph (1)(A)
shall be determined by disregarding any amounts remaining in
such reserve addedfor taxable years beginning before January 1,
1967.
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(C) an amount (if any) equal to the net operating loss for the
taxable year computed without regard to this subparagraph, and

(D) any amount improperly subtractedfrom the account under
subparagraph (A), (B) or (C) to the-extent that tax and loss
bonds were redeemed with respect to such amount.

If a company liquidates or otherwise terminates its mortgage guar-
anty insurance business and does not transfer or distribute such
business in an acquisition of assets referred to in section 381(a),
the entire amount remaining in such account shall be subtracted.
Except in the case where a company transfers or distributes its
mortgage guaranty insurance in an acquisition of assets referred
to in. section 381 (a), if the company is not subject to the tax imposed
by section 831 for any taxable year, the entire amount in the account
at the close of the preceding taxable year shall be subtracted from the
account in such preceding taxable year.
* * * * * * *

PART VIII-DISTRIBUTIONS PURSUANT TO BANK HOLDING
COMPANY ACT OF 1956

Sec. 1101. Distributions pursuant to Bank Holding Company Act of 1956.
Sec. 1102. Special rules.
Sec. 1103. Definitions.
SEC. 1101. DISTRIBUTIONS PURSUANT TO BANK HOLDING COMPANY

ACT OF 1956.
(a) DISTRIBUTIONS'OF CERTAIN NON-BANKING PROPERTY.-

(1) DISTRIBUTIONS OF PROHIBITED PROPERTY.-If-
(A) a qualified bank holding corporation distributes pro-

hibited property (other than stock received in an exchange to
which subsection (c) (2) applies)-

(i) to a shareholder (with respect to its stock held by
such shareholder), without the surrender by such share-
holder of stock in such corporation; or

(ii) to a shareholder, in exchange for its preferred
stock; or

(iii) to a security holder, in exchange for its securities;
and

(B) the Board has, before the distribution, certified that
the distribution of such prohibited property is necessary or
appropriate to effectuate section 4 of the Bank Holding
Company Act of 1956,

then no gain to the shareholder or security holder from the receipt
of such property shall be recognized.

(2) DISTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN
EXCHANGE TO WHICH SUBSECTION (c) (2) APPLIES.-If-

(A) a qualified bank holding corporation distributes-
(i) common stock received in an exchange to which

subsection (c) (2) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation;
or -.

(ii) common stock received in an exchange to which
subsection (c) (2) applies to a shareholder, in exchange for
its common stock; or
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(iii) preferred stock or common stock received in an
exchange to which subsection (c)(2) applies to a share-
holder, in exchange for its preferred stock; or

(iv) securities or preferred or common stock received
in an exchange to which subsection (c)(2) applies to a
security holder, in exchange for its securities; and

(B) any preferred stock received has substantially the same
terms as the preferred stock exchange, and any securities
received have substantially the same terms as the securities
exchanged,

then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

(3) NON PRO RATA DISTRIBUTIONS.-Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is
pro rata with respect to all of the shareholders of the distributing
qualified banK holding corporation.

(4) EXCEPTION.--'his subsection shall not apply to any dis-
tribution by a corporation which has made any distribution
pursuant to subsection (b).

(5) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION.-
In the case of a distribution to which )aragraph (1) or (2)

applies, but which-
(A) results in a gift, see section 2501, and following,

or
(B) has the effect of the payment of compensation,

see section 61(a)(1).
(b) CORPORATION CEASING To BE A BANK HOLDING COMPANY.-

(1) DISTRIBUTIONS OF PROPERTY WHICH CAUSE A CORPORATION
TO BE A BANK HOLDING COMPANY.-If-

(A) a qualified bank holding corporation distributes
property (other than stock received in an exchange to which
subsection (c) (3) applies)-

(i) to a shareholder (with respect to its stock held
by such shareholder), without the surrender by such
shareholder of stock in such corporation; or

(ii) to a shareholder, in exchange for its preferred
stock; or

(iii) to a security holder, in exchange for its securities;
and

(B) the Board has, before the distribution, certified that-
(i) such property is all or part of the property by

reason of which such corporation controls (within the
meaning of section 2 (a) of the Bank Holding Company
Act of 1956) a bank or bank holding company, or such
property is part of the property by reason of which such
corporation did control a bank or a bank holding com-
pany before any property of the same kind was distrib-
uted under this subsection or exchanged under sub-
section (c) (3); and

(ii) the distribution is necessary or appropriate to
effectuate the policies of such Act,

then no gain to the shareholder or security holder from the receipt
of such property shall be recognized.
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(2) DISTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN
AN EXCHANGE TO WHICH SUBSECTION (c)(3) APPLIES.--If-

(A) a qualified bank holding corporation distributes-
(i) common stock received in an exchange to which

subsection (c)(3) applies to a shareholder (with respect
to its stock held by such shareholder), without the sur-
render by such shareholder of stock in such corporation;
or

(ii) common stock received in an exchange to which
subsection (c)(3) applies to a shareholder, in exchange
for its common stock; or

(iii) preferred stock or common stock received in
an exchange to which subsection (c)(3) applies to a
shareholder, in exchange for its preferred stock; or

(iv) securities or preferred or common stock received
in an exchange to which subsection ·(c) (3) applies to a
security holder, in exchange for its securities; and

(B) any preferred stock received has substantially the
same terms as the preferred stock exchanged, and any se-
curities received have substantially the same terms as the
securities exchanged,

then, except as provided in subsection (f), no gain to the share-
holder or security holder from the receipt of such stock or such
securities or such stock and securities shall be recognized.

(3) NON PRO RATA DISTRIBUTIONS.-Paragraphs (1) and (2)
shall apply to a distribution whether or not the distribution is
pro rata with respect to all of the shareholders of the distributing
qualified bank holding corporation.

(4) EXCEPTION.-This subsection shall not apply to any
distribution by a corporation which has made any distribution
pursuant to subsection (a).

(5) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION.-
In the case of a distribution to which paragraph (1) or (2)

applies, but which-
(A) results in a gift, see section 2501, and following, or
(B) has the effect of the payment of compensation,
see section 61(a)(1):

(() PROPERTY ACQUIRED AFTER MAY 15, 1955.-
(1) IN GENERAL.-Except as provided in paragraphs (2) and

(3), subsection (a) or (b) shall not apply to-
(A) any property acquired by the distributing corporation

after May 15, 1955, unless (i) gain to such corporation with
respect to the receipt of such property was not recognized
by reason of subsection (a) or (b), or (ii) such property
was received by it in exchange for all of its stock in an
exchange to which paragraph (2) or (3) applies, or (iii) such
property was acquired by the distributing corporation in a
transaction in which gain was not recognized under section
305(a) or section 332, or under section 354 with respect to
a reorganization described in section 368(a)(1) (E) or (F), or

(B) any property which was acquired by the distributing
corporation in a distribution with respect to stock acquired
by such corporation after May 15, 1955, unless such stock was
acquired by such corporation (i) in a distribution (with
respect to stock held by it on May 15, 1955, or with respect



INCOME TAX TREATMENT OF CERTAIN DISTRIBUTIONS

to stock in respect of which all previous applications of this
clause are satisfied) with respect to which gain to it was not
recognized by reason of subsection (a) or (b), or (ii) in
exchange for all of its stock in an exchange to which para-
graph (2) or (3) applies, or (iii) in a transaction in which
gain was not recognized under section 305(a) or section 332,
or under section 354 with respect to a reorganization de-
scribed in section 368(a)(1) (E) or (F), or

(C) any property acquired by the distributing corporation
in a transaction in which gain was not recognized under
section 332 unless such property was acquired from a
corporation which, if it had been a qualified bank holding
corporation, could have distributed such property under
subsection (a)(1) or (b)(1).

(2) EXCHANGES INVOLVING PROHIBITED PROPERTY.-If-
(A) Any qualified bank holding corporation exchanges (i)

property which, under subsection (a)(1), such corporation
could distribute directly to its shareholders or security holders
without the recognition of gain to such shareholders or
security holders, and other property (except property de-
scribed in subsection (b)(l)(B)(i), for (ii) all of the stock
of a second corporation created and availed of solely for the
purpose of receiving such property;

(B) immediately after the exchange, the qualified bank
holding corporation distributes all of such stock in a manner
prescribed in subsection (a) (2) (A); and

(C) before such exchange, the Board has certified (with
respect to the property exchanged which consists of property
which, under subsection (a)(l), such corporation could dis-
tribute directly to its shareholders or security holders with-
out the recognition of gain) that the exchange and distribu-
tion are necessary or appropriate to effectuate section 4 of
the Bank Holding Company Act of 1956,

then paragraph (1) shall not apply with respect to such distribu-
tion.

(3) EXCHANGES INVOLVING INTERESTS IN BANKS.-If-
(A) any qualified bank holding corporation exchanges (i)

property which, under subsection (b)(l), such corporation
could distribute directly to its shareholders or security holders
without the recognition of gain to such shareholders or secu-
rity holders, and other property (except prohibited property),
for (ii) all of the stock of a second corporation created and
availed of solely for the purpose of receiving such property;

(B) immediately after the exchange, the qualified bank
holding corporation distributes all of such stock in a manner
prescribed in subsection (b) (2) (A); and

(C) before such exchange, the Board has certified (with
respect to the property exchanged which consists of property
which, under subsection (b)(1), such corporation could
distribute directly to its shareholders or security holders
without the recognition of gain) that-

(i) such property is all or part of the property by
reason of which such corporation controls (within the
meaning of section 2(a) of the Bank Holding Com-
pany Act of 1956) a bank or bank holding company,
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or such property is part of the property by reason of
which such corporation did control a bank or- a bank
holding company before any property of the same kind
was distributed under subsection (b)(1) or exchanged
under this paragraph; and

(ii) the exchange and distribution are necessary or
appropriate to effectuate the policies of such Act,

then paragraph (1) shall not apply with respect to such dis-
tribution.

(d) DISTRIBUTIONS To AVOID FEDERAL INCOME TAX.-
(1) PROHIBITED PROPERTY.-Subsection (a) shall not alp)lY

to a distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after May 15, 1955,
to any corporation, property (other than prohibited property)
as part of a plan one of the principal purposes of which is the
distribution of the earnings and profits of any corl)oration.

(2) BANKING PROPERTY.-Suibsection (b) shall not' apply to
a distribution if, in connection with such distribution, the dis-
tributing corporation retains, or transfers after May 15, 1955,
to any corporation, property (other than property described in
subsection (b)(l)(B)(i)) as part of a plan one of the principal
purposes of which is the distribution of the earnings and profits
of any corporation.

(3) CERTAIN CONTRIBUTIONS TO CAPITAL.-In the case of a dis-
tribution a portion of which is attributable to a transfer which
is a contribution to the capital of a corporation, made after May
15, 1955, and prior to the date of the enactment of this part, if
subsection (a) or (b) would apply to such distribution but for
the fact that, under paragraph (1) or (2) (as the case may be)
of this subsection, such contribution to capital is part of a plan
one of the principal purposes of which is to distribute the earnings
and profits of any corporation, then, notwithstanding paragraph
(1) or (2), subsection (a) or (b) (as the case may be) shall apply
to that portion of such distribution not attributable to such con-
tribution to capital, and shall not apply to that portion of such
distrubution attributable to such contribution to capital.

(e) FINAL CERTIFICATION.-
(1) FOR SUBSECTION (a).-Subsection (a) shall not apply with

respect to any distribution by a corporation unless the Board
certifies that, before the expiration of the period permitted under
section 4(a) of the Bank Holding Company Act of 1956 (includ-
ing any-extensions thereof granted to such corporation under
such section 4(a)), the corporation has disposed of all the
property the disposition of which is necessary or appropriate to
effectuate section 4 of such Act (or would have been so necessary
or appropriate if the corporation had continued to be a bank
holding company).

(2) FOR SUBSECTION (b).-
(A) Subsection (b) shall not apply with respect to any

distribution by any corporation unless the Board certifies
that, before the expiration of the period specified in subpara-
graph (B), the corporation has ceased to be a bank holding
company.

(B) The period referred to in subparagraph (A) is the
period which expires 2 years after the date of the enactment
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of this part or 2 years after the date on which the corporation
becomes a bank holding company, whichever date is later.
The Board is authorized, on application by any corporation,
to extend such period from time to time with respect to
such corporation for not more than one year at a time if, in
its judgment, such an extension would not be detrimental
to the public interest; except that such period may not in
any case be extended beyond the date 5 years after the date
of the enactment of this part or 5 years after the date on
which the corporation becomes a bank holding company,
whichever date is later.

(f) CERTAIN EXCHANGES OF SECURITIES.-In the case of an ex-
change describe in subsection (a) (2) (A) (iv) or subsection (b) (2)
(A) (iv), subsection (a) or subsection (b) (as the case may be) shall
apply only to the extent that the principal amount of the securities
received does not exceed the principal amount of the securities
exchanged.
SEC. 1102. SPECIAL RULES.

(a) BASIS OF PROPERTY ACQUIRED IN DISTRIBUTIONS.--If, by reason
of section 1101, gain is not recognized with respect to the receipt of any
Property, then, under regulations prescribed by the Secretary or his
delegate-

(1) if the property is received by a shareholder with respect to
stock, without the surrender by such shareholder of stock, the
basis of the property received and of the stock with respect to
which it is distributed shall, in the distributee's hands, be deter-
mined by allocating between such property and such stock the
adjusted basis of such stock; or

(2) if the property is received by a shareholder in exchange for
stock or by a security holder in exchange for securities, the basis
of the property received shall, in the distributee's hands, be the
same as the adjusted basis of the stock or securities exchanged,
increased by-

(A) the amount of the property received which was
treated as a dividend, and

(B) the amount of gain to the taxpayer recognized on the
l)roperty received (not including any portion of such gain
which was treated as a dividend).

(b) PERIODS OF LIMITATION.-The periods of limitation provided
in section 6501 (relating to limitations on assessment and collection)
shall not expire, with respect to any deficiency (including interest and
additions to the tax) resulting solely from the receipt of property
by shareholders in a distribution which is certified by the Board
Iunder subsection (a), (b), or (c) of section 1101, tintil five years after
tle distributing corporation notifies the Secretary or his delegate
(ill such manner and with such accompanying information as the
Secretary or his delegate may by regulations prescribe) that the
period (including extensions thereof) l)rescribed in section 4(a) of the
Batik Holding Company Act of 1956, or section 1101(e)(2)(B), which-
ever is applicable, has expired; and such assessment may be made
notwithstanding any provision of law or rule of law which would
otherwise prevent such assessment.
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(c) ALLOCATION OF EARNINOS AND PROlPIT.-' ;: : :
(1) DISTRIBUTION OF STOCK IN A CONTROLLED CORPORATION.-

In the case of a distribution by a qualified bank holding corpora-
tion under section 1101(a)(l) or (b)(1) of stock in a controlled
corporation, proper allocation with respect to the earnings and
profits of the distributing corporation and the controlled corpora-
tion shall be made under regulations prescribed by the Secretary
or his delegate.

(2) EXCHANGES DESCRIBED IN SECTION 1101(C) (2) OR (3).-IJ1
the case of any exchange described in section 1101(c) (2) or (3),
proper allocation with respect to the earnings and profits of the
corporation transferring the property and the corporation receiv-
ing such property shall be made under regulations prescribed by
the Secretary or his delegate.

(3) DEFINITIONS OF CONTROLLED CORPORATION.-For purposes
of paragraph (1), the term "controlled corporation" means a cor-
poration with respect to which at least 80 percent of the total
combined voting power of all classes of stock entitled to vote and
at least 80 percent of the total number of shares of all other classes
of stock is owned by the distributing qualified bank holding
corporation.

(d) ITEMIZATION OF PROPERTY.-In any certification under this
part, the Board shall make such specification and itemization of prop-
erty as may be necessary to carry out the provisions of this part.

(e) CERTAIN BANK HOLDING COMPANIES.-This part shall apply in
respect of any company which becomes a bank holding company as a
result of the enactment of the Act entitled "An Act to amend the Bank
Holding Company Act of 1956", approved July 1, 1966 (Public Law
89-485), with the following modifications:

(1) Subsections (a) () and (b)(3) of section 1101 shall not apvly.
(2) Subsections (a) (1) and (2) and (b) (1) and (2) of section

- 1101 shall apply in respect of distributions to shareholders of the
distributing bank holding corporation only if all distributions to
each class of shareholders which are made

(A) after April 12, 1965, and
(B) on or before the date on which the Board of Governors

of the Federal Reserve System makes its final certification under
section 1101(e),

are pro rata. For purposes of the preceding sentence, any redemp-
tion of stock made in whole or in part with property other than money
shall be treated as a distribution.

(3) In applying subsections (c) and (d) of section 1101 and sub-
section (b) of section 1103, the date "April 12, 1965" shall be sub-
stituted for the date "May 15, 1965".

(4) In applying subsection (d)(3) of section 1101, the date of the
enactment of this subsection shall be treated as being the date of the
enactment of this part.

(5) In applying subsection (b) (2) (A) of section 1103, the reference
to the Bank Holding Company Act of 1956 shall be treated as referring
to such Act as amended by Public Law 89-486.

SEC. 1103. DEFINITIONS.
(a) BANK HOLDING COMPANY.--For purposes of this part, the

term "bank holding company" has the meaning assigned to such term
by section 2 of the Bank Holding Company Act of 1956.
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(b) QUALIFIED BANK HOLDING CORPORATION.-- .

(1) IN GENERAL.--Except as provided in paragraph (2), for
purposes of this part the term "qualified bank holding corpora-
tion" means any corporation (as defined in section 7701(a) (3))
which is a bank holding company and which holds prohibited
property acquired by ;it-

(A) on or before May 15, 1955,
(B) in a distribution in which gain to such corporation-

with respect to the receipt of such property was not recog-
nized by reason of subsection (a) or (b) of section 1101, or

(C) in exchange for all of its stock in an exchange de-
scribed in section 1101 (c) (2) or (c) (3).

(2) LIMITATIONS.-
(A) A bank holding company shall not be a qualified

bank holding corporation, unless it would have been a bank
holding company on May 15, 1955, if the Bank Holding Com-
pany Act of 1956 had been in effect on such date, or unless
it is a bank holding company determined solely by reference
to-

(i) property acquired by it on or before May 15,1955,
(ii) property acquired by it in a distribution in which

gain to such corporation with respect to the receipt of
such property was not recognized by reason of subsection
(a) or (b) of section 1101, and

(iii) property acquired by it in exchange for all of
its stock in an exchange described in section 1101 (c)
(2) or (3).

(B) A bank holding company shall not be a qualified bank
holding corporation by reason of property described in sub-
paragraph (B) of paragraph (1) or clause (ii) of subpara-
graph (A) of this paragraph, unless such property was
acquired in a distribution with respect to stock, which stock
was acquired by such bank holding company-

(i) on or before May 15, 1955,
(ii) in a distribution (with respect to stock held by it

on May 15 1955, or with respect to stock in respect
of whidh all previous applications of this clause are
satisfied) with respect to which gain to it was not
recognized by reason of subsection (a) or (b) of section
1101t or

(iii) in exchange for all 'of its stock in an exchange
described in section 1101(c) (2) or (3).

(C) A corporation shall be treated as a qualified bank
holding corporation only if the Board certifies that it satisfies
the foregoing requirements of this subsection.

(c) PROHIBITED PROPERTY.-For purposes of this part, the term
"prohibited property" means, in the case of any bank holding com-
pany, property (other than nonexempt property) the disposition of
which would be necessary or appropriate to effectuate section 4 of
the Bank Holding Company Act of 1956 if such company continued
to be a bank holding company beyond the period (including any exten-
sions thereof) specified in subsection (a) of such section or in section
1101(e)(2)(B) of this part, as the case may be. The term "prohibited
property" does not include shares of any company held by a bank
holding company to the extent that the prohibitions of section 4 of

3a1.
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the Bank Holding Company Act of 1956 do not apply to the owner-
ship by such bank holding company of such property by reason of
subsection (c)(5) of such section.

(d) NONEXEMPT PROPERTY.--For purposes of this part, the term
"nonexempt property" means--

(1) obligations (including notes, drafts, bills of exchange, and
bankers' acceptances) having a maturity at the time of issuance
of not exceeding 24 months, exclusive of days of grace.

(2) securities issued by or guaranteed as to principal or interest
by a government or subdivision thereof or by any instrumentality
of a government or subdivision; or

(3) money, and the right to receive money not evidenced by
a security or obligation (other than a security or obligation de-
scribed in paragraph (1) or (2).

(e) BoARD.--For purposes of this part, the term "Board" means
the Board of Governors of the Federal Reserve System.

* * * * * * *

SEC. 2039. ANNUITIES.
(a) GENERt.L.-The gross estate shall include the value of an

annuity or other payment receivable by any beneficiary by reason
of surviving the decedent under any form of contract or agreement
entered into after iMarch 3, 1931 (other than as insurance under
policies on the life of the decedent), if, under such contract or agree-
ment, an annuity or other payment was payable to the decedent, or
the decedent possessed the right to receive such annuity or payment,
either alone or in conjunction with another for his life or for any
period not ascertainable without reference to his death or for any
period which does not in fact end before his death.

(b) AMOUNT INCLUDIBLE.-Subsection (a) shall apply to only such
I)art of the value of the annuity or other payment receivable under
such contract or agreement as is proportionate to that part of tihe
I)lrchase price therefor contributed by the decedent. For purposes of
this section, any conltributioi: by the decedent's employer or former
employer to tile l)pu'chase price of such contract or agreement (whether
or not to an employee's trust,or fund forming part of a pension,
annuity, retirement, bonus or profit-sharing plan) shall be considered
to be contribl)ted by tile (lecedenlt if made by reason of his emplloymlent.

(c) EXEMPTION OF ANNUITIES UNDER CERTAIN TRUSTS AND
PLA NS.-No(twithlstandingl the provisions of this section or of any
provisionn of law, there shall )be excluded from the gross estate the
valle of an nnllllity or other p)aynment receivable by ally beneficiary
otherr than tile execiltor) under-

(1) an enmlloyees' trust (or under a contract purchased bytl
enl)loyees' trust) forming pl)art of a I)ension, stock bontus, or

Inpofit-sharing plan which, at the timIe of the decedent's separation
from einl)loyrnent whetherr by dcathl or otherwise), or .t tile
time of terminationl of the plan if earlier, met tle ,'equirelcnts
of sect ion 401(a);

(2) a retirement annuity contract p)lrchlased )y an el)ployer
(and not by an empllovees' trust) I)lIursualnt to a plan wilich, at
the time of decledent's separation from employment (by death or
otherwisee, or at the time of termination of the plan if earlier,
w\as ita lan described in section 403(a);
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(3) a retirement annuity contract purchased for an employee
by an employer which is an organization referred to in section
503(b) (1), (2), or (3), and which is exempt from tax under
section 501(a); or

(4) chapter 73 of title 10 of the United States Code.
If such amounts payable after the death of the decedent under a plan
described in paragraph (1) or (2), under a contract described in
paragraph (3), or under chapter 73 of title 10 of the United States
Code are attributable to any extent to payments or contributions
made by the decedent, no exclusion shall be allowed for that part of
the value of such amounts in the proportion that the total payments
or contributions made by the decedent bears to the total payments or
contributions made. For purposes of this subsection, contributions or

payments made by the decedent's employer or former employer under
a trust or plan described in paragraph (1) or (2) shall not be considered
to be contributed by the decedent, and contributions or payments
made by the decedent's employer or former emplloyer toward the
purchase of an annuity contract described in paragraph (3) shall, to
the extent excludable from gross income under section 403(b), not be
considered to be contributed by the decedent. For purposes of this
subsection, contributions or payments on behalf of the decedent while
he was an employee within the meaning of section 401(c)(1) made
under a trust or plan described in paragraph (1) or (2) sthll be con-
sidered to be contributions or payments made by the decedent. For
purposes of this subsection, amounts payable under chapter 73 of
title 10 of the United States Code are attributable to payments or
contributions made by the decedent only to the extent of amounts
deposited by him pursuant to section 1438 of such title 10.

(d) PAYMENxTS UNDER CERTAIN RETIREAMENT PLANS.-For purposes
of subsection (c), a retirement plan described( in section 101(b)(2)(E) of
an emnployel described in subsection (c)(3) shall, under regulations
prescribed by the Secretary or his dlelyate, by treated as a retirement
aLnnuity contract to which sectiolb ,.03(b) applied purchased by such
employer.
SEC. 2517. CERTAIN ANNUITIES UNDER QUALIFIED PLANS.

(a) GENERAL RULE.-Tthe exercise or nonexercise by an eiml)loyee
of all electiiotionwhereby anII annuity or otherlayYmenolt will
become payable to any beneficiary at or after the employee's death
shall nut. be considered a transfer for lpur'oses of this chapter if the
ol)tion or election and annuity or other payment is 1)rovided for under-

(1) an eml)loyees' trust (or under a contract purcll based by an

emplloyees' trust) forming )part of a pelnsiol, stock bonus, or profit-
sharin'g plan which, at the time of such exercise or nonexercise,
or at the time of termination of tile plan if earlier, mJet the relquire-
ments of section 401(at);

(2) a retirement annuity contract )purchased by ani emlll)loyer
(and not by an eml)loyees' trust) pursuant to a )lanll which, att
the time of such exercise or nonexercise, or at the time of termi-
nation of the plan if earlier, was a I)lan described in section 403(a);

(3) a retirement annuity contract purchased for an employee
by an employer which is an organization referred to il section
503(b) (1),.(2), or (3), and which is exempt from tax under
section 501 (a); or ...
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(4) chapter 73 of title 10 of the United States Code.
(b) TRANSFERS ATTRIBUTABLE TO EMPLOYEE CONTRIBUTIONS.-

If the annuity or other payment referred to in subsection (a) (other
than paragraph (4)) is attributable to any extent to payments or
contributions made by the employee, then subsection (a) shall not
apply to that part of the value of such annuity or other payment
which bears the same proportion to the total value of the annuity
or other payment as the total payments or contributions made by the
employee bear to the total payments or contributions, made. For
purposes of the preceding sentence, payments or contributions made
by the employee's employer or former employer toward the purchase
of an annuity contract described in subsection (a)(3) shall, to the
extent not excludable from gross income under section 403(b), be
considered to have been made by the employee. For purposes of this
subsection, payments on contributions on behalf of an individual
while he was an employee within the meaning of section 401(c)(1)
made under a trust or plan described in subsection (a)(1) or (2) shall
be considered to be payments or contributions made by the employee.

(c) EMPLOYEE DEFINED.-For purposes of this section, the term
"employee" includes a former employee.

(d) TRANSFERS UNDER CERTAIN RETIREMENT PLANS.-For pur-
poses of subsections (a) and (b), a retirement plan described in section
101(b)(2)(E) of an employer described in subsection (a)(S) shall, under
regulations prescribed by the Secretary or his delegate, be treated as a
retirement annuity contract to which section 403(b) applies purchased
by such employer.

* * * * * * *

SEC. 6411. TENTATIVE CARRYBACK ADJUSTMENTS.
(a) APPLICATION FOR ADJUSTMENT.-A taxpayer may file an applica-

tion for a tentative carryback adjustment of the tax for the prior
taxable year affected by a net operating loss carryback provided in
section 172(1)), or by ian investment credit carryback provided in sec-
tion 46(b), from any taxable year. The application shall be verified in
the lallnner prescribed by section 6065 in the case of a return of such
taxpayer, and shall be filed, on or after the date of filing of the return
for the taxable year of the net operating loss or unused investment
credit from which the carryback results and within a period of 12
months from the end of such taxable year (or, 'with respect to any portion,
of air in.es.lntent credit carryback from a taxable year attributable to a net
operating loss carryback from a sulbsequlent taxable year, within a period of
12 months from the end of such subsequent taxable year), in the manner
and forn required by regulations prescribed by the Secretary or his
delegate. T'le application shall set forth in such detail and with such
sll)l)orting data and explanation as such regulations shall require-

(1) The amount of the net operating loss or unused investment
credit;

(2) The amount of the tax previously determined for the prior
taxable year affected by such carryback, the tax previously de-
termined being ascertained in accordance with the method pre-
scribed in section 1314(a);

(3) The amount of decrease in such tax, attributable to such
earryback, such decrease being determined by applying the carry-
back in the manner provided by law to the items on the basis of
which such tax was determined;
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(4) The unpaid amount of such tax, not including any amount
required to be shown under paragraph (5);

(5) The amount, with respect to the tax for the taxable year
immediately preceding the taxable year from which the carryback
is made, as to which an extension of time for payment under sec-
tion 6164 is in effect; and

(6) Such other information for purposes of carrying out the
provisions of this section as may be required by such regulations.

An application under this subsection shall not constitute a claim for
credit or refund.

* * * * * * *

SEC. 6501. LIMITATIONS ON ASSESSMENT AND COLLECTION.

(j) INVESTMENT CREDIT CARRYBACKS.-In the case of a deficiency
attributable to the application to the taxpayer of an investment
credit carryback (including deficiencies which may be assessed pur-
suant to the provisions of section 6213(b)(2)), such deficiency may
be assessed at any time before the expiration of the period within
which a deficiency for the taxable year of the unused investment
credit which results in such carryback may be assessed, or, with respect
to any portion of an investment credit carryback from a taxable year
attributable to a net operating loss carryback from a subsequent taxable
year, at any time before the expiration of the period within which a
deficiency for such subsequent taxable year may be assessed.

SEC. 6511. LIMITATIONS ON CREDIT OR REFUND.

(d) SPECIAL RULES APPLICABLE TO INCOME TAXES.-

(4) SPECIAL PERIOD OF LIMITATION WITH RESPECT TO INVEST-
MENT CREDIT CARRYBACKS.-

(A) PERIOD OF LInMITATION.-If the claim for credit or
refund relates to an overpaynent attributable to an invest-
ment credit carryback, in lieu of the 3-year period of limita-
tion prescribed in subsection (a), the period shall be that
period which ends with the expiration of the 15th day of the
40th month (or 39th month, in the case of a corporation)
following the end of the taxable year of the unused invest-
ment credit which results in such carryback (or, with respect
to any portion of an investment credit carryback from a taxable
year attributable to a net operating loss carryback from a subse-
quent taxable year, the period shall be that period which ends
vwth the expiration of the 15th day of the 40th month, or 39th
month, in the case of a corporation, following the end of such
subsequent taxable year), or the period prescribed in subsection
(c) in respect of such taxable year, whichever expires later.
In the case of such a claim, the amount of the credit or refund
may exceed the portion of the tax paid within the period
provided in subsection (b)(2) or (c), whichever is applicable,
to the extent of the amount of the overpayment attributable
to such carryback,

(B) APPLICABLE RULES.-If the allowance of a credit or
refund of an overpayment of tax attributable to an invest-
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ment credit carryback is otherwise prevented by the opera-
tion of any law or rule of law other than section 7122, relating
to compromises, such credit or refund may be allowed or
made, if claim therefor is filed within the period provided in
subparagraph (A) of this paragraph. In the case of any such
claim for credit or refund, the determination by any court,
including the Tax Court, in any proceeding in which the
decision of the court has become final, shall not be conclusive
with respect to the investment credit, and the effect of such
credit, to the extent that such credit is affected by a carry-
back which was not in issue in such proceeding.

* * * * * * *

SEC. 6601. INTEREST ON UNDERPAYMENT, NONPAYMENT, OR EX-
TENSIONS OF TIME FOR PAYMENT, OF TAX.

(a) GENERAL RULE.-If any1 amount of tax imposed by tllis title
(whether required to he showlon a return, or to be paid by stanlm) or
by some other method) is not Ipaid on or before the hlst date l)rescrll)ed
for payment, interest oin such amount at the rate of 6 plercellt I)er
annum shall be paid for tle period from such last (late to the date plaidl.

* * * * * * *

(e) INCOME TAX REDUCED BY CARRY3ACK OR ADJUSTIMENT FOR
CERTAIN UNUSED DEDUCTIONS--

(1) NEr OPERATING LOSS CARRYIIACK.-If the amIount of tany
tax iln)osed by subtitle A is reduced by reason of a carlrybiack
of a net operating loss, such reduction in tax shall not. affect
the coml)utation of interest under this section for the period
ending witli the last (lay of the taxable year in which tle iiel
operating loss arises.

(2) INVES'rMENT CREDIT CARRYIIACK.--If thle credit allo\we
by section 38 for any taxable vear is increased by reason of all
investment credit c(larryback, such increase siall not affect, tlhe
compl)u tation of interest, under tis section for the periiod eiilliii
with the last (lay of the taxable year in which thle investlllenll
credit carryback arises, or, with respect to any portion oJf a( ilnrsrt-
inent credit carryback from. a taxable year attributable to at /('t
opertlti)l loss carrryback from. a subsequent taxable year, s1c('h ;in-
crea.e shall 'not affect the computation, of interest 'unlderl thi': section,
for the period ending with the la.st day of such slubsequenlt taxable1 i,/r.
* * * * * * *

SEC. 6611. INTEREST ON OVERPAYMENTS.
(a) RATE.-Interest shalll be allowed anld paid upon any (over-

layiment in respect of any internal revenue tax at tlie rate of 6 plercelnt
per aillluni.

* * * * * **

(f) REFUND OF INCOME TA (CAUSEI) BY CARRYB1ACK OR A)DJUST-
MENT FOR CERTAIN UNUSED DEDj)UCTIONS.-

(1) NET OPERATING LOSS CARRIYBACK.-For ll)pI)(oeSCe of
subsection (a), if any overplayimen t of tax imlllpoSd by stl)title A
results from a carryback of a net operating loss, such over'lpavenlt
shall be deemed not to have been made prior to tie close of t ie
taxable year in which such net operating Joss arises.
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(2) INVESTMENT CREDIT CARRYBACK.-For purposes of sub-
section (a), if any overpayment of tax imposed by subtitle A
results from an investment credit carryback, such overpayment
shall be deemed not to have been made prior to the close of the
taxable year in which such investment credit carryback arises,
or, with respect to any portion of an investment credit carryback
from a taxable year attributable to a net operating loss carryback
from a subsequent taxable year, such overpayment shall be deemed
not to have been made prior to the close of such subsequent taxable
year.
* * * * * * *

SECOND LIBERTY BOND ACT
* * * * * * *

SEC. 26. The Secretary of the Treasury is authorized to issue, from
time to time, tax and loss bonds, the proceeds of which shall be available
to meet any public expenditures authorized by law, and to retire any
outstanding obligations of the United States issued 'under this Act. Tax
and loss bonds shall be nontransferable except as provided by the Secretary
of the Treasulry, shall bear no interest and shall be issued in such amounts,
subject to the limitations imposed by section 21 of this Act, as are necessary
to perinit persons to comply with section 832(e) of the Internal Revenue
Code of 19554. Tax and loss bonds shall be issued in such amounts and
on such terms and conditions as required by section 832(e) of such Code
and as the Secretary of the Treasury shall prescribe. With respect to any
taxable year in which amounts are subtracted from the mortgage guaranty
account referred to in section 832(e)(S) of such Code, an amount of tax
and loss bonds which was purchased 'under section 832(e)(2) of such
Code with respect to the amount so subtracted shall be redeemed, and to the
extent necessary shall be applied to pay any taxes (due as a result of the
inclusion 'under section 832(b)(1)(E) of such Code of amounts in gross
income. In addition, tax and loss bonds may be redeemed as prescribed
by the Secretary of the Treasury.
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