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Mr. LONG, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 10612]

The committee of conference on the disagreeing votes of the two
Houses on the amendments of the Senate to the bill (H.R. 10612) to
reform the tax laws of the United States, having met, after full and
free conference, have agreed to recommend and do recommend to their
respective Houses as follows:

That the Senate recede from its amendments numbered 3, 33, 42, 47,
50, 51, 53, 57, 60, 61, 64, 65, and 67.

That the House recede from its disagreement to the amendments of
the Senate numbered 11, 14, 31, and 40, and agree to the same.

Amendment numbered 1:
That the House recede from its disagreement to the amendment of

the Senate numbered 1, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

SECTION 1. TABLE OF CONTENTS.

TABLE OF CONTENTS

Sec. 1. Table of contents.

TITLE I-SHORT TITLE AND AMENDMENT OF 1954 CODE

Sec. 101. Short title.
See. 102. Amendment of 1954 Code.
See. 10. Capitalization and amortization of real property construction period

interest and taxes.

TITLE Il-OTHER AMENDMENTS RELATED TO TAX SHELTERS

Sec. 201. Recapture of depreciation on real property.
Sec. 2O1A. Amendment of section 167 (k).
See. 202. Limitations on deductions for expenses.
See. 20tA. Gain from disposition of interest in oil and gas property.
Sec. 203. Amendments to farm loss recapture rules.
See. 204. Limitations on deductions in case of farming syndicates and capitaliza-

lion of certain orchard and vineyard expenses.
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Sec. 205. Treatment of prepaid interest.
See. 206. Limsitation on interest deduction.
See. 207. Amortization of production cost of motion pictures, books, records, ad

other similar property.
See. 208. Clarification of definition of produced film rents.
See. 209. Basis limitation for and recapture of depreciation on player contracts.
See. 210. Certain partnership provisions.
See. 211. Scope of waiver of statute of limitations in case of activities not engaged

in for profit.

TITLE Ill-MINIMUM TAX AND MAXIMUM TAX

Sec. 301. Minimum taw.
See. 302. Maximum ta amendments.

TITLE IV-EXTENSIONS OF INDIVIDUAL INCOME TAX REDUCTIONS

Sec. 401. Extensions of individual income tax redtuions
Sec. 402. Refunds of earned income credit disregarded in the administration of

Federal programs and federally assisted programs.

TITLE V-TAX SIMPLIFICATION IN THE INDIVIDUAL INCOME TAX

See. 501. Revision of taz tables for individuals.
See. 502. Deduction for alimony allowed in determining adjusted gross income.
See. 503. Revision of retirement income credit.
Sec. 504. Credit for child care expenses.
Sec. 505. Changes in exclusions for sick pay and certain military, etc, disability

pensions.
Sec. 506. Moving expenses.
Sec. 507. Ta revision study.
See. 508. Effective date.

TITLE VI-BUSINESS RELATED INDIVIDUAL INCOME TAX PROVISIONS

Sec. 601 Deductions for expenses attributable to business use of homes, rental
of vacation homes, etc.

See. 602. Deductions for attending foreign conventions.
See. 603. Change in tax treatment of qualified stock options.
Sec. 604. State legislators' travel expenses away from home.
Sec. 605. Deduction for guarantees of business bad debts to guarantors not in-

volved in business.

TITLE VII-ACCUMULATION TRUSTS

See. 701. Accumulation trusts.

TITLE VIII CAPITAL FORMATION

See. 801. Extension of $100,000 limitation on used property for 4 years.
Sec. 802. Extension of 10 percent credit for 4 years and first-in-first-out treat-

ment of investment credit amounts.
See. 803. Employee stock ownership plans.
Sec. 804. Investment credit in the Case of movie and television films.
Sec. 805. Investment credit in the case of certain ships.
Sec. 806. Additional net operating loss carryover years; limitations on net oper-

ating loss carryovers.
Sec. 807. Small fishing vessel construction reserves.

TITLE IX-SMALL BUSINESS PROVISIONS

Sec. 901. Small business provisions.

TITLE X-CHANGES IN THE TREATMENT OF FOREIGN INCOME

PART I-FOREIGN TAX PRovisioNs AFFECTINa INDIVIDUALS ABROAD

See. 1011. Income earned abroad by United States citizens living or residing
abroad.
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Sec. 1012. Income tam treatment of nonresident alien individuals who are mar-
tied to citizens or residents of the United States.

See. 1013. Foreign trusts having one or more United States benefiiaries to be
tamed currently to grantor.

Sea. 1014. Interest charge on accumulation distributions from foreign trusts.
SeE. 1015. Excise tax on transfers of property to foreign persons to avoid Federal

income taw.

PART II-AMENDMENTS AFFECTING TAX TREATMENT OF CONTROLLED FOREIGN
CORPORATIONS AND THEIR SHAREHOLDERS

Sec. 1021. Amendment of provision relating to investment in United States prop-
erty by controlled foreign corporations.

See. 1022. Repeal of exlusion for earnings of less developed country corpora-
tion# for purposes of section 1248.

Sec. 1023. Exclusion from subpart F of certain earnings of insurance companies.
Sec. 1024. Shipping profits of foreign corporate ions.

PART III-AMENDMENTS AFFECTING TREATMENT OF FOREIGN TAXES

Sec. 1031. Requirement that foreign tax credit be determined on overall basis.
Se. 1032. Recapture of foreign losses.
See. 1033. Dividends from less developed country corporations to be grossed up

for purposes of determining United States income and foreign tax
credit against that income.

See. 1084. Treatment of capital gains for purposes of foreign tax credit.
See. 1035. Foreign oil and gas etrection income.
See. 1036. Underwriting income.
See. 1087. Third tier foreign ta credit when section 951 applies.

PART IV-MONEY OR OTHER PROPERTY MOVING OUT OF OR INTO THE UNITED STATES

See. 1041. Portfolio debt investments in United States of nonresident aliens and
foreign corporations.

See. 1042. Changes in ruling requirements under section 367; certain changes in
section 1248.

Sec. 1048. Contiguous country branches of domestic life Insurance companies.
Sea. 1044. Transitional rule for bond, etc., losses of foreign banks.

PART V-SPECIAL CATEGORIES OF FOREIoN TAX TREATMENT

Sec. 1051. Taw treatment of corporations conducting trade or business in Puerto
Rico and possessions of the United States.

See. 1052. Western Hemisphere trade corporations.
See. 1053. Repeal of provisions relating to China Trade Act corporations.

PART VI-DNIAL OF CERTAIN TAX BENEFITS FOR COOPERATION WITH OR PARTICI-
PATION IN INTERNATIONAL BOYCOTTS AND IN CONNECTION WITH THE PAYMENT
OF CERTAIN BRIDES

See. 1061. Denial of foreign taw credit,
See. 1062. Denial of deferral of international boycott amounts.
See. 1068 Denial of DISC benefits.
See. 1064. Determinations as to participation in or cooperation with an inter-

national boycott.
Sec. 1065. Foreign bribes.
Sec. 1066. Effective dates.
See. 1067. Reports by Secretary.

TITLE XI-AMENDMENTS AFFECTING DISC

See. 1101. Amendments affecting DISC.

TITLE XII-ADMINISTRATIVE PROVISIONS

Sec. 1201. Public inspection of written determinations by Internal Revenue
Service.

Sec. 1202. Confidentiality and disclosure of returns and return information.
See. 1208. Income ta return preparers.



See. 1204. Jeopardy and termination assessments.
Sec. 1205. Administrative summons.
Sec. 1206. Assessments in case of mathematical or clerical errors.
Sec. 1207. Withholding.
Sec. 1208. State-conducted lotteries.
Sec. 1209. Minimum exemption from levy for wages, salary, and other income.
Sec. 1210. Joint committee refund cases.
See. 1211. Social security account numbers.
Sec. 1212. Abatement of interest on errors when return is prepared for taxpayer

by the Internal Revenue Service.

TITLE XIII-MISCELLANEOUS PROVISIONS

Sec. 1301. Tam treatment of certain housing associations.
Sec. 1302. Treatment of certain disaster payments.
Sec. 1303. Tax treatment of certain 1972 disaster losses.
See. 1304. Tax treatment of certain debts owed by political parties, etc., to

acmr-ual basis taxpayers.
See. 1305. Tax-exempt bonds for student loans.
Sec. 1306. Personal holding company income amendments.
Sec. 1307. Work incentive program expenses.
See. 1308. Repeal of excise tax on light-duty truck parts.
See. 1309. Exclusion from excise tax on certain articles resold after modification.
See. 1310. Franchise transfers.
Sec. 1311. Employers' duties in connection with the recording and reporting of

tips.
See. 1312. Treatment of certain pollution control facilities.
See. 1313. Clarification of status of certain fishermen's organizations.
See. 1314. Changes in subchapter S rules.
See. 1315. Application of section 6013(e) of the Internal Revenue Code of 1954.
See. 1316. Amendments to rules relating to limitation on percentage depletion

in case of oil and gas wells.
Sec. 1317. Implementation of Federal-State Tam Collection Act of 1972.
Sec. 1318. Cancellation of certain student loans.
See. 1319. Treatment of gain or loss on sales or exchanges in connection with

simultaneous liquidation of a parent and subsidiary corporation.
See. 1320. Regulations relating to tax treatment of certain prepublication ex-

penditures of publishers.
See. 1321. Contributions in aid of construction for certain utilities.
See. 1322. Prohibition of discriminatory State taxes on production and consump-

tion of electricity.
See. 1323. Allowance of deduction for eliminating architectural and transported

barriers for the handicapped.
See. 1324. High income taxpayer report.
See. 1325. Tax incentives to encourage the preservation of historic structures.
See. 1326. Amendment to Supplemental Security Income program.
Sec. 1327. Trade Act of 1974 amendments.
See. 1328. Extension of carry-over period for Cuban expropriation losses.

TITLE XIV-CAPITAL GAINS

Sec. 1401. Increase in amount of ordinary income against which capital loss
may be offset.

Sec. 1402. Increase in holding period required for capital gain or loss to be long
term.

See. 1403. Allowance of 8-year capital toss carryover in case of regulated invest-
ment companies.

TITLE XV-PENSION AND INSURANCE TAXATION

Sec. 1501. Retirement savings for certain married individuals.
Sec. 1502. Limitation on contributions to certain pension, etc., plans.
Sec. 1503. Participation by members of reserves or National Guard in individual

retirement accounts.
Sec. 1504. Certain investments by annuity plans.
Sec. 1505. Segregated asset accounts.
Sec. 1506. Study of salary reduction pension plans.



Sec. 1507. Consolidated returns for life and other insurance companies.
Sec. 1508. Treatment of certain life insurance contracts guaranteed renewable.
See. 1509. Study of expanded participation in individual retirement accounts.

TITLE XVI-REAL ESTATE INVESTMENT TRUSTS

Sec. 1601. Deficiency dividend procedure.
Sec. 1602. Trust not disqualified in certain cases where income tests were not

met.
See. 1608. Treatment of property held for sale to customers.
Sec. 1604. Other changes in limitations and requirements.
See. 1605. Excise tax.
Sec. 1606. Allowance of net operating loss carryover.
See. 1607. Alternative tax in case of capital gains.
Sec. 1608. Effective date for title.

TITLE XVII-RAILROAD PROVISIONS

See. 1701. Certain provisions relating to railroads.
Sec. 1702. Amortisation over 50-year period of railroad grading and tunnel bores

placed in service before 1969.
See. 1703. Certain provisions relating tb airlines.

TITLE XIX-REPEAL AND REVISION OF OBSOLETE, RARELY USED,
ETC., PROVISIONS OF INTERNAL REVENUE CODE OF 1954

SUBTITLE A-AMENDMENTS OF INTERNAL REVENUE CODE GENERALLY
Sea. 1900. Anentments of 1954 cede.
Sec. 1901. Amendments of subtitle A; income taxes
See. 1902. Amendments of subtitle B; estate and gift taxes.
See. 1903. Amendments of subtitle C; employment taxes.
See. 1904. Amendments of subtitle D; miscellaneous exercise taxes.
Sec. 1905. Amendments of subtitle E; alcohol, tobacco, and certain other excise

taxes.
See. 1906. Amendments of subtitle F; procedure and administration.
See. 1907. Amendments of subtitle G; the Joint Committee on Internal Revenue

Taxatin.
Sec. 1908. Effective date of certain deftnitions and designations.

SUBTITLE B-AMENDMENTS OF CODE PROVISIONS WITH LIMITED CURRENT
ApPLICATION: REPEALS AND SAVINGS PROVISIONS

See. 1951. Provisions of subtitle A; income taxes.
Sec. 1952. Provisions of subohapter D of chapter 89; cotton futures.

TITLE XXI-TAX EXEMPT ORGANIZATIONS

See. 2101. Disposition of private foundation property under transition rules of
Tax Reforn Act of 1969.

Sec. 2102. New private foundation set-asides.
See. 2103. Minimum distribution amount for private foundations.
See. 2104. Extension of time to amend charitable remainder trust governing

instrument.
See. 2105. Unrelated trade or business income of trade shows, State fairs, etc.
Sec. £106. Declaratory judgments with respect to section 501(c) (8) status and

classification.

TITLE XXII-ESTATE AND GIFT TAXES

See. 2201. Unified rate schedule for estate and gift taxes; unified credit in lieu
of specific exemptions.

See. £202. Increase in limitations on marital deductions; fro-tional interests of
spouse.

Sec. 2208. Valuation for Purposes of the Federal estate tax of certain real prop-
erty devoted to facing or closely held businesses.

Sec. 2204. Extension of time for payment of estate tax.
Sec. 2205. Carryover basis.
Sec. 2206. Certain generation-skiPping transfers.
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See. 2207. Orphans' exclusion.
Sec. 2208. Administrative changes.
See. 2209. Miscellaneous provisions.
Sec. 2210. Credit against certain estate taes.

TITLE XXIII-OTHER AMENDMENTS

Sec. 2 01. Outdoor advertising displays.
Sec. 2302. Tax treatment of large cigars.
See. 2303. Treatment of gain from sales or exchanges between related parties.
See. 2804. Application of section 117 to certain.education programs for members

of the uniformed services.
Sec. 2305. Exchange funds.
See. 2306. Distributions by subhapter S corporations.

TITLE XXIV-UNITED STATES INTERNATIONAL TRADE COMMISSION

Sec. 2401. United States International Trade Commission.

TITLE XXV ADDITIONAL MISCELLANEOUS PROVISIONS

See. 2501. Certain disability income.
See. 2502. Contributions of certain Governnent publications.
See. 2503. Lobbying by public charities.
Sec. 2504. Tax liens, etc., not to constitute acquisition indebtedneses.
See. 2505. Extension of self-dealing transition rules for private foundations.
Sec. 2506. Imputed interest.
See. 2507. Tax incentives study.

TITLE XXVI OTHER MISCELLANEOUS AMENDMENTS

See. 2601. Prepaid legal expenses.
See. 2602. Certain hospital services.
See. 2603. Clin cal services of cooperative hospitals.
See. 2604. Special rule for certain charitable contributions of inventory and other

property.

TITLE XXVIII-ADDITIONAL SENATE FLOOR AMENDMENTS

See. 2701. Employee stock ownership plans.
Sec. 2702. Exemption of certain amateur athletic organizations from tax.
See. 2708. Taxable status of pension benefits guaranty corporation.
See. 2704. Level premium plans covering owner-employees.
See. 2705. Lump-sum distributions from qualified pension, etc., plans.
Sec. 2706. Tax treatment of the grantor of options of stock, secourities, and oom-

modities. .
Sec. 2707. Exempt-interest dividends of reguated investment companies.
Sec. 2708. Common trust fund treatment of certain custodial accounts.
Sec. 2709. Transfers of oil and gas property within the same controlled group or

family.
See. 2710. Support test for dependent children of divorced, etc., parents.
Sec. 2711. Study of expanded stack ownership.
See. 2712. Involuntary conversions of real property.
See. 2713. Sale of residence by elderly.
See. 2714. Additional changes in subchapter S shareholder rules.
Sec. 2715. Participation by volunteer firefighters in individual retirement ac-

counts, etc.
See. 2716. Livestock sold on account of drought.

And the Senate agree to the same.
Amendment numbered 2:
That the House recede from its disagreement to the amendment of

the Senate numbered 2, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:



TITLE I-SHORT TITLE AND AMENDMENT
OF 1954 CODE

SEC. 101. SHORT TITLE.
This Act may be cited as the "Tax Reform Act of 1976".

SEC. 102. AMENDMENT OP 1954 CODE.
Except as otherwise eWpressly provided, whenever in this Act an

amendment or repeal is expressed in term of an amendment to, or
repeal of, a section or other provision, the reference shall be considered
to be made to a section or other provision of the Internal Revenue
Code of 1954.
"SEC. 102. CAPITALIZATION AND AMOTIZATION OF REAL PROPERTY

CONSTRUCTION PERIOD INTEREST AND TAXES.
(a) IN' GENERAL.-Part VI of subehapter B of chapter 1 (relating

to itemized deductions for individuals and corporations) is amended
by adding at the end thereof the following new section:
"SEC. 189. AMORTIZATION OF REAL PROPERTY CONSTRUCTION PERIOD

INTEREST AND TAXES.
"(a) CAPlTAlzATON OF CONSTRUCTION PERIOD INTEREST AND

TAXES.-Except as otherwise provided in this section or in section
266 (relating to carrying charges), in the case of an individual or an
electing small business corporation (within the meaning of section
1371(b)), no dedwtion shall be allowed for real property construction
period interest and taxes.

"(b) AMORTIZATION OF AMOUNTS CHARGED TO CAPITAL AccouNT.-
Any amount paid or accrued which would (but for subsection (a)) be
allowable as a deduction for the taxable year shall be allowable for such
tameable year and each subsequent amortization year in accordance
with the following table:

fheaountispaid or -aodna i e pr begioni in,- T perentaoe of Dma
anonut allowable for each

NRrekia.l real Roaidential real inaorricafiOs year sholl be
property (other than I%=ooe Lowonte houing the fooaing percentage

hoa ) of sc mount
1s76 1978 108 W5
1977 1979 190 B
1978 198 198 183
1977 1981 185 1419'9 93 199 15,

qR 19ow 1987 1114
sfne 1081 afe 19 fIor 197 10

"(c) AMORTIZATION YEAR.-
"(1) IN oENERAL.- For purposes of this section, the term

'amortisation year' mears the taxable year in which the amount
is paid or accrued, and each taxable year thereafter (beginning
with the taxable year after the taxable year in which paid or
accrued or, if later, the taxable year in which the real property
is ready to be placed in service or is ready to be held for sale)
until the full amount has been allowable as a deduction (or until
the property is sold or exchanged).

"(8) RULES FOR SALES AND ExcAN EIs.-For purposes of para-
graph (1)-



"(A) PROPORTION OR PERCENTAGE ALLOWED.-For the amor-
tization year in which the property is sold or exchanged, a
proportionate part of the percentage allowable for such year
(determined without regard to the sale or exchange) shall
be allowable. If the real property is subject to an allowance
for depreciation, the proportion shall be determined in ac-
cordance with the convention used for depreciation purposes
with respect to such property. In the case of all other real
property, under regulations prescribed by the Secretary, the
proportion shall be based on that proportion of the amortiza-
tion year which elapsed before the sale or exchange.

"(B) UNAuORIrZE BALANcE.-In the case of a sale or ex-
change of the property, the portion of the amount not allow-
able shall be treated as an adjustment to basis under section
1016 for purposes of determining gain or loss.

"(C) CERTAIN EXCHA cES. An exchange or transfer after
which the property received has a basis determined in whole
or in part by reference to the basis of the property to which
the amortizable construction period interest and taxes relates,
shall not be treated as an exchange.

"(d) CERTAIN RESIDENTIAL PROPERTY ExcLuDED.-This section shall
not apply to any real property acquired, constructed, or carried if such
property is rot, and cannot reasonably be expected to be, held in a
trade or business or in an activity conducted for profit.

"(e) DEFINITIONs.-For purposes of this section-
"(1) CONSTRUCTION PERIOD INTEREST AND TAXF.-7Yhe term 'con-

struction period interest and taxes' means all-
"(A) interest paid or accrued on indebtedness incurred or

continued to acquire, construct, or carry real property, and
"(B) real property taxes,

to the extent such interest and taxes are attributable to the con-
struction period for such property and would be allowable as a
deduction under this chapter for the taxable year in which paid
or accrued (determined without regard to this section).

"(2) CONSTRUcTION PERIOD.-The term 'construction period',
when used with respect to any real property, means the period-

"(A) beginning on the date on which construction of the
building or other improvement begins, and

"(B) ending on the date on which the item of property
is ready to be placed in service or is ready to be held for sale.

"(3) NONRESIDENTIAL REAL PROPERTY.-The term 'nonresidential
real property' means real property which is neither residential
real property nor low-iconome housing.

"(4) RESIDENTIAL REAL PROPETY.-The term 'residential real
property' means property which is or can reasonably be expected
to be-

"(A) residential rental property as defined in section 167
(j) (2) (B), or

"(B) real property described in section 1,31 (1) held for
sale as dwelling units (within the meaning of section 167(k)
(3) (C)).

"(5) LOW-INCOME NOUSNO.-The term 'low-income housing'
means property described in clause (i), (ii), (iii), or (iv) of
section 1250(a) (1) (B).
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"(f) TRANSITIONAL RULE FOR 1976.-In the case of amounts paid or
accrued by the taxpayer in a taxable year beginning in 1976, the per-
centagle of such amount allowable for--

"(1) the taxable year beginning in 1976 shall be 50 percent, and
"(9) each amortiation year thereafter shall be 16/ percent."

(b) CLERICAL AMENDMENT.-The table of sectins for such part VI
is amended by adding at the end thereof the following new item:

"Sec. 189. Amortization of rea property oonstruotion period interest and
taxes."

(c) EFFroriv DA rE.-The amendments made by this section shall
apply--

(1) in the case of nonresidential real property, if the construe-
tion riod begins after December 31, 1975,
(9) in the case of residential real property (other than low-

income housing), to taxable years beginning after December 31,
1977, and

(3) in the case of low-income housing, to taxable years begin-
ning after December 31, 1981.

For purposes of this subsection, the terms "nonresidential real prop-
erty", "residential real property (other than low-income housing)",
"low-income housing", and "construction period" have the same mean-

as when used in section 189 of the Internal Revenue Code of 1954
(a added by subsection (a) of this section).

And the Senate agree to the same.
Amendment numbered 4:
That the House recede from its disagreement to the amendment of

the Senate numbered 4, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 201. RECAPTURE OF DEPRECIATION ON REAL PROPERTY.

(a) IN GENERAL.-Subsection (a) of section 1950 (relating to gain
from dispositions of certain depreciable realty) is amended to read
as follows :

"(a) GENERAL Rur.-Except as otherwise provided in this
sectioh-_

"(1) ADDITIONAL DEPRECIATION AFTER DECEMBER 31, 1975-

(A) IN GENERAL.-If section 1250 property is disposed
of after December 31,1975, then the applicable percentage of
the lower of-

"(i) that portion of the additional depreciation (as
defined in subsection (b) (1) or (4)) attributable to
periods after December 31, 1975, in respect of the prop-
erty or

"(ii) the excess of the amount realized (in the case of
a sale, exchange, or involuntary conversion), or the fair
market value of such property (in the case of any other
disposition), over the ad*ated basis of such property,

shall be treated as gain which is ordinary income. Such gain
shall be recognized notwithstanding any other provision of
this subtitle.

"(B) APPLICABLE PERcENTA.-For purposes of subpara-
graph (A), the term 'applicable percentage' means-



"(i) in the case of section 1250 property with respect
to which a mortgage is insured under section 221 (d) (3)
or 236 of the National Housing Act, or housing financed
or assisted by direct loan or tax abatement under similar
provisions of State or local laws and with respect to
which the owner is subject to the restrictions described
in section 1039(b) (1) (B), 100 percent minus 1 percent-
age point for each full month the property was held after
the date the property was held 100 full months;

"(ii) in the case of dwelling units which, on the aver-
age, were held for occupancy by families or individuals
eligible to receive subsidies under section 8 of the United
States Housing Act of 1937, as amended, or under the
provisions of State or local law authorizing similar levels
of subsidy for lower income families, 100 percent minus
I percentage point for each full month the property was
held after the date the property was held 100 full months;

"(iii) in the case of section 1250 property with respect
to which a depreciation deduction for rehabilitation ex-
penditures was allowed under section 167(k), 100 percent
minus 1 percentage point for each full month in excess of
100 full months after the date on which such property
was placed in service;

"(iv) in the case of section 1250 property with respect
to which a loan is made or insured under title V of the
Housing Act of 1949, 100 percent minus 1 percentage
point for each full month the property was held after
the date the property was held 100 full months; and

"(v) in the case of all other section 1250 property, 100
percent.

In the case of a building (or a portion of a building devoted
to dwelling units), if on the average, 85 percent or more of
the dwelling units contained in such building (or portion
thereof) are units described in clause (ii), such building (or
portion thereof) shall be treated as property described in
clause (ii). Clauses (i), (ii),/and (iv) shall not apply with
respect to the additional depreciation described in subsection
(b) (4).

(2) ADDITIONAL DEPRECIATION AFTER DECEMBER 31, 1969, AND
BEFORE JANUARY 1, 1976 .-

"(A) IN GENERAL.-If section 1250 property is disposed
of after December 31,1969, and the amount determined under
paragraph (1) (A) (ii) exceeds the amount determined under
paragraph (1) (A) (i), then the applicable percentage of the
lower of-

"(i) that portion of the additional depreciation at-
tributable to periods after December 31, 1969, and before
January 1,1976, in respect of the property, or

"(ii) the excess of the amount determined under para-
graph (1) (A) (ii) over the amount determined under
paragraph (1) (A) (i),

shaZl also be treated as gain which is ordinary income. Such
gain shall be recognized notwithstanding any other provision
of this subtitle.



"(B) APPLICABLE PERCENTAOE.-FOr purposes of subpara-
graph (A), the term 'applicable percentage' means-

"(i) in the case of section 1250 property disposed of
pursuant to a written contract which was, on July 24,
1969, and at all times thereafter, binding on the owner
of the property, 100 percent minus 1 percentage point for
each full month the property was held after the date the
property was held S0 full months;

"(in) in the case of section 1250 property with respect
to which a mortgage is insured under section 21 (d) (3)
or 26 of the National Housing Act, or housing financed
or assisted by direct loan or tax abatement under similar
provisions of State or local laws, and with respect to
which the owner is subject to the restrictions described
in section 1039(b) (1) (B), 100 percent minus 1 percent-
age point for each full month the property was held after
the date the property was held 20 full months;

"(iii) in the case of residential rental property (as
defined in section 167(j) (2) (B) ) other than that covered
by clauses (i) and (ii), 100 percent minus I percentage
point for each full month the property was held after
the date the property was held 100 full month;

"(iv) in the case of section 1250 property with respect
to which a depreciation deduction for rehabilitation ex-
penditures was allowed under section 167(k), 100 per-
cent minus 1 percentage point for each full month in
excess of 100 full months after the date on which such
property was "pZaced in service; and

"(v) in the case of all other section 1.50 property, 100
percent.

CMues (i), (ii), and (iii) shall not apply with respect to
the additional depreciation described in subsection (b) (4).

"(3) ADDITIONAL DEPRECIATION BEFORE JANUARY 1, 1970.

"(A) Iv GENFRAL.-If section 1250 property is disposed of
after December 31, 1963, and the amount determined under
paragraph (1) (A) (ii) exceeds the sum of the amounts deter-
mined under paragraphs (1) (A) (i) and (2) (A) (i), then
the applicable percentage of the lower of-

"(i) that portion of the additional depreciation attrib-
utable to periods before January 1, 1970, in respect of
the property, or

"(ii) the excess of the amount determined under parc-
graph (1) (A) (ii) over the sum of the amounts deter-
mined under paragraphs (1) (A) (i) and (2) (A) (i),

shall also be treated as gain which is ordinary income. Such
gain shall be recognized notwithstanding any other provision
of this subtitle.

"(B) APPLICABLE PERCENTAOE.-For purposes of subpara-
graph (A), the term 'applicable percentage' means 100 per-
cent minus I percentage point for each full month the
property was held after the date on which the property was
held for 20 full months."



(b) PROPERTY DISPOSED OF PURSUANT TO FORECLOSURE PROCEED-
INGs.-Subsection (d) of section 1250 (relating to exceptions and
limitations) is amended by adding at the end thereof the following
new paragraph:

"(10) P'ORECLOSURE DisPoSTIoNs.-If any section 1250 property
is disposed of by the taxpayer pursuant to a bid for such prop-
erty at foreclosure or by operation of an agreement or of process
of law after there was a default on indebtedness which such prop-
erty secured, the applicable percentage referred to in paragraph
(1) (B), (2) (B), or (3) (B) of subsection (a) as the case may
be, shall be determined as if the taxpayer ceased to hold such
property on the date of the beginning of the proceedings pur-
suant to which the disposition occurred, or in the event there
are no proceedings, such percentage shall be determined as if
the taxpayer ceased to hold such property on the date, deter-
mined under regulations prescribed by the Secretary, on which
such operation of an agreement or process of law, pursuant to
which the disposition occurred, began."

(c) CoNFORmiNO AMENDMENT.-
(1) AMENDMENT OF SECTION 1250(f) (2).-Paragraph (2) of sec-

tion 1250(f) (relating to special rule for property which is sub-
stantially improved) is amended to read as follows:

"(2) ORDINARY INCOME ATTRIBUTABLE TO AN ELEMENT.-For
purposes of paragraph (1), the amount taken into account for
any element shall be the sum of a series of amounts determined
for the periods set forth in subsection (a), with the amount for
any such period being determined by multiplying-

"(A) the amount which bears the same ratio to the lower
of the amounts specified in clause (i) or (ii) of subsection
(a) (1) (A), in clause (i) or (ii) of subsection (a) (2) (A), or
in clause (i) or (ii) of subsection (a) (3) (A), as the case
may be, for the section 1250 property as the additional de-
preciation for such element attributable to such period bears
to the sum of the additional depreciation for all elements
attributable to such period, by

"(B) the applicable percentage for such element for such
period.

For purposes of this paragraph, determinations with respect to
any element shall be made as if it were a separate property."

(2) AMENDMENT OF SECTION 1250(g)(2).-Paragraph (2) of
section 1250 (g) (relating to special rules for qualified low-income
housing) is amended to read as follows:

"(2) ORDINARY INCOME ATTRIBjrABLE TO AN EZEMrNT.-For pur-
poses of paragraph (1), the amount taken into account for any
element shall be determined in a manner similar to that provided
by subsection (f) (2)."

(3) AMENDMENT OF SECTION 167e (3) .- Paragraph (3) of sec-
tion 167(e) (relating to change in depreciation method with re-
spect to section 1250 property) is amended by striking out "begin-
ning after July 24, 1969," and inserting in lieu thereof "begin-
ning after December 31,1975,".

(d) EFFrcTIv DATE.-The amendments made by this section
(other than subsection (b)) shall apply for tawabl years ending



after December 31,1975. The amendment made by subsection (b) shall
apply with respect to proceedings (and to operations of law) referred
to in section 1M50(d) (10) of the Internal Revenue Code of 1954 which
begin after Decem ber31,1975
SEC. 201A. AMENDMENT OF SECTION 167(k).

(a) GENERAL RuL.-Section 167(k) (relating to depreciation of
expenditures to rehabilitate low-income rental housing) is amended-

(1) by striking out "January 1, 1976," in paragraph (1) and
inserting in lieu thereof "January 1, 1978";

(2) by striking out "$15,000" in paragraph (2) (A) and insert-
ing in lieu thereof "$20,000";

(3) by striking out "the policies of the Housing and Urban
Development Act of 1968" in paragraph (3) (B) and inserting
in lieu thereof "the Leased Housing Program under section 8 of
the United States Housing Act of 1937"; and

(4) by adding the following new subparagraph at the end of
paragraph 76)

a ) Q REHABILITATION EXPENDITURES INcuRRD.-Rehabili-

tation exenditures incurred pursuant to a binding contract
entered into before January 1, 1978 and rehabilitation ex-
eenditures incurred with respect to low-income rental hous-
ing the rehabilitation of which has begun before January 1,
1978, shall be deemed incurred before January 1, 1978."

(b) EFFECTIVE DATE.-The amendments made by paragraphs (1),
(3), and (4) of subsection (a) shall apply to expenditures paid or
incurred after December 31, 1975, and before January 1, 1978, and
expenditures made pursuant to a binding contract entered into before
January 1,1978. The amendment made by paragraph (2) of subsection
(a) shall apply to expenditures incurred after December 31, 1975.

And the Senate agree to the same.
Amendment numbered 5:
That the House recede from its disagreement to the amendment of

the Senate numbered 5 and agree to the same with an amendment as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
LIMITATIONS ON DEDUCTIONS FOR EXPENSES.

(a) IN GENERAL.-Subpart C of art II of subchapter E of chapter 1
(relating to taxable year for which deduction is taken) is amended by
adding at the end thereof the following new section:
"SEC. 165. DEDUCTIONS LIMITED TO AMOUNT AT RISK IN CASE OF

CERTAIN ACTIVITIES.
"(a) GENERAL RULE.-In the case of a taxpayer (other than a cor-

voration which is not an electing small business corporation (as defined
in section 1371(b))) engaged in an activity to which this section
applies, any loss from such activity for the taxable year shall be
allowed only to the extent of the aggregate amount with respect to
which the taxpayer is at risk (within the meaning of subsection (b))
for such activity at the close of the taxable year. Any loss from such
activity not allowed under this section for the taxable year shall be
treated as a deduction allocable to such activity in the first succeeding
taxable year.

"(b) AMOUNTS CONSIDERED AT RISK.-



"(1) IN GENERAL.-For purposes of this section, a taxpayer shall
be considered at risk for an activity with respect to amounts in-
eluding-

"(A) the amount of money and the adjusted basis of other
property contributed by the taxpayer to the activity, and

"(B) amounts borrowed with respect to such activity (as
determined under paragraph (2) ).

"(0) BORROWED AoNrs.-For purposes of this Section, a tax-
payer shall be considered at risk with respect to amounts bor-
rowed for use in an activity to the extent that he--

"(A) is personally liable for the repayment of such
amounts, or

"(B) has pledged property, other than property used in
such activity, as security for such borrowed amunt (to the
extent of the net fair market value of the taxpayer's interest
in such property).

No property shall be taken into account as security if such prop-
erty is directly or indirectly financed by indebtedness which is
secured by property described in paragraph (1).

"(3) CERTAIN BORROWED AMOUNTS ExCLUDED.-For purposes of
paragraph (2) (B), amounts borrowed shall not be considered
to be at risk with respect to an activity if such amounts are bor-
rowed from any person who-

"(A) has an interest (other than an interest as a creditor)
in such activity, or

"(B) has a relationship to the taxpayer specified within
any one of the paragraphs of section 267 (b).

"(4) ExcEpTioN.-Notwithstanding any other provision of this
section, a taxpayer shall not be considered at risk with respect to
amounts protected against loss through nonrecourse financing,
guarantees, stop loss agreements, or other similar arrangements.

"(5) AMOUNTS AT RISK IN SUBSEQUENT YEARS.-If in any taxable
year the taxpayer has a loss from an activity to which this sec-
tion applies, the amount with respect to which a taxpayer is con-
sidered to be at risk (within the meaning of subsection (b)) in
subsequent taxable years with respect to that activity shall be re-
duced by that portion of the loss which (after the application of
subsection (a)) is allowable as a deduction.

"(a) AcrIVIrIs TO WHICH SECTION APPLE.-
"(1) TYPES OF ACTiVJlEms.-This section applies to any taxpayer

engaged in the activity of-
"(A) holding, producing, or distributing motion picture

films or video tapes,
"(B) farming (as defined in section 464 (e)),
"(C) leasing any section 1245 property (as defined in sec-

tion 1245(a) (3)), or
" (D) exploring for, or exploiting, oil and gas resources,

as a trade or business or for the production of income.
"(2) SEPARATE AcrIViTs.-For purposes of this section, a tax-

payer's activity with respect to each-
"(A) film or video tape,
"(B) section 1245 property which is leased or held for leas-

ing,
"(C) farm, or



"(D) oil and gas property (as defined under section 614),
shall be treated as a separate activity. A partner's interest in a
partnership or a shareholder's interest in an electing small busi-
ness corporation shall be treated as a single activity to the extent
that the partnership or an electing small business corporation is
engaged in activities described in any subparagraph of this para-
graph.

(d) DEFINITION OF Loss.-For purposes of this section, the term
'loss' means the excess of the deductions allowable under this chapter
for the taxable year (determined without regard to this section) and
allocable to an activity to which this section applies over the income
received or accrued by the taxpayer during the taxable year from such
activity."

(b) CLERICAL AMENDMENT.-The table of sections for subpart C of
part I of subchapter E of chapter 1 is amended by adding at the end
thereof the following new item:

"Se. 465. Deductions limited to amount at risk in ease of certain
aotivities,"

(c) EFFECTIVE DATES.-
(1) IN GENERAL.-Except as provided in paragraphs (2) and

(3), the amendments made by this section shall apply to losses
attributable to amounts paid or incurred in taxable years begin-
ning after December 31,1975. For purposes of this subsection, any
amount allowed or allowable for depreciation or amortization for
any period shall be treated as an amount paid or incurred in such
period.

(2) SPECIAL TRANSITIONAL RULES FOR MOVIES AND VIDEO TAPES.-

(A) IN GENERAL.-In the case of any activity described
in section 465(c) (1) (A) of the Internal Revenue Code of
1954, the amendments made by this section shall not apply
to-

(i) deductions for depreciation or amortization with
respect to property the principal production of which
began before September 11, 1975, and for the purchase
of which there was on September 11,1975, and at all times
thereafter a binding contract, and

(ii) deductions attributable to producing or distribut-
ing property the principal production of which began
before September 11, 1975.

(B) EXCEPTION FOR CERTAIN AGREEMENTS WHERE PRINCIPAL

PHOTOGRAPHY BEGIN BEFORE 1976.-In the case of any activity
described in section 465(c) (1) (A) of the Internal Revenue
Code of 1954, the amendments made by this section shall not
apply to deductions attributable to the producing of a film
the principal photography of which began on or before Dec-
ember 31,1975, if-

(i) on September 10, 1975, there was an agreement
with the director or a principal motion picture star, or on
or before September 10, 1975, there had been expended
(or committed to the production) an amount not less
than the lower of $100,000 or 10 percent of the estimated
costs of producing the fdlm, and



(ii) the production takes place in the United States.

Subparagraph (A) shall apply only to taxpayers who held their
interests on September 10, 1975. Subparagraph (B) shall apply

only to taxpayers who held their interests on December 31, 1975.
(3) SPECIAL TRANSITIONAL RULES FOR LEASING ACTIVITIES.-

(A) RULE FOR LEASES OTHER THAN OPERATING LEASES.-In

the case of any activity described in section 465 (c) (1) (C) of

the Internal Revenue Code of 1954, the amendments made by

this section shall not apply with respect to-
i) leases entered into before January 1, 1976, and
ii) leases where the property was ordered by the

lessor or lessee before January 1,1976.
(B) HOLDING OF INTERESTS FOR PURPOSES OF SUBPARAGRAPH

(A).-Subparagraph (A) shall apply only to taxpayers who

held their interests in the property on December 31, 1975.
(C) SPECIAL RULE FOR OPERATING LEASES.-In the case of a

lease described in section 46(e) (3) (B) of the Internal Rev-
enue Code of 1954-

(i) subparagraph (A) shall be applied by substituting
"May 1, 1976" for "January 1, 1976" each place it ap-
pears therein, and

(ii) subparagraph (B) shall be applied by substituting
"April 30, 1976" for "December 31,1975".

SEC. 202A. GAIN FROM DISPOSITION OF INTEREST IN
OIL OR GAS PROPERTY.

(a) RECAPTURE RuLEs.-Part IV of subchapter P of chapter 1 (re-
lating to special rules for determining capital qains and losses) is
amended by adding at the end thereof the following new section:

"SEC. 1254. GAIN FROM DISPOSITION OF INTEREST IN
OIL OR GAS PROPERTY.

"(a) GENERAL RULE.-
" (1) ORDINARY iNCOE.-If oil or gas property is disposed of

after December 31, 1975, the lower of-
"(A) the aggregate amount of expenditures after Decem-

ber 31, 1975, which are allocable to such property and which
have been deducted as intangible drilling and development
costs under section 263(c) by the taxpayer or any other per-
son and which (but for being so deducted) would be reflected
in the adjusted basis of such property, adjusted as provided
in paragraph (4), or

"(B) the excess of-
"(i) the amount realized (in the case of a sale, ew-

change, or involuntary con erion), or the fair market
value of the interest (in the case of any other disposi-
tion), over

"(ii) the adjusted basis of such interest,
shall be treated as gain which is ordinary income. Such gain shall
be recognized notwithstanding any other provision of this
subtitle.

"(2) DISPOSITION OF PORTION OF PROPERTY.-FOr purposes of

paragraph (1)-



"(A) In the case of the disposition of a portion of an oil
or gas property (other than an undivided interest), the entire
amount of the aggregate expenditures described in paragraph
(1) (A) with respect to such property shall be treated as
allocable to such portion to the extent of the amount of the
gain to which paragraph (1) applies.

"(B) In the case of the disposition of an undivided interest
in an oil or gas property (or a portion thereof), a propor-
tionate part of the expenditures described in paragraph
(1) (A) with respect to such property shall be treated as
allcable to such undivided interest to the extent of the.
amount of the gain to which paragraph (1) applies.

This paragraph shall not apply to any expenditiyres to the extent
the taxpayer establishes to the satisfaction of the Secretary that
such expenditures do not relate to the portion (or interest therein)
disposed of.dd(3) 0L OR GAs PRoParT.-The term 'oil or gas property'

means any property (within the meaning of section 614) with
respect to which any expenditures described in paragraph (1) (A)
are properly chargeable.
" (4) SPECIAL RULE FOR PARAGRAPH (1)(A).-In applying para-

graph (1) (A), the amount deducted for intangible drilling and
development costs and allowable to the interest disposed of shall
be reduced by the amount (if any) by which the deduction for
depletion under section 611 with respect to such interest would
have been increased if such costs incurred (after December 31,
1975) had been charged to capital account rather than deducted.

"(b) SPECIAL RULES UNDER RGu LArmos.-Under regulations pre-
scribed by the Secretary-

"(1) rules similar to the rules of subsection (g) of section 617
and to the rules of subsections (b) and (c) of section 1245 shall
be applied for purposes of this section; and

"(12) in the case of the sale or exchange of stock in an electing
small business corporation (as defined in section 1371 (b) ), rules
similar to the rules of section 751 shall be applied to that portion of
the excess of the amount realized over the adjusted basis of the
stock which is attributable to expenditures referred to in subsec-
tion (a) (1) (A) of this section."

(b) PARiTNERsmiPs.-Section 751 (c) (relating to definition of un-
realized receivables) is amended by striking out "and farm land (as
defined in section 1252 (a))" and inserting in lieu thereof "farm land
(as defined in section 1252 (a)), and an ol or gas property (described
in section 1254)", and by striking out "or 1252(a)" and inserting in
lieu thereof "1252 (a), or 1254 (a )".
(c) TECHNICAL AMENDmENTs.-

(1) The following provisions are each amended by striking
out "or 1252(a)" and inserting in lieu thereof "1252(a), or 1254
(a) "-

(A) the second entence of section 170(e) (1);
(B section 301 (b (1 B)(i) ;

,B) section 301(d) (2)(B);
D section312(c) (3); an
E) section 453(d) (4) (B).



(2) Section 341 (e) (12) is amended by striking out "and 1252
(a)" and inserting in lieu thereof "1252 (a), and 126 (a)".

(3) Section 163(d) (3) (A) (iii) is amended by striking out
"and 1250" and inserting in lieu thereof "1250, and 1254".

(d) CLERICAL ANENDMENr.-The table of sections for part IV of
subchapter P of chapter I is amended by adding at the end thereof the
following new item:

"See. 1254. Gain from disposition of interest in oil or gas property."

(e) EFECrIVE DATr.-The amendments made by this section shall
apply with respect to taxable years ending after December 31, 1975.

And the Senate agree to the same.
Amendment numbered 6:
That the House recede from its disagreement to the amendment of

the Senate numbered 6, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend.
ment insert the following:
AMENDMENTS TO FARM LOSS RECAPTURE RULES.

(a) TERMiNATION OF ADDITIONS To ExcEss DEDUcTIONs AccouNT.-
Paragraph (2) of section 1251(b) (relating to additions to excess
deductions account) is amended by adding at the end thereof the fol-
lowing new subparagraph:

"(E) TERMINATION OF ADDTioNs.-No amount shall be
added to the excess deductions account for any tamable year
beginning after December 31,1975."-

(b) CERTAIN REORGANIZATIONS.-
(1) Subparagraph (A) of section 1251(b) (5) is amended to

read as follows:
"(A) CERTAIN CORPORATE TRANSACTION.-

"(i) In the case of a transfer described in subsection
(d) (3) to which section 371(a), 374(a), or 381 applies,
the acguring corporation shall succeed to and take into
account as of the close of the day of distribution or
transfer, the excess deductions account of the transferor."(ci) In the case of a transfer which is described in sub-
section (d) (3), which is in connection with a reorgani-
zation described in section 368(a) (1) (D) , and which is
not described in clause (i), the transferee corporation
shall be deemed to have an excess deductions account in
an amount equal to the amount in the excess deductions
account of the transferor. The transferor's excess deduc-
tions account shall not be reduced by reason of the pre-
ceding sentence."

(2) Paragraph (3) of section 1251 (b) is amended by adding at
the end thereof the following: "In the case of a corporation which
has mode or received a transfer described in clause (ii) of para-
graph (5) (A), subtractions from the excess deductions account
shall be determined, in such manner as the Secretary shall pre-
scribe, applying this paragraph to the jarm net income, and the
amounts described in subparagraph (B), of the transferor cor-
poration and the transferee corporation on an aggregate basis.".

(3) The amendments made by this subsection shall apply to
transfers occurring after December 31,1975.
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And the Senate agree to the same.
Amendment numbered 7:
That the House recede from its disagreement to the amendment of

the Senate numbered 7, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

LIMITATIONS ON DEDUCTIONS IN CASE OF FARMING SYNDICATES
AND CAPITALIZATION OF CERTAIN ORCHARD AND VINEYARD EX-
PENSES.

(a) PREPAID EXPENSES.-
(1) IN GENERAL.-Subpart C of part II of subchapter E of chap-

ter 1 (relating to taxable year for which deduction taken) is
amended by inserting after section 463 the following new section:

"SEC. d6f. LIMITATIONS ON DEDUCTIONS IN CASE OF FARMING
SYNDICATES.

"(a) GENERAL RULE.-In the case of any farming syndicate (as de-
fined in subsection (c)), a deduction (otherwise allowable under this
chapter) for amounts paid for feed, seed, fertilizer, or other similar
farm supplies shall only be allowed in the taxable year in which such
feed, seed, fertilizer, or other supplies are actually used or consumed,
or, if later, in the taxable year for which allowable as a deduction (de-
termined without regard to this section).

"(b) CERTAIN POULTRY EXPENSES.-In the case of any farming
syndicate (as defined in subsection (c) )-

"(1) the cost of poultry (including egg-laying hens and baby
chicks) purchased for use in a trade or business (or both for use
in a trade or business and for sale) shall be capitalized and de-
ducted ratably over the lesser of 120 months or their useful life in
the trade or business, and

"(:9) the cost of poultry purchased for sale shall be deducted
for the taxable year in whch the poultry is sold or otherwise dis-
posed of.

"(c) FARMING SYNDICATE DEFINED.-
"(1) IN GENERAL.-For purposes of this section, the term 'farm-

ing syndicate' mean-
"(A) a partnership or any other enterprise other than a

corporation which is not an electing small business corpora-
tion (as defined in section 1371 (b) ) engaged in the trade or
business of farming, if at any time interests in such partner-
ship or enterprise have been offered for sale in any offering
required to be registered with any Federal or State agency
having authority to regulate the offering of securities for sale,
or

"(B) a partnership or any other enterprise other than a
corporation which is not an electing small business corpora-
tion (as defined in section 1371(b) ) engaged in the trade or
business of farming, if more than 35 percent of the losses
during any period are allocable to limited partners or limited
entrreneurs.

"(2) -OLDINGS ATTRIBUTABLE TO ACTIVE MANAGEMENT.-For pur-
poses of paragraph (1) (B) the following shall be treated as an
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interest which is not held by a limited partner or a limited entre-
preneur:

"(A) in the case of any individual who has actively partci-
pated (for a period of not less than 5 years) in the manage-
ment of any trade or business of faming, any interest in a
partnership or other enterprise which is attributable to 8uch
active participation,

"(B) in the case of any individual whose principal resi-
dence is on a farm, any partnership or other enterprise en-
gaged in the trade or business of farming such farm.

"(0) in the case of any individual who is actively partici-
pating in the management of any trade or busMness of farming
or who is an individual who is described in subparagraph
(A) or (B), any participation in the further processing of
livestock which was raised in such trade or business (or in
the trade or business referred to in subparagraph (A) or
(B) and

"(D) any interest held by a member of the family (within
the meaning of section 267(c)(4)) of a grandparent of an
individual described In subparagraph (A), (B), or (C) if
the interest in the partnership or the enterprise is attribut-
able to the active participation of the individual described in
subparagraph (A), (B), or (C).

For purposes of subparagraph (A), where one farm is substituted
for or added to another farm, both farms shall be treated as one
farm.

"(d) ExcEPrIONS.-Subsection (a) shall not apply to-
"(1) any amount paid for supplies whih are on hand at the

close of the taxable year on account of fire, storm, flood, or other
casualty or on account of disease or drought, or

".(2) any amount required to be charged to capital account
under section 278.

"(e) DEFINImoN.-For purposes of this section-
"(1) FARMNa.-The term 'farMing' means the cultivation of

land or the raising or hamesting of any agricultural or horti-
cultural commodity including the raising, shearing, feeding, car-
ing for, training, and management of animals. For purposes of
the preceding sentence, trees (other than trees bearing fruit or
nuts) shall not be treated as an agricultural or horticultural
commodity.

" (2) LzMITF YNTREPRYNEuR.-The term 'limited entrepreneur'
means a person who-

"(A) has an interest in an enterprise other than a partner-
ship, and

"(B) does not actively particpate in the management of
such enterprise."

(2) CLERICAL AMENDVF.r.-The table of section for such sub-
part C is amended by inserting after the item relating to section
463 the following new item:

"Ssc. 464. Limitations on deductions in case of farming syndicates.".

(3) EFFECTIVE DATE.-
(A) I aGENERAL.-Except as provided in subparagraph



(B), the amendments made by this subsection shall apply
to taxable years beginning a ter December 31, 1975.

(B) TRANSITIONAL RULE.-In the case of a farming syn d
Cate in existence on December 31, 1975, and for vihich ther-
was no change of membership throughout its taxable year"
beginning in 1976, the amendments made this subsection
shall apply to tamable years beginning after December 31,
1976.

(b) ORCHARD AND VINEYARD ExPENsEs.-
(1) IN GENERAL.-Section 278 (relating to capital expenditures

incurred in planting and developing citrus and almond groves)
is amended by striking out subsection (b) and by inserting in lieu
thereof the following:

"(b) FARMING SYNDCATrEs.-Except as provided in subsection (c),
in the case of any farming syndicate (as defined in section 464(c))
engaged in planting, cultivating, maintaining, or developing a grave,
orchard, or vineyard in which fruit or nuts are grown, any amount-

"(1) which would be allowable as a deduction but for the
provisions of this subsection,

"(2) which is attributable to the planting, cultivation, main-
tenance, or development of such grove, orchard, or vineyard, and

"(3) which is incurred in a taxable year before the first tax-
able year in which such grove, orchard, or vineyard bears a crop
or yield in commercial quantities,

shall be charged to capital account.
"(a) ExcEProNs.-Subsections (a) and (b) shall not apply to

amounts allowable as deductions (without regard to this section)
attributable to a grove, orchard, or vineyard which was replanted after
having been lost or damaged (while in the hands of the taxpayer) by
reason of freezing temperatures, disease, drought, pests, or casualty.".

(9) CONFORMING AMENDMENTS.-
(A) The heading of section 978 is amended to read as

follows:
"SEC. 278. CAPITAL EXPENDITURES INCURRED IN PLANTING AND

DEVELOPING CITRUS AND ALMOND GROVES; CERTAIN
CAPITAL EXPENDITURES OF FARMING SYNDICATES.".

(B) Subsection (a) of section 278 (relating to general
rule) is amended by striking out "subsection (b) " and insert-
ing in lieu thereof "subsection (c) ".

(3) EFFECTIVE DATE.-The amendments made by this 8ubsee-
tion shall apply to taxable years beginning after December 31,
1975. The amendments made by this subsection shall not apply in
the case of a grove, orchard, or vineyard referred to in the
amendment made by subsection (b) (1) which was planted or
replanted on or before December 31,1975. For purposes of the pre-
ceding sentence, a tree or vine which, on or before December 31,
1975, was planted at a place other than the grove, orchard, or vine-
yard of the taxpayer but which, on such date, was owned by the
taxpayer (or with respect to which the taxpayer had a binding
contract to purchase) shall be treated as planted on December 31,
1975, in the grove, orchard, or vineyard of the taxpayer.

(a) METHOD OF AccOUNNTING FOR CORPORATIONS ENGAGED IN
FARMING-

(1) GENERAL RULE.-
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(A) Subpart A of part II of subchapter E of chapter 1
(relating to methods of accounting) is amended by adding at
the end thereof the following new section:

"SEC. 447. METHOD OF ACCOUNTING FOR CORPORATIONS ENGAGED
IN FARMING.

"(a) GENERAL RuLE.-Except as otherwise provided by law, the
taxable income from farming of-

"(1) a corporation engaged in the trade or business of farm-
?ng, or

"(2) a partnership engaged in the trade or business of farming,
if a corporation is a partner in such partnership,

shall be computed on an accrual method of accounting and with the
capitalization of preproductive expenses described in subsection (b).
This section shall not apply to the trade or business of operating a
nursery or to the raising or harvesting of trees (other than fruit and nut
trees).

"(b) PREPRODrCTIVE PERIOD EXPENSES.-
"(1) IN OENERAL.-For purposes of this section, the term 'pre-

productive period expenses' means any amount which is attribut-
able to crops, animals, or any other property having a crop or yield
during the preproductive period of such property.

"(2) ExcEPTioNs.-Paragraph (1) shall not apply-
"(A) to taxes and interest, and
"(B) to any amount incurred on account of fire, storm,

food, or other casualty or on account of disease or drought.
"(3) PREPRODUCTIVE PERIOD DEFINED.-For purposes of this sub-

section, the term 'preproductive period' means-
"(A) in the case of property having a useful life of more

than 1 year which will have more than 1 crop or yield, the
period before the disposition of the first such marketable crop
or yield, or

"(B) in the case of any other property, the period before
such property is disposed of.

For purposes of this section, the use by the taxpayer in the trade
or business of farming of any supply produced in such trade or
business shall be treated as a disposition.

"(c) EXCEPTION FOR SMALL BUSINESS AND FAMILY CORPORAIONES.-
For purposes of subsection (a), a corporation shall be treated as not
being a corporation if it is-

"(1) an electing small business corporation (within the mean-
ing of section 1371 (b)),

" ( 2) a corporation of which at least 50 percent of the total com-
bined voting power of all classes of stock entitled to vote, and at
least 50 percent of the total number of shares of all other classes of
stock of the corporation, are owned by members of the same
family, or

"(3) a corporation the gross receipts of which meet the require-
ments of subsection (e).

"(d) MEMBERS OF THE SAME FAMILY.-For purposes of subsection
(c) ()-

"(1) the members of the same family are an individual, such
individual's brothers and sisters, the brothers and sisters of such
individual's parents and grandparents, the ancestors and lineal



descendants of any of the foregoing, a spouse of any of the fore-going, and the estate of any of the foregoing,
"(2) stock owned, directly or indirectly, by or for a partner-

ship or trust shall be treated as owned proportionately by its
partners or beneficiaries, and

"(3) if 50 percent or more in value of the stock in a corporation
(hereinafter in this paragra h referred to as 'first corporation')
is owned, directly or through paragraph (2), by or for members
of the same family, such members shl be considered as owning
each class of stock in a second corporation (or a wholly owned
subsidiary of such second corporation) owned, directly or in-
directly, by or for the first corporation, in that proportion which
the value of the stock in the first corporation which such members
so own bears to the value of all the stock in the first corporation.

For purposes of paragraph (1), individuals related by the half blood
or by legal adoption shall be treated as if they were related by the
whole blood.

"(e) CORPORATIONS HAVINa GROSS RECEIPTS OF $1,000,000 OR LESS.-
A corporation meets the requirements of this subsection if, for each
prior taxable year beginning after December 31,1975, such corporation
(and any predecessor corporation) did not have gross receipts exceed-
ing $1,00,000. For purposes of the preceding sentence, all corporations
which are members of a controlled group of corporations (within the
meaning of section 1563(a)) shall be treated as one corporation.

"(f) COORDINATION WITH SECTION 481.-In the case of any taxpayer
required by this section to change its method of accounting for any
taxable year-

"(1) such change shall be treated as having been made with the
consent of the Secretary,

"(B) for purposes of section '481 (a) (2), such change shall be
treated as a change not initiated by the taxpayer, and

"(3) under regulations prescribed by the Secretary, the net
amount of adjustments required by section 481 (a) to be taken
into account by the taxpayer in computing taxable income shall
(except as otherwise provided in such regulations) be taken into
account in each of the 10 taxable years beginning with the year
of change.

"(g) CERTAIN ANNUAL AccRUAL A CCOUNTINC MFTHODS.-
"(1) IN GENERA.-If-

"(A) for its 10 taxable years ending with its first taxable
year beginning after December 31, 1975, a corporation used
an annual accrual method of accounting with respect to its
trade or business of farming,

"(B) such corporation raises crops which are harvested
not less than 12 months after planting, and

"(C) such corporation has used such method of accounting
for all taxable years intervening between its first taxable year
beginning after December 31, 1975, and the taxable year,

such corporation may continue to employ such method of ac-
counting for the tamable year with respect to its trade or business
of farming.

"(2) ANNUAL ACCRUAL METHOD OF ACCOUNTING DEFINED.-For

purposes of paragraph (1), the term 'annual accrual method



of accounting' means a method under which revenues, costs, and
expenses are computed on an accrual method of accounting and
the preproductive expenses incurred during the taxable year are
charged to harvested crops or deducted in determining the tax-
able income for such years.

"(3) CERTAIN REORaANZzATzoN.-For purposes of this subsec-
tion, if a corporation acquired substantia~ly all the assets of a
farming trade or business from another corporation in a trans-
action in which no gain or loss was recognized to the transferor
or transferee corporation, the transferee corporation shall be
deemed to have computed its taxable income on an annual accrual
method of accounting during the period for which the transferor
corporation computed its taxable income from such trade or
business on an annual accrual method."

(B) The table of sections for such subpart A is amended
by adding at the end thereof the following:

"See. 447. Method of accounting for corporations engaged in fearing."

(2) EFFECTIVE DATE.-The amendments made by paragraph (1)
shall apply to taxable years beginning after December 31, 1976.

(3) ELECTION TO CHANGE FROM STATIC VALUE METHOD TO ACCRUAL
METHOD OF ACCOUNTING.-

(A) IN GENEAL.-If-
(i) a corporation has computed its taxable income on

an annual accrual method of accounting together with a
static value method of accounting for deferred costs of
growing crops for the 10 taxable years ending with its
first taxable year beginning after December 31, 1975,

(ii) such corporation raises crops which are harvested
not less than 12 months after planting, and

(iii) such corporation elects, within one year after
the date of the enactment of this Act and in such man-
ner as the Secretary of the Treasury or his delegate pre-
scribes, to change to the annual accrual method of ac-
counting (within the meaning of section 447(g) (2) of
the Internal Revenue Code of 1954) for taxale years
beginning after December 31,1976,

such change shall be treated as having been made with the
consent of the Secretary of the Treasury, and, under regula-
tions prescribed by the Secretal 'of the Treasury or his
delegate, the net amount of the adjustments required by sec-
tion 481 (a) of the Internal Revenue Code of 1954 to be taken
into account by the taxpayer in computing taxable income
shall (except as otherwise provided in such regulations) be
taken into account in each of the 10 taxable years beginning
with the year of change.

(B) COORDINATION WITH SECTION 447 OF THE coD.-A cor-
poration which elects under subparagraph (A) to change to
the annual accrual method of accounting shall, for purposes
of section 447(g) of the Internal Revenue Code of 1954, be
deemed to be a corporation which has computed its taxable
income on an annual accrual method of accounting for its
10 taxable years ending with its first taxable year beginn ng
after December 31, 1975.



(C) CERTAIN CORPORATE REOROANIATiONS.-For purposes
of this paragraph, if a corporation acquired substantially all
the assets of a farming trade or business from another corpo-
ration in a transaction in which no gain or loss was recog-
nized to the transferor or transferee corporation, the trans-
feree corporation shall be deemed to have computed its tax-
able income on an annual accrual method of accounting to-
gether with a static value method of accounting for deferred
costs of growing crops during the period for which the trans-
feror corporation computed its taxable income from such
trade or business on such accrual and static value method.

And the Senate agree to the same.
Amendment numbered 8:
That the House recede from its disagreement to the amendment of

the Senate numbered 8, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
TREATMENT OF PREPAID INTEREST.

(a) GENERAL RUL.-Section 461 (relating to general rule for ta -
able year of deduction) is amended by adding at the end thereof the
following new subsection:

"(g) PREPAID ITEREST.-
"(1) IN GENERAL.-If the taxable income of the taxpayer is com-

puted under the cash receipts and disbursements method of ac-
counting, interest paid by the taxpayer which, under regulations
prescribed by the Secretary, is properly allocable to any period-

"(A) with respect to which the interest represents a charge
for the use or forbearance of money, and

"(B) which is after the close of the taxable year in which
paid,

shall be charged to capital account and shall be treated as paid in
the period to which so allocable.

"(2) ExcEPTioN.-This subsection shall not apply to points
paid in respect of any indebtedness incurred in connection with
the purchase or improvement of, and secured by, the principal resi-
dence of the taxpayer to the extent that, under regulations pre-
cribed by the Secretary, such payment of points is an established

business practice in the area in which such indebtedness is in-
curred, and the amount of such payment does not exceed the
amount generally charged in such area."

(b) EFrcTirV DATE.-
(1) IN aENERAL.-Except as provided in paragraph (2), the

amendment made by subsection (a) shall apply to amounts paid
after December 31, A975, in taxable years ending after such date.

(2). CERTAIN AMOUNTS PAID BEFORE 1977.-The amendment made
by subsection (a) shall not apply to amounts paid before Janu-
ary 1, 1977, pursuant to a binding contract or written loan com-
mitment which existed on September 16, 1975 (and at all times
thereafter), and which required prepayment of Such amounts by
the taxpayer.

And the senate agree to the same.
Amendment numbered 9:
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That the House recede from its disagreement to the amendment of
the Senate numbered 9, and agree to the same with the following
amendments:

Strike out the matter proposed to be stricken by the Senate amend-
ment and on page 60, after line 12, of the House bill insert the
following:
SEC. 206. LIMITATION ON INTEREST DEDUCTION.

(a) IN GFNERAL.-Subsection (d) of section 163 (relating to limita-
tion on interest on investment indebtedness) is amended-

(1) by striking out paragraphs (1) and (2) and inserting in
lieu thereof the following:

"(1) IN GENERAL.-In the case of a taxpayer other than a cor-
poration, the amount of investment interest (as defined in par-
agraph (3) (D)) otherwise allowable as a deduction under this
chapter shall be limited, in the following order, to-

"(A) $10,000 ($5,000, in the case of a separate return by a
married individual), plus

"(B) the amount of the net investment income (as defined
in paragraph (3) (A) ), plus the amount (if any) by which the
deductions allowable under this section (determined without
regard to this subsection) and sections 162, 164(a) (1) or (2),
or 212 attributable to property of the taxpayer subject to a
net lease exceeds the rental income produced by such property
for the taxable year.

In the case of a trust, the $10,00 amount specified in subpara-
graph (A) shall be zero.

"(2) CARRYOVER Or DISALLOWED INVESTMENT INTEREST.-The
amount of disallowed investment interest for any taxable yeas
shall be treated as investment interest paid or accrued in the suc-
ceeding taxable year.";

ne(2) by adding at the end of paragraph (3) (A) the following
new sentence: "If the taxpayer has investment interest for the
taxable year to which this subsection (as in effect before the Tax
Reform Act of 1976) applies, the amount of the net investment
come taken into account under this subsection shall be the
amount of such income (determined without regard to this aen-
tence) multiplied by a fraction the numerator of which is the
excess of the investment interest for the taxable year over the
investment interest to which such prior provision applies, and
the denominator of which is the investment interest for the tax-
able year.";

(3) by striking out "limitations in paragraphs (1) and (2) (A)"
in paragraph (3) (E) and inserting in lieu thereof "limitation
in paragraph (1) ";

(4) by striking out paragraph (5) and redesignating para-
graphs (6) and (7) as paragraphs (5) and (6), respectively;

(5) by adding at the end of paragraph (5) (as so redesignated)
the following:
For taxable years beginning after December 31, 1975, this para-
graph shall be applied on an allocation basis rather than a specific
item basis."; and

(6) by adding at the end thereof the following new paragraph:
"(7) SPECIAL RULE WHERE TAXPAYER OWNS 50 PERCENT OR MORE

OF ENTERPRISF.-



"(A) GENERAL RULR.-In the case of any 50 percent owned
corporation or partnership, the $10400 figure specified in
paragraph (1) shall be increased by the lesser of-

"(i $15,000, or
"(ii) the interest paid or accrued during the taxable

year on investment indebtedness incurred or continued
in connection with the acquisition of the interest in such
Corporation or partnership.

in the case of a separate return by a married individual,
$7,500 shall be substituted for the $15,000 figure in clause (1).

"(B) OWNERsuip RSQUIREmRNTs.-This paragraph shall
apply with respect to indebtedness only if the taxpayer, hs
spouee, and his children own 50 percent or more of the total
value of all classes of stock of the corporation or 50 percent
or more of all capital interests in the partnership, as the case
may be."

(b) EFFECriVE DAT.-
(1) IN GENERAL.-Except as provided in paragraph (2), the

amendments made by subsection (a) shall apply to taxable years
beginning after December 31, 1975.

(2) INDRBTEDNES INCURRED BEFORE SEPTEMBER 11, 197 5.-In the
case of indebtedness attributable to a specific item of property
whioh--

(A) is for a specified term, and
(B) was incurred before September 11, 1975, or is incurred

after September 10, 1975, pursuant to a written contract or
commitment which on September 11, 1975, and at all times
thereafter before the incurring of such indebtedness, is bind-
ing on the taxpayer,

the amendments made by this section shall not apply, but section
163(d) of the Internal Revenue Code of 1954 (as in effect before
the enactment of this Act) shall apply. For purposes of the pre-
ceding sentence, so much of the net investment income (as defined
in section 163(d) (3) (A) of such Code) for any taxable year as
is not taken into account under section 163(d) of such Code. as
amended by this Act, by reason of the last sentence of section
163(d) (3) ?A) of such Code, shall be taken into account for
purposes of applying such section as in effect before the date of
enactment of this Act with respect to interest on indebtedness
referred to in the preceding sentence.

And the Senate agree to the same.
Amendment numbered 10:
That the House recede from its disagreement to the amendment of

the Senate numbered 10, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

AMORTIZATION OF PRODUCTION COST OF MOTION PICTURES, BOOKS,
RECORDS, AND OTHER SIMILAR PROPERTY.

(a) IN GENERAL.-Part IX of subchapter B of chapter 1 (relating
to items not deductible) is amended by adding at the end thereof the
following new section:



"SEC. 280. CERTAIN EXPENDITURES INCURRED IN PRODUCTION OF
FILMS, BOOKS, RECORDS, OR SIMILAR PROPERTY.

(a) GENERAL RULE.-Except in the case of a corporation (other than
on electing small business corporation (as defined in section 1371(b))
and except in the case of production costs which are charged to captal
account, amounts attributable to the product n of a fXl, soundre-
cording, book, or similar property which are otherwise deductible
under this chapter shall be allowed as deductions only in accordance
With the provisions of subsection (b).

"(b) PROATIoN OF PRODUCTION Cosr OVER INCOME PERIOD.-
Amounts referred to in subsection (a) are deductible only for those
taxable years ending during the period during which the taxpayer
reasonably may be expected to receive substantially all of the income
he will receive from any such fm, sound recording, book, or simdar
property. The amount deductible for any such taxable year is an
amount which bears the same ratio to the sum of all such amownts
(attributable to such film, sound recording, book, or similar property)
as the income received from the property for that taxable year bears
to the sum of the income the taxpayer may reasonably be expected to
receive during such period.

"(c) DEFINZTZON.-For purposes of this section-
"(1) FLm.-The term 'film' means any motion picture flm or

video tape.
"(2) SOUND RECORDJa.-The term 'sound recording' means

works that result from the fixation of a series of musical, spoken,
or other sounds, regardless of the nature of the material objects,
such as discs, tapes, or other phonorecordings, in which such
sounds are embodied."

(b) CLERICAL AMENOENT.-The table of sections for such part is
amended by adding at the end thereof the following new item:

"See. 280. Certain empenditures incurred in production of films, books,
records, or similar property."

(c) EFFE TIVE DATE.-The amendment made by this section applies
to-amounts paid or incurred after December 31, 1975, with respect to
property the principal production of which begins after December 31,
1975.

And the Senate agree to the same.
Amendment numbered 12:
That the House recede from its disagreement to the amendment

of the Senate numbered 12, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

BASIS LIMITATION FOR AND RECAPTURE OF DEPRECIATION
ON PLAYER CONTRACTS.

(a) BAsIs LimIrArrONS-
(I) IN OENERAL.-Part IV of subehapter 0 of chapter 1 (relat-

ing to special rules applicable to gain or loss on disposition of
property) is amended by redesignating section 1056 as section
1057, and by inserting after section 1055 the following new
section:
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"SEC. 1056. BASIS LIMITATION FOR PLAYER CONTRACTS TRANSFERRED
IN CONNECTION WITH THE SALE OF A FRANCHISE.

"(a) GENERAL BRuL.-If a franchise to conduct any sports enter-
prise is sold or exchanged, and if, in connection with such sale or
exchange, there is a transfer of a contractor the services of an athlete,
the basts of such contract in the hands of the transferee shall not exceed
the Sum of-

"(1) the adjusted basis of such contract in the hands of the
transferor immediately before the transfer, plus

"(2) the gain (if any) recognized by the transferor on the
transfer contract.

For purposes of this section, gain realized by the transferor on the
transfer of such contract, but not recognized by reason of section 337
(a), shall be treated as recognized to the extent recognized by the
transferor's shareholders.

"(b) ExcEPTIoN.- Subsection (a) shall not apply-
"(1) to an exchange described in section 1031 (relating to ex-

change of property held for productive use or investment), and
"(2) to property in the hands of a person acquiring the property

from a decedent or to whom the property passed from a decedent
(within the meaning of section 1014(a)).

"(c) TRANSFEROR REQUIRED To FURNISl CERTAIN INFORMATION.-
Under regulations prescribed by the Secretary, the transfer shall, at
the times and in the manner provided in such regulations, furnish to
the Secretary and to the transferee the following information:

"(1) the amount which the transferor believes to be the adjusted
basis referred to in paragraph (1) of subsection (a),

"(2) the amount which the transferor believes to be the gain
referred to in paragraph (2) of subsection (a), and

"(3) any subsequent modification of either such aunt.
To the extent provided in such regulations, the amounts furnished
pursuant to the preceding sentence shall be binding on the transferor
and on the transferee.

"(d) PRESUMPTION AS To AMOUNT ALLOCABLE TO PLAYER CON-
TRAors.-In the case of any sale or exchange described in subsection
(a), it shall be presumed that not more than 50 percent of the con-
sideration is allocable to contracts for the services of athletes unless
it is established to the satisfaction of the Secretary that a specified
amount in excess of 60 percent is properly allocable to such contracts.
Nothing in the preceding sentence shall give rise to a presumption that
an allocation of less than 50 percent of the consideration of contracts
for the services of athletes is not a proper allocation."

(2) CLERICAL AMNDMEN.-The tables of sections for such part
VI is amended by striking out the last item and inserting in lieu
thereof the following:

"See. 1056. Basis limitation for pZayer contracts transferred in con.
nection w~ith the sale of a franchise.

"See. 1057. Cross references."

(3) EFF.CTIVE DAT.-The amendments made by this subsec-
tion apply to sales or exchanges of franchises after December 31,
1975, in taxable years ending after such date.

(b) RECAPTURE.-
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(1) IN aENERAL.-Section 1245(a) (relating to gain from die-
position of certain depreciable property) is amended by adding
at the end thereof the following new paragraph:

"(4) SPECIAL RULE FOR PLAYER CONTRACTS.-

"(A) IN OENERAL.-FOr purposes of this section, if a fran-
chise to conduct any sports enterprise is sold or exchanged,
and if, in connection with such sale or exchange, there i.s a
transfer of any player contracts, the recomputed basis of
such player contracts in the hands of the transferor shall be
the greater of-

"(i) the previously unrecaptured depreciation with
respect to player contracts acquired by the transferor
at the time of acquisition of such franchise, or

"(ii) the previously unrecaptured depreciation with
respect to the player contracts involved in such transfer.

"(B) PREVIOUSLY UNRECAPTURED DEPRECIATION WITH RESPECT
TO INITIAL CONTRACTS.-For purposes of subparagraph (A)

(i), the term 'previously unrecaptured depreciation' means
the excess (if any) of-

"(i) the sum of the deduction allowed or allowable
to the taxpayer transferor for the depreciation of any
player contracts acquired by him at the time of acquisi-
tion of such franchise, plus the deduction allowed or
allowable for losses with respect to such player contracts
acquired at the time of such acquisition, over

" (ii) the aggregate of the amounts treated as ordinary
income by reason of this section with respect to prior
disposition of such player contracts acquired upon
acquisition of the franchise.

"(C) PREVIOUSLY UNRECAPTURED DEPRECIATION WITH RESPECT

TO CONTRACTS TRANSERRED.-For purposes Of subparagraph
(A) (ii), the term 'previously unrecaptured depreciation'
means-

"(i) the amount of any deduction allowed or allowable
to the taxpayer transferor for the depreciation of any
contracts involved in such transfer, over

"(ii) the aggregate of the amounts treated as ordi-
nary income by reason of this section with respect to
prior disposition of such player contracts acquired upon
acquisition of the franchise.

"(D) PLAYER CONTRACT.-FOr purposes of this paragraph,
the term 'player contract' means any contract for the services
of an athlete which, in the hands of the taxpayer, is of a
character subject to the allowance for depreciation provided
in section 167."

(2) EFFECTIVE OATE.-The amendment made by this subsection
applies to transfers of player contracts in connection with any
sale or exchange of a franchise after December 31, 1975.

And the Senate agree to the same.
Amendment numbered 13:
That the House recede from its disagreement to the amendment of

the Senate numbered 13, and agree to the same with an amendment,
as follows:



In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

CERTAIN PARTNERSHIP PROVISIONS.

(a) DOLLAR LIMITATION WITH RESPECT To ADDITIONAL FIRST-YEAR
DEPRECIATION ALLOwANcE.-,Subsection (d) of section 179 (relating to
additional first-year depreciation allowance for small business) is
amended by redesignating paragraph (8) as paragraph (9) and by
inserting after paragraph (7) the following new paragraph:

"(8) DOLLAR LIMITATION IN CASE OF PARTNERSHIIPS.-In the case
of a partnership, the dollar limitation contained in the first sen-
tence of subsection (b) shall apply with respect to the partnership
and with respect to each partner."

(b) CLARIFICATION OF TREATMENT OF PARTNERSHIP SYNDICA TION FFEs,
ETC.-

(1) IN oENERAL.-Part I of subchapter K of chapter 1 (relating
to determination of tax liability) is amended by adding at the
end thereof the following new section:

"SEC. 709. TREATMENT OF ORGANIZATION AND SYNDICATION FEES.
"(a) GENERAL RULE.-Except as provided in subsection (b), no

deduction shall be allowed under this chapter to the partnership or
to aniy partner for any amounts paid or incurred to organize a
partnership or to promote the sale of (or to sell) an interest in such
partnership.

"(b) AmoRrlzATioN OF ORGANIZATION FEES.-
"(1) DEDvCTiN.-Amounts paid or incurred to organize a part-

nership may, at the election of the partnership, (made in ac-
cordance with regulations prescribed by the Secretary), be treated
as deferred expenses. Such deferred expenses shall be allowed as
a deduction ratably over such period of not less than 60 months as
may be selected by the partnership (be ginning with the month
in which the partnership begins business), or if the partnership is
liquidated before the end of such 60-month period, such deferred
expenses (to the extent not deducted under this section) may
be deducted to the extent provided in section 165.

"(2) OROANIZATlONAL EXPENSES DEFINED.-The organizational
expenses to which paragraph (1) applies, are expenditures
which-

"(A) are incident to the creation of the'partnership;
"(B) are chargeable to capital account; and
"(C) are of a character which, if expended incident to the

creation of a partnership having an ascertainable life, would
be amortized over such life."

(2) CLERICAL AM.NDMENT-The table of sections for such part
is amended by adding at the end thereof the following:

"Sec. 709. Treatment of organization and syndication fees."
(3) DETERMINATION OF AMOUNTS CHARGEABLE TO CAPITAL AC-

cor JN.-Section 707(c) (relating, to guaranteed payments) is
amended by striking out "and section 162(a)" and inserting in
lieu thereof "and, subject to section 263, for purposes of section
162(a) ".



(c) ITEMS MUsT BE ALLOCATED To PORTION OF YEAR PARTNER HELD
INTEREST.-

(1) IN GFNERAL.-Subparagraph (B) of section 706(c) (2) (re-
lating to disposition of less than entire interest) is amended by
striking out "or with respect to a partner whose interest is re-
duced" and inserting in lieu thereof "or 'with respect to a partner
whose interest is reduced (whether by entry of a new -partner,
partial liquidation of a partner's interested, gift, or otherwise) ".

(2) CERTAIN PROVISIONS OF SUBCHAPTER K MAY NOT BE OVERRIDDEN

BY PARTNERSHIP AGRFEMENT.-Subsectin (a) of section 704 (relat-
ing to effect of partnership agreement) is amended by striking out
"except as otherwise provided in this section" and inserting in
lieu thereof "except as otherwise provided in this chapter".

(3) CROSS REFERENCES.-

(A) Section 704 is amended by adding at the end thereof
the following:

" (f) CROSS REFERENCE.-
"For rules in the case of the sale, exchange, liquidation, or reduction

of a partner's interest, see section 706(c)(2)."
(B) Section 761 (relating to terms defined) is amended by

adding at the end thereof the following:
"(e) CRoss REFERENCE-

"For rules in the case of the sale, exchange, liquidation, or reduction
of a partner's interest, see sections 70(b) and 706(c)(2)."

(d) DETERMINATION OF PARTNER's DISTRIBUTIVE SHARE.-Suebsec-
tion (b) of section 704 (relating to distributive share determined by
income or loss ratio) is amended to read as follows:

"(b) DETERMINATION OF DISTRIBUTIVE SHARE.-A partner's distrnbu-
tive share of income, gain, loss, deduction, or credit (or item thereof)
shall be determined in accordance with the partner's interest in the
partnership (determined by taking into account all facts and circum-
stances), if-

"(1) the partnership agreement does not provide as to the part-
ner's distributive share of income, gain, loss, deduction, or credit
(or item thereof), or

"(2) the allocation to a partner under the agreement of income,
gain, loss, deduction, or credit (or item thereof) does not have
substantial economic effect."

(e) TREATMENT oF PARTNERSHIP LIABILITIEs WITH RESPECT TO WHICH
THE PARTNER Is Nor PERSONALLY LIABLE.-Section 704(d) (relating
to limitation on allowance of losses) is amended by adding at the end
thereof the following new sentences:
"For purposes of this subsection, the adjusted basis of any partner's
interest in the partnership shall not include any portion of any part-
nership liability with respect to which the partner has no personal
liability. The preceding sentence shall not apply with respect to any
activity to which section 465 (relating to limiting deductions to
amounts at risk in case of certain activities) applies, nor shall it apply
to any partnership the principal activity of which is investing in real
property (other than mineral property) ."

(f) EFFECTIVE DATES.-
(1) IN cENERAL.-Except as otherwise provided in this subsec-

tion, the a-mendments made by this section shall apply in the case
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of partnership taxable years beginning after December 31, 1975.
(9) S aUDsTzON (e).-The amendment made by subsection (e)

shall apply in the case of partnership taxable years beginning after
December 31,1976.

(3) SECTION 709(b) OF Tr C oD.--ection 709(b) of the In-
ternal Revenu. Code of 19564 (as added by the amendment made by
subsection (b) (1) of this section) shall apply in the case of
amounts paid or incurred in taxable years beginning after Decem-
ber31,1976.

And the Senate agree to the same.
Amendment numbered 15:
That the House recede from its disagreement to the amendment of

the Senate numbered 15, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

MINIMUM TAX AND MAXIMUM TAX
SEC. 01. MINIMUM TAX.

(a) IN GeNERAL.-Subsection (a) of section 56 (relating to mini-
num tax for tax preferewes) is amended to read as follows:

"(a) GENAERAL RuL.-In addition to the other taxes imposed by
this chapter, there is hereby imposed for each taxable year, with re-
spect to the income of every person, a tax equal to 15 percent of the
amount by which the sum of the items of tax preference exceeds the
greater of_

"(1) *10,000, or
"(9) the regular tax deduction for the taxable year (as deter-

mined under subsection (c))."
(b) C NFoRmING CHANGER.-

(1) Section 56(b) (relating to deferral of tax liability in case
of certain net operating losses) is amended-

(A) by striking out '$30,000" in paragraph (1) (B) and
inserting in lieu thereof "$10,000", and

(B) by striking out "10 percent" in paragraphs (1) and
(2) and inserting in lieu thereof "15 percent".

(2) Section 56(c) (relating to tax carryover) is amended to
read as follows:

"(0) REGULAR TAz DErucTION DEFINED.-For the purposes of this
section, the term 'regular tax deduction' means an amount equal to one-
half of (or in the case olf a corporation, an amount equal to) the taxes
imposed by this chapter for the taxable year (computed without regard
to this part and without regard to the taxes imposed by sections 72(m)
(5) (B), 402(e), 408(f), 531, and 541), reduced by the sum of the
credits allowable under-

"(1) section. 33 (relating to foreign tar credit),
"(2) section 37 (relating to credit for the elderly),
"(3) section 38 relatingq to investment credit),
"(4) section 40 (relating to expenses of work incentive pro-

gram),
" (5) section 41 (relating to contributions to candidates for pub-

lic ogce),



"(6) section 42 (relating to general tax credit),
"(7) section 44 (relating to purchase of new principal resi-

dece), and
"(8) section 44A (relating to expenses for household and de-

pendent care services necessary for gainful employment) ."
(c) ADDITIONAL TAX PREFERENCE ITEMS.-

(1) ADDITIONAL PREFERENCE ITEMS.- .
(A) Section 57(a) (relating to items of tax preference)

is amended bV striking out paragraph (1) and inserting in
lieu thereof the following:

"(1) ExcEss iTEm.ZED DEDUCTINS.-An amount equal to the
excess itemized deductions for the taxable year (as determined
under subsection (b) )."

(B) Section 57(a) (relating to items of tax preference)
is amended by striking out the matter following paragraph
(10) and inserting in lieu thereof the following:

"(11) INTANGIBLE DRILLING CoST.-The excess of the intangible
drilling and development costs described in section 263 (c) paid or
incurred in connection with oil and gas wells (other than costs in-
curred in drilling a nonproductive well) allowable under this
chapter for the taxable year over the amount which would have
been allowable for the taxable year if such costs had been cap-
italized and straight line recovery of intangibles (as defined in
subsection (d) ) had been used with respect to such costs.

Paragraph (1), (3), and (11) shall not apply to a corporation."
(C) Section 57(a) (3) (relating to accelerated deprecia-

tion on personal property subject to a net lease) is amended
to read as follows:

"(3) ACCELERATED DEPRECIATION ON LEASED PERSONAL PROP-
ERr.-With respect to each item of section 1945 property (as
defined in section 1245(a) (3) ) which is subject to a lease, the
amount by which-

"(A) the deduction allowable for the taxable year for de-
preciation or amortization, exceeds

"(B) the deduction which would have been allowable for
the taxable year had the taxpayer depreciated the property
under the straight-line method for each taxable year of its
useful life for which the taxpayer has held the property.

For purposes of subparagraph (B), useful life shall be determined
as if section 167(m) (1) (relating to asset depreciation range)
did not include the last sentence thereof."

(2) EXCESS ITEMIZED DEDUCTIONS DEFINED.-
Section 57 (b) is amended to read as follows:

"(b) ExcESS ITEMiZES DEDUCTioN.-
"(1) IN GFNERAL.-For purposes of paragraph (1) of subsection

(a), the amount of the excess itemized deductions for any taxable
year i the amount by which the sum of the deductions for the
taxable year other than-

. "(A) deductions allowable in arriving at adjusted gross
incnwc,

"(B) the standard deduction provided by section 141,
"(C) the deduction for personal exeemptions provided by

section 151,
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"(D) the deduction for medical, dental, etc., expenses pro-
vided by section 813, and

"(E) the deduction for casualty losses described in section
165(c) (3),

exceeds 60 percent (but does not exceed 100 percent) of the tax-
payer's adjusted gross income for the taxable year.

'(8) SPECIAL RULE FOR TRUSTS AND ESTAES.-In the case of a
trust or estate, any deduction allowed or allowable for the taxable
yea--

"(A) under section 648(e) "(but only to the extent that the
amount of the deduction allowable under such section is in-
cluded in the income of the benefciary under section 662(a)
(1) for the taxable year of the beneficiary with which or
within which the taxable year of the trust ends);

"(B) under section 642 (d), 642(e), 642 (f), 651 (a), 661 (a),
or 691; or
" (49) for costs paid or incurred in connection with the ad-

ministration of the trust or estate:
shall, for purposes of paragraph (1;, be treated as a deduction
allowable in arriving at an adjusted gross income.

(3) STRAIGHT LINE RECOVERY OF INTANGIBLES DEFIED.-SectiOn

57 is amended by adding at the end thereof the following new
subsection:

"(d) STRAIGHT LINE RECOVERY OF INTANGIBLES DEP1NE.-For pur-
posesof paragraph (11) of subsection (a)-

"(1) IN GENERAL.-The term 'straight line recovery of intangi-
bles', when sed with respect to intangible drilling and develop-
ment costs for any well, means (except im the case of an election
under paragraph (8)) ratable amortization of such costs over
the 1 0-month period beginning with the month in which pro-
duction from such well begins.

"(8) ELECTION.-If the taxpayer elects, at such time and in
such manner as the Secretary may by regulations prescribe, with
respect to the intanble drilling and development costs for any
well, the term 'straight line recovery of intangibles' means any
method which would be permitted or purposes of determining
cost depletion with respect to such well and which is selected by
the taxpayer fr purposes of subsection (a) (11)."

(4) SPECIAL RULES FOR TIMBER.-
(A) PREFERENCE REDUCTION FOR TiBER.-Section 57(a)

(9) is amended by adding at the end thereof the following
new subparagraph:

"(C)'PREFERENCE REDUCTION FOR TJmBE.-In the case of a
corporation, the amount of the tax preference under sub-
paragraph (B) shall be reduced (but not below zero) by the
sum Of-

"(i) one-third of the corporation's timber preference
income (as definedin subsection (e) ) , plus
"(ii) $80,000,

but in no event shall this reduction exceed the amount of
timber preference income."
I (B) REGULAR TAX DEDUCTION ADJUSTMENTS FOR TIMBER.-

Section 56 is amended by adding at the end thereof the fol-
low new subse:tion:
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"(d) REGULAR TAX DEDuerzoN ADJUsTMrNT FoR TimBE.-In the
case of a corporation, the regular tax deduction (as determined under
subsection (c)) shall be reduced by an amount -equal to the lesser of-

"(1) one-third of the amount determined under subsection (c)
without regard to this subsection, or ....

"(2) the preference reduction for timber determined under
section 57(a) (9) (C).

"(e) TAx CARRYOVER FOR TIMBER.-
"(1) IN ENERAL.-In the case of a corporation, if for any tax-

able year, including a taxable year beginning, before January 1,
1976-

"(A) the taxes imposed by this chapter (computed with-
out regard to this part and without regard to the tax im-
p sed by section 531) which, under regulations prescribed
y the Secretary, are attributable to income from timber, re-

duced by the sum of the credits allowable under-
"(i) section 33 (relating to foreign tao credit),
"(ii) section 38 (relating to investment credit), and
(iii) section 40 (relating to expenses of work incen-

tive programs), exceed
"(B) the items of tax preference (as determined under

section 57),
then the excess of the taxes described in subparagraph (A) over
the items of tax preference shall be a tax carryover to each of the
7 taxable years following such year. The entire amount of the
excess shallbe carr ed to the first of such 7 taxable years, and then
to each of the other such taxable years to the extent that such
excess is not used to reduce the amount subject to tax under sub-
section (a) for a prior taxable year to which such excess may be
carried.

"(2) LIMIrTAov.-The amount of any carryover under para-
graph (1) which may be deducted in a taxable year shall be
limi ted to--

"(A) the excess of-
"(i) the amount of timber preference income for the

taxable year (as defined in section 57(e)), over
"(ii) the amount determined under section 57

(a) (9) (C) for the taxable year,
"(B) reduced by the excess of-

"(i) the regular tax deduction for the taxable year
(as determined under subsection .(a) without regard
to this subsection), over

"(ii) the amount determined under subsection (d) for
the taxable year."

(C) TImBER PREFERFvcE I.coAE -EPINE.-Sertion 57 is
amended by adding at the end thereof the following new
subsection:

"(e) TmBER PRFFFRFNcE INcoME DFFIND .- For purposes of this
part, the term 'timber preference income' means the sum of-

"(1) the qai s refermd to in se-tion 6,1 (a) and section 631(b),
"(2) lonq-term capital gains on timber. and
"(3) gains on the sale of timber included in paragraph 1231

(b) (2),
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multiplied by the fraction determined in paragraph 57(a) (9) (B) ."
(d) AMENDMENTs OF SECTION 58.-Section 58 restingg to r les for

application of part) is amended-
(1) by- striking out subsection (a) and inserting in lieu

thereof the following:
"(a) MARRIED INDIVIDUALS FILING SEPARATE RETURNS.-In the case

of a married individual who fi8es a separate return for the taxable
year, section 56 shall .be applied by substituting $5,000 for $10,W00 each
place it appears.",

'(B) by striking out "$30,000" each place it appears in subsections
(b) and (c) (9) and inserting in lieu thereof "$10,000", and

(3 )by adding at the end thereof the following new subsections:
"(h) rULArTIoNs 'To INCLUDE TAX BENEFIT RuL.-The Secretary

shall prescribe regulations under which items of tax ?reference shall
be properly adjusted where the tam treatment giving rise to such items
iounot result in the reduction of the taxpayer's tax under this subtitle
for any taxable year."

"(i) CORPORATION DEFiNE.-Except as provided in subsection
(d) (2), for purposes of this part, the term 'corporation' does not
include an electing small business corporation (as defined in section
1371(b) or a personal holding company (as defined in section 542)."

(e) CONFORMING AMENrDuN.-Subsection of section 443 (re-
lating to adjustment in exclusion for computing minimum tax for tax
preferences) is amended by striking out "$30,000" and inserting in
lieu thereof "$10,000".

(f) SECTION 21 Nor To APPLY-For purposes of section 21 of the
Internal Revenue Code of 1954, the amendments made by this section
shall not be treated as a change in a rate of tax.

(g) EFEcTrvE DATE.-
"(1) IN GENERAL.-Except as provided by paragraph (4), the

amendments made by this secti shall apply to items of tax pref-
erence for taxable years beginning after December 31, 1975.

"(9) TAX CARRovR.-Eccept as provided in paragraph (4)
and in section 56(e) of the Internal Revenue Code of 1954,
the amount of any tax carryover under section 56 (c) of such Code
from a tamable year beginning before January 1, 1976, shall not
be allowed as a tax carryover for any taxable year beginning after
December 31, 1975.

(3) SPECIAL RULE FOR TAXABLE YEAR 1976 IN THE CASE OF A COR-

Po RATo.Notwithtanding any provision of the Internal Reve-
nue Code of 1954 to the contrary, in the case of a corporation
'which is not an electing small business corporation or a personal
holding company the tax imposed by section 56 of such Code for
taxable years beginning in 1976, is an amount equal to the sum
Of-_

(A) the amount of the tax which would have been imposed
for such taxable year under such section as such section was
in effect on the day before the date of the enactment of the
Tam Reform Act of 1976, and

(B) one-half of ,the amount by which the amount of the
tax which would le imposed for such taxable year under such
section as amended by the tax Reform Act of 1976 (but for
this paragraph) exceeds the amount determined under sub-
paragraph (A).



(4) CERrAIN FzNAN&AL INSrTurTioN.--1n the case of a taxpayer
'which is a financial institution to which section 585 or 593 of the
Internal Revenue Code of 1954 applies, the amendments made by
this section shall appy only to taxable years beginning after
December 31, 1977, a parraph (2) shall be applied by sub-
stituting "January 1, 1978" for "January 1, 1976" and by sub-
stituting "December 31, 1977" for "December 31, 1975".

And the Senate agree to the same.
Amendment numbered 16:
That the House recede from its disagreement to the amendment

of the Senate numbered 16, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 202. MAXIMUM TAX AMENDMENTS.

(a) IN GENERAL .- Section 1348 (relating to 50-perent maximum
rate on earned income) is amended to read as follows:
"SEC. 138. 50-PERCENT MAXIMUM RATE ON PERSONAL SERVICE IN-

COME.
"(a) GENERAL RUL.-If for any taxable year an individual has

personal service taxable income which exceeds the amount of taxable
income specified in paragraph (1), the tax imposed by section 1 for
such year shall, unless the taxpayer chooses the benefits of part I (re-
lating to income averaging) be the sum of-

"(1) the tax imposed by section 1 on the highest amount of tax-
able income on which the rate of tax does not exceed 50 percent,
. "(2) 50 percent of the amount by which his personal service tam-

able income exceeds the amount of taxable income specified in par-
agrah (1) of this subsection, and

"(3) the excess of the tax computed under section without re-
gard to this section over the tax so computed with reference solely
to his personal service taxable income.

"(b) DEjNzritoN.-For purposes of this section-
"(1) PERSONAL SERVICE INcOME.-

"(A) IN cENERAL.-The term 'personal service income'
means any income which is earned income within the mean-
ing of section 401(c) (5) (C) or section 911(b) o which is
an aunt received as a pension or annuity.

"(B) ExcEPrTONS.-The term 'personal service income' does
not include any amount-

"(i) to which section 72(m) (5), 402(a) (2), 402(e),
403(a) (B) (A), 408(e) (2), 408(e) (3), 408(e) (4), 408(e)
(5), 408(f), or 409 (e) applies; or

"(ii) any amount which is includible in gross income
under section 409(b) because of the redemption of a
bond which was not tendered before the close of the tax-
able year in which the registered owner attained age
70% i.

(2) PERSONAL SERVICE TAXABLE mcom.-The personal service
taxable income of an individual is the excess of-

"(A) the amount which bears the same ratio (but not in
excess of 100 percent) to his taxable income as hiV personal
service net income bears to hi.s adjusted gross inacon over



"(B) the Sum of the items of tam preference (as defined in
section 57) for the taxable year.

For purposes of subparagraph (A), the term 'personal service net
income' means personal service income reduced by any deductions
allowable under section 62 which are properly allocable to or
chargeable against such earned income.
(c) MARRIED INDIVIDUALs.-Thi section shall ap ly to a married

individual only if such individual and his Spouse mae a single return
jointly for the taxable year."

(b) CLERICAL AmENDAENr.-The table of sections for part V1 of
subcha'ter Q of chapter 1 is amended by striking out the item relating
to section 1348 and inserting in lieu thereof the following:

"Hee. 1848. 50-peroest mazmum rate on personal service income.'
(a) CONFORMINo AaEDxnENTr.--Section 1304(b) (5) is amended by

striking out "earned" and inserting in lieu thereof "personal service".
(d) EFFECTIvE DATE.-The amendments made by this section apply

to taxable years beginning after December 31,1976.
And the Senate agree to the same.
Amendment numbered 17:
That the House recede from its disagreement to the amendment of

the Senate numbered 17, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

EXTENSIONS OF INDIVIDUAL INCOME
TAX REDUCTIONS

SEC. 4O1. EXTENSIONS OF INDIVIDUAL INCOME TAX REDUCTIONS.
(a) GENERAL TAX CREDIT.-

(1) 1-yEAR EXTENSION OF erDi.-S ction 3(b) o/ the Revenue
Adjustment Act of 1975 is amended by striking out 'December 31,
1976" and inserting in lieu thereof "December 31, 1977".

(2) TECHNICAL AMENDMENTS.-
(A) The heading and subsection (a) of section 49 (relat-

ing to allowance of taxable income credit) are amended to
read as follows:

"SEC. d2. GENERAL TAX CREDIT.
"(a) ALLOWANCE OF (REDIT.-In the case of an individual, there

shall be allowed as a credit against the tax imposed by this chapter for
the taxable year an amount equal to the greater of-

"(1) percent of so much of the taxpayer's taxable income for
the taxable year as does not exceed $9,000; or

"(2) $35 multiplied by each exemption for which the taxpayer
is entitled to a deduction for the taxable year under subsection
(b) or (e) of section 151."

(B) Paragraph (1) of section 42(c) (relating to special
rule for married ndi viduaZs filing separate returns) is
amended to read as follows:

"(1) IN GENERAL.-Notwithstanding subsection (a), in the case
of a 'married individual wha files a separate return for the tax-
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able year, the amount of the credit allowable under subsection (a)
for the taxable year shall be equal to either-

"(A) the amount determined under paragraph (1) of sub-
section (a); or

"(B) if this subparagraph applies to the individual for the
taxable year, the amount determined under paragraph (2)
of subsection a).

For purposes of the preceding sentence, paragraph (1) of sub-
section a) shall be applied by substituting '$4,500' for '$9,000'."

(C) Section 60,96(b) (relating to designation of income
tax payments to Presidential Election Campaign Fund), as
in effect on the day before the date o/ the enactment of the Tamn
Reduction Act of 195, is amended by striking out "and 41"
and inserting in lieu thereof "41, and 42".

(D) The table of sections for subpart A of part IV of
subchapter A of chapter 1 is amended by striking out the
item relating to section 42 and inserting in lieu thereof the
following:

"See. 42. General tax creMt."

(b) STANDARD DEDucTION.-

(1) Low INc ME ALLowANr.-Subsection (a) of section 141
(relating to low income allowance) is amended to read as follows:

"(c) Low INcoME ALLowANc.-The low income allowance is-
"(1) $2,100 in the case of-

"(A) a joint return under section 6013, or
"(B) a surviving spouse (as defined in section 2(a)),

"(2) $1,700 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or

"(3) $1,050 in the case of a married individual filing a separate
return.".

(2) PERCENTAGE STANDARD DEDuroN.-Subsection (b) of see-
tion 141 (relating to percentage standard deduction) is amended
to read as follows:

"(b) PERCENTAGE STANDARD DEDcTio..-The percentage standard
deduction is an amount equal to 16 percent of adjusted gross income,
but not more than-

"(1) $2,800 in the case of-
"(A) a joint return under section 6013, or
"(B) a surviving spouse (as defined in section 2 (a)),

"(2) $2,400 in the case of an individual who is not married
and who is not a surviving spouse (as so defined), or

"(3) $1,400 in the case of a married individual filing a separate
return."

(3) FILING REQUIREMENTS.--So much of paragraph (1) of see-
tion 6012(a) (relating to persons required to make returns of in-
come) as precedes subparagraph (C) thereof is amended to read
as follows:

"(1) (A) Every individual having for the taZcable year a gross
income of $750 or more, except that a return shall not be required
of an individual (other than an individual referred to in section
142(b))-

"(i) who is not married (determined by applying section
143), is not a surviving spouse (as defined in section 2(a)),



and for the taxable year has a gross income of less than
who is a surviving spouse (as go defined) and for the

taxable year has a pros8 income of less than $2,850, or
"(iii) who is entitled to make a joint return under section

6013 and whose gross income, when combined with the gross
income of his spouse, is, for the taxable year, less than $3,600
but only if such individual and his spouse, at the close of the
taxable year, had the same household as their home.

Clause (iii) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer is entitled to an
emotion for suck spouse under section 151(e).

"(B) The amount specified in clause (i) or (ii) of subpara-
graph (A) shall be increased by $750 in the case of an individual
entitled to an additional personal exemption under section 151
(c) (1), and the amount specified in clause (iii) of subparagraph
(A) shall be increased by $750 for each additional personal ex-
emption to which the individual or his spouse is entitled under
section 151(c);1".

(c) EARNED INcOME CREDIT.-
(1) ExTENSzON OF CREDIT.-

(A) Section 209(b) of the Tax Reduction Act of 1975 is
amended by striking out January 1, 1077" and inserting in
lieu thereof "January 1, 1978',.

(B) Subsections (a) and (b) of section 43 (relating to
earned income credit) are amended to read as.follows:

"(a) ALLOWANCE OF CREDIT.-In the case of an eligible individual,
there is allowed as a credit against the tax imposed by this chapter
for the taxable year an amount equal to 10 percent of so much of the
earned income for the taxable year as does not exceed $4,000.

" (b) LzmrArioN.-The amount of the credit allowable to a taxpayer
under subsection (a) -for any taxable year shall be reduced (but not
below zero) by an amount equal to 10 percent of so much of the ad-
justed grohs income (or, if greater, the earned income) of the taxpayer
for the taxable year as exceeds $40."

(2) DEFINITION OF ELIGIBLE JNDIVIDUAL.-Subparagraph (A) of
section 43(c) (1) (relating to definition of eligible individual) is
amended to read as follows:

"(A) maintains a household (within the meaning of sec-
tion 44A (f) (1)) in the United States which is the principal
pace of abode of that individual and-' "(i) a child of that individual if such child meets the

requirements of section 151(e) (1) (B) (relating to addi-
tional ex-emptions for dependents), or

"(ii) a child of that individual who is disabled (within
the meaning of section 72(m) (7) ) and with respect to
whom that individual is entitled to claim a deduction
under section 151; and".

(d) WITHOLDING AMENDMrErS-
(1) Subsection (a) of section 340 (relating to income tax col-

lected at source) is amended to read as follows
"(a) REPQUZREmrN oF W;TNOLDNG.-Except as otherwise provided

in this section, every employer making payment of wages shall deduct
and withhold upon such wages a tax determined in accordance with



tables prescribed by the Secretary. With respect to wages paid prior
to January 1, 1978, the tables so prescribed shall be the same as the
tables prescribed under this section which were in effect on January
1,1976. With respect to wages paid after December 31,1977, the Seere-
tary shall prescribe new tables which shall be the same as the tables
prescribed under this subsection which were in effect on January 1,
1975, except that such tables shall be modfied to the extent necessary
to reflect the amendments made to subsectins (b) and (e) of section
141 by the Tax Reform Act of 1976. For purposes of applying such
tables, the term 'the amount of wages' means the amount by which the
wages exceed the number of wit=lding exemptions claimed, multi-
plied by the amount of one such exemption as shown in the table in
subsection (b) (1).".

(9) Paragraph (6) of section 3402(c) (relating to wage bracket
withholding) as such paragraph was in efect on the day before
the date of the enactment of the Tax Reducti Act of 1975, is
amended by striking out "table 7 contained in subsection (a)"
and inserting in lieu thereof "the table for an annual payroll
period prescribed pursuant to subsection (a) ".

(3) Subparagraph (B) of section 3409(m) (1) (relating to
withholding allowance based on itemized deductions) is amended
to read as follows:

"(B) an amount equal to the lesser of (i) 16 percent of his
estimated wages, or (ii) $9,800 ($2,40 in the case of an individual
who is not married (within the meaning of section 143) and who
is not a surviving spouse (as defined in section 2 (a)))."

(e) EFFEcTrV DAr.-The amendments made by subsections (a)
and (c) shall apply to taxable years ending after December 31, 1975,
and shall cease to apply to taxable years ending after December 31,
1977. The amendments made by subsection (b) shall apply to taxable
years ending after December 31, 1975. The amendments made by sub-
section (d) shall apply to wages paid after September 14, 1976.

SEC. 402. REFUNDS OF EARNED INCOME CREDIT DISREGARDED IN
THE ADMINISTRATION OF FEDERAL PROGRAMS AND FED-
ERALLY ASSISTED PROGRAMS.

(a) Subsection (d) of section 2 of the Revenue Adjustment Act of
1975 is amended by striking out "which begins prior to July 1,1976,".

(b) Subsection (g) of section 9 of such Act is amended to read as
follows:

"(g) EFFECrIVE DATrs.-The amendments made by this section
(other than by subsection (d))' apply to taxable years ending after
December 31,1975, and before January 1,1978. Subsection (d) applies
to taxable years ending afterDecember3l,1975."

And the Senate agree to the same.
Amendment numbered 18:
That the House recede from its disagreement to the amendment of

the Senate numbered 18, and agree to the same with an amendment, as
follows:

In lieu of the matter prosed to be inserted by the Senate amend-
ment insert the following:
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TAX SIMPLIFICATION IN THE
INDIVIDUAL INCOME TAX

SEC. 501. REVISION OF TAX TAB,4ES FOR INDIVIDUALS.
(4) IN GNxERA.--Secti** 3 (relating to optional tam tables for in-

dividuals) is amended to read as follows:
"SEC. . TAX TABLES FOR INDIVIDUALS HAVING TAXABLE INCOME

OF LESS THAN $20,M .
"(a) GENERAL RuLE.-In lieu of the tam imposed by section 1, there

is hereby imposed for each tamable year on the tamable income of every
individual wczse taxable income for such year does not exceed $20,000,
a tax determined under tables, applicable to such taxable year, which
shall be prescribed by the Secretary. In the tables so prescribed, the
amounts of tax shall be computed on the basis of the rates prescribed
by section 1.

"(b) TAx T*E4TE. AS IMPOSED Br SEoroN 1.-For purposes of this
title, the tax imposed by this section shall be treated as tax imposed
by section 1."

(b) CoNosjvrG AMENDmENTS.-
(1) Section 4 (relating to rules for optional tax) is hereby

repealed. ...
(20) Section 36 (relafin to credits not allowed to individuals

paying optional tax or taing standard deduction) is amended-
(A) by striking. out 'PAYING OPTIONAL TAX OR" in the

heading; and
(B) by striking out "elects to pay the optional tax imposed

by section 3, or if he"in such section.
(3) Subsection (a)' of section 144 (relating to election of stand-

ard deduction) is amended to read as follows:
"(a) METHOD OF ErcErioN.-The standard deduction shall be al-

lowed if the taxpayer so elects in his return, and the Secretary shall
prescribe the manner of signifying such election in the return.".

(4) Subsection (a) of section 144 is amended-
(A )by,strikin out paragraph (2);
B by inserting "or" at the end of paragraph (1); and

(0) by redesignating paragraph (3) as paragraph (2).
S ubsecon (d) of section 144 is hereby repealed.

(6) Seetion 1211(b) (3) (relating to cm mutation of taxable in-
come for purposes of limitation on capital losses) is amended bySouth last sentence thereof.

(7) Secone 1304(b) (relatig to certain provisions inapplicable
fo income averaging) is amended by striking out paragraph (1)
and by designatingg paragraphs (M), (3), (4), and (5)
pa rap (1), (8), (3), and (),respectively.

(8) Section 6014(a (relating to ta, not computed by taxpayer)
is amended-

(A) by striking out in the first sentence "entitled to elect
to pay te tax imposed by section 3" and inserting in lieu
thereof "entitled to take the standard deduction provided by
section 141 (other than an individual described in section
141(e))"; and
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(B) by striking outin the second sentence "pay the taax
imposed b section 3" and inserting in lieu thereof "take the
standard deduction".

(9) Paragraph (5) of section 6014(b) is amended to read as
follows:

"(5) to cases where the taxpayer does not elect the standard
deduction or where the taxpayer elects the standard deduction
but is subject to the provisions of section 141(e), (relating to
limitations in case of certain dependent taxpayer*)."

(c) CLERICAL AMEND A N.--
(1) The table of sections for part I of subchapter A of chap-.

ter 1 is amended by striking out the items relating to sections 3
and 4 and inserting in lieu thereof:

"Sec. S. Taw tables fot individuals having taxable income of less Than
$20,000.'

(9) The table of sections for part IV of subchapter A of
chapter 1 is amended by striking out "paying optional tax or" in
the item relating to section 36.

SEC. 502. DEDUCTION FOR ALIMONY ALLOWED IN DETERMINING
ADJUSTED GROSS INCOME,

(a) IN GENsERAL.-Section 69 (defining adjusted gross income) is
amended by inserting after paragraph (12) the following new
paragraph:

"(13) ALImoN.-The deduction allowed by section 215."
(b) CONFORMING AMENDMENT.-The first sentence of subparagraph

(A ) of section 3402 (m) (9) (relating to withholding allowances based
on itemized deductions) is amended by, striking out "under section 69"
and inserting in lieu thereof "under section 69 (other than paragraph
(13) thereof)".

(c) EFFECTIVE DAr.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1976.
SEC. 502. REVISION OF RETIREMENT INCOME CREDIT.

(a) IN GENERAL.-Section 37 (relating to retireMent income) is
amended to read as follows:
"SEC. 37. CREDIT FOR THE ELDERLY.

"(a) GENERAL RULE.-In the case of an individual who has attained
age 6.5 before the close of the taxable year,, there shall, be allowed as
a credit against the tax imposed, by this chapter for the taxable year
an amount equal to 15 percent of such individual's section 37 amount
for such taxable year.

"(b) SrcrION 37 AMoUNT.-For purposes of subsection (a)-
"(1) IN GENERAL.-An individual's section 37 amount for, the

taxable year is the applicable initial amount determined under
paragraph (9), reduced as provided in paragraph (3) and in
subsection (c).

"(9) INITIAL AMoUNT.-The initial amount is--
"(A) $2.500 in the case of a single individual,
"(B) $29500 in the case of a joint return where only one

spouse is eligible for the credit under subsection (a),
((C) $3,750 in the case of a Joint return where both spouses

are eligible for the credit under subsection (a), or
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"(D) $1.875 in the case of a married individual filing a
separate return.

"(8) REDucrtoN.-The reduction under this paragraph is an
amount equal to the sum of the amounts received by the indi-
vidual (or, in the case of a joint return, by either spouse) as a
pen son or annuity-

"(A) under title I1 of the Social Security Act,
"(B) under the Railroad Retirement Act of 1935 or 1937,

or
"(C) otherwise excluded from gross income.

No reduction shall be made under this paragraph for any amount
excluded from gross income under section 79 (relating, to annui-
ties), 101 (relating to life insurance proceeds), 104 (relating to
compensation for injuries or sickness), 105 (relating to amounts
received under accident and health plans), 190 (relating to
amounts received under qualified group legal services plans), 402
(relating to taxability of beneficiary of employees' trust), 40
(relating to taxation of employee annuities), or 406 (relating to
qualifed bond purchase plans)."(o) Lnrrerzois.--

"(I) ADJurED GRoSS IcNoME LMITrArToN.-If the adjusted
gross oinctm of the taxpayer exaceeds-

"(A) $7,500 in the oase of a single individual,
"B) $10,000 in the case of a joint return, or
"(C) $5,000 in the case of a married individual filing a

separate return,
the section 37 amount shall be reduced by one-half of the excess
of the adjusted gross income over $7f500,$10,000, or $5,00, as
the case may be.

"(9) LiMITATION BASED' ON AMOUNT Or TAx.-The amount of
the credit allowed by this section for the taxable year shall not
emceed the amount of the tax imposed by this chapter for such
taxable year.

"(d) DEFINITIONS AND SPECIAL RSE'.-For purposes of this sea-
tian-

"(1) ?MtR zr COUPLE musT ILro JNT EruHN.-Except in the
case of a husband and ibife who live apart at all times during the
taxable year, if the taxpayer is married at the close of the ta:-
able year, the credit provided by this section shall be allowed only
if the taxpayer and his spouse file a joint return for the taxable
year.

"(9) MARITAL TATUrU.-Marital status shall be determined
ukde section 145.

"(3) JoINT RETvR.-The term 'joint return' means the joint
return of a husband and wife made under section 6013.

"(e) EECTION OF PRIOR LAW WITH RSPECT To PUBLIC RETIREMENT
SYSTM INCOME-

c(I IN GENERAL.-In the case ofa taxpayer who has not at-
taid age 65 before the close of the tamable year (other than a
married individual whosespouse has attained age 65 before the
close of the taxable year), his credit (if any) under this section
shall be determined under this subsection.



"(2) ONE SPOUSE AGE 65 oR ovE.-In the case of a married in-
dividual who has not attained age 65 before the close of the tax-
able year but whose spouse has attained such age, this paragraph
shall apply for the taxable year only if both spouses elect, at such
time and in such manner as the Secretary shall by regulations pre-
scribe, to have this paragraph apply. If this paragraph applies
for the taxable year, the credit (if any) of each spouse under this
section shall be determined under this subsection.

"(3) CoMPurATION OF cRrDT.-In the case of an individual
whose credit under this section for the taxable year is determined
under this subsection, there shall be allowed as a credit against
the tax imposed by this chapter for the taxable year an amount
equal to 15 percent of the amount received by such individual as
retirement income (as defined in paragraph (4) and as limited
by paragraph (5)).b(4) "razramh" iivoor.-For purposes of this subsection, the

term 'retirement income' means--
"(A) in the case of an individual who has attained age 65

before the close of the taxable year, income from-
"(i) pensions and annuities (including, in the case of

an individual who is, or has been, an employee within
the meaning of section 401 (c) (1), distributions by a trust
described in section 401(a) which are exempt from tam
under section 501(a)),

"(ii) interest,
"(iii) rents,
"(iv) dividends,
"(v) bonds described in section 405(b) (1) which are

received under a qualifsd bond purchase plan described
in section 405(a) or in a distribution from a trust de-
scribed in section 401 (a) which is exempt from tax under
section 501(a), or retirement bonds described in section
409, and

"(vi) an individual retirement account described in
section 408(a) or an individual retirement annuity de-
soribed in section 408 (b) , or

(B) in the case of an individual who has not attained age
65 before the close of the taxable year, income from pensions
and annuities under a public retirement system (as defined
in paragraph (8) (A)),

to the extent included in gross income without reference to this
subsection, but only to the extent Such income does not represent
compensation for personal services rendered during the taxable
year.

" (5) LzzrArzo o TirNEENT zynos.-For Purposes of this
subsection, the amount of retirement income shall not exceed
$2,500 less-

"(A) the reduction provided by subsection (b) (3), and
"(B) in the case of any individual who has not attained

age 7 before the close of the taxable year--
" (i) if such individual has not attained age 62 before

the close of the taxable year, any amount of earned in-
come (a defined in paragraph (8) (B)) in excess of $900
received by such individual in the taxable year, Or
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"(ii) if such individual has attained age 62 before the
lose of t tax able year, the sum of one-half the amount

of earned income received by such individual in the tax-
able year in eaess of $1,e00 but not in excess of $1,700,
and the amout of earned income so received in excess
of $1,700.

"(6) LIMlTATION IN OAS OF MARRIED INDIVIDvAL.-In the case
of a joint return, paragraph (5) shall be applied by substituting
'$3,750' for '$2,500'. The $3,750 provided by the preceding sentence
sha be divided between the spouses in such amounts as may be
agreed on by them, except that not more than $9,500 may be
assigned to either spouse.

"(7) LlMITATIoN¢ IN THE CARE OF BEPARATE RETURN.-In the case
of a married individual filing a separate return, paragraph (5)
shall be applied by substituting '$1,875' for '$2,500'.

"(8) DEFzrNTo)vs.-For purposes of this subsection-
"(A) PuLIC RxTzREMENT SYSTEM DEFINED .- The term

public retirement system' means a pension, annuity, retire-
ment, or similar fund or system established by the United
States, a State, a possession of the United States, any politi-
cal subdivision of any of the foregoing, or the District of
Cholubia.

"(B) EARNED iNcom.-The term 'earned income' has the
meaning assigned to such term by section 911(b), except
that such term does not include any amount received as a
pension or annuity.

"(f) NONRI DENr AzzN ILuztzILE FOR CREDIT.-No credit shall
be allowed under this section to any nonresident alien."

(b) TECHNICAL AMENDMENrs.-
(1) Section 904 (relating to limitation on foreign tax credit),

as amended by this Act, is amended by redesignating subsection
(g) as subsecion (h), and by inserting after subsection (f) the
following new subsection:

"(g) COoRINATzoN WirH CREDIT FOR THE ELDERLY .- Pl the case of
an individual, for purposes of subsection (a) the tax against which the
credit is taken is such tax reduced by the amount of the credit (if any)
for the taxable year allowable under section 37 (relating to credit for
the elderly)."

(9) Section 6014(a) (relating to tax not computed by tax-
payer) is amended by striking out the last sentence thereof.

(3) Section 6014(b) is amended-
(A) by striking out paragraph (4),
(B) by redesignating paragraph (5) (as amended by sec-

tion 501(b) (9)) as paragraph (4), and
(0) by inserting "or" at the end of paragraph (3).

(4) Sections 41(b)( 9), 42 (b) (2), 46 (d) (3) (C), and 50A (a)
(3) (C) are each amended by striking out "retirement i'Acome"
and inserting in lieu thereof "credit for the elderly".

(5) The table of sections for subpart A of part IV of subchapter
A of chapter 1 is amended by striking out the item relating to
section 37 and inserting in lieu thereof the following:

"Sec. 87. Credit for the elderly."



SEC. 504. CREDIT FOR CHILD CARE EXPENSES.
(a) Allowances of Credit for Child Care Expenses.-

(1) IN GFNERAL.-Subpart A of part IV of subehapter A of
chapter 1 (relating to credits allowable) is amended by inserting
before section 45 the following new section:

"SEC. 44A. EXPENSES FOR HOUSEHOLD AND DEPENDENT CARE SERV-
ICES NECESSARY FOR GAINFUL EMPLOYMENT.

"(a) ALLOWANCE OF CRED.-I'n the case of an individual who
maintains a household which includes as a member one or more guai-
fying individuals (as defined in subsection (c) (1)), there shall be
allowed as a credit against the tax imposed by this chapter for the
taxable year an amount equal to 20 percent of the employment-related
expenses (as defined in subsection (c) (2)) paid by such individual
during the taxable year.

"(b) APPLICATION WITH OTHER CREDITS.-The credit allowed by
subsection (a) shall not exceed the amount of the tax imposed by this
chapter for the taxable year reduced by the sum of the credits allow-
able under-

"(1) section 33 (relating to foreign tax credit),
"(2) section 37 (relating to credit for the elderly),
"(3) section 38 (relating to investment in certain depreciable

property),
"(4) section 40 (relating to expenses of work incentive

programs),
"(5) section 41 (relating to contributions to candidates for

public office),
"(6) section 42 (relating to general tax credit), and
"(7) section 44 (relating to purchase of new principal

residence).
"(c) DEFINITIONS OF QUALIFYING INDIVIDUAL AND EMPLOYMENT-

RELATED EXPENsEs.-For purposes of this section--
"(1) QUALIFYINO iNDIViDUAL.-The term 'qualifying individ-

ual' means-
"(A) a dependent of the taxpayer who is under the age

of 15 and with respect to whom the taxpayer is entitled to a
deduction under section 151 (e),

"(B) a dependent of the taxpayer who is physically or
mentally incapable of caring for himself, or

"(C) the spouse of the taxpayer, if he is physically or
mentally incapable of caring for himself.

"(2) EMPLOYMENT-RELATED EXPENSES.-

"(A) IN OFNERAL.-The term 'employment-related ex-
penses' means amounts paid for the following expenses, but
only if such expenses are incurred to enable the taxpayer to
be gainfully employed /or any period for which there are 1 or
more qualifying individuals with respect to the taxpayer:

"(i) expenses for household services, and
"(ii) expenses for the care of a qualifying individual.

"(B) ExcEPrioN.-Employment-related expenses described
in subparagraph (A) which are incurred for services outside
the taxpayer's household shall be taken into account only if
incurred for the care of a qualifying individual described in
paragraph (1) (A).



"(d) DOLLAR LIMIT ON AMOUNT CREDiTABL.-The amount of the
employment-related expenses incurred during any taxable year which
may be taken into account under subsection (a) shall not exceed-

"(1) $2,000 if there is 1 qualifying individual with respect to
the taxpayer for such taxable year, or

"(2) $4,000 if there are 2 or more qualifying individuals with
respect to.the taxpayer for such taxable year.

"(e) EARNED INCOME LIMITATION.-
"(1) IN GENERAL.-Except as otherwise provided in this sub-

8ection, the amount of the employment-related expenses incurred
during any taxable year vhich may be taken into account under
subsection (a) shall not exceed-

•"(A) in the case of an individual who is not married at the
close of such year, such individual's earned income for such
year, or

"(B) in the' case of an individual who is married at the
close, of such year, the lesser of such individual's earned
income or the earned income of his spouse for such year.

"(2) SPECIAL RULE FOR SPOUSE WHO IS A STUDENT OR INCAPABLE
OF cARINO FOR irXJELF.-I the case of a spouse who is a student
or a qualifying individual described in subsection (c) (1) (C), for
purposes of paragraph (1), such spouse shall be deemed for each
month during which such spouse is a full-time student at an ed-
ucatonal institution, or is such a qualifying individual, to be
gainfully employed and to have earned income of not less than-

"(A). $166'if subsection (d) (1) applies for the taxable
Year, or

."11(B) $333 if subsection (d) (B) applies for the taxable
year.

In the case of any husband and wife, this paragraph shall apply
with respect to only one spouse for any one month.

"(f) SPECIAL RUL S.- For purposes of this section-
"(1)MAINvTAmIAa ROUSEOLD.-An individual shall be treated

as maintaining a houielId for any period only if over half the
cost of maintaining ,the household for such period is furnished
by such individual (or, if such individual is married during such
period, is furnished by such individual and his spouse).

"(2) MARRIED COUPLES MUST FILE JOINT RETURN.-If the tax-
ayer is maniied at the close of the taxable year, the credit shall

allowed under subsection (a) only if the taxpayer and his
spouse file a joint return for the taxable year.

" (3) MARITAL STATu.-An individual legally separated from
his spouse under a decree of divorce or of separate maintenance
shall not be considered as married.

"(4) CERTAIN MARtRE INDIVIDUALS LIVINa APART.-If-
"(A) an individual who is married and who files a sep-

arate return-
4'(i) maintains as his home a household which con-

stitutes for more than one-half of the taxable year the
principal placV of 'abode of a qualifying individual, and

"(ii) furni.hes over half of the cost of maintaining
such household during the taxable year, and



"(B) during the last 8 months of such taxable year such
individual's spouse is not a member of such household,

such individual shall not be considered as married.
" (5) SPECIAL DEPENDENCY TEST IN CASE OF DIVORCED PARENTS,

ETC.-If-
"(A) a child (as dened in section 151(e) (3)) who is

under the age of 15 or who is physically or mentally incapable
of caring for himself receives over half of his support during
the calendar year from his parents who are divorced or le-
gally separated under a decree of divorce or separate mainte-
nance or who are separated u r a written separation
agreement, and

"(B) such child is in the custody of one or both of his
parents for more than one-half of the calendar year,

in the case of any taxable year beginning in such calendar year
such child shall be treated as being a qualifying individual de-
scribed in subparagraph (A) or (B) of subsection (c) (1), as the
case may be, with respect to that parent who has custody for a
longer period during such calendar year than the othei parent,
and shall not be treated as being a qualifying individual with
respect to such other parent.

"(6) PAYMENTS TO RELATED INDIVIDUALS-
"(A) IN GENERAL.-Ewcept as provided in subparagraph

(B), no credit shall be allowed under subsection (a) for any
amount paid by the taxpayer to an individual bearing a rela-
tionship to the taxpayer described in paragraphs (1) through
(8) of section 152(a) (relating to definition of dependent)
or to a dependent described in paragraph (9) of such section.

"(B) Excrmbou.-Subparagraph (A) shall not apply to
any amount paid by the taxpayer to an individual with
respect to whom, for the taxable year of the tarpayer in which
the service is performed, neither the taxpayer nor his spouse
is entitled to a deduction under section 151(e) (relating to
deduction for personal exemptions for dependents), blid only
if the service with respect to which such amount is paid con-
stitutes employment within the meaning of section 3121 (b).

"(7) STUDENT.-The term 'student' means an individual who
during each of 5 calendar months during the taxable'year is
a full-time student at an educational organization.
" (8) EDUCATIONAL ORGANIzATiO .- The term 'educational orga-

nization' means an educational organization described in section
170(b) (1) (A) (ii).

"(g) REaULAIONS.-The Secretary shall prescribe such regulations
as may be necessary to carry out the purposes of this section."

(2) CLERICAL AMENDMENT.-The *table of' sections for subpart
A of part IV of subchapter A of chapter 1 is amended by insert-
ing before the item relating to section. 45 the following new item:

"Sec. 44A. Expenses for household and dependent care services necessary
for gainful employment."

(b) REPEAL OF DEDUCTION FOR CHILD CARE EXPENSES.-
(1) IN cENERAL.-Section'514 (relating to expenses for house-

hold and dependent care services necessary for gainful employ-
ment) is hereby repealed.
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(2) CLERICAL AmENDmNr.-The table of sections for part VII
of subchapter B of chapter 1 is amended by striking out the item
relating to section 214.

(c) TECHNICAL AMENDMENTS.-
(1) Section 213(f) (relating to exclusion of amounts allowed

for care of certain dependents) is amended by striking out "a
deduction under section 214" and inserting in lieu thereof "a credit
under section 44A".

(2) Section 6096(b) (defining income tax liability) is amended
by striking out "and 44" and inserting in lieu thereof ", 44, and

(3) Paragraph (4) of section 3402 (m) (relating to withholding
allowances based on itemized deductions) is amended by striking
out "and" at the end of subparagraph (A), by striking out the
period at the end of subparagraph (B) and inserting in lieu
thereof ", and", and by ding at the end thereof the following
new subparagraph:

"(C) may take into account tax credits to which employees
are entitled."

SEC. 505. CHANGES IN EXCLUSIONS FOR SICK PAY 'AND CERTAIN
MILITARY, ETC., DISABILITY PENSIONS.

(a) S cK PAY.-ubsection (d) of section 105 (relating to amounts
excluded from gross income under wage continuation plans) is
amended to read as follows:

"(d) CERTAIN DIsABILITY PAYMENTS.-
"(1) IN OENERAL.-In the case of a taxpayer who-

"(A) has not attained age 65 before the close of the taxable
year, and

"(B) retired on disability and, when he retired, was per-
manently and totally disabled,

gross income does not include amounts referred to in subsection
(a) if such amounts constitute wages or payments in lieu of wages
for a period during which the employee is absent from work on
account of permanent and total disability.

"'(2 ) LINITATiN.-Thi subsection shall not apply to the ex-
tet that the amounts referred to in paragraph (1) exceed a weekly
rate of $100.

"(3)' PHASEOUT OVER Sis,ooo.-If the adjusted gross income of
the taxpayer for the taxable year (determined without regard to
this subsection) exceeds $15,000, the amount which but for this
paragraph would be excluded under this subsection for the taxable
year shall be reduced by an amount equal to the excess of the
adjusted gross income (as so delemnined) over $15,000.

"(4) MARRIED COUPLE MUST FILE JOINT RFTURN.-Except in the
case of a husband and wife who live apart at all times during the
taxable year, if the taxpayer is married at the close of the taxable
year, the exclusion provided by this subsection shall be allowed
only if the taxpayer and his spouse file a joint return for the
taxable year. For purposes of this subsection, marital status shall
be determined under section 143.

"(5) PERMANENT AND TOTAL DISABILITY DEFINAED.-For pur-
poses of this subsection, an individual is permanently and totally
disabled if he is unable to engage in any substantial gainful ac-



tivity by reason of any medically determinable physical or mental
impairment which can be expected to result in death or which has
lasted or can be expected to last for a continuous period of not
less than 12 months. An individual shall not be considered to
be permanently and totally disabled unless he furnishes proof
of the existence thereof in such form and manner, and at such
times, as the Secretary may reguire.

"(6) JOINT RETURN.-For purposes of this subsection, the term
'joint return' means the joint return of a husband and wife made
under section 6013.

"(7) COORDINATION WITH SECTION 72.-In the case of an in-
dividual described in subparagraphs (A) and (B) of paragraph
(1), for purposes of section 72 the annuity starting date shall not
be deemed to occur before the beginning of the taxable year in
which the taxpayer attains age 65, or before the beginning of an
earlier taxable year for which the taxpayer makes an irrevocable
election not to seek the benefits of this subsection for such year
and all subsequent years."

(b) CERTAIN MILITARY, ETc., DSAIiTY PENstoNs.-Section 104
(relating to compensationfor injuries or sickness) is amended by re-
designating subsection (b) as subsection (a) and by inserting after
subsection (a) the following new subsection:

"(b) TER NATION OF ArPLIcAION Or SUBSEcTION (a)(4) IN
TAIN CASES.-

"(1) IN aENEAL.-Subsection (a) (4) shall not apply in the
case of any individual who is not described in paragraph (2).

"(2) INDVIDUALS To WHOM SUBSECTION (a) (4) CONTINUES TO
APPLY.-An individual is described in this paragraph if-

"(A) on or before September 24, 1975, he was entitled to
receive any amount described in subsection (a) (4);'

"(B) on September 24, 1975, he was a member of any or-
ganisation (or reserve component thereof) referred to in
subsection (a) (4) or under a binding written commitment
to-become such a member,

"(C) he receives an amount described in subsection (a)
(4) by reason of a corbat-related injury, or

(D) on application therefor, he would be entitled to re-
ceive disability compensation from the Veterans' Adminis-
tration.

"(3) SPECIAL RULES FOR COMBAT-RELATED INJURiE.-For pur-
poses of this subsection, the term 'combat-related injury' means
personal injury or sickness-

"(A7)which is incurred--
) as a direct result of armed conflict,

"(ii) while engaged in extrahazardous service, or
"(iii) under conditions simulating war; or

"(B) which is caused by an instrunentality of war.
In the case of an individual who is not described in subparagraph
(A) or (B) of paragraph (B), except as provided in paragraph
(4), the only amounts taken into account under subsection (a) (4)
shall be the amounts which he receives by'reason of a combat-
related injury.



"(4) AMOUNT EXCLUDED TO HE NOT LESS THAN VETERANS' DIS-
ABILITY COPENSATION.-In the case of any individual described
in paragraph (2), the amounts excludable under subsection (a)
(4) for any period with respect to any individual shall -not be less
than the maximum amount which such individual, on application
therefor, would be entitled to receive as disability compensation
from the Veterans' Administration."

(c) SPECIAL RULE FOR EXSTzNG PERMANENT AND TOTAL DisAnLrI
CASES.-In the case of any individual who-

(1) retired before January 1,1976,
(2) either retired on disability or was entitled to retire on dis-

ability, and
(3) on January 1, 1976, was permanently and totally disabled

withinn the meaning of section 105 (d) (5) of the Internal Revenue
Code of 1954),

such individual shall be deemed to have met the requirements of section
105(d) (1) (B) of such Code (as amended by subsection (a) of thissectwn) .

(d) SPECIAL RULE FOR COORDINATION WITH SECTION 72.-In the case
of an individual who-

(1) retired on disability before January 1,1976, and
(B) on December 31, 1975, was entitled to exclude any amount

with'respect to such retirement disability from gross income under
section 105(d) of the Internal Revenue Code of 1954,

for purposes of section 72 the annuity starting date shall not be deemed
to occur before the be.ginnzng of the taxable year in which the taxpayer
attains age 65, or before the beginning of an earlier taxable year for
which the taxpayer makes an irrevocable election not to seek the bene-
fits of this subsection for such year and all subsequent years.

SEC. 506. MOVING EXPENSES.
(a) DECREASE IN MILEAGE TEST FROM 50 MILES TO 35 MIL'S.-Para-

graph (1) of section 217(c) (relating to conditions for allowance of
deduction for moving expenses) is amended by striking out "50 miles"
each place it appears and inserting in lieu thereof "35 miles".

(b) INCREASE IN DOLLAR AMouNT.-
(1) CERTAIN EXPENSES OF TRAVELING, MEALS, AND LODGING AFTER

OBTAINING EMPLOYMENT.-The flrst sentence of subparagraph (A)
of section 217(b) (3) (relating to dollar limits) is amended by
striking out "$1,000" and inserting in lieu thereof "$1,500".

(2) AGGREGATE DOLLAR LIMIT.-The second sentence of subpara-
graph (A) of section 217(b)(3) is amended by striking out
"$9,500" and inserting in lieu thereof "$3,000".

(3) SEPARATE RETURN.-The second sentence of subparagraph
(B) of section 217(b) (3) (relating to dollar limits in the case of
husband and wife) is amended to read as follows: "In the case of
a husband and wife filing separate returns,, subparagraph (A)
shall be applied by substituting '$750' for '$1,500', and by sub-
stituting '$1,500' for '$3000'.

(c) RULES FOR MEMBERS OF THE ARMED FoRcEs OF THE UNITED
SrArT.-Section 217 is amended by redesignating subsection (g) as
subsection (h) and by inserting after subsection (f) the following
new subsection:



"(g) RULES FOR MEMBERS OF THE ARMED FoRcEs oF ri UNITED
STATEs.-In the case of a member of the Armed Forces of the United
States on active duty who moves pursuant to a military order and
incident to a permanent change of station-

"(1) the limitations under subsection (a) shall not ap'ly;
"(2) any moving and storage expenses which are furnished in

kind (or for which reimbursement or an allowance is provided,
but only to the extent of the expenses paid or incurred) to such
member, his spouse, or his dependents, shall not be inenldible in
gross income, and no reporting with respect to such expenses shall
be required by the Secretary of Defense or the Secretary of
Transportation, as the case may be; and

"(3) if moving and storage expenses are furnished in kind (or
if reimbursement or an allowance for such expenses is provided)
to such member's spouse and his dependents with regard to moving
to a location other than the one to which such member moves (or
from a location other than the one from which such member
moves), this section shall apply with respect to the moving
expenses of his spouse and dependents--

"(A) as if his spouse commenced work as an employee at
a new principal place of work at such location;

"(B) for purposes of subsection (b) (3), as if such place
of work was wit in the same general location as the member's
new principal place of work, and

"' ) without regard to the limitations under subsection

(d) EFFECTIVE DATE.-The amendments made by subsections (a)
and (b) shall apply to taxable years beginning after December 31,
1976.

SEC. 507. TAX REVISION STUDY.
(a) ST D.-The Joint Committee on Taxation shall make a full

and complete study and investigation with respect to simplifying and
indexing the tax laws of the United States. Such study and inaestiga-
tion shall include a consideration of whether the rates of taw, can be
reduced by repealing any or all tax deductions, exemptions, or credits.

(b) REPoRT.-Before July 1, 1977, the Joint Committee on Taxa-
tion shall submit to the Committee on Finance of the Senate and to
the Committee on Ways and Means of the House of Representatives
a report of its study and investigation together with its recommenda-
tions, including recommendations for legislation.

SEC. 508. EFFECTIVE DATE.
Except as otherwise provided, the amendments made by this title

shall apply to taxable years beginning after December 31,1975.
And the Senate agree to the same.
Amendment numbered 19:
That the House recede from its disagreement to the amendment of

the Senate numbered 19, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:



BUSINESS RELATED INDIVIDUAL
INCOME TAX PROVISIONS

SEC. 601. DEDUCTIONS FOR EXPENSES ATTRIBUTABLE TO BUSINESS
USE OF HOMES, RENTAL OF VACATION HOMES, ETC.

(a) NONDEDUCTIrzrLY oF CTZrAIN E zesss.-Part IX of subahap-
ter B of chapter 1 (relating to items not deductible) is amended by
adding at the end thereof the following new section:

"SEC. 280A. DISALLOWANCE OF CERTAIN EXPENSES IN CONNECTION
WITH BUSINESS USE OF HOME, RENTAL OF VACATION
HOMES, ETC..

in NR() LN RUL.-Ewcept as otherwise provided in this section,
in the case of a taxpayer who is an individual or an electing small
business corporation, no deduction otherwise allowable under this
chapter shall be allowed with respect to the use of a dwelling unit
which is used by the taxpayer during the taxable year as a residence." (b ) ExoSiSoN oeR ITREST, TAXES, CASUALTY Loassi, Erc.-Sub-
sectin (a) shall not apply to any deduction allowable to the tax-
payer without regard to its connection with his trade or business (or
with his inwome-producing activity).

'(O) EXCEPTIONS FOE CERTAIN BUSINESS OR RENTAL USE; LMIrAToN
ON D ACTIONS FOR SUCH USE.-

"(1) GErrAIN BUSINEaS usr.-Subseotion (a) shall not apply to
any item to the extent such item is allocable to a portion of the
dwelling unit which is exclusively used on a regular basis--

"(A) as the taxpayer's principal place of business,
"(B) as a place of business which is used by patients,

clients, or customers in meeting or dealing with the taxpayer
in the normal course of his trade or business, or

"(C) in the case of a separate structure which is not at-
tached to the dwelling unit, in connection with the taxpayer's
trade or business.

In the case of an employee, the preceding sentence shall apply
only if the exclusive use referred to in the preceding sentence is
for the convenience of his employer.

"(8) CErTA l STORAoE rE.--Subaeation (a) shall not apply to
any item to the extent such item is allocable to space within the
dwelling unit which is used on a regular basis as a storage unit
for the inventory of the taxpayer held for use in the taxpayer's
trade or business of selling jroduwts at retail or wholesale, but
only if the dwelling unit is the sole fxed location of such trade
or business.

"(3) RENTAL uSE.-Subsection (a) shall not apply to any item
which is attributable to the rental of the dwelling unit or portion
thereof (determined after the application of subsection (e)).

"(4) LimITATION ON EuTrzoNs.-In the cage of a use described
in paragraph (1) or (2), and in the case of a use described in
paragraph (3) where the dwellintg unit is used by the taxpayer
during the taxable year as a residence, the deductions allowed
under this chapter for the taxable year by reason of being attrib-
uted to such use shall not exceed the excess of-

"(A) the gross income derived from such use for the tax-
able year, over



"(B) the deductions allocable to such use which are allow-
able under this chapter for the taxable year whether or not
such unit (or portion thereof) was so used.

"(d) USE AS RESIDENCE.-
"(1) IN GeNstRAL.-For purposes of this section, a taepayer

uses a dwelling unit during, the taxable year as a residence if he
uses such unit (or portion thereof) for personal purposes for a
number of days which exceeds the greater of-

"(A) 14 days, or
"(B) 10 percent of the number of days during such year

for which such unit is rented at a fair rental.
For purposes of subparagraph (B), a unit shall not be treated
as rented at a fair rental for any day for which it is used for per-
sonal purposes.

"(2) PERSONAL USE OF UNI.-For Purposes Of this section, the
taxpayer shall be deemed to have used a dwelling unit for per-
sonal purposes for a day if, for any part of such day, the unit
is used-

"(A) for personal purpose by the taxpayer or any other
person who has an interest in such unit, or by any member
of the family (as defined in section 267(c) (4)) of the tax-
payer or such other Ferson;

"(B) by any individual who uses the unit under an ar-
rangement which enables the taxpayer to use som8e other
dwelling unit (whether or not a rental is charged for the use
of such other unit); or

"(C) by any individual (other than an employee with re-
spect to whose use section 119 applies), unless for such day
the dwelling unit is rented for a rental which, under the facts
and circumstances, is fair rental.

The Secretary shall prescribe regulations with respect to the Cir-
cumstances under which use of the unit for repairs and annual
maintenance will not constitute personal use under this paragraph.

"(e) EXPENSES ATTRIBUTABLE TO RENTAL.-
"(1) IN GENERAL.-n any case where a taxpayer who is an in-

dividual or an electing small business corporation uses a dwelling
unit for personal purposes on any day during the taxable year
(whether or not he is treated under this section as using such unit
as a residence), the amount deductible under this chapter with re-
spect to expenses attributable to the rental of the unit (or portion
thereof) for the taxable year shall not exceed an amount which
bears the same relationship to such expenses as the number of days
during each year that the unit (or portion thereof) is rented at a
fair rental bears to the total number of days during such year that
the unit (or portion thereof) is used.

"(2) EXCEPTION FOR DEDUCTIONS OTHERWISE ALLOWABL.-Thi5

subsection shall not apply with respect to deductions which would
be allowabZe under this chapter for the taxable year whether or
not such unit (or portion thereof) was rented.

"(f) DEFsNrnos's AND SPECIAL RULE.-
"(1) DWRLLINo UNI DEFINED.-For purposes of this Wetion-

"(A) IN OENERAL.-The term 'dwelling uni' includes a
house, apartment, condominium, mobile home, boat, or similar
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property, and all structures or other property appurtenant to
such dwelling unit.

"(B) ExarprzoN.-The term 'dwelfg unit' does not in-
clude that portion of a unit whicAh is used exclusively as a ho-
tel, motel, inn, or smslar establishment.

"(8) PERSONAL USE BY ELECTING SMALL BUSINESS CORPORATION.-
iA the case of an electing small business Corporation, subpara-
graphs (A) and (B) of subsection (d) (2) shall be applied by
substituting 'any shareholder of the electing small business cor-
poration' for 'the taxpayer' each place it appears.

"(3) COORDINATION WITH SECTION 183.-if subsection (a) ap-
plies With respect to any dwelling unit (or portion thereof) for
the table yea.-

i' (A) section 183 (relating to activities not engaged in for
prf)salnot apply to such unit (or portion thereof) for

s year, ,but-
" (B) such year shall be taken into account cas a taxable year

for purposes of applying subsection (d) of section 183 (relat-
ing to 5.-year presumption).

"(g) SPECIAL RULE FOR CERTAIN RENTAL USE-Notwithstanding
any other provision of this section or section 183, if a dwelling unit is
used during the taxable year by the taxpayer as a residence and such
dwelling unit is actually rented for less than 15 days during the taxable
year,, thei-

"(1) no deduction otherwise allowable under this chapter be-
cause of the rental use of such.dwelling unit shall be allowed, and

"(B) the inomne derived from such use for the taxable year shall
not be included -in the gross income of such taxpayer under sec-
tion 61."

(b) CLERICAL AMNDMENT.-The table of sections for such part IX
is amended by adding at the end thereof the following new item:

"Sec. 280A. Dtsaltowance of certain expenses in connection with business
use of home, rental of vacation homes, etc."

(c) ErrCTvE DArT.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1975.
SEC. 02. DEDUCTIONS FOR ATTENDING FOREIGN CONVENTIONS.

(a) NONDEDUCrTBILrTY OF CERTAIN EXPEvsE.-Section 274 (relating
to disallowance of certain entertainment, etc., expenses) is amended by
redeoignating subsection ,(h) as subsection (i) and by, inserting after
subsection (g) the following new subsection:

"(h) FOREIGN CONVENrION.-
" (1) DEDUCTIONS WITH RESPECT TO NOT MORE THAN 2 FOREIGN VON-

VENTIONS PER YEAR AZLowrD.-if any individual attends more than
2 foreign conventions during his taxable year-

"(A) he shall select not more than 2 of such conventions
to be taken into account for purposes of this subsection, and

"(B) no deduction allocable to his attendance at any for-
eign Convention during such taxable year (other than a for-
eign convention selected under subparagraph (A)) shall be
allowed under section 162 or £12.

"(R)DEDUTIBLE TRANSPORTATION COST CANNOT EXCEED COST OF

COACR OR ECONOMY A R FARE.-In the case of any foreign conven-



tion, no deduction for the expenses of transportation outside the
United States to and from the site of such convention Shall be
allowed under section 162 or 212 in an amowt which exceeds the
lowest coach or economy rate at the time of travel charged by a
commercial airline for transportation to and from muh site d-"
the calendar month in which such convention begins. If there is
no such coach or economy rate, the preceding Sentence shall be
applied by substituting '1rst class' for 'coach or economq.

1 (3) TRANSPORTATION COSTS DEDUCTIBLE IN FULL ONLY IF AT LEAST

ONE-HALF OF THE DAYS ARE DEVOTED TO BUSINESS RELATED ACTIV-
ITIE.-In the case of any foreign convention, a deduction for the
full expenses of transportation (dete ined after the ,application
of paragraph (2) ) to and from the site of such conventwon shall be
allowedonly if more than one-half of the total days of the trip,
excluding the days of transportation to and from the site of such
convention, are devoted to business related activities. If less than
one-half of the total days of the trip, excluding the days of trans-
portation to and from the site of the convention, are devoted to
business related activities, no deduction for the expenses of trans-
portation shall be allowed which exceeds the percentage of the
days of the trip devoted to business related activities.

"(4) DEDUCTIONS FOR SUBSISTENCE EXPENSES NOT ALLOWED UN-
LESS THE INDIVIDUAL ATTENDS TWO-THIRDS OF BUSINESS ACTIVITIES.-
In the case of any foreign convention, no deduction for subsistence
expenses shall be allowed except as follows:

"(A) a deduction for a.full day of subsistence expenses
while at the convention shall be allowed if there ar, at least
6 hours of scheduled business activities during such day and
the individual attending the convention has attended at least
two-thirds of these activities, and

"(B) a deduction for one-half day of subsistence expenses
while at the convention shall be allowed if there are at least
3 hours of scheduled business activities during such day and
the individual attending the convention has attended at least
two-thirds of these activities.

Notwithstanding subparagrap h (A) and (B), a deduction for
subsistence expenses of all of the days or half days, as the case
may be, of the convention shall be allowed if the individual at-
tending the convention has attended at least two-thirds of the
scheduled business activities, and each such full" day consists of at
least 6 hours of scheduled business activities and each such half
day consists of at least 3 hours of scheduled business* activities.

"(5) DEDUCTIBLE SUBSISTENCE COSTS CANNOT EXCEED PER DIEM
RATE FOR UNITED STATES CIVIL SF5VANTS.-In the ease of any for-
eign convention, no deduction for subsistence expenses while at
the convention or traveling to or from such convention shall be
allowed at a rate in excess of the dollar per diem rate for the site of
the convention which has been established under section 5702 (a)
of title 5 of the United States Code and which is in effect for the
calendar month in which the convention begins.

"(6) DEFINITIONS AND SPECIAL RULES.-For purposes of this
subsection-

"(A) FOREIGN CONVENTION DEFINED.-The term 'foreign
convention' means any convention, seminar, or similar meet-
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ing held outside the United States, its possessions, and the
Trust Territory of the Pacific.

"(B) SUBSISTENCE EXPENSES DEFINFD.-The term 'subsist-
ence ex es' means lodging, meals, and other necessary ex-
penses or the personal sustenance and comfort of the traveler.
Such term includes tips and taxi and other local transporta-
tion expenses.

"(C) AmzocArzoz OF EXPENSES IN CERTAIN CASES.-In any
case where the transportation expenses or the subsistence ex-
penses are not separately stated, or where there is reason to
believe that the stated charge for transportation expenses or
subsistence expenses or both does not properly reflect the
amounts properly allocable to such purposes, all amounts
paid for transportation expenses and subsistence expenses
shall be treated as having been paid solely for subsistence
expenses.

"(D) SUSEcTIO'N TO APPLY TO EMPLOYER AS WELL AS TO

2RAvELE.-This subsection shall apply to deductions other-
wise allowable under section 162 or 212 to any person, whether
or not such person is the individual attending the foreign con-
vention. For purposes of the preceding sentence such person
shall be treated, with respect to eqch individual, as having
selected the same 2 foreign conventions as were selected by
such individual.

"(7) REPORTINO REQUIEEMENTS.-No deduction shall be allowed
under section 162 or £12 for transportation or subsistence expenses
allocable to attendance at a foreign convention unless the tax-
payer claiming the deduction attaches to the return of tax on
which the deduction is claimed-

"(A) a written statement signed by the individual attend-
ing the convention which includes-

"(i) information with respect to the total days of the
trip, excluding the days of transportation to and from
the site of such convention, and the number of hours of
each day of the trip which such individual devoted to
scheduled business activity s,

" (ii) a program of the scheduled business activities of
the convention, and

"(iii) such other information as may be required in
regulations prescribed by the Secretary; and

"(B) a written statement signed by an officer of the organi-
zation or group sponsoring the convention which includes-

"(t) a schedule of the business activities of each day of
the convention,

" (ii) the number of hours which the individual attend-
ing the convention attended such scheduled business
activities, and

"(iii). such other in ormation as may be required in
regulations prescribed by the Secretary.

(b) EFFECTIVE DATE.-The amendments made by this section shall
apply to conventions beginning after December 31,1976.



SEC. 603. CHANGE IN TAX TREATMENT OF QUALIFIED STOCK
OPTIONS.

(a) IN GENERL.- Sectlon 42(b) (defting quaZifted stock option)
is amended by inserting "and before May 91, 1976 (or, if it meets the
requirements -of subsection (c) (7), granted to an individual after
May 90, 1976)," after "section 424 (c) (3) (A)),".

(b) CERTAIN OPrIoNs GRANTErD AFTER MAY 20, 1976.-Section 422(c)
(relating to special rules) is amended by adding at the end thereof
the following new paragraph:

"(7) CERTAIN OPTIONS GRANTED AFTER MAY 20, 19 7e-For pur-

poses of subsection (b), an option granted after May 90, 1976,
meets the requirements of this paragraph---

"(A) if such option is granted to an individual pursuant
to a written plan adopted before May 21,1976, or

"(B) if such option is a new option substituted, in a transac-
tion to which section 425(a) applies, for an old option which
was granted before May 21, 1976, or which met the require-
ments of subparagraph (A).

An option described in the preceding sentence shall be treated as
ceasing to meet the requirements of this paragraph if it is not
exercised before May 91,1981."

(c) RESTRIeTED STOCK OPTIONS MuST BE EXERCISED BEFORE MAY 91,
1981.-Section 24 (c) (3) (relating to special rules for restricted stock
options) is amended by adding at the end thereof the following new
sentence: "An option described in the preceding sentence shall be
treated as ceasing to meet the requirements of this paragraph if it is
not exercised before May 21,1981."

(d) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years ending after December 31, 1975.
SEC. 601. STATE LEGISLATORS' TRAVEL EXPENSES AWAY FROM HOME.

(a) IN GEINERA.-For purposes of section 162(a) of the Internal
Revenue Code of 19b4, in the case of any individual who was a State
legislator at any time during any taxable year beginning before Janu-
ary 1, 1976, and who elects the application of this section, for any
period during such a taxable year in which he was a State legislator-

(1) the place of residence of such individual within the legis-
lative district which he represented shall be considered his home,
and

(9) he shall be deemed to have expended for living expenses
(in connection with his trade or business as a leaIlator) an
amount equal to the sum of the amounts determined y multiply-
ing each legislative day of such individual during the taxable
year by the amount generally allowable with respect to such day
to employees of the executive branch of the Federal Government
for per diem while away from home but serving in the United
States.

(b) LEGISLATvE DAYS.-For purposes of subsection (a), a legis-
lative day during any taxable year for any individual shall be anyday during such year on which (1) the legislature was in session ( in-

cluding any day in which the legislature was not in session for a period
of 4 consecutive days or less), or (9) the legislature was not in session
but the physical presence of the individual was formally recorded at
a meeting of a co ,ittee of such legislature.



(c) LinUTATIoN.-The amount taken into account as living expenses
attributable to a trade or business as a State legislator for any tax-
able year under an election made under this section shall not exceed
the amount claimed for such purpose under a return (or amended
return) filed before May 21,1976.

(d) MAKING AND EFFECT oF ELEcToN.-An election under this
section shall be made at such time and in such manner as the Secretary
of the Treasury or his delegate shall by regulations prescribe. Any
such election shall apply to all taxable years beginning before Janu-
ary 1,1976, for which the period for assessing or collecting a deficiency
has not expired before the date of the enactment of this Act.
SEC. 605. DEDUCTION FOR GUARANTEES OF BUSINESS BAD DEBTS TO

GUARANTORS NOT INVOLVED IN BUSINESS.
(a) REPEAL OF SECTION 166(f).-Section 166 (relating to bad debts)

is amended by striking out subsection (f) and by redesignating sub-
sections (g) and (h) as subsections (f) and (g), respectively.

(b) CONFORMING AMENDMENT.-Paragraph (1) of section 81 (re-
lating to certain increases in suspense accounts) is amended by strik-

ing out "section 166(g)" in the text and inserting in lieu thereof
"section 166(f)".

(c) EFFECTIvE DAT.-The amendments made by this section shall
apply to guarantees made after December 31, 1975, in taxable years
beginning after such date.

And the Senate agre to the same.
Amendment numbered 20:
That the House recede from its disagreement to the amendment of

the Senate numbered 20, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

ACCUMULATION TRUSTS
SEC. 701. ACCUMULATION TRUSTS.

(a) REVISION OF METHOD OF TAXING ACCUMULATION DISTRIBUTION

FRoM TRuSs-
(1) Section 667 (relating to denial of refund to trusts; author-

ization of credit to beneficiaries) is amended to read as follows:
"SEC. U1. TREATMENT OF AMOUNTS DEEMED DISTRIBUTED BY

TRUST IN PRECEDING YEARS.
"(a) GENERAL RuLE.-The total of the amounts which are treated

under section 666 as having been distributed by a trust in a preceding
taxable year shall be included in the income of a beneficiary of the
trust when paid, credited, or required to be distributed to the extent
that such total would have been included in the income of such bene-
ficiary ukder section 662(a) (9) (and, with respect to any tax-exempt
interest to which section 103 applies, under section 662(b) ) if such
total had been paid to such beneficiary on the last day of such preced-
ing taxable year. The tax imposed by this subtitle on a beneficiary
for a taxable year in which any such amount is included in his income
shall be determined only as provided in this section and shall consist
of the sum of-'



"(1) a partial tax computed on the taxable income reduced by

an amount equal to the total of such amounts, at the rate and in
the manner as if this section had not been enacted, and

"(9) a partial tax determined as provided in subsection (b)

of this section.
"(b) TAx ON DiTrnsUTto.--

"(1) IN GENEAL.-The partial tax imposed by subsection (a)

(2) shall be determined-
"(A) by determining the number of preceding taxable

years of the trust on the last day of which an amount is

deemed under section 666(a) to have been distributed,
"(B) by taking from the 5 taxable years immediately pre-

"ed' the year of the accumudation distribution the 1 taxable

ye"or which the beneficiary's taxable income was the high-
est and the 1 taxable year for which his taxable income was

the lowest,
"( ) by adding to the beneficiary's taxable income for each

of the 3 taxable years remaining alter the application of ub-

paragraph (B) an amount determined by dividing the

amount deemed distributed under section 666 and required

to be included in income under subsection (a) by the number

of preceding taxable years determined under subparagraph

(A), ,and
"(D) by determining the average increase in tax for the

3 taxable years referred to in subparagraph (C) resulting

from the application of such subparagraph.
The partial tax imposed by subsection (a) (2) shall be the excess

(if any) of the average increase in tax determined under subpar-

agraph (D), multiplied by the number of preceding taxable years

determined under subparagraph (A), Over the amount of
taxes deemed distributed to the beneficiary under sections 666(b)
and (c).

"(s) TREATMENT OF LOSS YEAR.-For purposes of paragraph

(1), the taxable income of the beneficiary for any taxable year'
shall be deemed not to be less than zero.

"(3) CERTAIN PRECEDING TAXABLE YEARS NOT TAKEN INTO Ac-

co:NTr.For purposes of paragrmph (1),if the amount of the un-

distributed net income deemed dstributed in any preceding tan-

able year of the trust is less than 25 percent of the amount of the

accumulation distribution divided by the number of preceding

taxable years to which the accumulation distribution is allocated

under section 666(a), the number of preceding taxable years of

the trust with respect to which an amount is deemed distributed
to a beneficiary under section 666(a) shall be determined without
regard to such year.

"(4) EFFECT ON OTHER ACCUMULATION DISTRIBUIONS.-ln Com-

putsng the partial tax under paragraph ( for any beneficiary,

the income of such beneficiary for each of his prior taxable years

shall include amounts previously deemed distributed to such

beneficiary in such year under secen 666 as a result of prior aecu-

muation distrlbutlons (whether from thsame or another trust).

"(5) MUT-IPE DISTRIBUTIONS IN THE SAME TAXABLE TEA.-

In the case of accumulation distributions made from more than
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one trust which are includible in the income of a beneficiary in
the ,same taable year the distributions shall be deemed to have
been made consecutivey in whichever order the beneficiary shall
determine.

"(a) 1 gPkcIAL RULE PoR MULrTiPL TU:rs.--
"(1) IN OENERAL.-If, in the sane prior taxable year of the

benefloiry in whiah any part of the accumulation distribution
from a trust (hereinafter in this paragraph referred to as 'third
trust') is deemed under section 666(a) to have been distributed to
such, beneficiary, some part of prior distributions by each of 2 or
more other trusts is deemed under section 666(a) to have been
distributed to such beneflciar., then subsections (b) and (c) of
section 666 shall not apply unth respect to such part of the accu-
mulation distribution from such third trust.

"(9) AqoUMULATION DISTRIBUTIONS FROM TRUST NOT T..V INTO
ACCOUNT UNLESS THEY EQUAL OR EXCEED $iooo.-For purposes of
paragraph (1) an accumulation distribution from a trust to
a beneflc7iar shall be taken into account only if such distribution,
when added to any prir accumulation distributions from such
trusi,which are deemed under section 666(a) to have been dis-
tributed to such beniflciary for the same prior taxable year of
the benefiad , equals or exceeds $1,000."

(9) Section 6 6 (relating to accumulation distribution allo-
cated to preceding years) is amended by adding at the'end thereof
the following new subsection:

"(e) DENIAL op R ErUND To TRUSTS AND BENEFICIARIEs.-N o refund
or credit shall be allowed to a trust or a benefliary of such trust for
any preceding taxable year by reason of a distribution deemed to have
been made by such trust in such year under this section."

(3) Section 668 (relating to treatment of amounts deemed
distributed in preceding years) is hereby repealed.

(b) INCOME ACCUMULATED BEFORE CHILD ATTAINS AGE OF 21 YEARS
NdT To BE SUBJECT TO THE THRowBAcK RuLE.-Subsection (b) of
seLtion 665 (defining accumulation distribution) is amended by adding
at the end thereof the following new sentence: "For purposes of sec-
tion 667 (other than subsection "(c) thereof, relating to multiple
trusts), the amounts specified in paragraph (2) of section 661 (a)
shall not include amounts properly paid, credited, or required to be
distributed to a beneficiary from a trust (other than a foreign trust)
as income accumulated before the birth of such beneficiary or before
such benefciary attains the age of 91.

(c) No ACCUMULATION DISTRIBUTE ON WHERE DISTrnBUTIoNS Do Nor
EXCEED ACcouNTING INcoM.-Section 665(b) (defining accumulation
distribution), as amended by subsection (b), is amended by adding at
the end thereof the following new sentence:, "If the amounts properly
paid, credited, or required to be distributed by the trust for-the taxable
year do not exceed the income of the trust for such year, there shall be
1oacpuin-ulation distribute n for such year."

(d REA L 'OF SOCIAL CAPITAL GAIN. THoowaAsC.-
(1)" Section 669 (relating to treatment of capital gain deemed

distributed in preceding years) 'is hereby repealed.
(9) Paragraph (1) of section 665(e) (defining preceding ta-

able'year) is amended-
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(A) by strip ing outubparagraph,(O),
(B) by inserting "or" at the end of subparagraph (A),

and
(C) by striking out ", or" at the end of subparagraph (B)

and inserting in lieu thereof "; and".
(3) Section 665 (definitions applicable to subpart D) is

amended by striking out subsections (f) and (g).
(e) SPECIAL RULE FOR GAIN ON PROPERTY TRANSFERRED TO TRUST

Ar LEss THAN FAIR MARKET VALUE.-
(1) IN GENERAL.-Subpart A of part I of subchapter J of

chapter 1 (relating to general rules for taxation of estates and
trusts) is amended by adding at the end thereof the following
new section:

"SEC. 644. SPECIAL RULE FOR GAIN ON PROPERTY TRANSFERRED TO
TRUST AT LESS THAN FAIR MARKET VALUE.

"(a) IMPOSITION OF TAX.-
"(1) IN aENERAL.-If-

"(A) a trust (or another trust to which the property is
distributed) sells or exchanges property at a gain not more
than 2 years after the date of the initial transfer of the prop-
erty in trust by the transferor, and

"(B) the fair market value of such property at the time
of the initial transfer in trust by the transferor exceeds the
basis of such property immediately after such transfer,'

there is hereby imposed a tax determined in accordance with para-
graph (2) on the includible gain realized on such sale or ex-
change.

"(9) AMOUNT OF TAx.-The amount of the tax imposed by para-
graph (1) on any includible gain realized on the sale or exchange
of any property shall be equal to the sum of-

"(A) the excess of-
"(i) the tax which would have been imposed under

this chapter for the taxable year of the transferor in
which the sale or exchange of such property occurs had
the amount of the includible gain realized on such sale or
exchange, reduced by any deductions properly allocable
to such gain, been included in the gross income of the
transferor for such taxable year, over

"(ii) the tax actually imposed under this chapter for
such taxable year on the transferor, plus

"(B) if such sale or exchange occurs in a taxable year
of the transferor which begins after the beginning of the
taxable year of the trust in which such sale or exchange oc-
curs, an amount equal to the amount determined under sub-
paragraph (A) multiplied by the annual rate established
under section 6621.

"(3) TAXABLE YEAR FOR WICH TAX imPbSE.-The tar imposed
by paragraph (1) shall be imposed for the taxable year of the
trust which begins with or within the taxable year of .the trans-
feror in which the sale or exchange occurs.

"(4) TAX TO BE It ADDITION wo OTHR rAxa.-The tax imposed
by this subsection for any taxable year of the trust shall be in



65

addition to any other tax imposed by this chapter fo.r such taxable
year.

"(b) DBsNrr.oN op I.NozuDzBLP' G4iN.-For, purposes of this section,
the' term includible gain' means the lesser of--

" (1) the gain realised by the trust, on the sale or exchange of
ay property, or
.(2) the excess of the fair market value of such property at the

time of the initial transfer in trust by the transferor over the
basis of.such property imsnediately after such transfer.

"(c) CHARACTER OF INCLUDIBLE GAI.-For purposes of subsection
(a)-

"(1) the character of the includible gainshall be determinedas if the property had actually been sold or exchanged by the
transferor, and any activities of the trust with respect to the sale
or exchange of the property shall be deemed to be activities of the
transferor, and
. "(B) the portion of the includible gain subject to the provisions
of 'section 1246 andpsection'1B60 shall be determined in accordance
with regulations prescribed by the Secretary.

- "(d) ,S.EPCIAL RULE FOR SHORT SALES.-If the trust sells the prop-
erty referred to in subsection (a) in a short sale within the 2-year
period referred to in such subjection, such B-year period shall be
extended to the date of the closing of such short sale.

"(e), ExoiP xs.-Subsection Ca) -shall not apply to prOperty-
"(1) acquired by the trust from a decedent or which passed

'to 'a trust fiom a decedent .(within the meaning of section
1014), or
r" (B) "acIuired by a pooled income fund (as defined in section642,(c) (65),), or ,
"', (8) acquired by a charitable remainder annuity-tst (as
defined "in section 664(d) (1)) or a charitable remainder unitrust
(as defined in sections 664 (d) (B) and (3) ),or

"(4) if the sale or exchange of the property occurred after the
death of the transferor.
t('f)' SP'cet RULE FOR INsTALLMENr SA7 .- If'the trnst elerts to

#dpor t' iome under section 4,53, on any sale or exchange to which sub-
section (a) applies, under regulations prescribed by the Secretary-

'"() 'ubecton(a) shalbe applied as if ei'ic inttalment were
a separate sale or exchange property to which such subsection
applies, and

" (B) the termn 'itwludible gain' shall not include any portion of
an installment received by the trust after the death of the
traiisfemr,17 ,,.

()EXCLUSION OF INCLUDIBLE GAIN FROM TAXABLE IA'covs-Sec-
tion ,41 (relcting to imposition of tax) is amended by inserting
after subsdction (b) the following new subsection:

"(a) EXCLUSION oP INCLUDIBLE GAIN FROM TAXABLE INcOM.-
, f'(1) GENERAL RULE.-FoF purposes of this par*, the taxable in-

come of-a trust does;not include thd amount of akincludible gain
as defined in section 644 (b) reduced by any deductions properly
allocable thereto.

"() GRiOSS RVFERENcE.-
"For the taxation of anyg inciudible gain, see section 64."



(f) Co 1ommo AmENDmxT-
(1) Subparagrap (B) of mbsection (a) (2) , and 8ubpa agrap

(B) of subsection (b) (2) , of section 1305 (definition of average-
able income; related definitions) are each amended by strikn out

"668 (a) " and inserting in lieu thereof "667(a) ".
(2) Section 6401 (b) (relating to excessive credits), as in effect

on the day before the date of the enactment of the Tax Reduction
Act of 1975, is amended by striking out "ewage)," and inserting
in lieu thereof "wages) and", and by striking out "tnd 667(b)
(relating to taMoe paid by certain trusts) ".

(3) Section 6401 (b) (relating to excessive credits), as amended
by the Tan Reduction Act of 1975, is amended by striking out
"tl "a~kai , in leu thereof "brioating oil),
ai',d y rtin ou "and section 667(b) (relating to taaes
paid by certain tnmtg) "1.

(g) OLsmAzc AmzNDmB-
(1) The table of sections for subpart D of part I of sbchapter

J of chapter I is amended by striking out the items creating to sec-
tions 667,668, and 669 and iserting in lieu thereof the following:

"See. 667. Treatment of amounts deemed distributed by trust in pre-
oedtng years."

(2) The table of sections for subpar A of part I of subchapter
J of chapter I is amended by adding at the end thereof the folloo-
ing new item:

"Sec. 644. Speoial ruae for gain on propertv transferred to trust at less
than fair market value.".

(h) Epzv.vT DArm.-Th amendments made by subsections (a),
(b), (), (d), and (f) of this section shall apply to distributions m.ae
in taxable years beginting after December 31,1975. The amendment
made by subsection (e) of this section shall apply to transfers in trust
made after May 21,1976.

And the Senate a to the same.
Amendment numbered 21:

That the House recede from its disagreement to the amendment of
the Senate numbered 21, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

CAPITAL FORMATION
SEC. 801. EXTENSION OF $100,000 LIMITATION ON USED PROPERTY FOR

4 YEARS.
Paragraph (2) of section 301(c) of the Tax Reduction Act of 1975

is amended by striking out "January 1, 1977" and inserting tn lieu
thereof "January 1,1981".

SEC. 802. EXTENSION OF 10 PERCENT CREDIT FOR4 YEARS AND FIRST.
IN-FIRST-OUT TREATMENT OF INVESTMENT TAX CREDIT.

(a) IN GENERAL.-Subsection (a) of section 46 (relating to deter-
mination of amount of investment credit) is amended-

(1) by redesignating paragraphs (5) through (6) as (3)
through (7), respectively, and



(0) by striking out 80 much of such subsection as precedes para-
graph (3) (as redesignated by paragraph (1) of this subsection)
and inserting in lieu thereof the following:

"(a) G GENERAL tULE.-
'(1) FR~sr-zN-nRaT-OUr BULK.-The amount of the credit al-

lowed by section 38 for the taxable year shall be an amount equal
to the sum of-

"(A) the investment credit carryover carried to such tax-able 'ea, "" ( )the amount of the credit determined under paragraph

(2), for such taxable year, plus
"(C) the investment credit carrybacks carried to such tax-

able year.
"(9) AMOUNT OF CREDIT FOR CURRENT TAXABLE YEAR-

"<A) 10 PERCENT CREDzT.-Ezcept as otherwise provided
in subparagraph (B), in the case of a property described in
subparagraph (D), the amount of the credit determined
under this paragraph for the taxable year shall be an amount
equal to 10 percent of the qualified investment (as determined
under subsections (c) and (d)).

"(B) ADDITIONAL cREpiT.-In the case of a corporation
which elects (at such time, in such form, and in such manner
as the Secretary prescribes) to have the provisions of this
subparagraph apply, the amount of the credit determined
under this paragraph shall bean amount equaZ to-

"(i) 11 percent of the qualified investment (as deter-
mined uWer subsections (c) and (d) ), plus

"(ii) an additional percent (not n excess of one-half
percent) of the qualified investment (as determined
under such subsections) equal in amount to the amount
determined under section 301(e) of the Tax Reduction
Act of 1975.

An election may not be made to have the provisions of this
subparagraph apply unless the corporation meets the require-
ments of section 301(d) of the Tax Reduction Act of 1975.

"(0) 7 PERCENT CREDIT.-In the case of property not de-
scribed in subparagraph (D), the amount of credit deter-
mined under this paragraph for the taxable year shall be an
amount e to percent of the qualified investment (as de-
termined under subsections (c) and (d)).

"(F)) TRAN8ATIONAL uLE&r-The provisions of subpara-
graphe (A) and (B) shall apply only to-

"(i) property to which subsection (d) does not apply,
the construction, reconstruction, or erection of whih is
completed by the taxpayer after January 91, 1975, but
only to the extent of the basis thereof attributable to the
construction, reconstruction, or erection after Janu-
ary 21, 1975, and before January 1, 1981,

"(ii) property to which subsection (d) does not apply,
acquired by the taxpayer after January 21,1975, and be-
fore January 1, 1981, and placed in service by the tax-
payer before January 1, 1981, and



"(iii) property to which subsection (d) applies, but
only to the extent of the qualified investment (as deter-
mined under subsections (c) and (d)) with respect to
qualifed progress expenditures made afte? January 21,
1975, ad before January 1, 1981.

For purposes of applying clause (ii) of subparagraph (B),
the date "December 31,1976," shall be substituted for the date
"January 21, 1975," each place it appears in this subpara-
graph.

(b) CONFORMING AMEND mErS.-
(1) Paragraphs (4), (5), (6), and (7) of section 46(a) (as

redesignated by subsection (a)) are each amended by striking out
"paragraph (2))" and inserting in lieu thereof "pargrh (3)"

(2) Subsection (b) of section 46 (relating to caiyback and
carryover of unused credits) is amended to read as follows:

"(b) CARRYBACK AND CARRYOVER OF UNUSED CREDITS.-
"(1) IN GENERAL.-If the sum of the amount of the investment

credit carryover to the taxable year under subsection (a) (1)
(A) plans the amount determined under subsection (a) (1) (B) for
the taxable year exceeds the amount of the limitation imposed by
subsection (a) (3) for such taxable year (hereinafter in this
subsection referred to as the 'unused credit year'), such excess
attributable to the amount determined under subsection (a)
(1) (B) shall be-

"(A) an investment credit carryback 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, subject to the limitations imposed by paragraphs (2) and
(3), shall be taken into account under the provisions of subsec-
tion (a) (1) in the manner provided in such subsection. 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 subparagraphe (A) and (B)) such credit may be
carried and then to each of the other 9 taxable years to the extent,
because of the limitations imposed by paragraphs (2) and (3),
such unused credit may not be taken into account under subsec-
tion (a) (1) for a prior taxable year to which such unused credit
may be carried. In the case of an unused credit for an unused
credit year ending before January 1, 1971, which is an investment
credit carryover to a taxable year beginning after December 31,
1970 (determined without regard to this sentence), this paragraph
shall be applied-

"(A) by substituting '10 taxable years' for '7 taxable years'
in subparagraph (B), and by substituting '13 taxable years'
for '10 taxable years', and '12 taxable years' for '9 taxable
yearW in the preceding sentence, and

" (B) by carrying such an investment credit carryover to a
later taxable year (than the taxable year to which it would,
but for this subparagraph, be carried) to which it may be
carried if, because of the amendments made by section 801 (b)
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(2) of the Tax Reform Act of 1976, carrying such carryover
to the taxable year to which it would, but or this subpara-
graph, be carried would cause a portion of an unused credit
from an unused credit year ending after December 31, 1970 to
empire.

"(0) LIMITATION ON cARRYBAO.-The amount of the unused
credit which may be taken into account under subsection (a) (1)
for any preceding taxable year shall not exceed the amount by
which the limitation imposed by subsection (a) (3) for such tax-
able year exceeds the sum of-

"(A) the amounts determined under subparagraphs (A)
and (B) of subsection (a) (1) for such taxable year, plus

"(B) the amounts which (by reason of this subsection) are
carried back to such taxable year and are attributable to tax-
able years preceding the unused credit year.

"(3) LIMITATION ON cAREryovEs.-The amount of the unused
credit which may be taken into account under subsection
(a) (1) (A) for any succeeding taxable year shall not exceed the
amount by which the limitation imposed by subsection (a) (3) for
such taxable year exceeds the sum of the amounts which, by reason
of this subsection, are carried to such taxable year and are attribut-
able to taxable years preceding the unused credit year."

(3) Subparagraph (A) of section 46(c) (3) (relating to public
utility property) is amended by striking out "subsection (a) (1)
(C)" and inserting in lieu thereof "subsection (a) (92) (C)".

(4) Paragraph (1) of section 46(e) (relating to limitations
with respect to certain persons) is amended by striking out "sub-
section (a) (2) " and inserting in lieu thereof '1subsection (a) (3k".

(5) The first sentence of section 46 (f) (8) (relating to prohibi-
tion of immediate flowthrough of investment credit) is amended
by inserting after "the Tax Reduction Act of 1975" the following:
"and the Tax Reform Act of 1976".

(6) Subsection (f) of section 48 (relating to estates and trusts)
is amended by striking out "section 46(a) (92)" and inserting in
lieu thereof "section 46 (a) (3) ".

(7) Section 301(d) of the Tax Reduction Act of 1975 is
amended by striking out "section 46(a) (1) (B) " each place it ap-
pears and inserting in liu thereof sectiono 6 (a) (92) (B) ".

(a) EmAvcrrv DATE.-The amendments made by this section. shall
apply to taxable years beginning after December 31,1975.
SEC. 801. EMPLOYEE STOCK OWNERSHIP PLANS.

(a) AMENDMENT OF THE INTERNAL REVENUE CoDs or 1954.-Section 46
(f) (relating to limitation in ease of certain regulated companies) is-
amended by adding at the end thereof the following new paragraph:

"(9) SPECIAL RULE FOR ADDITIONAL CREDIT.-If the tenpayer
makes an election under subparagraph (B) of subsection (a)( 2),
for a taxable year beginning after December 31, 1975, then, not-
withstanding the prior paragraphs of this subsection, no
credit shall be allowed by section 38 in excess of the amount which
would be allowed without regard to the provisions of subpara-
graph (B) of subsection (a) (2) if-

"(A) the taxpayer's cost of service for ratemaking pur-
poses or in its regulated books of account is reduced by rea-
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son of any portion of such credit which results from the
transfer of employer securities or cash to an employee stock
ownership plan which meets the requirements of section
301 (d) of the Tax Reduction Act of 1975;

"(B) the base to which the taxpayer's rate of return for
ratemaking purposes is applied is reduced by reason of any
portion of such credit which results from a transfer described
in subparagraph (A) to such employee stock ownership plan;

or"(C) any portion of the amount of such credit which re-
sults from a transfer described in subparagraph (A) to such
employee stock ownership plan is treated for ratemaking
purposes in any way other than as though it had been Con-
tributed by the taxpayer's common shareholders."

(b) SPECIAL RULA'S.-
(1) Paragraph (4) of section 46(f) is amended--

(A) by striking out "paragraphs (1) and (2)" in sub-
paragraph (A) and inserting in lieu thereof "paragraphs
(1) (2), and (9)";

()) by striking out "paragraph (1) or (2)" each place
it appears in subparagraph (A) and inserting in lieu thereof
"paragraph (1), (2), or (9) "; and

(C) by striking out "paragraph (2)," in subparagraph
(B) (ii) and inserting in lieu thereof "paragraph (2) or the
electwn described in paragraph (9),".

(2) Section 401 (a) (relating to qualified pension, etc., plans)
is amended by adding after paragraph (20) the following new
paragraph:

"(21) A trust forming part of an employee stock ownership
plan which satisfies the requirements of section 301(d) of the Tax
Reduction Act of 1975 shall not fail to be considered a permanent
program mnerely because employer contributions under the plan
are determined solely by reference to the amount of credit which
would be allowable under section 46(a) if the employer made the
transfer described in subsection (d) (6) or (e) (3) of section 301
of the Tax Reduction Act of 1975."

(3) Section 1504(a) is amended by striking out "dividends."
at the end thereof and inserting in lieu thereof "dividends, em-
ployer securities within the meaning of section 301(d) (9) (A)
of the Tax Reduction Act of 1975, or qualifying employer securi-
ties within the meaning of section 4975(e) (8) while such securi-
ties are held under an employee stock ownership plan which meets
the requirements of section 301(d) of such Act or section 4975
(e) (7), respectively."

(4) Section 415(e) (5) is amended by striking out "For pur-
poses of this subsection," and inserting in lieu thereof "For pur-
poses of this section,".

(C) PLAN REQUIREMENTS FOR TAXPAYERs ELECTING ADDITIONAL
CREDIr.-Section 301(d) of the Tax Reduction, Act of 1975 is
amended-

(1) by adding at the end of paragraph (3) the following
sentence: "For purposes of this paragraph, the amount of com-
pensation paid to a participant for a year is the amount of such



participant's compensation within the meaning of section 415
(c) (3) of such Code for such year.",

(2) by striking out paragraph (6) and inserting in 7 eu thereof
the following: I

"(6) On sak'ng a claim for credit; adjustment, or refund under
section 38 of the Internal Revenue Code of 1954, the employer
states in such claim' that it agrees, as a condition of receiving
any such credit, adjustment, or refund-

"(A) in the case of.a taxable year beginning before Janu-
ary '1, 1977, to transfer employer securities forthwith to the
plan having an aggregate value at the time of the claim of 1
percent of the amount of the qualified investment (as de-
termined under section 46 (e) and (d) of such Code) of the
taxpayer for the taxable year, and

"TB) in the case 6f a taxable year beginning after De-
cember 31, 1976-

"(i) to transfer employer securities to the plan having
an aggregate value at the time of the claim of 1 percent
of the amount of the qualified investment (as determined
under section 46(c) and (d) of such Code) of the em-
ployer for the taxable year,

"(i) except as provided in clause (iii), to effect the
transfer 't later than 30 days after the tisne (including
extensions) for filing its income tax return for a taxable
year, andt "(iii) in the case of an employer whose credit (as de-
termined under section' 46(a) (9) (B) of such Code)
for a taxable year beginning after December 31, 1976,
exceeds the limitations of paragraph (3) of section 46 (a)
of such Code-

"(I) to effect that portion of the transfer allocable
to investment credit carrybacks of such excess credit
at the. time required under clause (ii) for the unused
credit year (within the meaning of section 46(b) of
such Code), and "

"(II) to effect that portion of the transfer al-
locable to investment credit carryovers of such ex-
cess credit at the time required under clause (ii) for
the taxable year to which such portion is carried
over.

For purposes of meeting the requirements of this paragraph, a
transfer of cash shall be treated as a transfer of employer se-
curities if the cash is, under the plan, used to purchase employer
securities.", • %

(3) by deleting paragraph (8) 'and inserting in lieu .thereof thefollowing-.- ...
"(8) (A) Except as provided in s'bparagraph (B) (iii), if the

amount of the credit .determined under section 46.(a) (2) (B) of the
Internal Revenue Code of 1954 is recaptured or redeterined in
accordance with the provisions of'such Code, the amounts transferred
to the plan under this subsection and subsection (e) and allocated
under' the plan shall remain in the plan or' in .partcpant accounts,
as the case may be, and continue to be allocated in accordance with the
plan.



"(B) If the amount of the credit determined under section 46(a)
(2) (B) of the Internal Revenue Code of 1954 is recaptured in accord-
ance with the provisions of such Code-

--  
' '

"(i) the employer may reduce the amount required to be trans-
ferred to the plan under paragraph (6) of this subsection, or
under paragraph (3) of subsection (e), for the current taxable
year or any succeeding taxable years by the portion of the amount
so recaptured which is attributable to the contribution to such
plan,

"(ii) notwithstanding the provisions of paragraph (12), the
employer may deduct such portion, subject to the limitations of
section 404 of such Code (relating to deductions for contributions
to an employees' trust or plan), or

"(iii) if the requirements of subsection (f) (1) are met, the
employer may withdraw from the plan an amount not in excess
such portion.

"(C) If the amount of the credit claimed by an employer for a
prior taxable year under section 38 of the Internal Revenue Code of
1954 is reduced because of a redetermination which becomes final
during the taxable year, and the employer transferred amounts
to a plan which were taken into account for purposes of this subsec-
tion for that prior taxable year, then-

"(i) the employer may reduce the amount it is required to
transfer to the plan under paragraph (6) of this subsection, or
under paragraph (3) of subsection (e), for the taxable year or
any succeeding taxable year by the portion of the amount of such
reduction in the credit or increase in tax which is attributable to
the contribution to such plan, or

"(ii) notwithstanding the provisions of paragraph (12) the
employer may deduct such portion subject to the limitations of
section 404 of such Code.",

(4) by striking out "in control of the employer (within the
meaning of section 368(c) of the Internal Revenue Code of
1954)" in paragraph (9)(A) and inserting in'lieu thereof "a
member of a controlled group of corporations which includes the
employer (within the meaning of section 1563(a) of the Internal
Revenue Code of 1954, determined without regard to section
1563(a) (4) and (e) (3) (C) of such Code)", and

(5) by adding at the end thereof the following new paragraphs:
"(13) (A) As reimbursement for the expense of establishing

the plan, the employer may withhold from amounts due the
plan for the taxable year for which the plan is established, or the
plan may pay so much of the amounts paid or incurred in
connection with the establishment of the plan as does not exceed
the sum of 10 percent of the first $100,000 that the employer is
required to transfer to the plan for that taxable year under para-
graph (6) (including any anounts transferred under subsection
(e) (3)) and 5 percent of any amount in excess of the first

$100,000 of such amount.

"(B) As reimbursement for the expense of administering the
plan, the employer may withhold from amounts due the plan, or
the plan may pay so much of the amounts paid or incurred by the
employer during the taxable year as expenses of administering
the plan as does not exceed the smaller of-



"(i) he sum of 10 percent of the first $100,000 and 5 per-
cent of any amount ii excess of $100,000 of'the incoe from
divideRds paid to the plan with respect to stock of the em-
ployer during the polan year ending witkoio within the em-
ployer's taxable year, or&I(il,0 .-$1oo0ooo,

"(14) The return af a cont ibution made by an employer to an
employee stock ownership flan ,designed to satisfy the reguire-
ments of this subsection or subsection (e) (or a provision for such
a return) does not fail to satisfy the requirements of this subsec-
tion, subsection (e),*section '01(a) of the Internal Revenue Code
of 1954, or section 403 (c) (1) of the Employee Retirement Income
SecuritAct of 1974 if-

'(A) the contribution is conditioned under the plan upon
determination by the Secretary of the Treasury that such
plan meets the appliable .e uirements of this subsection, 8ub-
section (e),or section 401(aY ofuch Code,

'.'(B),'the application fAr such a determination is filed with
the SocretB4 not 'a ter, than 90'days after the date on which
the claim i made ?or edit under section 38, and
, "(C) the contribution is returned within one year after the
date on which the Secretary isues woke to the employer that

Ssuclkploa'does not satisfy the requirements of this subsection,
sbsection'(e), or section 401 (a) of such Code."

(d) PLAN RrEq4BEm(rNT# FOR TAxPAY Rs ELECTive ADDITIONAL ONE-
HALF FR0ENcLrUrJFj ,-iection 301 of the Tax Reduction Act of 1975
(reZqting to increase in i .veqment credit) is amended by adding at the
end thereof the. following new subseCi'ons:

"(e) PLAN REQUIREMENT S roR TAxrAYERq EECriNo ADDITIONAL
ONE-HALF PERCENT 1 FEDIrT.-

(1) GENERAL RL.--O puPoses of'4laue (i) of section 46
(a),(9) (B) of the Internal Repe nue Code of 1954, the amount
de inedunder this subsection for a taxable year is an amount
• < to the sum O] the matphitig employee. contributions for the
taxabe year which meet the requirements of this subsec1gon.

g) ] rzv; RBAIC PLAy,REgqVIEmENTv. -No amount shall
be determined under this subsection for the taxable year unless the
corporation elects to have this subsection apply for that year.
A corporation may not elect to 4_ve the provisions of this sub-
section apply for a.tax'able rear unless the corporation meets the
requ*remeni of, subsection, (d) and the requirement; of this sub-

"(3) EMPzoOYsR CONTRBUTION.-On making a claim for Predit,
aojugment, or. refund under section 38 of the Internal Revenue
C9 de of 1954,' the employer shall state i such claim that 4he em-
ployer agrees, as a coidition of receiving any such credit,adjust-
ment, or refund attributable to the provsion of section 46 (a) (2)( B ) (i) of suleod. to tranfer employer securities "(as defined
vnsubsecton (d)(9) (A)) to the plan having an aggregate value

at th e t transfer of not more han one-Aalf of one per-cent of the amount of the qtiaifiad inaegtm'nt (as determined
'under subsections (c) and (d) of section 4 6 of such Code) of thetaxpayer for the taxable year. For purposes of meeting the require-



ments of this paragraph, a transfer of cash shall be treated as a

transfer of employer securities if the cash 4r, under the plan, used

to purchase employer securities.
"(4) REQUIREMENTS RELATING TO MATCHING EMPLOYEE CONTRI-

BUTIONS-
"(A) An amount contributed by an employee under a plan

described in subsection (d) for the taxable year may not be
treated as a matching employee contribution for that taxable
year under this subsection unless-

"(i) each employee who participates in the plan de-

scribed in subsection (d) is entitled to make such a
contribution,

"(ii) the contribution is designated by the employee as
a contribution intended to be used for matching employer
amounts transferred under paragraph (3) to a pan
which meets the requirements of this subsection, and

"(iii) the contribution is in the form of an amount
paid in cash to the employer or plan administrator not
later than 94 months after the close of the taxable year
in which the portion of the credit allowed by section 38
of such Code (and determined umder clause (ii) of sea-
tion 46(a) (2) (B) of such (ode which the contribution
is to match) is allowed, and is invested forthwith in
e loyer secu ritie (as defined in subsection (d) (9)

) Thesum of the amounts of matching employee con-
tributi taken into account for purposes of this subsection
for any taxable year may not exceed the value (at the time
of transfer) of the employer sevrities transferred to the plan
in accordance with the requirements of paragraph (3) for
the year for which the employee contributions are designated
as matching contributions.

"(C) The employer may not make partiipation in the
plan a condition of employment and the plan may not reuire
matching e player contributions as a condition of partiipa-
tion in th plan.

"(D) Employee contributions under the plan must meet
the requirements of section 401(a) (4) (relating to con-
tributions).

"(5) A plan must provide for allocation of all eWployer securi-
ties transferred to it or purchased by it under thi subsection to
the account of each participant (who was a participant at any
time during the plan year, whether or not he is a participant at
the close of the plan year) as of the close of the plan year in an
amount equal to his matching employee contributions for the year.
Matching employee contributions and amounts so allocated shall
be deemed to be allocated under subsection (d) (3).

"(f) RECAPTUR.-
"(1) GENERAL RUL.-Amounts transferred to a plan under sub-

section (d) (6) or (e) (3) may be withdrawn from the plan by
the employer if the plan provides that while subject to recapture-

"(A) amounts so transferred with respect to a taxable year
are segregated from other plan assets, and



"(B) separate accounts are maintained for participants on
whose behalf amounts so transferred have been allocated for
a taxable year.

"(2) Coordination with other law.-Notwithetanding any other
law or rule of law, an amount withdrawn by the employer will
neither fail to be considered to be nonforfeitable nor fail to be for
the exclusive benefit of participants or their beneficiaries merely
because of the'withdrawaZ from the plan of-

"(A) amotlnts described in paragraph (1), or
"(B) eftploeyr amounts transferred under subsection (e)

(3) to the plan wich are not matched by matching employee
contribution or which are in excess of the limitations of
section 415 of Such Code,

nor will the -withdrawal of any such amount be considered to
violate the provisions of section 403(c) (1) of the Employee
Retirement Income Security Act of 1974."

(e) CZ&RzoAL AMENDMENT.-
(1) The heading of section 301 (d) of the Tax Reduction Act of

1975 is amended by striking out "11-PERCFNT" and inserting in
lieu thereof "ADDITIONAL".

(2) Section. 301(d) of the Taw Reduction Act of 1975 is
amended by-

(A) strikin' out "A corporation" in paragraph (1) and
inserting in l eu thereof "Except as expressly provided in
subsections (e) and (f), a corporation".

(B) inserting"or subsection (e) (3)" in paragraph (7) (A)
immediately after" (6) ",

(0) striking out "this subsection" in paragraph (10) and
substituting in lieu thereof "this subsection and subsections
(e) and (f)",and-

(D) striking out "this subsection" each time it appears in
paragraph (11) and substituting in lieu thereof "this sub-
section or subsection (e) or (f)".

(f) LIrMroNS' ON CoNTRSUTION .-
(1) SPECIAL LIMITATION FOR EMPLOYEE STOCK OWNERSHIP

PLANS.-Section 415(c) (relating to limitation for defined contribu-
tion plan) is amended by adding at the end thereof the following new
pa,, Ph:

78)S PECIAL LIMITATION FOE EMPLOYEE STOCK OWNERSHIP
PLAN.--

"(A) In the case of an employee stock ownership plan (as
defined in subparagraph (B)), under which no more than
one-third of the employer contributions for a year are allo-
cated to the growp of employees consisting of officers, share-
holders owning more than 10 percent of the employer's stock
(determined under subparagraph (B) (iv)), or employees de-
eribed in subparagraph (B) (iii), the amount described in
subsection (c) (1) (A) (as adjusted for such year pursuant to
subsection (d) (1)) for a year with respect to any partici-

Pant shall be equal tO the sum of (i) the amount described
tn subsection (c) (1) (A) (as so adjusted) determined Without
regard to this paragraph and (ii) the'lesser of the amount



determined under clause (i) or the amount of employer sa-
ritie contributed to the employee stock ownership pla

"(B) For purposes of this paragraph-
"(i) the term 'employee stock ownership plan' means

a plan which meets the requirements of section 4975(e)
(7) or section 301(d) of the Tax Reduction Act of 19

7
5,

' (ii) the term 'employer securities' means, in the case

of an employee stock ownership plan within the meaning
of section 4975 (e) (7), qualifying employer securities
within the meaning of section 49 5 (e) (8), but only if
they are described in section 301 (d) (9) (A) of the Tax
Reduction Act of 1976, or, in the case of an e
stock ownership plan described in section 301 (d) (2)
of the Tax Reduction Act of 1975, employer securities
within the meaning of section 301 (d) (9) (A) of such Act,

"(iii) an employee described in this clause is any par-
ticipant whose compensation for a year exceeds an
amount equal to twiee the amount described in subsec n
(c) (1) (A) for such year (as adjusted for such year
pursuant to subsection (d) (1)) determined without re-
gard to subparagraph (A) of this paragraph, and

"(iv) an individual shall be considered to own more
than 10 percent of the employer's stock if, without re-
gard to stock held under the employee stock ownership
plan, he owns (after application Of section 1563(e))
more than 10 percent of the total combined voting power
of all classes of stock entitled to vote or more than 10
percent of the total value of shares of all classes of
stock.'.

(2) CoNFoRMING AM ENDMRNT.-Paragraph (8)(B) of section
415(e) . (relating to defined contribution plan fraction) is
amended by inserting "determined without regard to paragraph
(6) of such subsection) " after "employer".

(g) WAIVER OF PENALTY FOR UNDERPAYMENr OF EsTIMATED TAx.-
if-

(1) a corporation made underpayments of estimated tax for a
taxable year of the corporation which includes August 1, 1975,
because the corporation intended to elect to have the provisions
of subparagraph (B) of section 46 (a) (1) of t4e Internal Revenue
Code of 1954 (as it existed before the date of enactment of this
Act) apply for such taxable year, and,

(2) the corporation does not elect to have the provisions of
such subparagraph apply for such taxable year because this Act
does not contain the amendments made by section 804(a) (92) (re-
lating to flowthrough of investment credit), or the provisions of
subsection (f) of sch .section (relating to grace period for cer-
tain plan transfers), of the bill H.R. 10612 (94th Congress, 2d
Session), as amended by the Senate,

then the provisions of section 6655 of such Code (relating to failure
by corporation to pay estimated income tax) shall not apply to so
much of. any such underpayment as the corporation can establish, to
th. satisfaction of the Secretary of the Treasury, is properly attri-
butable to the inapplicability of such subparagraph (B) for such tax-
able year.



(A) E clrTvr DArT.-
(1) GENRAL RULE.-ECept as provided in paragraph (2),

the amendments made by this section shall apply for taxable years
begining after December 31,1974.

(9) Ezcsrpos.--
(A) Section 301(e) of the Taw Reduction Act of 1975, as

added by subsection (d), shall apply for taxable years be-
ginning after December 31,1976.

(B) The amendments made by subsection (a) and (b) (1)
shall apply for taxable years beginning after December 31,
1975.

(0) The amendments made by subsections (b) (4) and
(f) shall apply for years beginning after December 31. 1975.

SEC. 8W. INVESTMENT CREDIT IN THE CASE OF MOVIE AND TELEVI-
SION FILMS.

(a) 9PBcIAL RULEs FoR MovIz AND TELEvIsION FiLms.-Section 48
(relating to definitions and special rules for purposes of the invest-
ment credit) is amended by redesignating subsection (k) as subsection
(1) and by vnserting after subsection (j) the following new subsection:

"(A,) MoVs AND TELEVISON FLMs.-
"(1) ENTITLEMENT TO CBREDIT.-

"(A) IN oENzRAL .- A credit shall be allowable under section
88 to a taxpayer with respect to any motion picture film or
video tape-

"(i) only if such film or tape i new section 38fproperty
(determined without regard to useful life) which is a
qualified film, and

" ( ) only to the extent that the taxpayer has an owner-
ship interest in such film or tape.

"(B) QUALIFIED FILM DEFINED.-For purposes o; this 8ub-
section, the term 'qualified film' means any motion picture film
or video tape created primarily for use as public entertain-
ment or for educational purposes. Such term does not include
any film or tape the market for which is primarily topical or
is otheise essentially transitory in nature.

"(0) OwNERsIP z TEREsT.-For purposes oj this sub.
section, a person's 'ownership interest' in a qualified film shall
be determined on the basis of his proportionate share of any
loss which may be incurred with respect to the production
costs of sUch filrM

"(2) APPLICABLE PERCENTAGE TO BE 6 s .- Except as provided
in paragraph (3), the applicable percentage under section 46(c)
(2) for any qualifed film shall be 66% percent.

"(1) ELEcrTIo OF 90-PERCENT RULE.-
"(A) IN OENERAL.-If the taxpayer makes an election under

this paragraph, the applicable percentage under section 46
(c) (2) shall be determined as if the useful life of the film
wouldhave expired at the close of the first taxable year by the
close of which the aggregate amount allowable as a deduction
under section 167 would equal or exceed 90 percent of the basis
of the film.



"(B) MAKING oP BLEcTo .- An election under this para-
graph shall be made at such time and in such manner as the
Secretary may by regulations prescribe. Such an election shall
apply for the taxable year for which it is madeand for all sub-
sequent taxable years and may be revoked only with the con-
sent of the Secretary.

"(C) WHO mAY ELxc.-Ij for any prior taxable year para-
graph (2) of this subsection applied to the taxpayer or any
related business entity, or if for the taxable year paragraph
(2) applies to any related business entity, an election under
this paragraph may be made by the taxpayer only with the
consent of the Secretary.

"(D) RELATED BUSINESS ENTiTY.-Two or more corpora-
tions, partnerships, trusts, estates, proprietorships, or other
entities shall be treated as related business- entities if 50 per-
cent or more of the beneficial interest in each of such entities
is owned by the same or related persons (taking into account
only persons who own at least 10 percent of such beneficial
interest). For purposes of this subparagraph, a person is a
related person to another person if-

"(1) such persons are component members of a con-
trolled group of corporations (within the meaning of
section 1563(a), except that section 1563(b) (2) shall
not apply and except that 'more than 50 percent' shall
be substituted for 'at least 80 percent' each place it ap-
pears in section 1563(a)), or

"(ii) the relationship between such persons would re-
sult in a disallowance of losses under section £67 or 707
(b), except that for these purposes a family of an indi-
viduaZ includes only his spouse and minor children.

For purposes of this subparagraph, the term 'beneficial in-
terest' means voting stock in the case of a corporation, profits
interest or capital interest in the case of a partnership, or
beneficial interest in the case of a trust or estate.

"(N4) PREDOMINANT USE TEST; QUALIFIED INVESTMENT.-In the
case oj any qualified film-

"(A) section 48(a) (2) shall not apply, and
"(B) in determining qualified investment under section

46 (c) (1), there shall be issued (in lieu of the basis of the prop-
erty) an amount equal to the qualified United States produc-
tion costs (as defined in paragraph (5)).

"(5) QUALIFIED UNITED STATES PRODUCTION COSTS.-
"(A) IN GEN RAL.-For purposes of this subsection, the

term 'qualified UJnited States production costs' means with
respect to any film-

"(i) direct production costs allocable to the United
States, plus

"(ii) if 80 percent or more of the direct production
costs are allocable to the United States, all other pro-
duction costs other than direct production costs allocable
outside the United States.



"(B) PRODUCTION cosTs.-For purposes of this subsection,
the term 'production costs' includes--

"(i) a reasonable allocation of general overhead costs,
"(ii)' compensation (other than participations de-

scribed in clause (vi)? for services performed by actors,
production personae , directors, and producers,

"(iii) costs of 'first' distribution of prints,
"(iv) the cost of the screen rights and other material

(gp )reziuaZ' payable under contracts with labor or-

ganizations, and
"(vi) participations payable as compensation to actors,

prod uton personnel, directors, and producers.
Participations in all qualified films placed in service by a tax-
payer during a taxable year shall be taken into account under
clause (vi) only to the extent of the lesser of 25 percent of
each such participation or 12 percent of the aggregate quali-
fied United States production costs (other than costs de-
s8 bed in clauses (v) and (vi) of this subparagraph) for such

films, but taking into account for both the i5 percent limit
and 12£ percent limit no more than $1 ,000 0 in participa-
tions for any one individual with respect to any one film. For
purposes of this subparagraph (other than clauses (v) and
(vi) and the preceding sentence), costs shall be taken into ac-
count only if they are capitalized.

"(C) DIREcT PRODUCTION cosrs.-For purposes of this
paragraph, the term 'direct production costs' does not include
items referred to in clause (i), (iv), (v), or (vi) of subpara-
graph (B). The term also does not include advertising and
promotional costs and such other costs as may be provided
in regulations prescribed by the Secretary.

"(D) ALLOCATION OP DIRECT PRODUCTION cOsTs.-For pur-
poses of this paragraph-

"(i) (ompeneation for services performed shall be
allocated to the country in which the services are per-
formed, except that payments to United States persons
for services performed outside the United States shall be
allocated to the United States. For purposes of the pre-
ceeding sentence, payments to an electing small business
corporation (within the meaning of section 1371) or a
partnership shall be considered payments to a United
States person only to the extent that such payments are
included in the gross income of a United States per-
son other than an electing small business corporation or
partnership.

"(ii) Amounts for equipment and supplies shall be al-
located to the country in which, with respect to the pro-
duction of the film, the predominant use occurs.

"(iii) All other items shall be allocated under regula-
tions prescribed by the Secretary which are consistent
with the allocation principle set forth in clause (ii).

"(6) UNITED STATE.-For purposes of this subsection, the term
'United States' includes the possessions of the United States."



(b) OVERESTIMATION OF UsEpuz LIFE AND DISPOSITIONS WHERE
90-PERcENT RULE APPLIEs.-SectIon 47 (a) ratingg to certain dis-
positions, etc., of section 38 property) is amended by adding after
paragraph (6) the following new paragraph:

"(7) MOTION PICTURE FILMS AND VIDEO TAPES.-

"(A) DISPOSITION WHERE DEPRECIATION EXCEEDS 90 PER-
CENT OF BASIS OR cosT.-A qualifiedfdm withinn the meaning
/ section 48(k) (1) (B)) which has an applicable percentage

termined under section 48(k) (3) shall ease to be section
38 property with respect to the taxpayer at the close of the
first day on which the aggregate amount allowable as a de-
duction under section 167 equals or exceeds 90 percent of the
basis or cost of such film (adjsted for any partial dieposi-
tions).

"(B) OTHER DzsPosITIoNs.-In the ease of a disposition of
the exclusive right to display a qualified film which has an
applicable percentage determined under section 48(k) (3) in
one or more mediuss of publication or exhibition in one
or more specifically defined geographical areas over the re-
maining initial period of commercial exploitation of the film
or tape in such geographical areas, the taxpayer shall be
considered to have disposed of all or Part of such flhm or
tape and shall recompute the credit earned on all of his
basis or cost or on that part of the basis or cost properly al-
locable to that part of the film or tape disposed of. In the
case of an allated group of corporations, a transfer within
the affli acted group shall not be treated as a disposition until
there is a transfer outside the group. For purposes of the
jreedling sentence, the term 'affiliated group' has the mean-
ing given to such term by sectin 1504 (determined as if sec-
tion 1504(b) did not include paragraph (3) thereof). For
purposes of this paragraph, sectionl504(a) shall be applied
by substituting '05 percent' for '80 percent' each place it
appears.".

(c) ALTERNATIVE METHODS OF COMPUTING CREDIT FOR PAST
PERIODS-.-

(1) GENERAL RULE FOR DETERMINING USEFUL LIFE, PREDOMI-
NANT FOREIGN USE, Erc.-ln the case of a qualified film (within
the meaning of section 48(k) (1) (B) of the Internal Revenue
Code of 1954) placed in service in a taxable year beginning be-
fore January 1, 1975, with respect to which neither an election
under paragraph (2) of this subsection nor an election under
subsection (e) (2) applies-

(A) the applicable percentage under section 46(c) (2) of
such Code shall be determined as if the useful life of the film
would have expired at the close of the first taxable year by
the close of which the aggregate amount allowable as a de-
duction under section 167 of such Code would equal or exceed
90 percent of the basis of such property (adjusted for any
partial dispositions) ,

(B) for purposes of section 46(c) (1) of such Code, the
basis a the property shall be determined by taking into ac-
count. th t oduction costs (within the meaning of see
tion48 () (5) (B) of such Code),



(C) for purposes of section 48(a) (9) of such Code, such
film shall be considered to be used predominantly outside the
United States in the first taxable year for which 50 percent
or. more of the gross revenues received or accrued during the
taxable yezr from showing the film were received or accrued
from showing the film outside the United States, and

(D) section 47(a) (7) of such Code shell apply.
(2) ELEcTION OF 40-PERCENT METHOD.- I

(A) IN- eNkAL.-A taxpayer may elect to have this para-
graph apply to all qualified films placed in service during
taxable years beginning before January,1, 1975 (other than
films to which an election under subsection (e) (2) of this
section a ies).

(B) FEcr oF ELEcTION.-If the taXpayer make an elec-
tion under this paragraph, then section 48 k) of the Internal
Revenue Code of 1954 shall apply to all qualified films de-
scribed in subparagraph (A) with the following modifica-
tione:

(i) Subparagraph (B) of paragraph (4) shall not ap-
ply, but in determining qualified investment under see-
tion 46(c) (1) of such Code, there shall be used (in lieu
of the basis of such property) an amount equal to 40
percent of the aggregate production costs (within the
meaning of paragraph (5) (B) of such section 48(k)),

(ii) paragraph (2) shall be applied by substituting
"100 percent" for "66% percent", and

(iii) paragraph (3) and paragraph (5) (other than
subparagraph (B)) shall not apply.

(C) RULES RELATET NO TO ELECTIONs.-An election under
this paragraph shell be made not later than the day which
is 6 months after the date of the enactment of this Act and
shall be made in such manner as the Secretary of the Treas-
ury or his delegate shall by regulations prescribe. Such an
election may be revoked only with the consent of the Secre-
tary of the Treasury or his delegate.

(D) -THE TAXPAYER MUST CONSENT TO JOIN IN CERTAIN
PROCEEDINas.-No election may be made under this paragraph
or subsection (e) (2) by any taxpayer unless he consents,
under regulations prescribed by the Secretary of the Treas-
ury or his delegate, to treat the determination of the invest-
ment credit allowable on each flm subject to'an election as a
'separate cause of action, and to join in any judicial proceeding
for determining the person entitled to, and the amount of, the
credit allowable under section 38 of the Internal Revenue
Code of 1954 with respect to any film covered by such election.

(3) ELECTION TO HAVE CREDIT DETERMINED IN ACCORDANCE
WITO PREVIOUS LITIGATION.-

(A) IN OENERAL.-A taxpayer described in subparagraph
(B) may elect to have this paragraph apply to all films
(whether or not qualified) placed in service in taxable years
beginning before January 1, 1975, and with respect to which
an election under subsection (e) () ,is not made.



(B) WHO MAY EzLEC.-A taxpayer may make an election
under this paragraph if he has filed an action in any court

of competent jurisdiction, before January 1, 19768, for a

determination of such taxpayer's rights to the allowance of

a credit against tax under section 38 f the Internal Revenue

Code of 1954 for any taxable year beginning before Jasu-

ary 1, 1975, with reepec .o any fllmrn

(C) EFFECT oF ELECTN.-If the taxpayer makes an election
under this paragraph-

(i) paragraphs (1) and (2) of this subsection, and

subsection (d) shall not apply to any film placed in

service by the taxpayer, and
(ii) subsection 48(k) of the Internal Revenue Code

of 1954 shall not apply to any film placed in service by
the taxpayer in any tamable year beginning before Jan-

uary 1, 1975, and with respect to which an election under
subsection (e) (2) is not made,

and the right of the taxpayer to the allowance of a credit
against tax under section 38 of such Code with respect to

any film placed in service in any taxable year beginning be-
for January 1, 1975, and as to which an election under sub-
section (e) (2) is not made, shall be determined as though
this section (other than this paragraph) has not been en-
acted.
(D) R L s RELATING TO ELNCTIONS.-An election under

this paragraph shall be made not later than the day which
is 90 days after the date of the enactment of this Act, by fd-
ing a notification of such election with the national ofce of
the Internal Revenue Service. Such an election, once made,
shall be irrevocable.

(d) ENrzTLEMErT TO CRs D.-Paragraph (1) of section 48(k)
of the Internal Revenue Code of 1954 (relating to entitlement to
credit) shall apply to any motion picture fi or video tape placed in
service in any taxable year beginning before January 1,1975.

(e) EFPFcTvs DATES.-
(1) IN GENERAL.-The amendments made by subsections (a) and

(b) shall apply to taxable years beginning after December 81, 1974.
(2) ELEcTION MAY ALSO APPLY TO PROPERTY DESCRIBED IN

SECTION 5o(a).-At the election of the taxpayer, made within I year
after the date of the enactment of this Act in such manner as the
Secretary of the Treasury or his delegate may by regulations
scribe, the amendments made by subsections (a) and (b) sa1
also apply to property which is property described in section
50(a) of the Internal Revenue Code of 1954 and which is placed
in service in taxable years beginning before January 1, 1975.

SEC. 805. INVESTMENT CREDIT IN THE CASE OF CERTAIN SHIPS.
(a) I E GEN SA.-Section 46 (relating to amount of credit) is

amended by adding at the end thereof the following new subsection:
"(g) 50 PERCENTr CREDIT IN TRE CASE OF CERTAIN VESSEL.-

"(1) Lv ENERA.-In the case of. a qualified withdrawal out of
the untaxed portion of a capital gain account or out of ordinary
income account in a capital construction fund established under
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section 607 of the Merchant Marine Act, 1936 (46 U.S.C. 1177),
for-

"(A) the acquisition, construction, or reconstruction of a
qualified vessel, or

"(B) the acquisition, construction, or reconstruction of
barges or containers which are part of the complement of a
qualified vessel and to which subsection (f) (1) (B) of such
section 607 applies,

for purposeseof section 38 there shall be deemed to have been made
(at the time of such withdrawal) a qualified investment (within
the meaning of subsection (c) ) or qualifled progress expenditures
(within the meaning of subsection (d)), whichever is appropri-
ate, with respect to property which is section 38 property.

"(8) AmvouNr or ofrDvr.-For purposes of paragraph (1),
the amount of the qualified investment shall be 50 percent of te
applicable percentage of the qualified withdrawal referred to in
paragraph (1), or the amount of the qualified progress expendi-
tures shall be 50 percent of such withdrawal, as the case may be.
For purposes of deternining the amount of the credit allowable
by reason of this subsection for any tacab e ear, the limitation
of subsection (a) (3) shall be determined without regard to sub-
section (d) (1) (A) of such section 607.

"(3) CooRD AoN wiTH sreCTroN 3s.-The amount of the credit
-allowable by reason of this subsection with respect to any property
shall be the iinimum amount allowable under section 38 with
respect to such property. If, without regard to this subsection, a
greater amount is allowable under section 38 with 'respect to such
property, then such greater amount shall apply and this subsec-
tion #hall not apply.
• "(5) Dg lrnnzoN.-Any term used in section 607 of the Mer-

chant Marine Act, 1970, shall have the same meaning when used
in this subsection.

"(6) No INFERaNCf.-Nothing in this subsection shall be con-
strued to infer that any property described in this subsection is or
is not s-ection 38 property, and any determination of such issue
shall be made as if this section had not been enacted."

99f)__COORDINATION WITH SECTION 47.-Section 47 shall be

"(A) to any property to which this subsection applies, and
" (B) to the payment (out of the untamed portion of a capi-

tal gain account or out of the ordinary income account of a
capital construction fund established under section 607 of the

oerehant Marine Act, 1936) of the principa of any indebted-
ness incurred in connection with property with respect to
which a credit was allowed under section 38.

For purposes of section 47, any payment described in subpara-
graph (B) of the preceding sentence shall be treated as a diposi-
tion occurring less than 3 years after the property was placed in
service, but, in the case of a credit allowable without regard to this
subsection, the aggregate amount which may be recaptured by
reason of this sentence shall not emceed 50 percent of such credit.

(b) EFFEcrvA DATES.-
(1) IN GENERAL.-Eecept as provided in subparagraph (B),



the amendment made by subsection (a) shall apply to taxable years
beginning after December 31,1975, in the case of property placed
in service after such date.

(2) SECTION 46(g)(4).-Section 46(g)(4) of the Internal
Revenue (ode of J964 (as added by subsection (a)) shall apply
to taxable years beginning after December 31, 1975.

SEC. 806. ADDITIONAL NET OPERATING LOSS CARRYOVER YEARS;
LIMITATIONS ON NET OPERATING LOSS CARRYOVERS.

(a) IN GsNERAL.-otion 172(b) (1) (B) is amended by adding at
the end thereof the following new sentenae: "Except as provided in
subparagraphe (0), (D), (E) and (F), a net operating los8 forany
taxable year ending after December 81,1975, shall be a net operating
loss carryover to each'of the 7 taxable years following the taxable year
of such loss."

(b)RRoULATSED TRANSPOeRATION CORPORATIO8.-
(1) IN GENERAL -- Section 172(b) (1) (,C) is amended by adding

at the end thereof the following new sentence : "For, any tadble
year ending after December 31,'1975, the preceding sentence shall
be applied by substituting '9 taxablA yea's' for '7 taxable yews'."

(2) CONFORMING AmENomNT.-Paragraph (3) of section 179(g)
is amended-

(A) by striking "and" at the end of subparagraph (A);
(B) by striking the period at the end of subparagraph

(B) and inserting in lieu thereof ' ; and"; and
(C) by adding at the end thereof the following new sub-

paragraph:
"(C) in the case of a net operating los carryover from a

loss year ending after December 31,1975, subparagraphs (A)
and (B) shall be applied by substituting '8th taxale \year'
for '6th taxable year' and '9th taxable year' for 17th taxable
year.'" 

.

(a) ELECTION To FoREao CARRYBAcK PAxom.-Section 172(b) (3)
is amended by adding at .the end, thereof.tk, following new sub-
paragraph:

pargrph Any taxpayer entitled to a carryback period under
paragraph (1) may elect to relinquish the entire carryback
Period With respect to a net operating loss for any taxable
year ending after December 31, 1075, Such election shall be
made in such manner as may, be prescribed by the Secretary,
and shall be made by the due date (including exteneions of
time) for filing the taxpayer's return for the taxable year
of the net operating loss for which the election is to be in
effect. Such election, once made for any taxable year, shall
be irrevocable for that taxable year."

(d) INSURANce ComyPApis.-
(1) LIFE INSURANCE COMPANIES.-

(A) IN OENERAL.-Paragraph (1) of section 812(4) is
amended by adding at the end thereof the following new
sentence:
"In the case of an operations loss for any taxable year end-
ing after December 31,1975, this paragraph shall be applW
by substituting '7 taxable years' for '5 taxable years'."
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(B) Election to f oreo carrtjbak perods.-Section 815
(b) is amended by adding at the end thereof the following
new paragraph:

"(3) election for operations loss carryback.-In the case of
a loss from operations for any taxable year ending after Decem-
ber 31,1975, the taxpayer may elect to relinquish the entire carry-
back period for such loss. Such election shall be made by the
due date (including ewtensions of time) for filing the return for
the taxable year of the loss from operations for which the elec-
tion is to be in effect, and once made for any taxable year, such
election shall be irrevocable for that taxable year."

(2) MUTUAL INSURANCE COPANIS.-
(A ) IN OeNRAL.-Section 825(d) is amended to read asfollows:

(d) Years to Which Carried.-
"(_c1) IA GEN AL.-The unused loss for any taxable year shall

"(A) an unused loss carryback to each of the 3 taxable
years preceding'the loss year, and

"(B) an unused loss carryover to each of the 5 taxable
years following the loss year.

In the case of an unused loss for a taxable year ending after
December 31.1975, such unused loss shall be an unused loss carry-
over to eaich of the 7 taxable years following the loss year.

"(B) Election for unused loss carrybacs.-In the case of an
unused lss for any taxable year ending after December 31,1975,
the taxpayer may elect to relinguih the entire carryback period
for such loss. Such eletion Shall be made by the due date (includ-
ing extensions of time) for filing the return for the taxable
year of the unused loss for which the election is to be in effect,
and one made for any tamable year, such election shall be irre-
vocable for that taxable year."

(e) AMENDMENT OF SECTzON 382.-Section 382 (relating to special
limitations on net operating less carryovers) is hereby amended to read
as follows:
"SEC. 182. SPECIAL LIMITATIONS ON NET OPERATING LOSS CARRY-

OVERS.
"(a) CERTAIN AcquisirioNs or SrocK OF A CORPORATION-

"c(1) IN GENERAL.-If-
"(A) on the last day of a taxable year of a corporation,
"(B) any one or more of the persons described in para-

graph (4) (B) own, directly or indirectly, a percentage of
the total fair market value of the participating stock or of
all the stock of the corpration which exceeds by more than60 percentage points the percentage of such stock owned by

such person or persons at--
"(i) the beginning of such taxable year, or
"(is) the beginning of the first or second preceding

taxable year, and
"(C) such increase in percentage points is attributable to-

"(i) a purchase by such person or persons of such stock,
or of the stock of another corporation owning stock in



such corporation, or of an interest in a partnership or
trust owning stock in such corpooation,

"(ii) an acquisition (by contribution, merger, or con-

8olidation) of an interest in a partnership owning stock

in such corporation, or an acquisition (by contribution,
merger, or consolidation) by a partnership of such

"(iii) an exchange to which section 351 (relating to

transfer to corporation controlled by transferor).appies7,
or an acquisition by a corporation of such stock in an ez-
change in which section 351 applies to the transferor,

"(iv) a contribution to the capital of such corporation,
(v) a decrease in the amount of such stock outstand-

ing or in the amount of stock outstanding of another or-
poration owning stock in such corporation (except a de-
crease resulting from a redemption to pay death taxes
to which section 303 applies),

"(vi) a liquidation of the interest of a partner in a
partnership ownin stock in such corporation or

"(vii) any combination of the transactions described
in caUses (i) through (vi),

then the net operating loss carryover, if any, from such taxable
year and the net operating loss carryover, if any, from prior tax-
able years to such taxable year and, subsequent taxable years of
such corporation shall be reduced by the percentage determined
eder paragraph (2),

"(B) REDUCTION OF NET OPERATING Loss.-The reduction ap-

plicable under paragraph (1) shall be the sum of the percentages
determined by multiplying-

"(A) by three and one-half the increase in percentage
points (including fractions thereof) in excess of 60 and up
to and including 80, and

"(B) by one and one-half the iwrease in percentage points
(including fractions thereof) in excess of 80.

The reduction under this paragraph shall be determined by ref-
erence to the increase in percentage points of the total fair market
value of the participating stock or of all the stock, whichever
increase is greater.

"(3) MINIMUM OWNERSHIP RuL.-Notwithstanding the pro-
visions of paragraph (1), a net operating loss carryover from
a taxable year shall not be reduced under this subsection if, at all
times during the last half of such taxable year, any of the persons
described in paragraph (4) (B) (determined on the last day of
the taxable year referred to in paragraph (1) (A)) owned at least
40 percent of the total fair market vauce 'of the 'participating
stock and of all the stock of the corporation. For purposes of the
preceding sentence, persons owning stock Of a corporation on the
last day of its first taxable year shall be considered to have owned
such stock at all times during the last half of such first taxable
year.

"(4) OPERaTING RULES.-For purposes of this subsection-
"(A) DEFINITION OF PURCcAS.-The term 'plchas7e'

means an acquisition of stock the basis of which is determined
by reference to its cost to the holder thereof.



"(B) DEsaRIPTION OF PERSON OR PERsONB.-The person or
persons referred to in paragraph (1) (B) shall be the 15 per-
sons (or such lesser number as there are persons owning the
stock on the last day of the tamable year) who own the greatest
percentage of the total fair market value of all the stock on
the last day of that year, except that if any other person owns
the same percentage of such stock at such time as is owned by
one of the 15 persons, that other person shall also be included.
If any of the persons are so related that the stock owned by
one is attributed to the other under the rules specified in sub-
pararaph (C), such persons shall be considered as only one
person solely for the purpose of selecting the 15 persons

Tmore or less) who own the greatest percentage of the total
air market value of all the stock.
"( ) (JoNsTRuaTvE OWNRSzP.-Section 318 (relating to

constructive ownership of stock) shall apply in determine
the ownership of stock, except that section 318(a) ()()
and 318(a) (3) (C) shall be applied without regard to the
50 percent limitation contained therein.

"(D) SHORT TAXABLE YEARS.-If one of the taxable years of
the corporation referrd to in paragraph (1) (B) is a short
taxable year, then such paragraph and paragraph (6) shall
be applied by substituting 'first, second, or third' for 'first or
second' each time such phrase occurs.

"(5)" Ex cpToxs.-This subsection shall not apply to a pur-
chase or other acquisition of stock (or of an interest in a partner-
ship or trust Owning stock in the corporation)-

"(A) from a person whose ownership of stock would be
attributed to the holder by application of paragraph (4) (C)
to the extent that such stock would be so attributed;

"(B) if (and to the extent) the basis thereof is determined
under section 1014 or 1093 (relating to property acquired
from a decedent), or section 1015(a) or (b) (relating to
property acquired by gift or transfers in trust);

"(C) by a security holder or creditor in exchange for the
relinquishment or etingUishment in whole or part of a claim
against the corporation, unless the claim was acquired for
the purpose of acquiring Such stock;

" (D) by one or more persons who were full-time employees
of the corporation at all times during the period of 36 month
ending on the last day of the tamable year of the corporation
(or at all times during the period of the corporation's exist-
ence. if shorter);

"(E) by a trust described in section 401(a) which is ew-
empt from tax under section 501(a) and which benefits ew-
clusively the employees (or their beneficiaries) of the corpo-
ration, including a member of a controlled aroup of corpora-
tions (within the meaning of section 1563(a) determined
without t regard to section 1563(a) (4) and (e) (3) (C) ) which
includes such corporation;

"(F) by an employee stock ownership plan meeting the
requirements of section 301(d) of the Tax Reduction Act of
1975; or



"(G) in a recapitalization described, in section 868(a) (1)
(E).

"(6) SUCCESSIVE APPLICATIONS OF SUBSECTION.-If-
"(A) a net operating loss carryover is re ed under this

subsection at the end of a taxable year of a cp and
"(B) any person described in paragraph (4) (B).)_ho own

stock of the corporation on the last day of such taxable year
does not own, on the last day of the first or second succeeding
taxable year of the corporation, a greater percentage of the
total fair market value of the participating stock or of all
the stock of the corporation than such person owned on the
last day of such taxable year,

then, for purposes of applying this subsection as of the end of the
first or second succeeding taxable year (as the case may be), stock
owned by such person at the end of such succeeding taxable year
shall be considered owned by such person at the beginning of
the first or second preceding taxable year. Other rules relating
to the manner and extent of successive applications of this section
in the case of increases in ownership and transfers of stock by
the persons described in paragraph (4) (B) shall be prescribed
by regulations issued by the Secretary.

"(b) REORGANIZATIONS.-
"(1) IN GENERAL.-If one corporation acquires the stock or

assets of another corporation in a reorganization described in sec-
tion 368 (a) (1) (A), (B), (0), (D) (but only if the requirements
of section 354 (b) (1) are mt),or (F),and if-

"(A) the acquiring or acquired corporation has a net oper-
ating loss for the taxable year which includes the date of the
acquisition, or a net operating loss carryover from a prior
taxable year to such taxable year, and

"(B) the shareholders (immediately before the reorgani-
zation) of such corporation (the 'loss corporation'), as the
result of owning stock of the loss corporation, own (immedi-
ately after the reorganization) less than 40 percent of the
total fair market value of the participating stock or of all the
stock of the acquiring corporation,

then the net operating loss carryover (if any) of the loss corpora-
tion from the taxable year which incldes th date of the acquisi-
tion, and the net operating loss carryovers (if any) of the loss cor-
poration from prior taxable years to such tawabe year and Sub-
sequent taxable years, shall be reduced by the percentage deter-
mitnd tinder paragraph (2).

"(2) REDUCTION OF NET OPERATING LOSS CARRYOVER.-

"(A) OWNERSHIP OF 20 PERCENT OR 1oS.-If such share-
holders own less than 40 percent, but not less than 20 percent,
of the total fair market value of the participating stock or of
all the stock of the acquiring corporation, the reduction appli-
cable under paragraph (1) shall be the percentage equal to
the number of percentage points (including fractions thereof)
less than 40 percent, multiplied byl three and one-half.

"(B) OWNERSHIP OF LESS THAN 20 PERCENT.-If SUCh share-
holders own less than £0 percent of the total fair market naluw
of the participating stock or of all the stock of the acquiring



corporation, the reduction applicable under paragraph (1)
shall be the sum of-

"9(i) the percentage that would be determined under
ubparaoah (Af) i the shareholders owned 20 percent
of such 8tOcI, pku

"(ii) the percentage egual to the number of percentage
points (inowudng fractwns, thereof) of such stock less
than £0 percent, multiplied by one and one-half.

The reduction under this paragraph shall be determitted by reference
to the lesser of the percentage of the total fair market value of the
participating stock or of all the stock of the acquiring corporation
owned by such shareholders.

" (8) 'Lo s o CONTROLLED - ORPORATroN-For purposes of
th4,8subsection-

."(A) HOLDING coMPANrs.-If, immediately before the
reolganization, the acquiring or acquired corporation controls
a corporation whichhas a net operating loss for the taxable
year which includes the date of the acquisition, or a net oper-
.ating loss carryover from a prior taxable year to such taxa-
ble year, the acquiring or acquired Corporation, as the case
may be, shall be treated as the loss corporation (whether or
not such corporation is. a loss corporation). The reduction, if
any, so determined under paragraph (2) shall be applied to
the losses of such controlled corporation.

" (B) TRIANGULAR REORGANIZArzONs.-Except as otherwise
provided in paragraph (5), if the shareholders of the loss
corporation (immediately before the reorganization) own, as
a result of the reorganization, stock in a corporation con-
trolling the acquiring corporation, such shareholders shall be
treated as owning (vmrnediately after the reorganization) a
percentage of the total fair market value of the participating
stock and of all the stock of the acquiring corporation owned
by the controlling corporation equal to the percentage of the
fair market value of the participating stock and of all the
stock, respectively, of the controlling corporation owned by
such shareholders.

'"(4) SPECIAL RLES.-For purposes of applying paragraph (1)(B)-
"(A) C sRTAIN REr-ATFP TRANSACTIoN.-If, immediately be-

fore the reorganization-
"o() one or more shareholders of the loss corporation

own stock of such corporation which such shareholder
acquired during the 36-month period ending on the date
of the acquisition in a transaction described in paragraph
(1) or in subsection (a) (1) (C) (unless excepted by sub-
section (a) (S) ), and

"(ii) such shareholderk own more than 50 percent of
the total fair market value of the stock of another cor-
poration a arty to the reorganzati4

or any such 8hareholder is a corporation controlled by another
corporation a party to the rerqaniZaton, then such share-
holders shall not be treated as shareholders of the loss corpo-
ration with respect to such stock.



"(B) CERTAIN PRIOR OWNERSHIP O LOBS VORPoRATION.-If,
immediately before the reorganization, the acquiring or ac-
quired corporation owns stock of the Ion corporation then
paragraph (1) (B) shall be applied by treating the sharehold-
ers of the loss corporation as owning anzadditiona amount of
the total fair market value of the participating stock and of all
the stock of the acquiring corporation, as a result of owning
stock in the loss corporation, equal to the total fair market
value of the participating stock and of all the stock of the loss
corporation, respectively, owned immediatelyy before the re-
organidzation) by the acquiring or acquired corpratio. This
subparagraph shall not apply to stock of the loss corpora-
tion owned by the acquiring or acquired corporation if suck
stock was acquired by such corporation-within the 3K-month
period ending on the date of the reorganization in a trans-
action descried in subsection (a) (1) (C) (ales excepted
by subsection (a) (5);) or to a reorganization described in
section f68(a) (1) () or (0) to the extent the- acquired
corporation does not distribute the stock received by it to its
own shareholders.

"(C) CERTAIN ASSET AcersMITIoNS.-If a loss corporation
receives stock of the acquiring corporation in a reorganization
described in section 368(a) (1) (0) and does not distribute
such stock to its shareholders, paragraph (1) (B) shall be
applied by treating the shareholders of the lss'corporation
as owning (immediately after the reoryanization) such
undistributed stock in proportion to the fair market vale of
the stock which such sharolders own in the loss corporation.

"(5) CERTAIN STOCK-FOR-STOCK REORoANIZATIONS.-In the case
of a reorganization described in section 368(a) (1) (B)'in which
the acquired corporation is a loss corporation-

"(A) SocK WHICH IS EZCHAN OD.-Paragraphe (1) (B) and
(R) shall be applied by reference to the owneship of stock of
the loss corporation (rather than the acuirn cororao)

mediately after the reorganization. Shareholders of the loss
corporation who exchange stock of the loss Corporation shall
be treated as owning (immediately after the reorganization)
a percentage of the total fair market value of the participating
stock and of all the stock of the loss corporation acquired in
the exchange by the acquiring corporation which is equal to
the percentage of'the total fair market value of the partcipat-
ing stock and 'of all the stock, respectively, of the acquiring
corporation owned (immediately after the reorganization) by
such shareholders.

"(B) RTOCK wHIcH IS Nor iTcHANE.-tock of the loss
corporation owned by shareholders immediately before the
reorganization which was not ezchanged'in the reorganiza-
tion shall be taken into account in applying paragraph
(1) (B). For purposes of the preceding'sentence, the acquir-
ing corporation (or a corporation controlled by the acqirng
corporation) shall not be treated as a shareholder of the
loss corporation with respect to stock of the loss corporation
acquired in a transaction described in paiagraph (1), or in



subsection (a) (1) (C) (unless ecepted by subsection (a)
(5)), during the 36-month period ending on the date of the
exchange.

."(C) TRANGULAR EXCHANE.-FOr purposes of applying
the rules in this paragraph, if the 8hafAolders of the loss cor-
poration receive stock of a corporation controlling the acquir-
ing corporation, such shareholders shall be treated as owning
a percentage of the participating stock and of all the stock
of the acquiring corporation owned by the controlling cor-
poration equal to the percentage of the total fair market value
of the participating stock and of all the stock, respectively,
which such shareholders own of the controlling corporation
immediately after the reoranization.

(6) ExEprzoNB.-The limitations in this subsectiln shall not
apply--

"(A) if the same persons own substantialy all the stock
of the acquiring corporation and of the other corporation
in substantially the same proportions; or

"(B) to a net operating loss carryover from a taxable year
if the acquiring or acquired corporation owned at least 40
percent of the total fair, market value of the participating
stock andof all the'stock of the loss corporation at all times
during the last half of such tamable year.

for purposes of subparagraph (A), if the acquiring or acquired
corporation is controlled by another corporation, the shareholders
of the controlling corporation shall be considered as also owning
he stock owned by the controlling corporation in that proportion

which the total fair market value of the stock which each share-
holder owns in the controlling corporation bears to the total fair
market value of all the stock in the controlling corporation.

"(c) RULES RELATZNG To SrocK.-For purposes of this section-
"(1)) The term 'stock' means all shares of stock, except stock

which-_
NA) is not entitled to vote,
I"(B) is fixed and preferred as to dividends and does not

participate in corporate growth to any significant extent,
"(2 has redemption and liquidation rights which do not

eceed the paid-in capital or par value represented by Such
stock (except for a reasonable redemption premium in excess
of Such paid-in capital or par value), and

"(D) is not convertible into another class of stock.
"(9) The term 'participating stock' means stock (including

common stock) which represents an interest in the earnings and
assets of the issuing corporation which is not limited'to a stated
amount of money or property or percentage of paid-in capital or
par value, or by any similar formula.

"(3) The Secretar shall prescribe re uklons under which-
"(A) stock or convertible securties's hall be treated as

stock or participating stock, or
"(B) stock (however denoted) shall not be treated as stock

or participating stock,
by reason of conversion and call rights, rights in earnings and
assets, priorities and preferences as to distributions of earnings
or assets, and similar factors."



(f) CONFORMING AMENDMENTS.- ;

(1) AMENDMENT OF SECTION se.-Section 368(c) (relating to
the definition of control) is amended by striking out "and this
part," and inserting in lieu thereof "this part, an part V,".
".(2)' AMENDMENT OF SEcTroN' sss.-'-ectirnt 383 (relating to

special limitations on certain carryover) is amended to read as

follows:
"SEC. 383. SPECIAL LIMITATIONS ON UNUSED INVESTMENT CREDITS,

WORK INCENTIVE PROGRAM CREDITS, FOREIGN TAXES,
AND CAPITAL LOSSES.

"In the case of a change of ownership a corporation in the manner
described in section 382 (a) or (b), the limitations provided in section
382 in such cases with respect to net operating losses shall apply in the
same manner, as provided under regulations prescribed by the Sec -
tary, with respect to any unused investment credit of the corporation
unaer section 46(b), to any unused work incentive program credit of
the corporation under section bOA (b), to any excess foreign taxes of
the corporation under section 904(d), and to any net capital loss of the
corporation under section 1212."

(g) EFFECTIVE DATE.-
- (1) The amendments made by subsections (a), (b), (c), and

(d) shall apply to losses incurred in taxable years ending after
December 31,1975. 1 ..

(2) For purposes of applying sections 382(a) and 383 (as it
relates to section 382(a)) of the Internal Revenue Code of 1954
as amended by subsections (e) and (f), the amendments 7hade by
subsections (e) and (f) shall take effect for taxable years be-
ginning after June 30, 1978, except that the beginning of the
taxable years specified in clause (ii) of section 382(a) (1) (B) of
such Code, as so amended, shall be considered to'be the later of:

(A) the beginning of such taxable years, or
(B) January 1.1978.

(3) Sections 382 (b) and 383 (as it relates to section 382 (b)
o the Internal Revenue Code of 1954, as amended by subsections
(a) and (f)), shall apply (and such sections as in effect prior to

such amendment shall not apply) to reorganizations pursuant to
a plan of reorganization adopted by one or mare of the parties
thereto on or after January 1, 1978. For purposes of the preceding
sentence, a corporation shall be considered to have adopted a plan
of reorganization on the date on which a resolution of the board
of directors is passed adopting the plan or recommending its adop-
tion to the shareholders, or on the date on which the shareholders
approve the plan of reorganization, whichever is earlier."

SEC. 807. SMALL FISHING VESSEL CONSTRUCTION RESERVES.
In addition to any other vessel which may be deemed an "eligible

vessel" and a "qualified vessel" under section 607 of the Merhat
Marine Act, 1936 (46 U.S.C. 1177), a commercial fishing vessel under
five net tons but not under two net tons-

(]) which is constructed in the United States and, if recon-
structed, is reconstructed in the United States; . .

(2) which is owned by a citizen of the United Staeo;
(3) which has a home port in the United States; and
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(4.) which 4s operated in tho commercial faherles of the United
Sta*e,

Shall be considered to be an "eligible vessel" and a "guaified vessel"
for the purposes of such Section 607.

And the Senate agree to the same.
Amendment numbered 22:
That the House recede from its disagreement to the amendment of

th, Senate numbered 22, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

SMALL BUSINESS PROVISIONS
SEC. 901. SMALL BUSINESS PROVISIONS.

(a) IN GrzNRAL.-Subsections (a), (b), (c), and (d) of section 11
(relating to tax imposed on corporation s) are amended to read as

follows:,
."(a) COEroRATzoNs IN GENERAL.-A tax is hereby imposedfor each

taxable year on the taxable income of every corporation. The tax
shall consist of a normal tax computed under subsection (b) and a
surtax computed under subsection (c).

"(b) NORMAL TAx.-The normal taT is equal to-
"(1) in the case of a taxable year ending after December 31,

1977,22 percent of the taxable income, and
"(2) in the case of a taxable year ending after December 31,

1974, and before Januaryl, 1978, the sum of-
"(A) 20 percent of so much of the taxable income as does

not exceed $25,000, plus
"(B) 22 percent of so much of the taxable income as ex-

ceeda $Z5,00.
,"(e) Suz Ax.-Te surtax -is 26 percent of the amount by which the

taxable income exceeds the surtax exemption for the taxable year.
"(d) SURTAX EXEMPToN.-For purposes of this subtitle, the surtax

exemption for any taxable year is-
"(1)- $25,000 in the case of a taxable year ending after Decem-

ber31,1977, or
"(2) $50,000 in the case of a taxable year ending after Decem-

ber 31,1974, and before January , 1978,
except that, with respect to a corporation to which section 1561 (relat-
ing to certain multiple tax benefits in the case of certain controlled
corporations) ,applies for the taxable year, the surtax exemption for
the taxable year is the amount determined under such section."

(b) MUTUAL INSURANCE COMPANIES.-
(1) IN GANERAL.-Section 821 (a) (1) (relating to mutual insur-

ance companies) is amended to read as follors:
(1) NOR AL TAx.-A normal tax equal to-

"(A) in the case of a taxable year ending after December
31, 1977, 2 percent of the mutual insurance company tax-
able income,'or 44 percent of the amount by which such tax-
able income exceeds $6,000, whichever is lesser, or

"(B) in the case of a taxable year ending after December
31,1974, and before January 1,1978-
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"(i) 20 percent of so much of the mutual inssarwe
company taxable income as does not exceed $A5000 plus

"(ii) 22 percent of so much of the mutual sneurance'
company taxable income as exceeds $25,000,

or 44 percent of the amount- by which such taxable income
exceeds $6,000, whichever is lesser pAs".

(2) SMALL coMPANJR.-Section 821(c)(1)(A) (relating to
alternative tax for certain small companies) ie amended to read
as follows:

"(A) NORMAL TAx.-A normal tax equal to-
" (i) in the case of a taxable year -ending afteolDecem-

ber 31,1977, £2 percent of the taxable investment income,
or 44 percent of the amount 6y which such taxable income
exceeds $3,000, whichever is lesser, or

"(ii) in the case of a taxable year ending after Decem-,
ber 31, 1974, and before January 1, 1978,.20 percent of so
much of the taxable investment income as dois not ex-
ceed $25,000, plus 22 percent of so much of the taxable
investment income as exceeds $25,000, or 44 percent of 'the
amount by which such tamable income exceeds $3,l00,
whichever is lesser; plus".

(e) CoNPoRm IN AmENDmENTS.-
(1) Section 1561(a) (relating to certain multiple tax benits#

in the case of certain controlled corporations) is amended by add-
ing at the end thereof the following new sentence: "In ap lyIng
section 11 (b) (2), the first $25,000 of taxable income anlth s
ond $25,000 of taxable income shall each be allocated among the
component members of a controlled group of corporations in'the
same manner as the surtax exemption is allocated."

(2) Subsection (f) of section £1 (relating to change in surtax
exemption treated as a change in a rate of tax) is ainided by
striking out "Tax Reduction Act of 1975" and all that follows and
inserting in lieu thereof the following?" "Tax Reduction'Act of
1975 in the surtax exemption and any change under section 11(d)
in the surtax exemption shall be treated as a change in a rate
of tax."

(3) Section 6154 (relating to installment payments of estimated
income tax by corporations) is amended by striking out subsection
(h).

(d) EFFCTzVE DAesr.-The amendment made by subsection (a)
shall take effect on December £3,1975. The amendments made by su-
section (b) shall apply to taxable years ending after December 31,
1974. The amendments made by subsection (c) shall apply to taxable
years ending after December 31, 1975.

And the Senate agree to the same.
Amendment number 23:
That the House recede from its disagreement to the amendment of

the Senate numbered 23, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted',by the Senate amend-
ment insert the following:



CHANGES IN THE TREATMENT OF
FOREIGN INCOME

PART I-FOREIGN TAX PROVISIONS AFFECTING
INDIVIDUALS ABROAD

SEC. 1011. INCOME EARNED ABROAD BY UNITED STATES CITIZENS
LIVING OR RESIDING ABROAD.

(a) REDUCTION OF LIMITATIONS ON AMOUNT ExCLUDABL.-Para-
graph (1) oj section 911(e) (relating to limitations on amount of exclusion)
is amended to read as follows:

"(1) LIMITATIONS ON AMOUNT OF EXCLUSION.-
"(A) IN OENKRAL.-Except as provided in subparagraphs

(B) and (C), the amount excluded from the gross income
of an individual under subsection (a) for any taxable year
shall not exceed an amount which shall be computed on a
daily basis at an annual rate of $15,000.

"(B) EMPLOYEES OF CHARITABLE OEGANIZATIONS.-If any
individual performs qualified charitable services during any
taxable year, the amount of the earned income attributable
to such services excluded from the qross income of the indi-
vidual under subsection (a) for the taxable year shall not
exceed an amount which shall be computed on a daily basis
at an annual rate of $20,000.

"(C) SPECIAL RULE.-1J any individual performs qualified
charitable services and other services during any taxable year,
the amount of the earned income attributable to such other
services excluded from the gross income of the individual
under subsection (a) for the taxable year shall not (after the
application of subparagraph (A) with respect to such earned
income) exceed $15,000 reduced by the amount of the earned
income attributable to qualified charitable services excluded
from gross income under subsection (a) for the taxable year.

"(D) QUALIFIED CHARITABLE SESvicE.-For purposes of
this subsection, the term 'qualifed charitable services' means
services performed by an employee for an employer created
or organized in the United States, or under the law of the
United States, any State, or the District of Columbia, which
meets the requirements of section 501(c) (3)."

(b) ADDITIONAL LIMITATIONS ON EXCLUSION.-
(1) DISALLOWANCE OF FOREIGN TAX CREDIT WITH RESPECT TO

EXCLUDED AmOUNr.-The last sentence of subsection (a) of section
911 (relating to earned income from sources without the United
States) is amended to read as follows:

"An individual shall not be allowed as a deduction from his gross
income any deductions (other than those allowed by section 151, relat-
ing to personal exemptions), or as a credit against the tax imposed
by this chapter any credit for the amount of taxes paid or accrued to
a foreign country or possession of the United States, to the extent
that such deductions or credit is properly allocable to or chargeable
against amounts excluded firm gross income under this subsection."



(2) DISALLOWANCE OF EXCLUSION FOR INCOME RECEIVED OTHER
THAN IN COUNTRY WHERE ,ARNED.-S6Ctin 911(c) (relating to
smie w rules for earned income from sources without the United
states) is amended by adding at the end thereof the following

new paragraph:
"(8) PEQUIREMENT AS TO PLACE OF RECEIPT.-NO amount

received by an individual during the taxable year which consti-
tutes earned income (entitled to the exclusion under subsection
(a)) attributable to services performed in a foreign country or
countries shall be excluded under subsection (a) if such amount is
received by such individual outside of the foreign country or coun-
tries where such services were performed and if one of the pur-
poses is the avoidance of any tax imposed by such foreign country
or countries on such amount."

(3) INCLUSION OF EARNED INCOME IN COMPUTATION OF RATE OF
TAx.-Section 911 (relating to earned income from sources without
the United States) is amended by redesignating subsection (d) as
subsection (f) and by inserting after subsection (c) the following
new subsections:

"(d) AMOUNT EXCLUDED UNDER SUBSECTION (a) INCLUDED IN
COMPUTATION OF TAX.-

"(1) COMPUTATION OF TAX.-If for any taxable year an individ-
ual has earned income which is excluded from gross income under
subsection (a), the tax imposed by section I or section 1201 shall
be the excess of-

(A) th tax imposed by section 1 or section 1201 (which-
iplicable) on the amount of net taxable income, over

(B) te tax imposed by section 1 or section 1201 (which-
ever is applicable) on the amount of net excluded earned
income.

"(2) DEFINITIONS.-For purposes of this subsection-
"(A) the term 'net taxable income' means an amount equal

to the sum of the amount of taxable income for the taxable
year plus the amount of net excluded earned income of such
ndividual for such taxable year; and
"(B) the term 'net excluded earned income' means the

excess of the amount of earned income excluded under sub-
section (a) for the taxable year over the amount of the deduc-
tions disallowed with respect to such excluded earned income
for such taxable year under subsection (a).

"(e) SECTION NOT To APPLY.-
"(1) IN OENERAL.-An individual entitled to the benefits of this

section for a taxable year may elect, in such manner and at such
time as shall be prescribed by the Secretary, not to have the pro-
visions of this section apply.

"(2) EFFECT OF ELECTIO.-An election under paragraph (1)
shall apply to the taxable year for which made and to all subse-
quent taxable years. Such election may nwt be revoked except with
the consent of the Secretary."

(c) ALLOWANCE OF FOR IGN TAX CREDITS TO INDIVIDUALS TAKING
STANDARD DEDUCTION.-Section 36 (relating to credits not allowed to
individuals paying optional tax or taking standard deduction) is



amended by striking out "sections 39, 33, and" and inserting in lieu
thereof "sections 39 and".

(d) EFEcTIVE DATr.-The amendments made by this section shall
apply to taxable years beginning after December 31,1975.

SEC. 1012. INCOME TAX TREATMENT OF NONRESIDENT ALIEN INDI-
VIDUALS WHO ARE MARRIED TO CITIZENS OR RESIDENTS
OF THE UNITED STATES.

(a) ELECTION To BE TREATED AS RESIDENTS OF THE UNITED STATES.-
(1) IN GENERAL.-Section 6013 (relating to joint returns of

inwome tax by husband and wife) is amended by adding at the end
thereof the following new subsections:

"(g) ELECTION To TREAT NONRESIDENT ALIEN INDIVIDUAL AS RESI-
DENT OF THE UNITED STATES.-

"(1) IN OENERAL.-A nonresident alien individual with respect
to whom this subsection is in effect for the taxable year shall be
treated as a resident of the United States for purposes of chap-
ter 1 for all of such taxable year.

"(9) INDIVIDUALS WITH RESPECT TO WHOM THIS SUBSECTION IS IN
EFFECT.-This subsection shall be in effect with respect to any
individual who, at the time an election was made under this sub-
section, was a nonresident alien individual married to a citizen or
resident of the United States if both of them made such election
to have the benefits of this subsection apply to them.

"(3) DURATION OF ErEcTo.-An election under this subsection
shall apply to the taxable year for which made and to all subse-
quent tamable years until terminated under paragraph (4) or (5) ;
except that any such election shall not apply for any taxable year
if neither spose is a citizen or resident of the United States at
any time during such year.

"(4) TERMINATION O ELrEcTroN.-An election under this subsec-
tion shall terminate at the earliest of the following times:

"(A) REVOCATION BY TAxPAYER.-If either taxpayer re-
vokes the election, as of the first taxable year for which the
last day prescribed by law for filing the return of tax under
chapter I has not yet occurred.

"(B) DEATH.-In the case of the death of either spouse,
as of the beginning of the first taxable year of the spouse
who survives following the tamable year in which such death
occurred; except that if the spouse who survives is a citizen
or resident of the United States who is a surViving spouse
entitled to the benefits of section 2, the time provided by this
subparagraph shall be as of the close of the last taxable year
for which such individual is entitled to the benefits of see-
tion 9.
"."(C) LEGAL SEPARATON.-In the case of the legal separa-
tion of the couple under a decree of divorce or of separate
maintenance, as of the beginning of the taxable year in which
such legal separation occurs.

"(D) TERMINATION BY SEcRETARY.-At the time provided
in paragraph (5).



"(5) TERMINATION BY SECRETARY.-The .Sectetary may termi-
nate any election under this subsection for any taxable year if
he determines that either spouse has failed-

"(A) to keep such books and records,
"(B) to grant such access to su.h books and records, or
"(C) to supply such other information, .

as may be reasonably necessary to ascertain the amount of lia-
bility for taxes under chapter I of either spouse for such taxable
year.

"(6) ONLY ONE ELECTIN.-If any election under this subsection
for any two individuals is terminated under paragraph (4) or
(5) for any taxable year, such two individuals shall be ineligible
to make an election under this subsection for any subsequent
taxable year.

"(h) JOINT RETURN, ETC., FOR YEAR IN WHICH NONRESIDENT ALIEN
BECOMES RESIDENT OF UNITED STATES.-

"(1) IN OENERAL.-If-
"(A) any individual is a nonresident al'en individual at

the beginning of any taxable year but is a resident of the
United States at the close of such taxable year,

"(B) at the close of such taxable year, such individual is
married to a citizen or resident of the United States, and

"(C) both individuals elect the benefits of this subsection
at the time and in the manner prescribed by the Secretary
by regulation,

then the individual referred to in subparagraph (A) shall be
treated as a resident of the United States for purposes of chapter 1
for all of such taxable year.

"(23) ONLY ONE ELECTIoN.-If any election under this subsection
applies for any 2 individuals for any taxable year, such 2 individu-
als shall be ineligible to make an election under this subsection for
any subsequent taxable year."

(2) CLERICAL AMENDmENT.-Section 871(g) .(relating to cross
references) is amended by adding at the end thereof the follow-
ing new paragraph:

"(7) For election to treat married nonresident alien individual as
resident of United States in certain cases, see subsections (g) and
(h) of section 6013."

(b) TAX TREATMENT OF CERTAIN COMMUNITY INCOME IN THE CASE OF
A RESIDENT OR CITIZEN OF THE UNITED STATES WHO IS MARRIED TO A
NONRESIDENT ALIEN INDIVIDUAL.-

(1) IN OENRAL.-Subpart A of part II of subchapter N of
chapter 1 (relating to nonresident alien individuals) is amended
by adding at the end thereof the following new section:

"SEC. 879. TAX TREATMENT OF CERTAIN COMMUNITY INCOME IN THE
CASE OF A RESIDENT OR CITIZEN OF THE UNITED STATES
WHO IS MARRIED TO A NONRESIDENT ALIEN INDIVIDUAL.

"(a) GENERAL RULEs.-In the case of a citizen or resident of the
United States who is married to a nonresident alien individual and
who has community income for the taxable year, such community in-
come shall be treated as follows:



"(1) Earned income (within the meaning of section 911(b)),
other than trade or business income and a partner's distributive
share of partnership income, shall be treated as the income of the
spouse who rendered the person services,

"(8) Trade or business income, and partner's distributive
share of partnership income, shall be treated as provided in section
1408(a) 5),

"(3) Community incomenot described in paraaph (1) or (2)
which is derived from the separate property (as determined under
the applicable comnvnnity property law) of one spouse shall be
treated as the income of such spouse, and

"(4) All other such comamnity income shall be treated as pro-
vided i the applicable community property law.

"(b) EcErPTON WHERE ELECTION "UNDER SECTION 6013(g) 1S IN
EFrEor.-Subsection (a) shall not apply for any. taxable year for
which an election under subsection (g) or (h) of section 6013 (relating
to election to treat nonresident alien individual as resident of the
United States) is in effect .

"ce) DEFZNZTIONS AND SPECIAL RULES.-FOr purposes of this
section-

."(1) COMMUNITY INcom.-The term 'community income' means
income which, under applicable community property laws, is
treated as community income.

"c (8) COMMUNITY PROPERTY LAWs.-The term 'community prop-
erty laws' means the Community property laws of a State, a for-
eign country, or a possession of the United States.

"(3) DETERMINATION OF MARITAL STATus.-The determination of
marital status shall be made under section 143(a)."

(8) REPEAL OF SECTION 9ssi.-Subpart H of part III of sub-
chapter N of chapter 1 (relating to election as to treatment of
income Subject to foreign community property laws) is hereby
Tapeqle.

(8) CLERICAL AMENDMENTS-
(A) The table of sections for subpart A of part II of

subhapter N of chapter 1 is amended by adding at the end
thereof the follwing new item:

"Seo. 879. Tom treatment of certain eommnity income in the case
of a resident or citizen of the United States who is
married to a nonresident alien individual."

(B) The table of subparts for part III of subchapter N
of chapter I is amended by striking out the item relating to
subpart G.

(c) DUE DATE FOR FILING EsrIMrED TAx RETURNS IN THF CASE OF
CERTAIN NONRESIDENT ALzENs.-Subsection (a) of section 6073 (relat-
ing to time for fdling declarations of estimated tae by individuals)
is amended by adding at the end thereof the following sentence:
"A, the case of a nonrepident alien described in section 6072(c), the re-
quirements f section 6015 shall be deemed to be first met no earlier
than after April 1 and before June 2 of the taxable year.".

(d) EFFECTIVE DATEs.-The amendments made by subsection (a)
shpll a to taxable years ending on or after December 31,1975. The
amendments made by subsections (b) and (c) shall apply to taable
years beginning after December 31,1976.



SEC. 1013. FOREIGN TRUSTS HAVING ONE OR MORE UNITED STATES
BENEFICIARIES TO BE TAXED CURRENTLY TO GRANTOR.

(a) TAXATION OF INCOME To GRANTOR OF TRUsr.-Subpart E of

part I of 8ubchapter J of chapter 1 (relating to grantors and others

treated as substantial owners) is amended by adding at the end thereof

the following new section:

"SEC. 679. FOREIGN TRUSTS HAVING ONE OR MORE UNITED STATES
BENEFICIARIES.

"(a) TRANSFEROR TREATED AS OWNER.-
"(1) IN GENERAL.-A United States person who directly or

indirectly transfers property to a foreign trust (other than a

trust described in section 404 (a) (4)) shall be treated as the owner

for his taxable year of the portion of such trust attributable to

such property if for such year there is a United States benficary
of any portion of such trust.

"(2) ExcEpToNs.-Paragraph (1) shall not apply-
"(A) TRANSFERS BY REASON OF DEATH.-To any transfer

by reason of the death of the transferor.
"(B) TRANSFERS WHERE GAIN IS RECOGNIZED TO TRANS-

FEROR.-To any sale or exchange of the property at its fair
market value in a transaction in which all of the gain to the
transferor is realized at the time of the transfer and is recog-
nized either at such time or is returned as provided in section
453.

"(b) TRUSrS ACQUIRNG UNITED STATES BuzemcARIl.-If-
"(1) subsection (a) applies to a trust for the transferor's tam-

able year, and
"(2) subsection (a) would have applied to the trust for his

immediately preceding taxable year but for the fact that for such
preceding taxable year there was no United States beneficiary for
any portion of the trust,

then, for purposes of this subtitle, the transferor shall be treated as
having income for the taxable year (in addition to his other income
for such year) equal to the undistributed net income (at the close of
such immediately preceding taxable year) attributable to the portion
of the trust referred to in subsection (a).

(c) TRUSTS TREATED AS HAVING A UNITED STATES BENEFICtiRY.-
"(1) IN GENERAL.-For purposes of this section, a trust shall

be treated as having a United States beneficiary for the taxable
year unless--

"(A) under the terms of the trust, no part of the income
or corpus of the trust may be paid or accumulated during the
taxable year to or for the benefit of a United States person,
and

"(B) if the trust were terminated at any time during the
taxable year, no part of the income or corpus of such trust
could be paid to or for the benefit of a United States person.

"(2) ATTRIBUTION OF OWNERsHRP.-For purposes of paragraph
(1), an amount shall be treated as paid or accumulated to or for
the benefit of a United States person if such amount is paid to or



accumulated for a foreign corporationj foreign partnership, or
foreign trust or estate, and-

c'(A) in the case of a foreign corporation, more than 50
percent of the total combined voting power of all classes of
stock entitled to vote of such corporation is owned (within
the, meaning of section 958(a)) or is considered to be owned
(within the meaningof section 958(b)) by United States
shareholders (as defined in section 951 (b) ),

"(B) in the case, of a foreign partnership, a United States
person is a partner of such partnr hip, or

"(C) in the case of a foreign trust or estate, such trust or
estate has a Uiited States beneficiary (within the meaning
of paragraph (1)).".

(b) GRANTOR To BE TREATED AS OvNE.- ubsection (b) of sec-
tion 678 (re~lting to persons other than grantors treated as substan-
tial owners)'V i mended by striking out everything after modifiedd,"
and inserting in lieu thereof "if the grantor of the trust or a transferor
(to whom section 679 applies) is otherwise treated as the owner under
the provisions of th subpart other than this section.".

(a) TREATMENT OP CAPITAL GAINS AND LOSSES OF CERTAIN FOREIGN

ThusVs.-
(1) FOREIGN TRUSTs CREATED By UNITED STATES PERSONS TREATED

LIKE OTHER FOREiGN TRusT.--Subparagraph (C) of section 643
(a) (6) (relating to distributable net income in case of foreign
trusts) is amended by striking out "foreign trust created by a
United States person" and inserting in lieu thereof "foreign
trust" .

(2) TRANSITIONAL RULE FOR FOREIGN TRusTs.-Section 643(a)
'(6) is amended by adding, at the end thereof the following new
subparagraph:

"(D) Effective for distributions made in taxable years be-
ginning after December 31,1975, the undistributed net income
of each foreign trust for each tamable year beginning on or
before December 31, 1975. remaining undistributed at the
close of the last tamiable' year beginning on or before Decem-
ber 31, 1975, shall be redetermined by taking into account the

vdeduetion allowed by section 1202.""
(d) RETURNS FOR FOREIGN TRUSTS HAVNeo ONE OR MORE UNITED

STATES BENEFLIARIzES-
(1) Section 6048 (relating to returns as to creation of or trans-

fers to certain foreign trusts) is amended by redesignating sub-
section (c) as.ubsection (d) and by inserting after subsection
(b) the following new subsection:

"(a) ANNUAL RETURNS FOR FOEGoN TRUSTS HAVING ONE OR MORE
UNITED STATES BENEFiciAmRES.-Eah taxpayer subject to tam under
section 679 (relating to foreign trusts having one or more United
States benefiaiaries) for his taxable yesr with respect to any trust
shall make a return with respect to such trust for such year at such
time and in such manner, and setting forth Such information, as the
Secretary may by regulations prescribe.".

(9) Section 6677(a) (relating to failure to file information re-
turns with respect to certain foreign trusts) is amended by strik-



ng out "to a trust" and inserting in lieu thereof "to a trust (or,
inthe case of a failure with respect to section 6048(c), equal to
5 percent of the value of the corpus of the trust at the Close of
the taxable year)".

(e) C INFORMING AMENDMENTS.-
- (1) The table of sections for subpart E, of part I of subchapter

J of chapter 1 is amended by adding at the end thereof the
following new item:

"See. 679. Foreign trusts having one or more United States bene-
fioiaries."

(2) Subsection (d) of section 643 is hereby repealed.
(3) Subsection (d) of section 6048 (as redesignated by sub-

section (d)) is amended to read as follows:
"(d) CROSS REFERENCE.-

"For provisions relating to penalties for violation of this section, see
sections 6677 and 7203."

(4) The heading of section 6048 is amended to read as follows:

"SEC. 6018. RETURNS AS TO CERTAIN FOREIGN TRUSTS.".

(5) The table of sections for subpart B of part III of sub-
chapter A of chapter 61 is amended by striking out the item
relating to section 6048 and inserting in lieu thereof the follow-
ing:

"Seo. 6048. Returns as to certain foreign trusts."
(f) EFFEcTIVE DATE.-

(1) IN GENERAL.-The amendments made by this section (other
than subsection (c)) shall apply to taxable years ending after
December 31, 1975, ?ut only in the case of-

(A) foreign trusts created after May 21,1974, and
(B) transfers of property to foreign trusts after May 91,1974.

(2) CHANGER IN CAPITAL GAiN RULES FOR FOREIGN TRUST.-The
amendments made by subsection (c) shall apply to taxable years
beginning after December 31,1975.

SEC. 1011. INTEREST CHARGE ON ACCUMULATION DISTRIBUTIONS
FROM FOREIGN TRUSTS.

(a) TAx To INcLUDE SPECIAL INTEREST CARGE.- Section 6
6

7
(a)

(as amended by section 701 of this Act) is amended by striking out
"and" at the end of paragraph (1), by striking out the period at the
end of paragraph (2) and inserting in lieu thereof ", and", and by
adding at the end thereof the following new paragraph:

"(3) in the case of a foreign trust, the interest charge deter-
mined as provided in section 668.".

(b) COMPUTATION OF SPECIAL INTEREST CHARa.-Subpart D of
parI of subchapter J Of chapter-i (relating to treatment of excess
distributions by trusts) w amended by adding at the end thereof the
following new section:
"SEC. 668. INTEREST CHARGE ON ACCUMULATION DISTRIBUTIONS

FROM FOREIGN TRUSTS.
"(a) GENERAL RULE.-For purposes of the tax determined under

section 667 (a), the interest charge is an amount equal to 6 percent of



the, partial tax comptited under section 667(b) multiplied by a
fraction-

"(1) the numerator of which is the sum of the number of tax-
able years between each taxable year to which the distribution is
allocated under section 666(a) and the taxable year of the dis-
tribution (counting in each cse the taxable year to which the
distribution is allocated but not counting the taxable year of the
distribution), and

",() ,the denominetor of which is the number of taxable years
to which the distribution is allocated under section 666(a).

"(b) LTlrATroN.-The total amount of the interest charge shall
not, when added to the total partial tax computed under section 667
(b), exceed the amount of the accumudation distribution (other than
the amount of tax deemed distributed by section 666 (b) or (c)) in
respect of which such partial tao was determined.

"( SPECIAL RULES.-
"(1) INTEREST CHARGE NOT DEDUCT RLE.-The interest charge

determined under this section shall not be allowed as a deduction
for purposes of any tax imposed by this title.

"(2) TRANSITIONAL RuLE.-For purposes of this section, un-
distributed net income existing in a trust as of January 1, 1977,
shall be treated as allocated under section 666 (a) to the first tax-
able year beginning after December 31,1976."

(c) CLERICAL AMENDMENT.-The table of sections for subpart D of
part I of subchapter J of chapter 1 is amended by adding at the end
there eof the following new item:

"Scc. 668. Interest clrge on acumulation distributions from foreign
trusts."

(d) EFFE T vE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31,1976.
SEC. 1015. EXCISE TAX ON TRANSFERS OF PROPERTY TO FOREIGN

PERSONS TO AVOID FEDERAL INCOME TAX.

(a) AMENDMENT OA SECTION 4l.- 'Section 1491 (relating to im-
position of tax) is amended to read as follows:

"SEC. 191. IMPOSITION OF TAX.

"There is hereby imposed on the transfer of property by a citizen
or resident of the United States, or by a domestic corporation or part-
nerahip, or by a trust which is not a foreign trust, to a foreign corpo-
ration as paid-in surplus or as a contribution to capital, or to a foreign
trust, or to a foreign partnership, an excise tax equal to 35 percent of
the excess of- ,

"(1) the fair market value of the property so transferred, over
"(9) the sum of-

"(A) the adjusted basis (for determining gain) of such
property in the hands of the transferor, plus

":(B) the amount of the gain recognized to the transferor
ait the time of the transfer."

(b) AMENDMENTS OF SECTION 149.-Section 1492 (relating t6 non-
thwable transfers) is amended-

(1) by strikin#- out in paragraph (3) "section 367(d) applies."
and inserting in lieu thereof "section 367 applies; or"an



(9) by adding at the end thereof the following nw paragraph.
"(4) To a transfer for which an election has been made under

section 1057."
(c) ELECTION To TREAT AS TAXABLE EXCHANOE.-Part IV of sub-

chapter 0 of chapter I (relating to special rules for determining gain
or loss on disposition of property) is amended by redesignating sec-
tion 1057 as section 1058 and by inserting after section 1056 the follow-
ing new section:

"SEC. 1057. ELECTION TO TREAT TRANSFER TO FOREIGN TRUST, ETC.,
AS TAXABLE EXCHANGE.

"In lieu of payment of the tax imposed by section 1491, the tax-
payer may elect (for purposes of this subtitle), at such time and in
such manner as the Secretary may prescribe, to treat a transfer de-
scribed in section 1491 as a sale or exchange of property for an amount
equal in value to the fair market value of the property transferred and
to recognize as gain the excess of-

"(1) the fair market value of the property so transferred, over
"(2) the adjusted basis (for determining gain) of such prop-

erty in the hands of the transferor."-
(c) CLERICAL ANENDMENT.-The table of sections for part IV of

subchapter 0 of chapter 1 is amended by striking out the last item
thereof and inserting in lieu thereof:

"See. 1057. Election to treat transfer to foreign trust, etc., as taxable
exchange.

"See. 1058. Cross references."

(d) EFFECTIVE DATE.-The amendments made by this section shall
apply to transfers of property after October 2, 1975.

PART ll-AMENDMENTS AFFECTING TAX TREATMENT
OF CONTROLLED FOREIGN CORPORATIONS AND
THEIR SHAREHOLDERS

SEC. 1021. AMENDMENT OF PROVISION RELATING TO INVESTMENT IN
UNITED STATES PROPERTY BY CONTROLLED FOREIGN
CORPORATIONS.

(a) EXCEPTIONS TO DEFINITION OF UNITED STATES PROPERTY.-

Section 956(b) (2) (relating to exceptions to definition of United
States property) is amended by striking out "and" at the end of sub-
paragraph (E), by redesignating subparagraph (F) as subparagraph
(H), and by inserting after subparagraph (E) the following new
subparagraphs..

"(F) the stock or obligations of a domestic corporation which
is neither a United States shareholder (as defined in section 951
(b)) of the controlled foreign corporation, nor a domestic cor-
poration, 25 percent or more of the total combined voting power
of which, immediately after the acquisition of any stock in such
domestic corporation by the controlled foreign corporation, is
owned, or is considered as being owned, by such United States
shareholders in the aggregate; .... ..

"(G) any movable property (other than a vessel or aircraft)
which is used for the purpose of exploring for, developing, re-



moving, or transporting resources from ocean waters or under such
waters when used on the Continental Shelf of the United States;
and".

(b) CONSTRUCrIVE OwNsrwsuP OF SrocK.-Section 958(b) (relating
to rules for determiinm stock ownership) s amended-

(1) by striking out "964(d) (3) " the first place it appears and
inserting in lieu thereof "954 (d) (3), 956(b) (9),";

(2) by striking out "954(d) (3) " the second place it appears
and ineiting in lieu thereof "95,(d) (3), to treat the stock of a
dom esti = ratcw as owned by a United States shareholder of
the rled foreign corporation for purposes of section 956 (b)(8),"; and

(3) by adding at the end thereof the following new sentence:
"Paragraphs (1) and (4) shall not apply for purposes of section
956(b) (2) to treat stock of a domestic corporation as not owned by
a United States shareholder."

(c) EFFEcTzvE DArE.-The amendments made by this section shall
apply to taxable years of foreign corporations beginning after Decem-
ber 31,1975, and to taxable years of United States shareholders (within
the mea0i of section 951(b) of the Internal Revenue Code of 1954)within which or with which such taxable years of such foreign corpora-
tions end. In determining for purposes of any taxable year referred to
in the preceding sentence the amount referred to in section 956(a) (2)
(A) of the Internal Revenue Code of 1954 for the last taxable year of
a corporation beginning before January 1,1976, the amendments made
by this section shall be deemed also to apply to such last taxable year.

SEC. 1022. REPEAL OF EXCLUSION FOR EARNINGS OF LESS DEVEL-
OPED COUNTRY CORPORATIONS FOR PURPOSES OF SEC-
TION 1W.

(a) AMENDMENT OF SECTION 1048(d).-Paragraph (3) of section
1248(d) (relating to exclusion from earnings and profts of gain from
certain sales or exchanges of stock in certain foreign corporations) is
amended to read as follows:

"(3) LESS DEVELOPED COUNTRY CORPORATIONS UNDER PRIOR LAW.-

Earnings and pro/Its of a foreign corporation which were accumu-
lated during any taxeabl year beginning before January 1, 1976,
while such corporation was a less developed country corporation
under section 902(d) as in effect before the enactment of the Tax
Reduction Act of 1975.".

(b) EiEeT cn DATE.-The amendment made by subsection (a)
shall apply to taoable years beginning after December 31,1975.

SEC. 1021. EXCLUSION FROM SUBPART F OF CERTAIN EARNINGS OF
INSURANCE COMPANIES.

:(a) IN GEWERAZ.-Paragraph (3) of section .054(c) (relating to
foreign personal holding company income) is amended by striking
out '"Pr" at the end of subparagraph (A), by striking out the period
at the end of subparagraph (B) and inserting in lieu thereof ", or",
and by adding at the edthereof the following new subparagraph:

"(0() dividends, interest, and gains from the sale or exchangeof stock or secuitles received from a person other than a related

person (within the meaning of subsection (d) (3)) derived from



investmeAts made by an insurance company of an amount of its
assets eql to one-third of its premiums earned on inuraned con-
tracts (other than life insurance and annuity contracts) durg
the taxable year (as defined in section 832(b) (4)) which are not
directly or indirectly attributable to the insurance or reinsurance
of risks of persons who are related persons (within the meaning
of subsection (d) (3)).".

(b) EFFECriVE DArE.-The amendment made by this sector shall
apply to taxable years of foreign corporations beginning after De-
cember 31, 1975, and to taxable years of United States shareholders
(within the meaning of section 951(b) of the Internal Revenue Code
of 1954) within which or with which such taxable years of suah for-
eign corporations end.

SEC. 102. SHIPPING PROFITS OF FOREIGN CORPORATIONS.

(a) CERTAIN SHIPPING OPEATIoNs.-Subsection (b) of section 954
(relating to foreign base company income) is amended by adding at the
end thereof the following new paragraph:

"(7) SPECIAL EXCLUSION FOR FOREIGN BASE COMPANY SHIPPING

iNCOE.-Income of a corporation which is foreign base company
shipping income under paragraph (4) of subsection (a) ( deter-
mined without regard to the exclusion under paragraph (2) of
this subsection) shall be excluded from foreign base company in-
come if derived by a controlled foreign corporation from, or in
connection with, the use (or hiring or leasing for use) of an air-
craft or vessel in foreign commerce between two points within the
foreign country in which such corporation is created or organized
and such aircraft or vessel is registered."

(b) EFFECTIVE DAT.-The amendment made by this section shall
apply to taxable years of foreign corporations beginning after Decem-
ber 31, 1975, and to taxable years of United States shareholders
(within the meaning of section'951 (b) of the Internal Revenue Code
of 1954) within whih or with which such taxable years of such for-
eign corporations end.

PART 111-AMENDMENTS AFFECTING TREATMENT OF
FOREIGN TAXES

SEC. 1031. REQUIREMENT THAT FOREIGN TAX CREDIT BE DETER-
MINED ON OVERALL BASIS.

(a) OVERALL LIMITATION ON FOREIGN TAX CREDnr.-Section 904
(relating to limitation on foreign tax credit) is amended to read as
follows:

"SEC. 90. LIMITATION ON CREDIT.
"(a) LtirTAroN.-The total amount of the credit taken under

,veetion 901 (a) shall not exceed the same proportion of the tax against
which such credit is taken-which the taxpayer's taxable income from
sources without the United States (but not in excess of the taxpayer's
en tire taxable income) bears to his entire taxable income or t same
taxable year.

"(b) TAXABLE INCOME FOR PURPOSES oF COMPUTING LIMITATION.-
For purposes of subsection (a), the taxable income in th, cwe of an



individual, estate, or trust shall be computed without any deduction
for personal exemptions under section 151 or 642(b).

"(0) CARM RA 5' AND CARRYOVER or ExCEsS TAX PAID.-Any
amount by which all taxes paid or accrued to foreign countries
or possessions of the United States for any taxable year for which the
taxpayer chooses to have the benefits of this subpart exceed the limita-
tion under subsection (a) shall be deemed taxes paid or accrued to
foreign countries or possessions of the United States in the second
preceding taxable year, in the first preceding taxable year, and in the
first, second, third, fourth, or fifth suceeding taxable years, in that
order and to the ete not deemed taxes paid or accwd in a prior
taxable year, in the amount by which the limitation under subsec-
tion (a) for such preceding or succeeding taxable year exceeds the sum
of the takes paid or accred to foreign countries or possessions of the
United States for such preceding or succeeding taxable year and the
amount of the tas for any taable year earlier than the current tax-
able year which shal be deemed to he been paid or accrued in such
preceding or subsequent taxable year (whether or not the taxpayer
chooses to have the benefiWs of this subpart with respect to such earlier
taxable year). Such amount deemed paid or accrued in any year may
be availed of only as a tax credit and not a a deduction and only if
the taxpayer for such year chooses to have the benefits of this subpart
as to taxes paid or accrued for that year to foreign countries or posses-
sons of the United States..

"(d) APPLICATION Or SECTINo IN CSE oF CERTAIN INTEREST INCOME
AND DIVIDENDS FROM A DISC oR FORME DISC.-

"(1 )I*GENERAL.-The provisions of subsections (a), (b), and
(a) shall be applied separately with respect to each of the follow-
ing items of income:

"(A) the interest income described in paragraph (2),
"(B) dividends from a DISC or former DISC (as defined

in section 992(a)) to the extent such dividends are treated as
income from sources without the United States, and

"(0) income other than the interest income described in
paragraph (2) and dividend* described in subparagraph
(B).

"(,B) INTEREST INCOME TO WHICH APPLICABL.-For purposes of
this subsection, th.interest income described in this paragraph is
interest other than interest- *

"(A) derived from any 'nsaaton which is directly re-
lated to the active coduct by the taxpayer of a trade or busi-
ness in a foreign country or a possession of the United States,
" (B) derived in the conduct by the taxpayer of a banking,
financing, or similar business,

"(C) received from a corporation in which the taxpayer (or
one or more includible corporations in an affliated group, as
defined in section 1504, of which the taxpayer is a member)
owns, directly or indirectly, at least 10 percent of the voting
stock, or

"(D) received on obligations acqudred as a result of the dis-
positian of a trade or business actively conducted by the tax-
payer in a foreign country orposesaion of the United States
or as a result of the disposition of Stock or obligations of a
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corporation in which the taxpayer owned at least 10 percent of
the voting stodR.'.

For purposes of subparagraph (0), stock owned, direct or ien-
directly, by or for a foreign corporation, shall be considered as
being proportionately owned by its shareholders.

"(e) TRANSITIONAL RULES FOR CARRBACKS AN CARRYOVERS FOR
TAXPAYERS ON THE PER-COUNTRY LIMITATION.-

"(1) APPLICATION.OF 8UBSETION.-This subsection shall apply
only to a taxpayer "who is on the per-country limitation for his
last taxable year beginning before Jan 1,1976.

"(2) CARRYOVERS TO YEARS BEGINNING AFTER DECEMBER 31,

1975.-In the case of any t ayer to whom this subsection applies,
any carryover from a taxable year beginning before January 1,
1976, may be used in taxable years beginning after December 31,
1975, to the extent provided in subsection (c), but Only to the
extent such carryover could have been used in such succeeding tax-
able years if the per-country limitation continued to apply to all
taxable years beginning after December 31,1975.

" (3) CARRYBACKB TO YEARS BEGINNING BEFORE JANUARY 1, 1976.-

In the case of any taxpayer to whom this subsection applies, any
carryback from a taxable year beginning after December 31,1975,
may be used in taxable years beginning before January 1,1976, to
the extent provided in subsection (c), but only to the extent such
carryback could have been used in such preceding taxable year
if the per-country limitation continued to apply to all taxable
years beginning after December 31,1975.

"(4) APPLICATION OF LIMITATzON.-For purposes of this sub-
section- .

"(A) the overall limitation shall be applied before the per-
country limitation, and

"(B) where the amount of any carryback or carryover is
reduced by the overall limitation, the reduction shall be allo-
cated to the amounts carried from each country or possession
in proportion to the taxes paid or accrued to such country or
possession in the taxable year from which such amount is
being carried.

"(f) CROSS REFERENCE.-
"For increase of limitation under subsection (a) for taxes paid with

respect to amounts received which were included in the gross income
of the taxpayer for a prior taxable gear as a United States shareholder
with respect to a controlled foreign corporation, see section 90(b)."

(b) CONFORMING AMENDMrENTS.-
(1) Sections 901 (a), 901 (b), and 960 (b) are amended by strik-

ing out "applicable limitation" each place it appears and inserting
in lieu thereof "limitation".

(B) Subparagraph (B) of section 243(b) (3) is amended to
read as follows:

"(B) the members of such affiliated group shall be treated
as one taxpayer for purposes of making the election under
section 901(a) (relating to allowance of foreign tax credit),
and"

(3) Paragraph (3) of section 1351(d) is amended to read as
follows.



"(3) FoRizE TAXER.-FOr purposes of this subsection, any
choice made under sibpart A of part III of subchapter N (relat-
ing to foreign tax credit) for any taxable year may be changed.".

(W) Section 1503(b) (1)is amended by striking out ", and if
tor the taxable year an election under section 904(b) (1) (relat-
tu to election of overall limitation oi foreign tax oredlt) is in
effeot".

(5) Sections 383, 6038(b)(1)(A), and 6501(i) are each
amended by stsking out "section 904(d)" each place it appears
therein and inserting in lieu thereof "section 904(c)".

(6) Subsection (e) of section 907 (relating to transitional rules)
is amended-

(A) by striking out "(d) and (c) of section 904" in para-
graphs (1) and (2) and inserting in lieu thereof "(d) and
(e) of section 904 (as in effect on the day before the date of
the enactment of the Tax Reform A ct of 1976) ";

(B) by striking out "section 904(a) (1)" in paragraph (2)
and inserting in lieu thereof "section 904(a) (1) (as so in
effect)"; and
" (C) by striking out "section 904(e) (2)" in paragraph (B)

(A) and inserting in lieu thereof "section 904(e) (2) (as so
in effect)".

(a) EFFrcTzvE DATes.-
(1) IN GENERAL. -Exept as provided in paragraph (2) and

(3)', the amendments made by this section shall apply to taxable
years beginning after December 31,1975.

(B) ExCEPTIoN FOR CERTAIN MINING OPERA rzoN.-In the case of
a domestic corporation or ineludible corporation in an affliated
gw ur (as defined in section 1504 of the Internal Revenue Code
of 19564) which has as of October 1,1975-

(A) been engaged in the active conduct of the trade or
business of the extraction of minerals (of-a character with
respect to which a deduction for depletion is allowable under
section 613 of such Code) outside the United States or its
possessions for less than 5 years preceding the date of enact-
ment of this Act,

(B) had deductions properly apportioned or allocated to
its gross income from such trade or business in excess of such
gross income in at least B taxable years,
I (C) 80 percent of its gross receipts are from the sale of

such minerals, and '
(D) made commitments for substantial expansion of such

mineral extraction activities,
the amendments, made by this section shall apply to taxable years
beginning after December 31, 1978. In the case of losses sustained
in taxable years beginning before January 1, 1979, by any corpo-
ration to which th4 paragraph "piTlies, the provisions of section
904(f) of such Code shall be applied with respect to such losses
under the principles of section 904 (a) (1) of such Code as in effect
before the enactment of this Act.

(3) ExcEPrToN FOR INCOME FRoM PosEs5 o IN.-In the case of

gross income from sources within a possession of the United States
(and the deductions properly apportioned or allocated thereto),



the amendments made by this section shall apply to taxable years
beginning after December 31,1978. In the ease of losses sustained
in a possession of the United States in taxable years beg
before January 1, 1979, the provisions of section 904(f) of
Code shall be applied with respect to sitch losses under the prine-
pies of section 904(a) (1) of such Code as in effect before the

enactment of this Act.
(4) CARRYBACKS AND CARRYOVERS IN THE CABLE OF MINING OPERA-

TIONS AND INCOME FROM A POSmESzON.- In the case of a taxpayer to
whom paragraph (,1), or (3) of this subsection applies, section

904(e) of such Code shall app y except that "January 1, 1979"
shall be substituted for "January 1, 1976" each place it appears
therein. If such a t apayer elects the overall limitation for a taw-
able year beginning before January 1, 1979, such section 904(e)
shall be applied by substituting "the January 1, ot the last year
for which such taxpayer is on the per-country limitation" for
"January 1,1976" each place it appears therein.

SEC. 1032. RECAPTURE OF FOREIGN LOSSES.

(a) IN GENERAL.-$eCtion 904 (as amended by section 1031 of this
Act) is amended by redesignating subsection (f) as subsection (g)
and by inserting alter subsection (e) the following new subsection:

"(f) REcAPTuRE oF OVERALL FOREzGN Loss.
"(1) GENERAL vuLE.-For purposes of this subpart and

section 936, in the 'case of any taxpayer who sustains an overall
foreign loss for any taxable year, that portion of the taxpayer's
taXable income from sources without the United States for each
succeeding taxable year which is equal to the lesser of-

"(A) the amount of such loss (to the extent not used under
this paragraph in prior taxable years), or

"(B) 50 percent (or such larger percent as the taxpayer
may choose) of the taxpayer's taxable income from sources
without the United States for such succeeding tamable year,

shall-be treated as income from sources within the United States
(and not as income from sources without the United States).

"(8) OVERALL FOREIGN LOSS DEFINED.-For purposes of this
subsection, the term 'overall foreign loss' means the amount by
which the gross income for the tamable year from sources without
the United States (whether or not the taxpayer chooses the bene-
fits of this subpart for such taxable year) for such year is exceeded
by the sum of the deductions properly apportioned or allocated
thereto, except that there shall not be taken into account-

"(A) any net operating loss deduction allowable for such
year under section 172 (a) or any capital loss carrybacks and
carryovers to such year under section 1212, and

"(B) any-
"(i) foreign expropriation loss for such year, as de-

fined in section 172 (k) (1), or
"(ii) loss for such year Which arises from fire, storm,

shipwreck, or other casualty, or from theft,
to the extent such loss is not compensated for by insurance or
otherwise.

"(3) DISPosITIONS.-



* "(A) IN oEGVEAL.-For purposes of this chapter, if prop-
erty which has been used predominantly without the United
States in a trade or business is disposed of during any taxable
year--

"(i) the taxpayer, notwithstanding any other provi-
sion of this chapter (other than paragraph (1)), shall
be deemed to have received and recognized taxable in-
come from sources without the United States in the tax-
able year of the disposition, by reason of such disposi-
tion, in an amount equal to the lesser of the excess of the
fair market value of such property over the taxpayer's
adjusted basis in such property or the remaining amount
of the overall foreign losses which were not used under
paragraph (1) for such taxable year or any prior taxable
year, and

"(4i) paragraph (1) shll be applied with respect to
such income by substituting '100 percent' for '50 percent'.

In determining for purposes of this subparagraph whether
the predominant use of any property has been without the
United States, there shall be taken into account use during
the 3-year period ending on the date of the disposition (or,
if shorter, the period during 'which the property has been
used in the trade or busineik).

"(B) DISPOSITION'DEFINED AND SPECIAL MULE.-
"(i) For purposes of this subsection the term 'dispo-

sition' includes a sale, change, distribution, or gift of
property whether boot gain r loss is recognized on the
transfer.

"(ii) Any tamable income recognized solely by reason
of subparagraph (A) shall have the same charateriza-
tion it woWdd have had if the taxpayer had sold or eX-
changed the property.

"(iii) The Secretary shall prescribe such regula-
tions as he may deem necessary to provide for adjust-
ments to the basis of property to reflect taadable income
recognized solely by reason of, subparagraph (A).

"(C) Excs-rriz -Notwithtandng subparagraph (B),
the term 'disposition' does 8not "Wlcde-

a() a disposition of property which is 'not a material
factor in the realization of income by the taxpayer, or

"(ii) a disposition of property to a domestic corpo-
ration in a distribution or transfer described in section
381(a).

"(4) DETERMINA ON OF FORTEIN OIL RELATED LOSS WB2RE BPcrioNt
907 APPLIES.-fln the case of a corporation to which section 907
(b) (1) applies, the foreign oil related loss shall be the amount by
which the gross income for the taxable year from sources without
the United States and its possessions (whether or not the taxpayer
chooses the benefits of this subpart for such taxable year) taken
into account in determining the foreign oil related income for
such year is exceeded by the sum of the deductions properly
apporioned or allocated thereto, except that there shall not be
taen into accont-



"(A) any net operating loss deduction allowable for such
year under section 172(a) or any capital oss carrybacks
and carryovers to such year 'inder section 1212, and

"(B) any-
"(i) foreign expropriation lossfo such year, as defined

in section 17(k) (1), or ' '
"(ii) loss for such year wihiv arises from fire, storm,

shipwreck, or other casualty, or from theft
to the extent such loss is not compensated for by insurance or
otherwise.".

(b) COORDINA1TON WITH SycTIoN 907.Section 907 is amended-
(1) by striking out the last sentence of subsection (b) (as

amended by section 1035(b)), and
(2) by striking out subsection (f), and by ridesitnating subsec-

tion (g) as subsection (I).
(c) EFFErIVE DATES.-

(1) IN GSNFRAL.-rExeept as provided in paragraphe (2)
and (8), the amendments made by subsections (a) and (b) (B)
shall apply to losses sustained in taxable years beginning after
December 31,1975, and the amendment made by ubsedtion (b) (1)
shall apply to taxable years beginning after December 31, 1976.

(2) ORLIGAToNs OF FOREIGN GoViRNNENrs.-The amondknents
made by subsection (a) shall not apply to losses on the sale, eX-
change, or other dignosition of bonds,'notes, or other evidences of
indebtedness issued before May 14, 1976, by a foreign government
or instrumentality thereof for the acquisition of property located
in that country or stock of a corporation (created or organized in
or under the laws of that foreign country) or indebtedness of such
corporation.

(3) SUBSTANTIAL WORTHLE SNESS BEFORE ENAcTMENT.-The
amendments made by subsection (a) shall not apply to losses in-
curred on the loss from stock or indebtedness of a corporation in
which the taxpayer owned at least 10 percent of the voting stock
and which has sustained losses in 3 out of the last 5 taxable years
beginning before January 1,1976, which has sustained an overall
loss for those 5 years, and with respect to which the taxpayer has
terminated or will terminate all operations by reason of Sale,
liquidation, or other disposition before January 1, 1977, of such
corporation or its assets.

(4) LuITATION BASED ON DEFICIT IN EARNINGS AND PROFITS.-If
paragraph (3) would apply to a taxpayer bict for the fact that
the loss is sustained after December 31,1976, and'if the loss is sus-
tained in a taxable year begimW before January 1, 1979, the
amendments made by subseCtion (a) shall not apply to Such loss to
the extent that there was on December 31, 1975, a defloit in earn-
ings and profits in the corporation from which the loss arose.



SEC. 1033. DIVIDENDS FROM LESS DEVELOPED COUNTRY CORPORA-
TIONS TO BE GROSSED UP FOR PURPOSES OF DETERMIN-
ING UNITED STATES INCOME AND FOREIGN TAX CREDIT
AGAINST THAT INCOME.

(a) FORION TAXES DEEMED PAID BY DOMESTIC CORPORA TIONS.-Sec-
tion 902 (relating to credit for corporate stockholders in foreign cor-
porations) is amended to read as fo ows :

"SEC. 902. CREDIT FOR CORPORATE STOCKHOLDER IN FOREIGN COR-
PORATION.

"(a) TRsEATMENr OF TAXES PAID By FoREIGN CoRPoRATiN.-For
purposes of this subpart, a domestic corporation which owns at least 10
percent of the voting stock of a foreign corporation from which it re-
oeives dividends in any taxable year shall be deemed to have paid the
same proportion of any income, war profits, or excess profits taxes paid
or deemed to be paid by such foreign corporation to any foreign coun-
try or to any possession of the United States, on or with respect to the

c ed profits of such foreign corporation from which such divi-
dends were paid, wich the amount of such "dividends (determined
without regard to section 78) bears to to he amount of suc accumulated
prots in excess of such income, war profits, and excess profits taxes
(other than those deemed paid).

t(b) FOREIGN SUBSIDIARY OF FIRST AND SECONfD FOREIGN COe-
PORATION-

"(1) ONe TIER.-If the foreign corporation described in sub-
secon (a) (hereinafter in this subsection referred to as the 'firstforeign corpoi'ation') owns 10 percent or more of the voting stock

of a second foreign corporaton from which it receives dividends in
any taxable year, it shall be deemed to awve paid the same propor-
tion of any income, war profits, or excess profits taxes paid or
deemed to be paid by such secd foreign corporation to any for-
eign country or to any possession of the United States, on or with
repeat to the acoumsa'ed profits of such second foreign corpora-
tion from which such dividends were paid, which the amount of
such dividends bears to the anmunt of such accumulated profits in
excess of such income, war profits, nd excess profits taxes (other
thn those deemed paid).

"(8) Two t S.-If such first foreign corporation owns 10percent or more of the voting stock of a second foreign corpora-

tion w oh, in turn owns 10 percent or more of the voting stock
*of a third foreign 'corporation from which the second foreign

corporaton receives dividends in any. taxable year, the second
foreign torporaton shall be demed to hae paid the saome pro-
portion of any income, war profits, or excess profits taxes paid

y h third foreign corporation to any foreign country or to
any possession of the United States, on or with respect to the
accumulated profits of sch third foreign corporation from which
suds dividends were paid, which the amount of such dividends
bears to the amount of such accumulated profits in excess of such
income, war profits, and excess profits taxes.

"(9) VoTIN SToCK REQUIR'NN.-FO purposes of this sub-
part-



"(A) paragraph (1) shall not apply.unless the percent-
age of voting stock owned by the dosc corporation in the
first foreign corporation andj:tMe p eAcentage of voting stock
owned by the fst foreign crp~ratton in the second foreign
Ljtoration when multipIdj& etle4r iual at least 5 percent,

"(B) paragraph (2) shall not apply unless the percentage
arrived at for purposes of applying paragraph (1) when med-
tiplied by the percentage of voting stock owned by the second
foreign corporation in the.third foreign corporation is equal
to at least 5 percent..

"(c) APPLICABLK RUER,.-
"(1) ACCUMULATED Pkowo DEFrNED.-For purposes of this sec-

tion, the term 'accum udted profits' means, with respect to any
foreign corporation, the amount of its gains, profits, or income
computed without reduction by the amount of the income, war
profits, and eXcess profits tames imposed on or with respect to
MCh profits or income by any foreign country or by any possession
of the United States. The Secretary shall have full power t?,determidne from the accumulated profits of what year or years suVh

dividends were paid, treating dividends paid in the first 60 days
of any year as having been paid from the accumulated profits
of the preceding year or years (unless to his satisfaction shown
otherwise), and in other respects treating dividends as having
been paid from the most recently accumulated gains, profits, or
earnings.

"(f) ACCOUNTING PERIODs.-In the case of a foreign corporation
the income, war profits, and excess profits taxes of which are de-
termined on the basis of an accounting period of less than 1 year,
the word 'year' as used in this subsection, shall be construed to
mean such accounting period.

"(d) CRoss REPERCNcis.-
'(1) For inclusion in gross income of an amount equal to taxes deemed

paid under subsection (a). see section 78.
"(2) For application of subsections (a) and (b) with respect to taxes

deemed paid in a prior taxable year by a United States shareholder with
respect to o controlled foreign corporation, see section 960.

"() For reduction of credit with respect to divides paid out of ac-
cumulated profits for years for which certain information is not furnished,
see section 6088."

(b) CONFo RmING AMENDmrTB.-
(1) Section 78 (relating to dividends recei-ed from certain

foreign corporations) is amended-
. (4) by striking out stationn 902(a) (1)" and inserting in
lieu thereof "section 90B (a) ", and ,

(B) bystriking out "section 960(a) (1) (C)" and insertingSin lu thereof "s'ectio960(a) (1)".
'(2) Paragraph (1) of section 960(a) (relating to special rules

for foreign tax credit) is amended by strikinq'out "bedrs to-"
and all that follows down through the period at the end of such
paragraph and inserting in lieu thereof "bears to the entire
amount of the earnings and profit of such foreign corporation
for such tamable year.".



(3) Section 535(b) (1) relatingq to accumulated taxable in-
come) i amended by string out "'section 902(a) (1) or 960(a)
(I) (e)" and inserting in lieu thereof "section 902(a) or 960(a)

(4) Section 546(b) (1) (relating to undistributed personal
holding company income) is amended by striking out "section
902(a) (1) or 960(a) (1) (C)" and inserting in lieu thereof "eec-
tion 902(a) or 960 (a) (1)".

(c) EjFrtir DArs,--TO amendments made by this section shall
appl-

(1) in respect of any distribution received by a domestic cor-
poration after December 31,1977, and

(9) in respect of any ditribution received by a domestic cor-
poration before January/ 1,1978, in a taxable year of such corpora-
tion beginning after December 31, 1975, but only to the extent
that such distribution is made out of the accumulated profits of a
foreign corporation for a taxable year (of such foreign corpora-
tion) beginning after December 31,1975.

For purposes of paragraph (9), a distribution made by a foreign
corporation out of its profits which are attributable to a distribution
received from a foreign corporation to which section 902(b) of the
Internal Revenue Code of 1954 applies shall be treated as made out
of the accumulated profits of a foreign corporation for a tamable year
beginning before January 1, 1976, to the extent that such distribution
was paid out of the accumulated profits of such foreign corporation
for a ta able year beginning before January 1, 1976.

SEC. IOU. TREATMENT OF CAPITAL GAINS FOR PURPOSES OF FOR.
EIGN TAX CREDIT.

(a) IN GENEVL.-Secton (b) of section 904 (relating to taxable
income for purposes of computing the foreign tax credit limitation),
as amended by section 1031 of this Act, is amended to read as follows:

"(b) TAzABLE !2vcomE FoR PuRPOSE oF COMPUTING LIWTrATIoN.-
"(1) PERSONAL ExAMPToNs.-For purposes of subsection (a),

the taxable income in the case of an individual, estate, or trust
shall be computed without any deduction for personal exemptions
under section 151 or 649(b).

"(9) CAPrAL oAiN.-For purposes of subsection (a)-
"(A) CORPORATIONS.-In the case of a corporation-

"(i) the taxable income of such corporation from
sources without the United States shall include gain
from the sale or exchange of capital assets only in an
amount eq to foreign source capital gain net income
reduced by three-eighths of foreign source net capital
gain,

"(ii) the entire taxable income of such corporation
shall include gain from the sale or exchanfe of capital
assets'onl in an amount equal to capital gain net income
reduced by three-eighth of net capital gain, and

"(iii) any net capital loss from sources without the
United States to the extent taken into account in deter-
mining capital gain net income for the taxable year shall



be reduced by an ammmt equal to three-eiqhths of the
excess of net Capital ain from sources iVithin the United
States over net capital gain.

"(B) OTHER TAXPAYER9.-In the case of a taxpayer other

than a taxpayer descrihed in subnaraqraph (A), taxable in-
come from sources without the United States shall include
gain from the sale or exchange of capital assets only to the
extent of foreign source capital gain net income.

"(3) DEFiNITioN.-For purposes of this subsection-
" (A) FOREIGN SOuRCE CAPITAL GAIN NET INCOH.-The term

'foreign source capital gain net income' means the lesser Of-

"(i) capital gain net income from sources without the
United States, or

"(ii) capital gain net income.
"(B) FOREIGN SOURCE NET CAPITAL amN.-The term 'for-

eign source net capital gain' means the lesser of-
"(i) Net capital gain from sources without the United

States, or
"(ii) net capital gain.

"(C) EXCEPTION FOR GAIN FROM THE sALE OF CERTAIN PER-

sONAL PROPERTY.-For purposes of this paragraph, there shall
be included as gain from sources within the United States
any gain from sources without the United States from the
sale or exchange of a capital asset which is personal property
which--

" (i) in the case of an individual, is sold or exchanged
outside of the country (or possession) of the individual's
residence,

"(ii) in the case of a corporation, is stock in a second
corporation sold or exchanged other than in a country (or
possession) in which such second corporation derived
more than 50 percent of its gross income for the 3-year
period ending with the close of such second corporation's
taxable year immediately preceding the year during
which the sale or exchange occurred, or

"(iii) in the case of any taxpayer, is personal property
(other than stock in a corporation) sold or exchanged
other than in a country (or possession) in which such
property is used in a trade or business of the taxpayer or
in which such taxpayer derived more than 50 percent of
its gross income for the 3-year period ending with the
close of its taxable year immediately preceding the year
during which the sale or exchange occurred,

unless such gain is subject to an income, war profits, or excess
profits tax of a foreign country or possession of the United
States, and the rate of tax applicable to such gain is 10 per-
cent or more of the gain from the sale or exchange (com-
puted under this chapter).

"(D) SECTION 1231 GAIH-The term 'gan from the sale
or exchange of capital assets' includes any gain so treated
under section 1231."

(b) EFFECTIVE DATE.-The amendment made by this section shall
apply to taxable years beginning after December 31, 1975, except that



the provisions of section 904(b) (3) (C) 8hall only apply to sales or
exchanges made after November 12, 1975.
SEC. 1035. FOREIGN OIL AND GAS EXTRACTION INCOME.

(a) RrDUCTtON IN LzmITATtON ON FOREIGN TAx CREDITs ALLOWABLE
FoR OIL AND GAS ExTRAcrIoN INcoM.-Subsection (a) of section 907
(relating to reduction in amounts allowable as foreign tax under sec-
tion 901) is amended to read as follows:

"(a) REDUcTION IN AMou.NT ALLOWED As FOREIGN TAx UNDER SEC-
TiON 9o.-n applying section 901, the amount of any oil and gas
extracton taxes paid or accrued (or deemed to have been paid) during
the taxable year which would (but for this ubsection) be taken into
account for purposes of section 901 shall be reduced by the amowat (if
any) by which the amount of such taxes exceeds the product of-

'(1) the amount of the foreign oil and gas extraction income
for the taxable year, multiplied by

"(2) the percentage which is the sum of the normal tax rate and
the surtax rate for the taxable year specifed in section 11.
(b) FoREIoN OIL RELATED iNcomE EARNED BY INDIVIDUALs.-

Subsection (b) of section 907 (relating to special rules in case of for-
eign oil and gas income) is amended to read as follows:

"(6) A ,PPLzcA IoN oF SEcToI 904 LIMITATION.-
1 "(1) CORPORATiNs.-In the case of a corporation, the provisions

of section 904 shall be applied separately with respect to-
"(A) foreign oil related income, and
"B) other taxable income.

"(2) OTHER TAXPA 'Rs.-In the case of a taxpayer other than a
corporation, the provisions of subsection (a) shall not apply and
the provisions of section 904 shall be applied separately with
respect to-

"(A-) foreign oil and gas extraction income, and
"(B): other taxable income (including other foreign oil

related income).
In the case of a corporation, with respect to foreign oil-related in-
come, and in the case of a taxpayer other than a corporation, with re-
spect to foreign oil and gas extraction income, the overall limitation
provided by section 904(a) (5 ) shall apply and the per-country limita-
tion provided by subsection (a) (1) shall not apply."

(c) TAx CREDIT FOR PRODUCTION-SHARNO CONTRACTS.-
(1) For purposes of section 901 of the Internal Revenue Code

of 1954, there shall be treated as income, war profits, and excess
profts taxes to be taken into account under section 907(a) of such
Code amounts designated as income taxes of a foreign govern-
ment by such government (which otherwise would not be treated
as taxes for purposes of section 901 of such Code) with respect
to production-sharing contracts for the extraction of foreign oil
or gas.

(9) The amounts specified in paragraph (1) shall not exceed
the lesser of-

(A) the product of the foreign oil and gas extraction in-
come with respect to all such production-sharing contracts
multiplied by the sum of the normal tax rate and the surtax
rate for -the taxable year specifed in section 11 of such Code,
.or .



(B) the excess of the total amp n of f"rign oil and gas
extraction income (as defined in section 907 o)(1) of such
Code) for the tamable year multi plied by the sumb of the nor-
mal tax rate and the surtax rate for the taxable hear specified
in section 11 of such Code over the amount of any income,
war profits, and excess profits taxes paid or accrued (or
deemed to have been paid) without regard to paragraph (1)
during the taxable year with respect to foreign ol and gas
extraction income.

(3) The production-sharing contracts taken into account for
poses of paragraph (1) shall be those contracts which were
entered into before April 8, 1976, for the sharing of foreign oil
and gas production with a foreign government (or an entity
owned by such government) with respect to which amounts
claimed as tames paid or accrued to such foreign government for
taxable years beginning before June 30, 1976, will not be dis-
allowed as tames. No such contract shall be taken into account for
any taxable year ending after December 31, 1977.

(d) CARRYBACE AND CARRYOVER OF DISALLOWED CREDIrS.-
(1) IN F crERAL.-Section 907 (as amended by section 1032) is

amended by redesignating subsection (f) as subsection (g) and
by inserting after subsection (e) the following new subsection:

"(f) CARRYBACK AND CARRYOVER OF DISALLOWED CAEITs.-
"(1) IN GENERAL.-If the amount of the oil and gas extraction

taxes paid or accrued during any tamable year exceeds the limita-
tion provided by subsection (a) for such taxable year (herein-
after in this subsection referred to as the 'unued credit year'),
so much of such excess as does not exceed 2 percent of foreign oil
and gas extraction income for such taxable year shall be deemed
to be oil and gas extraction taxes paid or accrued in the second
preceding taxable year, in the first preceding taxable year, and in
the first, second, third, fourth, or fifth succeeding taxable year,
in that order and to the extent not deemed. tax paid or accrued
in a prior taxable year by reason of the limitation imposed-by
paragraph (9). Such amount deemed paid or accrued in any tax-
able year may be availed of only as a tax credit and not as a
deduction and only if the taxpayer for such year chooses to have
the benefits of this subpart as to taxes paid or accrued for that
year to foreign countries or possessions. For purposes of this
subsection, the terms 'second preceding taxable year', and 'first
preceding taxable year' do not include any taxable year ending
before January 1, 1975. For purposes of determining the amount
of such taxes which may be deemed paid or accrued in any taxable
year ending in 1975, 1976, or 1977, the first sentence of this para-
graph shall be applied by substituting 'such excess' for 'so much
of such excess as does not exceed 2 percent of the foreign oil and
gas extraction income for such taxable year'.

"(0) LiMrA rioN.-The amount of the unused oil and gas extrac-
tion taxes which under paragraph (1) may be deemed paid or
accrued in any preceding or succeeding taxable year shall not
exceed the lesser of-

"(A) the amount by whirek the limitation proided by
subsection (a) for such taxable year exceeds the sum of-



"(i) the oil and gas extraction taxes paid or accrued
during such taxable year, plus

"(ii) the amounts of the oil and gas extraction taxes
which by reason of this Subsection are deemed paid or
accrued in such taxable year and are attributable to tax-
able years preceding the unused credit year; or

"(B) the amount by which the limitation provided by
section 904 on taxes paid or accrued with respect to foreign
oil-related income for such taxable year exceeds the sum of-

" (i) the taxes paid or accrued (or deemed to have been
paid under section 902 or 960) to all foreign countries
and possessions of the United States with respect to such
income during such taxable year,

"(ii) the amunt of such taxes which were deemed
paid or accrued in such taxable year under section 904 (c)
and which are attributable to taxable years preceding the
unused credit year, plus

"(iii) the amount of the oil and gas extraction taxes
which by reason of this subsection are deemed paid or
accrued in such tamable year and are attributable to
taxable years preceding the unused credit year.

"(3) SPEC14L RULES.-
"(A) In the case of any taxable year which is an unused

credit year under this subsection and which is an unused
credit year under section 904(c) with respect to oil-related
income, the provisions of this subsection shall be applied be-
fore section 904 (c).

"(B) For purposes of determining the amount of oi7-
related taxes paid or accrued in any taxable year which may
be deemed paid or accrued in a preceding or succeeding tax-
able year under section 904(c), any tax deemed paid or ac-
crued in such preceding or succeeding taxable year under this
subsection shall be considered to be tax paid or accrued in
such preceding or succeeding taxable year.

"(C) For purposes of determining the amount of the
unused oil and gas extraction taxes which under paragraph
(1) may be deemed paid or accrued in any taxable year end-
inq. before January 1,1977, subparagraph (A) of paragraph
(2) shall be applied as if the amendment made by section
1035(a) of the Tax Reform Act of 1976 applied to such tax-
able year."

(2). DEFINIOrN or OIL AND GAS EXTRACTION rAxE.-ubsction

(a) of section 907 is amended by adding at the end thereof the
following new paragraph:

"(5) 01L AND GAB EXTRACTION TAXrs-The term 'oil and gas
extraction taxes' means any income, war profits, and excess profits
tae paid or accrued (or deemed to have been paid under section
902 or 960) during the taxable year with respect to foreign oil
and gas extraction income (determined without regard to para-
graph (4) ) or loss which would be taken into account for purposes
Of section 901 without regard to this section."

(3) TECHNICAL AMNDMENF.-ubsection (i) of section 6501, as
amended by section 1031, (relating to foreign tax oarrybacke) is
amended-
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(A) by striking out "exaoe. foreign taxes) " and inserting
in Lieu thereof "excess foreign taM) or under section 907(f)
(relating to carryback and carryover of disallowed oil and

gas extraction taxes) "; and ,
(B) by striking out "section 904(c)" the second place it

appears and inserting in lieu thereof "section 904(c) or

907(f)".
(e) EpFEcTIvE DATs.-

(1) The amendment made by subsection (a) shall apply to tax-

able years ending after December 31,1976.
(2) The amendment' made by subsection (b) Shall apply to

taxable years ending after December 31,1974; except that the last

sentence of section 907(b) of the Internal Revenue Code of 1954

shall only apply to taxable years ending after December 31,1975.
(3) The amendment made by subsertion (e) shall apply to tax-

able years beginning after June 29,1976.
(4) The amendments made by subsection (d) shall apply to

taxes paid or accrued during taxable years ending after the date of
the enactment of this Act.

SEC. 1036. UNDERWRITING INCOME.
(a) TREATMENT AS INcOME FROM SovRcEs WITHIN THE UNITED

SPATEs.-Section 861(a) (relating to gross income from sources
within the United States) is amended by adding the following new
paragraph:

"(7) Amounts received as underwriting income (as defined in
section 832(b) (3)) derived from the insurance of United States
risks (as defined in section 953 (a) ).".

(b) TREATMENT ARS FOREIGN SOURor INcoME.-Section 862(a) (relat-
ing to gross income from sources without the United States) is amended
by adding the following new paragraph:

"(7) Underwriting income other than that derived from sources
within the United States as provided in section 861(a) (7).".

(a) EFFEcTIvr DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1976.

SEC. 1037. THIRD TIER FOREIGN TAX CREDIT WHEN SECTION 951
APPLIES.

(a) FORRIN TAxzEs DEEMED PAID BY FOREIGN toA'OoRATIo .-
Section 960(a) (1) (relating to special rules for foreign tax credits),
as amended in section 1033, is further amended to read as follows:

"(1) GENERAL RuLE.-For purposes oJ Subpart A oJ this part,
if there is included, under section 951(a) in the gross irnome of
a domestic corporation any amount attriutable to earnings and
profits -

"(A) of a foreign corporation (hereafter in this subsection
referred to as the 'first foreign corporation') at least 10 per-
cent of the voting stock of which is owned by suc domestic
corporation, or

"(B) of a second foreign corporation (hereinafter in this
subsection referred to as the 'second foreign corporation') at
least 10 percent of the voting stock of which is oined by the
first foreign corporation, or



"(6) of a third foreign corporation (hereinafter in this
subsection referred to as the 'third foreign corporation') at
least 10 percent of the voting stock of which is owned by the
second foreign corporation

then, under regulations prescribed by the Secretary, such domes-
tic corporation shall be deemed to have paid the same proportion
of the total income, war profits, and excess profits taxes paid (or
deemed paid) by such foreign corporation to a foreign country or
possession of the United States for the taxable year on or with
respect to the earnings and profits of such foreign corporation
which the amount of earnings and profits of such foreign corpo-
ration so included in gross income of the domestic corporation
bears to the entire amount of the earnings and profits of such
corporation for such taxable year. This paragraph shall not apply
with respect to any amount included in the gross income of such
domestic corporation attributable to earnings and profits of the
second foreign corporation or of the third foreign corporation un-
less, in the case of the second foreign corporation, the percentage-
of-voting-stock requirement of section 902(b) (3) (A) is satisfied,
and in the case of the third foreign corporation, the percentage-of-
voting-stock requirement of section 902(b) (3) (B) is satisfied."

(b) EFFECTIVE DATz.-The amendment made by this section shall
apply with respect to earnings and profits of a foreign corporation in-
cluded, under section 951 (a) of the Internal Revenue Code of 1954, in
the gross income of a domestic corporation in taxable years beginning
after December 31,1976.

PART IV-MONEY OR OTHER PROPERTY MOVING OUT
OF OR INTO THE UNITED STATES

SEC. 101. PORTFOLIO DEBT INVESTMENTS IN UNITED STATES OF
NONRESIDENT ALIENS AND FOREIGN CORPORATIONS.

The last sentence of section 861 (c) (relating to interest on deposits,
etc.) is hereby repealed.

SEC. 1042. CHANGES IN RULING REQUIREMENTS UNDER SECTION 67;
CERTAIN CHANGES IN SECTION 1248.

(a) AMENDMENT OF ScTioN 367.-Section 367 (relating to foreign
corporations) is amended to read as follows:

"SEC. 56?. FOREIGN CORPORATIONS.

"(a) TRANSFERs OF PRoPeRrY FROM THE UNITED S A Es.-
"(1) GENERAL RurE.-If, in connection with any exchange

described in section 332,361,354,355,356, or 361, there is a trans-
fer of property (other than stock or securities of a foreign cor-
poration which is a party to the exchange or a party to the re-
organization) by a United States person to a foreign corporation,
for purposes of determining the extent to which gain shall be
recoqnised on such trasfer, a foreign corporation shall not be
considered to be a corporation unless pursuant to a request filed
not later than the rlose of the 183d day after the beginning of such
transfer (and filed in such fo m and manner as may be prescribed



by regulations by the Secretary)*, it is established to the satisfao-
tion of the Secretary that such exchange is not in pursuance of a
plan having as one of its printpal purposes the avoid of
Federal income taxes.

'(2) EXCEPTION FOR TRANSACTIONS DESIGNATED MY THE SECRE-

TAR.-Paragraph (1) shall not apply to any exchange (other-
wise within paragraph (1)), or to any type of property, which
the Secretary by regulations designates as not requiring the $ling
of a request.

"(b) OTHER TRANSFERS-
"(1) EFFECT OF SECTION TO BE DETERMINED UNDER REGULATIONS.-

In the case of any exchange described in section 332, 351,354,355,
356, or 361 in connection with which there is no transfer of prop-
erty described in subsection (a) (1), a foreign corporation shall
be considered to be a corporation except to the extent provided in
regulations prescribed by the Secretary which are necessary or
appFropriate to prevent the avoidance of Federal income taxes.

(2) REGULATIONS RELATING TO SALE OR EXCHANGE OF STOCK IN
FOREIGN CoRPoRATioNs-The regulations prescribed pursuant to
paragraph (1) shall include (but shall not be limited to) regula-
tions dealing with the sale or exchange of stock or securities in a
foreign corporation by a United States person, including regula-
ti providing-

"(A A)the oircumstances under whih--
49 "i) gain shall be recognized ourent2y, or amounts in-0~e in gross income ourrently as a di idend, or both,

or
"(ii) gain or other amounts may be deferred for incl -

sion in the gross income of a shareholder (or his successor
in interest) at a later date, and

"(B) the extent to which adjustments shall be made to
earnings and profits, basis of stock or securities, and basis of
assets.

"(c) TRANSACTIONS To BE TREATED AS EXCHANGER-
" (1) SECTION 3 55 )JISTRIRTTION.-For purposes of this section,

any distribution described in section 355 (Or so nischof1 section
356 as relates to section 3.55) shall be treated as an exchange
whether or not it is an exchange.

"(2) CONTRIBUTION OF CAPITAL TO CONTROLLED CORPORATIONS.-
For purposes of this chapter, any transfer of property to a fore "
corporation as a contribution to the capital of such corporate in
by one or more persons who, immediately after the transfer, own
(within the meaning of section 318) stock Possessing at least 80
percent of the total combined voting power of all classes of stock
of such corporation entitled to vote shall be treated as an ex-
change of such property for stock of the foreign corporation equal
in value to the fair market value of the property transferred.

"(d) TRANsIrioN A RUL.-In the case of any exchange beginning
before January 1,1978-

"(1) subsection (a) shall be applied without regard to whether
or not there is a transfer of property described in subsection
(a)(1), and

"(B) subsection (b) shall not appy.".



(b) EARNINGS AND PRoFIr OP SUBSIaaDRES OF FOREIGN CORPORA-
rIoNS FOR PuRPOSES OF SECTION 148.-Subpragraph (C) of section
1,I4(c) (2) is amended by striking out "; and" at the end thereof and
inserting u Mleu thereof the following: "(or on the date of any sale or
eochage of the stock of suh other foreign corporation occurring dur-
in the 5-year period endin on the date of the sale or exchange of the
stock of such forei orporation, to the extent not otherw8e taken
into accont under tis sectwon but not in excess of the fair market
value of the stock of such other foreign corporation sold or exchanged
over the basis of such stock (for determining gain) in the hands of the
transferor); and".

(0) CERTAIN SECTI N 311, 336, OR 337 TRANSACrIN.-
(1) GENERAL RULE.-Section 1248 (relating to gain from cer-

tain sales or exchanges of stock in certain foreign corporations)
is amended by redesignating subsections (f) and (g) as subsec-
tion (g) and (h), respectively, and by inserting after subsection
(e) the following new subsection:

"(f) CERTAIN SE CroN 311, 336, OR 337 TRANSACTrON.-
"(1) IN GENERAL.-If-

"(A) a domestic corporation satisfies the stock ownership
requirements of subsection (a) (2) with respect to a foreign
corporation, and

"(B) such domestic corporation distributes, sells, or ex-
changes stock of such foreign corporation in a transaction
to which section 311,336, or 337 applies,

then, -notwithstanding any other provision of this subtitle, an
amount equal to the excess of the fair market value of such stock
over its adjusted basis in the hands of the domestic corporation
shall be included in the gross income of the domestic corporation
as a dividend to the extent of the earnings and profits of the for-
eign corporation attributable (under regulations prescribed by the
Secretary) to such stock which were accumulated in taxable
years of such foreign corporation beginning after December 31,
1962, and during the period or periods the stock was held by such
domestic corporation while such foreign corporation was a con-
trolled foreign corporation. For purposes of subsections (c) (2),
(d), and (h), a distribution, sale, or exchange of stock to which
this subsection applies shall be treated as a sale of stock to which
subsection (a) applies.

"(9) ExCEPrION FOR CERTAIN DisrRJnrToNs.-In the case of any
distribution of stock of a foreign corporation, paragraph (1) shaY
not apply if such distribution is to a domestic corporation-

"(A) which is treated under this section as holding such
stock for the period for which the stock was held by the dis-
tributing corporation, and '

"(B) which, immediately after the distribution, satisfies
the stock ownership requirements of subsection (a) (9) with
respect to such foreign corporation

"&(3) NONAPPLIoAION9 OF PARAGRAPH (1) IN CERTAIN CASES.

Paragraph (1) shall not apply to a sale or exchange to which
section 337 applies if-

"(A) throughout the period or periods the stock of the
foreign corporation was held by the domestic corporation (or



predecessor referred to in paragraph (2)) all the stock of
such domestic corporation was Owned b1Y United States per-
sons who satisfied the 10-pe6rcent stock ownership re9 wre-

ments of subsection (a) (2) with respect to such domestic cor-

poration, and
"(B) subsection (a) applies to the proceeds of the sale

or exchange and also applied to all transaction s described in

subsection (e) (1) which took place during the, period or

periods referred to in subparagraph (A).
"(4) APPLICATION TO CASES DESCRIBED IN BUBSECTION (e)--To

the extent that earnings and profits are taken into account under

this subsection, they shall be excluded and not taken into account

for purposes of subsection (e)."
(2) INTEREST IN PARTNERSHIP HOLDING STOCK IN CERAIN FOREIGN

CORPRATIONs-The last sentence of section 751(c) (relating to
unrealized receivables) is amended-

(A) by striking out "(as defined in section 1245 (a) (3)),"
and inserting in lieu thereof "as defined in section 1245(a)
(3)), stock in certain foreign corporations (as described in
section 1W48);" and

(B) by striking out "1945(a)," and inserting in lieu
thereof "1945 (a), 1248 (a),".

(3) CONFORMING AMENDMENTS.-
(A) Subparagraph (A) of paragraph (2) of subsection

(c) of section 1248 is amended by.striking out "subsection (a)
applies to a sale or exchange" and imserting in lieu thereof
"subsection (a) or (f) applies to -a sale, exchange, or di-
tribution".

(B) Subparagraph (A) of paragraph (3) of subsection
(g) (as redesignated by paragraph (1) of this subsection)
of section 1248 is amended to read as follows:

"(A) a dividend (other than an amount treated as a divi-
dend under subsection (f) ),".

(C) Subsection (h) (as redesignated by paragraph (1) of
this subsection) of section 1948 is amended by striking out
"subsection (a)" each place it appears and inserting in lie"
thereof "subsection (a) or (f)".

(d) DECLARATORY JUDGMENT PROCEDURE FOR REVIEW BY THE TAX
COURT OF SECTION 367 DETERMINATIONS.-

(1) IN ENERAL.-Part IV of subchapter C of chapter 76 (re-
lating to declaratory judgments) is amended by adding at the
end thereof the following new section:

"SEC. 7477. DECLARATORY JUDGMENTS RELATING TO TRANSFERS OF
PROPERTY FROM THE UNITED STATES.

"(a) CREATION oF REMEDY.-
"(1) IN GENERAL.-In a case of actual controversy involving-

"(A) a determination by the Secretary-
" (i) that an exchange described in section '367(i) (1)

is in pursuance of a plan having as one of its principal
purposes the avoidance of Federal ,income taxes, or

"ii) of the terms and conditions pursuant to which
an exchange described in section 367(a)(1) will be



determined not to be in pursuance of a plan having as
one of its principal purposes the avoidance of Federa
income taxes, or

"(B) a failure by the Secretary to make a determination
as to whether an exchange described in section 367(a) (1) is
in pursuance of a plan having as one of its principal pur-
poses the avoidance of Federal income taxes,

upon the filing of an appropriate pleading, the Tax Court may
make the appropriate declaration referred to in paragraph (2).
Such declaration shall have the force and effect of a decision of
the Tax Court and shall be reviewable as such.

"(2) SCOPE Op DECLARAION.-The declaration referred to in
paragraph (1) shall be-

"(A) in the case of a determination referred to in sub-
paragraph (A) of paragraph (1), whether or not such de-
termination is reasonable, and, if it is not reasonable, a de-
termination of the issue set forth in subparagraph (A) (ii)
of paragraph (1), and

"(B) in the case of a failure described in subparagraph
(B) of paragraph (1), the determination of the issues set
forth in subparagraph (A) of paragraph (1).

(b) LimTAToN.-
"(1) PrnrioNER.-A pleading may be filed wnder this section

only by a petitioner who is a transferor or transferee of stock,
securities, or property transferred in an exchange described in
section 367(a) (1).

"(2) ExHAusTzoN OP ADMINISTRATIVE REEDIs.-The Tax Court
hall not issue a declaratory judgment or decree under this section
in any proceeding unless it determines that the petitioner has ex-
hausted administrative remedies available to him within the In-
ternal Revenue Serveice. A petitioner shall not be deemed to have
exhausted his administrative remedies with respect to a failure by
the Secretary to make a determination with repeat to whether or
not an exchange described in section 367(a) (1) is in pwsuance of
a plan having as one of its principal purposes the avoidance of
Federal income taxes before the expiration of 270 days after the
request for such determination was made.

"(3) EXHANGE SHALL HAVE BEOU.-No proceeding may be
maintained under this section unless the exchange is described in
section 367(a)(1) wth respect to which a decision of the Tax
.Court is South has begun before the filing of the pleading.

"(4) TIME NOR BRINGING ACTION.-If the Secretary sends by
certified or registered mail to the petitioners referred to in para-
graph (1) notice of his determination with respect to whether
or not an exchange described in section 367(a) (1) is in pursuaee
of a plan having as one of its principal purposes the avoidance
of Federal income taxes or with respect to' the terms and condi-
tions pursuant to which such an exchange will be determined not
to be made in pursuance of such a plan, no proceeding may be
initiated under this section byany petitioner unless the pleading
is fi1d before the 91st day after the day after such note is
mailed to such petitioner.



"(e) COMMSSlONERS.-The chief judge of the Tam Court may assign
proceedings under this section to be heard by the commissioner of
the court, and the court may authorize a commissioner to make the
decision of the court with respect to sUCh proceeding, subject to such
conditions and review as the court may by rule provide."

(2) TECHNICAL AND'CONFORMING AMENDMENTS.-
(A) Section 7482(b) (1) (relating to venue for review of

Tax Court decisions) is amended by striking out "or'
, 
at the

end of subparagraph (B), by Strikintg out the period at the
end of subparagraph (C) and inserting in lieu thereof ", or",
and by inserting after subparagraph (C) the following new
subparagraph:

"(D) in the case of a person seeking a declaratory judg-
ment under section 7477, the legal residence of such person if
such person is not a corporation, or the principal place of
business or principal office or agency of such person if such
person is a corporation."."

(B) Section 7482(b) (1) is further amended-
(i) by striking out "subparagraph (A), (B), and (C)

do not apply" in the second sentence and inserting in lieu
thereof "no subparagraph of the preceding sentence ap-
plies"; and

(ii) by striking out "section 7476" in the last sentence
and inserting in leu thereof "section 7476 or 7477".

(C) The heading for section 7476 is amended to read as
follows:

"SEC. 706. DECLARATORY JUDGMENTS RELATING TO QUALIFICATION
OF CERTAIN RETIREMENT PLANS."

(D) The table of sections for part IV of subehapter C of
chapter 76 is amended to read as follows:

"Sec. 7476. Declaratory judgments relating to qualification of certain re-
tirement plans.

"Sec. 7477. Declaratory judgments relating to transfers of property from
USfted States."

(E) The heading of part IV of subehapter C of chapter 76
is amended to read as follows:

"PART IV-DECLARATORY JUDGMENTS".

(F) The table of parts for subchapter C of chapter 76 is
amended by striking out the item relating to part IV and
inserting in lieu thereof the following:
"Part IV. Declaratory judgments."

(e) EFFECTIVE DATES.-
(1) The amendments made by this section (other than by sub-

section (d)) shall apply to transfers beginning after October 9,
1975, and to sales, exchanges, and distributions taking place after
such date. The amendments made by subsection (d) shall apply
with respect to pleadings filed with the Tax C'ourt after the date
of the enactment of this Act but Only with respect to tranfer
beginning after October 9,1975.



(2) In the case of any exchange described in section 367 of the
internal Revenue Code of 1954 (as in effect on December 31,1974)
in any taxable year beginning after December 31, 1962, and before
the date of the enactment of this Act, which does not involve the
transfer of property to or from a United States person, a taxpayer
shall have for purposes of such section until 183 days after the
date of the enactment of this Act to file a request with the Secre-
tary of the Treasury or his delegate seeking to establish to the
satisfaction of the Secretary of the Treasury or his delegate that
such.exchange was not in pursuance of a plan having as one of its
principal purposes the avoidance of Federal income taxes and
that for purposes of such section a foreign corporation is to be
treated as a foreign corporation.

SEC. 1043. CONTIGUOUS COUNTRY BRANCHES OF DOMESTIC LIFE
INSURANCE COMPANIES.

(a) AMENDMENT OF SUBCHAPTER L.-Subpart E of part I of sub-
chapter L of chapter 1 (relating to life insurance companies) is
amended by inserting after section 819 the following new section:

"SEC. 819A. CONTIGUOUS COUNTRY BRANCHES OF DOMESTIC LIFE
INSURANCE COMPANIES.

"(a) ExcLusioN OF IrErM.-In the case of a domestic mutual insur-
ance company which-

"(1) is a life insurance oompany,
"(B) has a contiguous country life insurance branch, and
"(3) makes the election provided by subsection (g) with respect

to such branch,
there shall be excluded from each and every item involved in the
determination of life insurance company taxable income the items sep-
arately accounted for in accordandcwith subsection (c).

Co(b ONricuous COuNTRY LIFE INSURANCE BRANCH.-For purposes
of ths section, the term 'contiguous country life insurance branch'
means a branch which-

" (1) issues insurance contracts insuring risks in connection with
the lives or health of residents of a country which is contiguous
to the United States,

"(B) has its principal place of business in such contiguous coun-
trand
" (3) would constitute a mutual life insurance company if such

branch were a separate domestic insurance company.
For purposes of this section, the term 'insurance contract' means any
life, health, accident' or annuity contract or reinsurance contract or
any contract relating thereto. '

"(c) SEPARATr ACCouNrtiAvREQJuRD.-Any taxpayer which makes
the eleeon provided by subsection (g) shal establish and maintain a
separate account for the various income, exclusion, deduction, asset,
reserve, liability, and surplus items properly attributable to the con-
tracts described in subsection (b). SWich separate accounting shall be
made- ;' .

1 "(1) in accordance with'the method regularly employed by such
ompany, if such method clearly reftete income derived from,
and theU their items attributable to, the contracts described in sub-
section (b), and



" (9) in all other oases, in accordance with regulations prescribed
by the Secretary.

(d) RECOGNITION OF GAIN ON AssETs IN BRANCH AccouNr.-If the
aggregate fair market value of all the invested assets and tangible
property which are separately accounted for by the domestic life insur-
ance company in the branch account established pursuant to subsection
(o) exceeds the aggregate adjusted basis of such assets for purposes
of determining gain, then the domestic life insurance company shall
be treated as having sold all such assets on the first day of the first tax-
able year for which the eetion is in effect at their market value
on such first day. Notthstanding any other provision of this chapter,
the net gain shall be recognized to the domestic life insurance company
on the deemed sale described in the preceding sentence.

"(e) TRANSACTIONS BETWEEN GoNTIGUoUS COUNTRY BRANCH .4N"
DOMESTIC LIFE INSuRANCE COMPANY.-

"(1) REIMBURSEMENT FOR ROME OFFICE SERVICES, ET.-Any pay-
ment, transfer, reimbursement, credit, or allowance which is made
from a separate account established pursuant to subsection (c) to
one or more other accounts of a domestic life insurance company
as reimbursement for costs incurred for or with respect to the in-
surance (or reinsurance) of risks accounted for in such separate
account shall be taken into account by the domestic life insurance
company in the same manner as if such payment, transfer, reimt-
bursement, credit, or allowance had been received from a separate
person.

"(2) REPATRIATION OF INCOME.-
"(A) IN GENERAL.-Eocept as provided in subparagraph

(B), any amount directy or indirectly transferred or credited
from a branch account established pursuant to subsection (a)
to one or more other accounts of such company shall, unless
such transfer or credit is a reimbursement to which para-
graph (1) applies, be added to the life insurance company
taxable income of the domestic life insurance company (as
computed without regard to this paragraph).

"(B) LIMITATION.-The addition provided by subpara-
graph (A) for the taxable year with respect to any contigu-
ous country life insurance branch shall not exceed the amount
by which-

"(i) the aggregate decrease in the life insurance com-
pany taxable income of the domestic life insurance com-
pany for the taxable year and for all por taxable years
resulting solely from, the applcation of subsection (a)
of this section with respect to such branch, exceeds

"(ii) the amount of additions to life insurance com-
pany taxable income pursuant to subparagraph (A) with
respect to such contiguous country branch for all prior
taxable years.

"(f) OTHER RULES.-
"(1) TREAT rMET OF FOREIGN TAXES.-

"(A) IN oGrN AL.-No income, war profits, or excess prof-
its taxes paid or accrued to any foreign country or possession
of the United States which is attributable to income excluded
under subsection (a) shall be taken into account for purposes



of subpart A ofpart III of sub aha.,ter N (relating to foreigntax ) or Iaowable as a dedwtion.

( I N7, rX NTOF REPATRIATED AMoUNTs.-For purposes
of ¢tpns 78 and 902, where any amount is added to the life
insurance company taxable income of the domestic life insur-
ance company by reason of subsection (e) (2), the contiguous
country life insurance branch shall be treated as a foreign
cdoOration. AI amount so added shall be treated as a divi-,

end paid by a foreign corporation, and the taxes paid to any
foreign country Or possession of the United States with re-
"pect to such amount "hall be deemed to have been paid by
such branch.

"(2) UNITED STATES SOU'S E INCOME ALLOCA)ME TO CONTIGUOUS
cOUNTRY )kAvc.-For purposes of sections 881, 882, and 1442,
saa/& contiguous, coWtry life insurance branch shall be treated
as a foreign corporation. Such sections shall be applied to each
such branch in the same manner as if such sections contained
"the provisions of any treaty.td which the United States and the
contigu us country ar parties, to the same extent such provisions
would apply if such branch wer .incorpmoaled in such Contiguous

country."(g) ELECTIoN.-A'tacpayer may make the election provided by
this subsec&oi with respect to any contiguous country for any taxable
year-begiunij after December 31, 1975. An election made under this
subsection for any taxable year shall remain in effect for all Subse-
quent taxable years, except that it may be revoked with the consent
ol the Secretary. The'election provided by this subsection shall be
made not later than the"tiihe prescribed by law for filing the return
fO the 'taalle "year (including extensions thereof) with respect to
which such:'election is made\ qnd such election and any approved rev-
ocation thereof shall be made in the manner provided by the Secretary.

'(h) SPECIAL Rur FO o mOMEsTic STOCK LIFE INSURANCE COm-
PATzrJ E.-At the 'eletion of a domestic stock life insurance company
which has a contiguous country life insurance branch described in
subsection (b) (without regard to the mutual requirement in subsec-
tion (b) (3)), the assets of such branch may be transferred to a foreign
corporation oroaniqed under the laws of the contiguous country
kit put the application of section 367 or 1491. Subsection (a) shall
apply to the stock of such foreign corporation as if such domestic
company were a =Oual company and as if the stock were an item
dlserbd in subsection (c). Subsection (e) (1,P) Shall apply to amounts
trans/erred or credited to kuch domestic corapany as if such domestic
compdny and such foreign corporation constituted one domestic mu-
tua lif insurance c inpany. The insurance contracts which may be
transferred pursuant to this subsection shall include only those which
are similar to the -tkpes of insurance contracts issued by a mutual life
insurance compani. Notwithstanding the first sentence of this sub-
section, if the aggregate fair marevalue of the invested assets and
tangible propertV vhich are separately accounted for by the domestic
lif insurance company in the branch account exceeds the aggregate
adjusted basis of such assets for purposes of determining gain, the
domestic life insurance company shall be deemed to have sold all
such 'aiets on the first da f dI the taAble year for which the election



under this subsection applies and the net gain, shall be recognized
to the domestic life insurance company on the deemed sale, but not
in excess of the proportion of such net gain which equals the propor-
tion which the aggregate fair market valu of such assets which are
transferred pursuant to this subsection is of the aggregate fair market
value of all such assets."

(b) CLERICAL AMENvNNT.-The table of sections for swh subpart
E is amended by inserting after the item relating to section 819 the
following new item: '

"See. 819A. Contiguous country braaMhes of domestic life insurance com-
pwiea~s."

(c) EFFEcTcE DATE.-The amendment made by this section sahoD
apply to taxable years beginning after December 31, 1975.

SEC. 1045. TRANSITIONAL RULE FOR BOND, ETC., LOSSES OF FOREIGN
BANKS.

(a) GENERAL RULE.-Section 582(c) (relating to bond, etc., losses
and gains of financial institutions) is amended by adding fat the end
thereof the following new paragraph:

"(4) TRANSITIONAL RULE FOR RANKS.-In the case of a corpora-
tion which would be a bank except for the fact that it is a foreign
corporation, the net gain, if any, for the taxable year on sales and
exchanges described in paragraph (1) shall be considered as gain
from the sale or exchange of a capital asset to the extent suc net
gain does not exceed the portion of any capital loss carryover to
such tamable year which is attributable to capital losses on sales or
exchanges described in paragraph (1) for a taxable year begin-
ning before July 12, 1969. For purposes of the preceding sentence,
the portion of a net capital loss for a taxable year which is attribu-
table to capital losses on sales or exchanges described in paragraph
(1) is the amount of the net capital loss on such sales or exchanges
for such taxable year (but not in excess of the net capital loss for
such taxable year)."

(b) EFFrcTzvE DATE.-
(1) The amendment made by subsection (a) shall apply with

respect to taxable years beginning after July 11, 1969.
(2) If the refund or credit of any overayment attributable to

the application of the amendment made 6y subsection (a) to
any tamable year is otherwise prevented by the operation of
any law or rule of law (other than section 712 of the Internal
Revenue Code of 1954, relating to compromises) on the day which
is one year after the date of the enactment of this Act, such credit
or refund sll be nevertheless allowed or made if claim therefor
is fled on or before such day.

PART V-SPECIAL CATEGORIES OF FOREIGN TAX
TREATMENT

SEC. 1051. TAX TREATMENT OF CORPORATIONS CONDUCTING TRADE
OR BUSINESS IN PUERTO RICO AND POSSESSIONS OF THE
UNITED STATES.

(a) ALLOWANCE OF PUERTO RICAN AND PossEsRIoN TAX GCRAW2.-
etion 33 (relating to taxes of foreign countries and possessions of

the United States) s amended to read as follows:



"SEC. 83. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF THE
UNITED STATES; POSSESSION TAX CREDIT.

"(a) FoRIoN TAX Ckrzr.-The amount of taxees imposed by for-
eign countries and possessions of the United States shall be allowed
as a credit against the tax imposed by this chapter to the extent pro-
vided insection 901.

"(b) SECTIoN 936 (JzEDr.- n the case of a domestic corporation,
the amount provided by section 936 (relating to Puerto Rico and pos-
session tax credit) shall be allowed as a credit against the tax imposed
by this chapter."

(b) RU LES ON Possusszoir TAx CkErv'.-Subpart D of part III of
rubchapter N of chapter 1 relatingng to' possessions of the United
States) is amended by adding at the end thereof the following new
section:

"SEC. M. PUERTO RICO AND POSSESSION TAX CREDIT.

"(a) ALLOWANCE OF CREDIT-
"(1) IN GENERAL.-Except as provided in paragraph (2), in

the case of a domestic corporation which elects the application of
this section, t Ofere shall be aZlowed as a credit against the tax
imposed by this chapter an amount equal to the portion of the
tax Which is attributable to taxable income, from sources without
the Utnited States, from the active conduct of a trade or business
within, a possesion of the United States, and from qualifed pos-
session source investment income, if the conditions of both sub-
paragraph (A) and subparagraph (B) are satisfed

"(A) 3-YEAR PERID.-If 80 percent or more of the gross
income of such domest corporation for the 3-year period
imnediately- preceding te close of the taxable year (or for
such part such period im ediatedy preceding the clse of
such taTable year as may be appliable) was derived from
sources within a possession of the United States (determined
without regard to section 90(f)); and

"(B) TRADE OR R 7szNrss.-If 50 percent or more of the
gross income of such domestic corporation for such eriod or
such part thereof was derived from the active conduct of a

4trde or business within a possession of the United States.
() ORDTn NOT ALLOWED AGAINST cERTAiN TAxE.-The credit

p ied by paragraph (1) shall not be allowed against the taximposed by'-"(A),section 56 (relating to minimum tax),

I .P) section 531 (relating to the tax on accumulated earn-

"(C) section 541 (relating to personal holding company
tax),

"(D) section 1333 (relating to war loss recoveries), or
"(k) section 1351 (relating to recoveries of foreign expro-

priat losses).
"(b) AMouNrs RE094VEV IN UNrED SrAres-ln determining tax-

able income for purpses of 'subsection (a), there sha£l not be taken
into ac mount as income from sources without the United States any
gross income which was received by such domestic corporation within



the United States, whether derived from sources within or without
the United States.

"(c) TREATMENT oF CERTAIN FOREIGN TAxEs.-For purposes of this
title, any tax of a foreign country or a possession of the United States
which is paid or accrued with respect to taxable income which is taken
into account in computing the credit under subsection (a) shall not be
treated as income, war profits, or excess profits taxes paid or accrued to
aJoreign country or possession of the United Btate8, and no deduction
shall be allowed under this title with respect to any amount so paid or
accrued.

"(d) DEFINITION.-For purposes of this section-
"(1) PossEssioN-The term possessiono of the United States'

includes the Comemonweqlth of Puerto Rico, but does not include
the Virgin Islands of the United States.

"(2) QUALIFIED POSSESSION sOURce INVESTMENr iNcoM.-The
term 'qualified possession source investment income' means gr'oss
income which-.

"(A) is from sources within-a possession of the United
States in which a trade or business 2s actively conducted, and

"(B) the taxpayer establishes to the satisfaction of the
Secretary is attributable to the investment in such possession
(for use therein) of funds derived from the active condr of
a trade or business in such possession, or from such invest-
ment,

less the deductions properly apportioned or allocated tfhreto.
"(e) ELEC2ON.-

"(1) PERIOD oF ELrCTIoN.-The election provided in subsection
(a) shall be made at such time and in such manner as the Secre-
tary may by regulations prescribe. Any such election shall apply
to the first taxable year for which such election was made and for
which the domestic corporation satisfied the conditions of sub-
paragraphe (A) and (B) of subsection (a) () and for each tax-
able year thereafter until such election is revoked by the domestic
corporation under paragraph (2). If any such election is revoked
by the domestic corporation undet paragraph (B), such domestic
corporation may make a subsequent election under subsection
(a) for any taxable year thereafter for which such domestic cor-
poration satisfies the conditions of subparagraph (A) and (B)
of subsection (a) (1) and any such ubseg tnt election shall re-
main in effect until revoked by such domestic 'corporation under
paragraph (B).

"(B) REvOcATIo.-An election under subsection (a)-
"(A) may be revoked for any taxable year beginning be-

fore the expiration of the 9th taxable year following the
taxable year for which such election first applies only with
the consent of the Secretary; and

"(B) maybe e revoked fr any taxable year beginning after
the expiration of such 9th taxable year without the consent
of the Secretary.

"(f) DISC ox FOMER DISC CORPORATION INELI zl E FOR Neol.-
No credit shall be allow ed under this section to a corporation for a
taxable year for which it is a DISC or former DISC (as defined in
section 992(a)) or in which itow s at any time stock in a DISC or
former DISC.



"(g) ExcrPTIoN To ACCUMULATED EARNINGS TA.-
"(1) For purposes of section 535, the term 'accumulated tamable

fncomve' thalI not include taxable income entitled to the credit
under su~bsection I(a).,,

"(2) For purposes of section 537, the term 'reasonable needs
of the business' includes assets which produce income eligible for
the credit under subsection (a)."

(c) AMENDMrNTs or SecTIoN 931.-
(1) Subsection (a) of section 931 (relating to general rule in

the case of income from sources within possessions of the United
States) is amended to read as follows:

"(a) GENERAL RuLE.-In the, case of individual citizens of the
United States, gross income means only gross income from sources
within the United States if the conditions of both paragraph (1)
and paragraph (2) are satisfied:

"(1) 3-XTEAR PEVRID.-f 80 percent or more of the gross income
of such citizen (computed without the benefit of this section)
for the 3-year period immediately preceding the close of the
tamable year (or for such part of such period immediately preced-
ing the close of suc4 taxable year as may be applioable) was
deriwed from sources within a possession of the United States;
znd,

"(5) TRADE OR BUSlNESS.-If 50 percent or more of his gross
ncome (computed without the benefit of this section) for such
period or such part thereof was derived from the active conduct
of a trade or business within a possession of the United States
either on his own account or as an employee or agent of another."-

(2) Subsection (c) of section 931 (defining the term "posses-
sion?") is amended to read as follows:

"(a), DEFzNITroi.- For purposes of this section, the term 'possession
of the United States' does not include the Commonwealth of Puerto
Rico, the Virgi* Islands of the United States, or Guam.".

(3) Subsections (d), (e), and (f) of section 931 are each
amended by striking out "persons" each place it appears and in-
sertingin lieu thereof "a citizen of the United States".

(d) AmENDmE.Ts.oF SEcTIoN 901.-
_ (1) Section 901 (d) (relating to certain corporatioms treated as

fereigncorporations) is amended to read as follow,:
"(d) TREATMENT OF DIvIDEsD FROM A DISC OR FoRMER DISC.-

For purposes of this subpart, dividends from a DISC or former DISC
(as defined in section 992(a)) shall be treated as dividends from a
foreign corporation to the extent such dividends are treated under
part I as income from sources without the United States.".

(2) Section 901 (relating to taxes of foreign countries and
possessions of the United States) is amended by redesignating
subsection (g) as (A) and by inserting after subsection (f) the
following new subsection:

"(g) CERTAIN TAxES PAID WITH REsPEcT To DSTRUTiONS FROM
POSSESSIONS CORPORATIONS.-

"f(1), IN oENEAL.--For purposes of this chapter, any tax of a
foreign country or possession of, th United States which is paid
or accrued with respect to any distribution from a corporation,
to the extent that such distribution is attributable to periods dur-



ing which such corporation is & posessine corporation, shall not

be heated as inc me, war prft, or excess MAO taxes p ador
accrued to a foreign country or possession of the United Stes,
and no deduction shall be allowed under thie title with respect to
any amount so paid or accrued. I
" (2) POSSESSIONS cOxRoRAToN.-For purposes of paragraph

(1), a corporation shall be treated as a possessions corporatWn

for any period during which an election under section 936 ap-

plied to such corporation or during which section 931 (as in effect

on the day before the date of the enactment of the Tax Ref or

Act of 1976) applied to such corporation."
(e) AMENDMENr OF SECTION 904(b).-Section 904(b) (as amended

by sections 1031 and 1034(a) of this Act) igumended by adding at the

end thereof the following new paragraph:
"(4) COORoNAzoN WITH SECTION 9a3.-For purposes of sub-

section ( a), in the case of a corporation, the taxable income shall

not ine lde any portion thereof taken into account for purposes
of the credit (if any) allowed by section 936."

(f) DIVIDENDS RECEIVED DEDUCTION ALLOWED.-

(1) Section 243(b)(1) (defining qualifying dividends) is
amended by adding "either" at the end of subparara ph (A), by
striking out the period at the end of subparagraph (B)) and
inserting in lieu thereof a cona a and by adding at the
end thereof the following nw subparagraph:

"(C) such dividends are paid by a corporation with respect
to which an election u er section 936 is in effect for the tax-
able year in which such dividends are paid.".

(92) Section 243(b) (5 ) (defining affiliated group) is amended
by insertin[i ", 1504(b )(4)," immediately after "1504(b) (9)".

(3) Section W6 (a) (relating to dividend# from certain corpora-
tions) is amended to read as follows:

"(a) DEDUCTION Nor ALowED FOR DzviDENDS FR om CERTAIN COR-

poTIoN .- The deductions allowed by sections £43,2 44, and 245 shall
not apply to any dividend from a corporation which, for the taxable
year of the corporation in which the distribution is made, or for the
next preceding taxable year of the corporation, is a corporation exempt
from 'tax under section 501 (relating to certain charitable, etc., or-
ganizatiom) or section 521 (relating to farmers' cooperative associa-
tions) ."

(g) CONSOLIDATED RETURN TREATMNT.-Section 1504(b) (4) (de'-
fining iwludible corporation) is amended to read as follows:

"(4) Corporations with respect to which an election umder sec-
tion 936 (relating to'possession tax credit) is in effect for the tax-
able year.".

(h) C oNF imIN AMENDMENTs.-
(1) Section 48(a) ( 2) (B) (vii) (relating to definition of section

38 property) is amended by striking out "(other than a corpora-
tion entitled to the benefits of section 931 or 934(b ) )" and insert-
ing in lieu thereof the following.. "(other than a corporation which
has an election in effect under section 936 or which is entitled to
the benefits of section 934 (b) ) ".

(2) Paragraph (2) of subsection 116(b) (relating to certain
dividends excluded from partial exclusion of dividends received
by individuals) is amended to read as follows:



"(9) a operation whioh, for the taxable year of the corpora-
tion in which the distribution is made, or for the nest preceding
taxable year of the c oration, is a corporation exempt from tax
wadev section 501 ( elating to certain charitable, eta., organisa-
tns) or section 591 (relating to farmers' cooperative aocza-
tioni); or".

(8) Section 861(a) (9) (A) (relating to income from sources
within the United States) is amended by striking out "other than
a corporation entitled to the benefits of section 931," and inserting
in lIeu thereof the following: "other than a corporation which has
an election in effect under section 936,".

(4) Section 6091(b) (9) (B) (ii) (relating to place of fling for
corporations) iRs amended by striking out "section 931 (relating to
income from sources within possessions of the United States )," and
inserting in lieu thereof the following: "section 936 (relating to
possession tow credit),"

(i) EFF CTiVE DATE.-
(1) Except as provided by paragraph (2), the amendments

made by this section shall apply to taxable years beginning after
December 31, 1975, except that "qualified possession source in-
vestment income" as defined in section 936(d) (9) of the Internal
Revenue (ode of 1954 shall include income from any source out-
side the United States if the taxpayer establishes to. the satisfoc-
tionof the Secretary of the Treasury or his delegate that the in-
come from such sources was earned before October 1, 1976.

(9) The amendment made by subsection (d) (9) shall not apply
to any tax imposed by a possession of the United States with re-
spect to the complete liquidation occurring before January 1,
1979, of a corporation to the extent that such tax is attributable
'to earnings and p fits accumulated by suh corporation during
periods ending before January 1,1976. "

SEC. 10f2. WESTERN HEMISPHERE TRADE CORPORATIONS.
(a) PATAROUT OF SPECIAL DEDuCTION FOR "WESTERN HEMIsIEaRF

TRDX JoRoRRATox.-Section 999 (special deduction for Western
Hemisphere trade corporations) is amended by adding at the end
thereof the following new subsection:

"(b) PHABRour OF DEDyCroN.-In the case of a taxable year be-
ginnog after December 31,1975, and before January 1,1980, the per-
cent specified in subsection (a) (9) (A) shall be (in lieu of 14 percent)
the percent specified in the following table:

"Per a taxable year The percentage
beginning in- shal b-
1976 ------------------------------------------------------- 11
1977 ------------------------------------------------------- 8
1978 ----------------------------------------------------- 5
1979 ------------- ------------------------------------------ 2.

(b) REPEAL OF WESTERN HMISPHER TRADE CORPORATION DEDUC-
rIoN FoR TAXARLf YEAES BrGIrNG AFTER 1979.-Subpart C of part
III of subchapter N of chapter 1 (relating to Western Hemisphere
trade corporations) is hereby repealed.
(b) C o mo NG AMENDMENr.-

(1) The first sentence-of section 922 (relating to special deduc-



tion) is amended by striking out "In the case of' and inserting
in lieu thereof the follow . :

"(a) GENERAL RULE.-In t/ie case of!,
(2) Section 170(b) (2) (relating to percentage limitations on

charitable contributions in the case of corporations) is amended
by adding "and" at the end of subparagraph (0), by string
out subparagraph (D), and by redesignating subparagraph (K)
as subparagraph (D).

(3) Section 172(d) (relating to modifications for purposes of
the net operating loss deduction) is amended by string out para-
graph (5) and by redesignatin" paragraph (6) as paragraph (5).

(4) Subsection (g) of section 907 is hereby repeated.
(5) Section 1503 (relating to computation and payment of tax

in the case of consolidated returns) is amended ,y striking out
subsection (b ) and by striking out "(a) GENERAL RULE.-".

(6) Section 6091(b) (2) (B) (ii) (relating to place for fding
returns of corporations) is amended to read as follows:

"( ii) corporations which claim the benefits of section 936
(relating to possession tax credit), and".

(7) The table of subparts for part III of subchapter N of
chapter 1 is amended by striking out the item relating to sub-
part C.

(d) EFFECTiVF DATES.-The amendments made by subsection (a)
and paragraph (1) of subsection (c) shall apply with respect to taxable
years beginning after December 31, 1975. The amendments made by
subsection (b) and by subsection ( c) (other than paragraph (1)) shall
apply with respect to taxable years beginning after December 31,1979.
SEC. 1055. REPEAL OF PROVISIONS RELATING TO CHINA TRADE ACT

CORPORATIONS.
(a) PHASEOUT OF SECTION 941.-Section 941 (relating to special

deductions for China Trade Act corporations) is amended by adding
the following new subsection:

"(d) PHAOur OF Dr~ucToN.-In the case of a taxable year begin-
n;ng after December'31,1975, and before January 1,1978, the amount
of the special deduction under subsection (a) (deternned without
regard to this subsection) shall be reduced by the percentage reduc-
tion specified in the following table:
"For a taxable year The pereentae re-

beginning in- duntion sl be--
1976 ---------------------------------------------------
1977 --------------------------------------------------- 66%."

(b) PHASEOUT or SEcTioN 943.-Section 943 (relating'to the emclU-
sion of certain dividends to residents of Formosa or Hong Kong is
amended by adding at the end thereof the following new sentence: "In
the case of a taxable year beginning after December 31, 1975, and
before January 1, 1978, the amount of the distributions which are ex-
cludable from gross income under this section (determined without
regard to this sentence) shall be reduced by the percentage reduction
specified in the following table:
"For a taxable year The percentage re-'

beginning in- duction shell be-
1976 ---------------------------------------------------- 8
1977 ---------------------------------------------------- 66."



Y APA.--Suba'k'E of part:1! of subchapter N of chapter 1
(relating to China Trade Act corporations) is hireby repealed.
'(d) TEvHNwAr AND oNFoRmaiNG AmENzMNTS.-

(1) Section 116(b) is amended by striking out paragraph (1)
and'redesignating paragraphs (9) and (3) as paragraphs (1)
agd (2), respectVely.

'(9) Secti 1 MO4'b) :is ameided.by'strking oot paragraph (5).
(3) 'Section 6079 is amended by striking out subsection (e).
(4) Section 6091(b)(9)(B) (ii) is amended by striking out

the eomma "afteo "trade corporations)" and inserting in lieu
thereof "or" and by striking out "or section 941 (relating to the
special deduction for China Trade Act corporations),".

(5) The table of subparts for.part II! of subchpter N of
chapter 1 is amended by striking out the item relating to sub-
p art E. .

( e) EFC0TIVA DATrs.-TU'amendments nade' by subsections (a)
and (b) shall apply with respect to taxable years beginning after
liecember 31, 1975. The amendments made by subsectionS (c) and (d)
shall apply with respect to taxable years beginning after Decem-
ber 31,1977.

PART VI-DENIAL OF CERTAIN TAX BENEFITS FOR
COOPERATION WITH OR PARTICIPATION IN INTER-
NATIONAL BOYCOTTS AND IN CONNECTION WITH
It. E PAyMENT .QF CERTAIN BRIBES.

SEI. 1061. DENIAL OP FOREIGN TAr CREDIT.
'(a) LO OENERsL.-Subpdrt A of part'IIfof'subchapter N. (relating

to income from s8urbei 'w htAut the United Stdtes) is amended by ad-
ding at the end thereof the fdlowing new section:

"sEC. 90. REDUCTION OF CREDIT FOR PARTICIPATION IN OR COOP-
t' ERTATION WITH AN. INTERNATIONAL BOYCOTT.

"(a) IN GEwkRAL.-If a taopdye; or a member of.a controlled group
(within. the meaning of section 993(a) (3)) which includes the tax-
payer, participates in or cooperates with an international boycott dur-
ing the taxable year withinn themeaning of section 999(b)), the
amount of the credit allowable for the taxable year under section 901
shall be redficed by idn amoun thealtO ths poductof-

"(1) the amount of thecredit -whih, tt jor this section, would
be allowed under section 901 for the taxable year, mutipled by

"(9) the interndtfoiaT boycott factor (determined under section
999).

"(b) APiPqwA4iov. WITH S ,crio.V 75(a) (4).-Section 275(a) (4)
shqlU not appl§ to any amount of taxes denied credit under subsection(a)." . .

(b) LKR ICAr' AEN DENT.-The table of sections for such subpart
is amended by adding at the end thereof-the following new item:

"S. 905. Reduction of credit for participation in or cooperation with

an international boycott."
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SEC. 1062. DENIAL OF DEFERRAL OF INTERNATIONAL BOYCOTT
AMOUNTS.

(a) DENIAL OF DAFERRL.-Section 952 (a) (relating to general defi-
nition of subpart F income) is amended-

1 by striking out "and" at the end of paragraph (1),
(by striking out the period at the ned of paragraph (9) and

inserting in lieu thereof a comma, and the word "and", and
(P) by adding at the end thereof the following new paragraph:
'(3) an amount equaZ to the product of-

"(A) the income of such corporation other than income
which-

"(i) is attributable to earnings and profits of the for-
eign corporation included in the gross income of a United
States person under section 951 (other than by reason 0f
this paragraph), or

"(ii) is described in subsection (b),
multiplied by

"(B) the international boycott factor (as determined under
section 999)."

SEC. 1062. DENIAL OF DISC BENEFITS.
(a) INTERNATIONAL Borcorr AcriVrI.-S ubparagraph (D) of sec-

tion 995(b) (1) (relating to distributions in qualifld years) is
amended to read as follows:

"(D) the sum of-
"(i) one-half of the excess of the taxable income ,of

the DISC for the taxable gjear, before reduaion for a"y
distributions. during thp year, over the sum of the
amounts deemed distributed for the taxable year under
subparagraphs (A), (B), and ((), and

"(ii) an amount equal to the amount determined under
clause (i) multiplied by the international boycott factor
determined under section 999, and".

SEC. 1061. DETERMINATIONS AS TO PARTICIPATION IN OR COOPERA-
TION WITH AN INTERNATIONAL BOYCOTT.

(a) IN GENEAL.-Subchapter N of chapter 1 (reating to tax based
on income from sources within or without the United States) is
amended by adding at the end thereof the following new part:

"PART V-INTERNATIONAL BOYCOTT

DETERMINATIONS

"Sec. 999. Reports b tampaver#; determnation.

"SEC. 999. REPORTS BY TAXPAYERS; DETERMINATIONS.

"(a) INTERNATIONAL BOYCOTT REPoRTS BY TAXPAYERS.-
"(1) REPoRT REQUIRED.-If any taxpayer, or a member of a

controlled group (within the meaning of section 993(a) (3))
which includes the taxpayer, has operations in or related to-

"(A) a country (or with the government, a company, or a
national of a country) which is on the list maintained by the
Secretary under paragraph (3)', or'
" (B) any other country (or with the government, a com-

pany, or a national of that country) in which the taxpayer



(or such member) had operations during the taxable year if
the taxpayer or member knows or has reason to know that
participation in or cooperation with an international boy-
cott is required as a condition of doing business within such
country or with such government, company, or national,

the taxpayer shall report such operations to the Secretary at such
time and in such manner as the Secretary prescribes.

"'(2) PARTICIPATION AND COOPERATION; REQUESTS THEREFO.-A

taxpayer Shall report whether he or any member of a controlled
group which includes the taxpayer has participated in or coop-
erated with an international boycott at any time during the taox-
able year, or has been requested to participate in or cooperate with
such a boycott, and, if so, the nature of any operation in connec-
tion with'which he participated in or cooperated with such boy-
cott (or was requested 'to participate or cooperate).

"(3) LITr TO HE MAINTdANF.-The Secretary shall maintain and
publish not less frequently than quarterly a current list of coun-
tries which require or may require participation in or cooperation
with an international boycott (within the meaning of subsection
(b) (3)).

"(b) PARTICIPATION IN OR COOPERATION WITH AN INTERNATIONALBeocor.-

"(1) GENERAL RLE.-If the taxpayer or a member of a con-
trolled group (within the meaning of section 993(a) (3)) which
includes the taxpayer particlpates in or cooperates with an inter-
national boycott in the' tatbe year, all operations of the tax-
payer or such group in that country and in any other country
which'requires participation in or cooperation with the boycott as
a condition of doing business within that country, or with the gov-
ernmet a company, or a national of that country, shall be treated
as operations in connection with which such participation or coop-
eration occurred, except to the extent that the taatpayer can clearly
demonstrate that a particular operation is a clearly separate and
ideiflable operation in conAection with which he did not partici-
pate in or cooperate with an international boycott.

"(2) SPECIAL RULE.-
"(A) NONBOYCOTT oPERAToNs.-A clearly separate and

identifiable operation of a person, or of a member of the con-
trolled group (within the meaning of section 993(a) (3)
which includes that person, in or related to any country
within the group of countries referred to in paragraph (1)
shall not be treated as an operation in or related to a group
of countries associated in carrying out an international boy-
cott if the person can clearly demonstrate that he, or that such
member, did not participate in or cooperate with the inter-
national boycott in connection with that operation.'

"(B) SEPARATE AND IDENTIFIABLE OPFRATIONS.-A taxpayer
may show that different operations within the same country,
or operations in different countries, are clearly separate and
ideti fale operations.



" (3) DEFINITION OF BOYCOTT PARTICIPATION AND COOPERATION.-

For purposes of this 8ecton a person participates in or cooperates
with an international boycott if he agrees-

"(A) as a condition of doing busis directly or indirectly
within a country or with the government, a company, or a

national or a country-
"(i) to refrain from doing business with or in a cotn-

try which is the object of the boycott or with the govern-

ment, companies, or nationals of that country;
"(ii) to refrain from doing business with any United

States person engaged in trade in a country which is the

object of the boycott or with the government, companies,
or natinl of that country;

"iii to refrain from doWin business with any com-

pany whose ownership or management is made up, all or

in part, of individuals of a particular nationality, race,

or religion, or to remove (or refrain from selecting) cor-
porate directors who are individuals of a particular na-
tionaZity, race, or religion; or

"(iv) to refrain from employing individuals of a

particular nationality, race, or religion; or .
"(B) as a condition of the sale of a product to the govern-

ment, a company, or a national of a count., to refrain from
shipping or insuring that product on a carter owned, leased,
or operated by a person who does not participate in or co-
operate with an internationak boycott (within the meaning
of subparagraph (A)).

"(4) COMPLIAN E WIT CERTAIN LAvws.-This section shall not
apply to any agreement by a taxpayer (or such member)-

"(A) to meet requirements imposed by a foreign country
with respect to an international boycott if United States law
or re 'lation8, or an Executive Order, sanctions participa-
tion in, or cooperation with, that international boycott,

"(B) to compy with a prohibition on the importation of
goods produced inwhole or in part in any country whih is
the object of an international boycott, or

"(C) to comply with a prohibition imposed by a country
on the exportation of products obtained in such country to
any country which is the object of an international boycott.

"(c) INTERNATIONAL Borcor FACTOR.-
"(1) INTEINATIONAL BOYCOTT FACToR.-For purposes of sections

908(a), 952(a) (3), and 995(b) (3), the international boycott fac-
tor is a fraction, determined under regulations prescribed by the
Secretary, the numerator of which reflects the world-wide opera-
tions of a person (or, in the case of a controlled group (within the
meaning of section 993(a) (3) which includes that person, of the
group) which are operations in or related to a group of countries
associated in carrying out an international boycott in or with
which that person or a member of that controlled group has par-
ticipated or cooperated in the taxable year, and thedenominator
of which reflects the world-wide operations of that person or
group.



"(2) SPECIFICALLY ATTRIBUTABLE TAXES AND INCOE.-If the
taxpayer clearly demonstrates that the foreign taxes paid and
income earned by the taxpayer for the taxable year with respect
to his world-wide operations are attributable to specific opera-
tions, then, in lieu of applying the international boycott factor
for such taxable year, the amount of the credit disallowed under
section 908 (a), the addition to subpart F income under section
952(a) (3), an&,the amount of deemed distribution under section
995(b) (1).(D).(ii) for the taxable year, if any, shall be the
amounts specifically attributable to the operations in which the
taxpayer participated in or cooperated with an international boy-
cott under section 999(b) (1).

"(3) WORLD-WIDE OPERATIONS.-For purposes of this subsection,
the term 'world-wide operations' means operations in or related
to countries other than the United States.

"(d) DETERMINATION WITH RESPECT TO PARTICULAR OPERATIONS.-
Upon a request made by the taxpayer, the Secretary shall issue a
determination with. respect to whether a partiloar operation of the
taxpayer, or of a member of a controlled group which includes the
taxpayer, constitutes participation in or cooperation with an inter-
na liona boycottThe Secretary may issue such a determination in
advance of such operation in cases which are of such a nature
that an advance determination i possible and appropriate under the
virantanCes. If the request is made before the operation is com-
menced, or before the end of a taxable year in which the operation
is carried out, the Secretary may decline to issue such a determination
before the close of the taxable year.

"(e) PARTICIPATION OR COOPERATION BY RELATED PERSONS.-If two
or more corporations which are members Of the same controlled
group (withiot the meaning of section 993 (a) (3)) are controlled by
fvve or fewer person-

"(1), participation in or cooperation with an international
boycott by such a corporation shall be considered to be such
participation or Cooperation by each of those persons, and

"(2) participation in or cooperation with such a boycott by
such a person shall be considered to be such participation or
cooperation'by those corporations.

"(f) WILLFUL FAILURE TO REPORT.-A ny person (within the mean-
ing of section 66,71 (b)) required to report under this section who
willfully fails to make &uch report shall, in addition to other penalties
provided by law, be fined not more than $25X0), imprisoned for not
more than one year, or both.".

(b) CLERICAL AMENDmFNT.-The table of parts for such subehapter
is amended by adding at the end thereof the following new item:

I"Part . Ivtermationaz boycott determinations."

SEC. 106. FOREIGN BRIBES.
(a) DENIAL oF DEFERRAL.-

(1) C oNTRoLiED FOR . CeoRpoRATIoNs.Section952(a) (relat-
ing to general definition of sub part F income) is amended-

(A) by Striking out "and" at the end of paragraph (2),



(B) by striking out the period at the end of paragraph (3)
and inserting in lieu thereof a comma and the word "and",
and

(C) by adding at the end thereof the following new para-
graph:"(4) the sum of the amounts of any illegal bribes, kickbacks, or

other payments (within the meaning. of stion162(c)) paid by or
on behalf of the corporation during the taadble year of the cor-
poration directly or indirectly to an oicil, employee, or agent in
fact of a government.".

(2) DISC's.-Subparagraph (D) of section 995(b) (1) (,relat-
ing to distributions in qualified years) is amended-

(A) by striking out "and" at the end of clause (i),
(B) by adding at the end thereof the follouino new clause:

"(iii) any illegal bribe, kickback, or-other payment
(within the meaning of section 162(c)) paid by 'or on
behalf of the DISC directly or indirectly to an official,
employee, or agent in fact of a government, and"-

(b) BRIBEs Nor TO REDUCE FOREicN EARNI! NO AND PoFITR.-Sec-
tion 964(a) (relating to earnings and profits of foreign corporations)
as amended by adding at the end thereof, the fol.lowi..g sentence: "in
determining such earnings and profits,, or the deficit insuch earnings
and profits, the amount of any illegal bribe, kickback, or other pay-
ment (within the meaning of section 162(c)) shall not be taken into
account to decrease such earnings and profits or to increase such
deficit."-
SEC. 1066. EFFECTIVE DATES.

(a) INTERNATIONAL BOYCOTTS.-
(1). GENERAL RULE-The amendments made bt this part (other

than by section 1065) apply to participation in or cooperation
with an international boycott more than 30 days after the date of
enactment of this Act.

(B) ExIsTiNGO ONTRAcrT.-In the case of operations which con-
stitute participation in or cooperation with an international boy-
cott and which are carried out in accordance with the terms of a
binding contract entered into before September B, 1976, the
amendments made. by this part (other than by section 1065) ap-
ply to such participation or cooperation after December 31, 1977.

(b) FoREGN BRfES.-The amendments made by section 1065 apple.
to payments described in section 162(c) of the Internal Revenue Code
of 1954 made more than 30 days after the date of enactment of this
Act. .

SEC. 1067. REPORTS BY SECRETARY.
(a) REPORTS To THE CONOREs.-A soon after the close of each

calendar year as the data become available, ,the secretaryy shall trans-
mit a report to the Committee on Ways and Means o/ 'the House of
Representatives and to the Committee on Finance of the Senate set-
ting forth, for that calendar year-

(1) the number of reports filed under section 999(a) of the
Internal Revenue Codeof 1954 for taxable years ending with or
within such taxable year,
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(2) the number of such reports on which the taxpayer indi-
cated international boycott participation or cooperation (within
the meaning of section 999(b) (3) of suqh Code), and

(3) a detailed description of the manner in which the provi-
8ionsof such Code relating to international boycott activity have
been administered during such calendar year.

(6) INITiAL Lisr.-The Secreary of the Treasury shall publish an
initial list of those countries which may require participation in or
cooperation with an international boycott as a condition of doing
business within such country, or with the government, a company, or
a national of such country (within the meaning of section 999(b) of
the International Revenue Code of 1954), within 30 days after the en-
actment of this Act.

And the Senate agree to the same.
Amendment numbered 24:
That the House recede from its disagreement to the amendment of

the Senate numbered 24, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

AMENDMENTS AFFECTING DISC
SEC. 1101. AMENDMENTS AFFECTING DISC.

(a) IN GsNERAL.-Section 995 (relating to taxation of DISC income
to shareholders) is amended-

(1) in paragraph (1) of subsection (b) thereof, by redesignat-
ing subparagraph (D) and (E) as subparagraph (F) and (G),
respectively, by striking out "and (C) " in subparagraph (F) (as
so redesignated) and inserting in lieu thereof "(C), (D), and
(E) ", and by inserting after subparagraph (C) the following new
subparagraphe:

"(D) 50 percent of the taxable income of the DISC for the
taxable year attributable to military property,

"(E) the taxable income for the taxable year attributable
to base period export gross receipts (as defined in subsection
()),";

(2) in paragraph (2) (B) of subsection (b) thereof, by striking
out "more than the number" and inserting in lieu thereof "more
than twice the number";

(3) by adding at the end of subsection (b) thereof the follow-
ing new paragraph:

"(3) TAXABLE INCOME ATTRIBUTABLE TO MILITARY PROPERTY.-
"(A) liv GENERAL.-For purposes of paragraph (1) (D),

taxable income of a DISC for the taxable year attributable to
military property shall be determined by only taking into
account-

"(i) the gross income of the DISC for the taxable
year which is attributable to military property, and

"(ii) the deductions which are properly apportioned
or allocated to such income.

"(B) MILITARY PROPERTY.-For purposes of subparagraph
(A), the term 'military property' means nay property which
is an arm, ammunition, or implement of war designated in



144

the munitions list published pursuant to the Military Security
Act of 1954 (22 U.S.C. 1934)."; and

(4) by adding at the end thereof the following new
subsections:

"(e) DEFINITIONS AND SPECIAL RULES RELATING TO COMPUTATION

OF TAXABLE INCOME ATTRIBUTABLE TO BASE PERIOD EXPORT GROSS
RECEIPTS.-

"(1) TAXABLE INCOME ATTRIBUTABLE TO BASE PERIOD EXPORT
GROSS RECEPTS.-For purposes of this section, the taxable income
attributable to base period export gross receipts shall be an
amount equal to that portion of the adjusted taxable income of a
DISC wch,-

"(A) the amount of the adjusted base period export gross
receipts, bears to

"(B) the amount of the export gross rdeeipts of the 'DISC
for the taxable year. I '

"(2) ADJUSTED TAXABLE INcoME.-For purposes of this section,
the term 'adjusted taxable income' means the income of a
DISC for the taxable year, reduced by the amounts described in
subparagraphs (A), (B), (C), and (D) of paragraph (1) of
subsection( b).

"(3) ADJUSTED BASE PERIOD EXPORT GROSS RECEIPT.-For
purposes of this section, the term 'adjusted base period export
gross receipts means 67 percent of the average of the export gross
receipts of the DISC for taxable years during the base period (as
defined in paragraph (5)). For purposes of the preceding sen-
tence, if any property would not qualify during the taxable year
as export property by reason of section 993(c) (2), gross receipts
from such property shall be excluded from export gross receipts
during the taxable years in the base period.

"(4) EXPORT GROSS RECEIPTS.-For purposes of this section, the
term 'export gross receipts' means-

"A) qualified export receipts described in subparagraphe
(A), (B), (C), (G), and (H) of section 993(a) (1), reduced

°" (B) 50 percent of such qualified export receipts which are
attributable to military property (as defined in subsection
(b) (3) (B)).

"(5) BASE PrIOD.-For purposes of paragraph (3)-
"(A) for any taxable year beginning before 1980, the base

period shall be the taxable years beginning in 1972, 1973,
1974 , and 1975, and

"(B) for any taxable year beginning in any calendar year
after 1979, the base period shall be the taxable years begin-
ning in the fourth, fifth, sixth, and seventh calendar years
preceding such calendar year.

"(6) No BASE PERIOD YEAR.-If a DISC did not have a taxable
year beginning in a calendar year specified in paragraph (5),
then, for purposes of computing the adjusted base period export
gross receipts, such DISC is deemed to have a taxable year and
export gross receipts of zero for that year.



"(7) SHORT TAXABLE YEAR.-The Secretary shall prescribe such
regulations as he desms necessary with respect to a short taxable
year for purposes of computing base period export gross receipts
of a DISC, or a short taxable year in which deemed distributions
(as described in subsection (b)) are made, including the circum-
stances under which the short taxable year shall be annualized,
and the proper method of annualisation.

,"(8) CONTROLLED GROUP.-If more than one member of a con-
trolled group (as defined in section 993(a) (3)) for the taxable
year qualifes as a DISC, then subsection. (b) (1) (E), this sub-
section, and subsection (f) shall each be applied in a manner pro-
vided by regulations Prescribed by the Secretary by aggregating
the export gross receipts and taxable income of such DISCs for
the taxable year and by aggregating the export gross receipts of
such DISCs for each taxable year in the base period.

"(9) SPECIAL RULE WHERE 'THE OWNERSHIP OF DISC STOCK AND

THE TRADE OR BUSINESS GIVING RISE TO EXPORT GROSS RECEIPTS
OF THE DISC AE SEPARATED.-

"(A) IN GENERAL.-IJ, at any time after the beginning of
the base period, there has been a separation of the ownership
of the stock in the DISC from the ownership of the trade or
business which (during the base period) produced the export
gross receipts of the DISC, then the persons who own the
trade or business during the taxable year shall be treated as
having had additional export gross receipts during the base
period attributable to such trade or business.

"(B) EXcEPT NoS.-Subparagraph (A) shall not apply-
"(i) where the stock in the DISC and the trade or busi-

ness are owned throughout the taxable year by members
of the same controlled group, and

"(ii) to the extent that the taxpayer's ownership of
the stock in the DISC for the taxable year is propor-
tionate to his ownership during the taxable year of the
trade or business.

"(10) DISC BASE PERIOD ATTRIBUTED THROUGH SHAREHOLDERS
IN CERTAIN CASES.-

"(A) IN GENEAL.-If-
"(i) any person owns 5 percent or more of the stock

of a DISC (hereinafter in this paragraph referred to as
'first DISC), and

"(ii) such person at any time during the base period
of the first DISC owned 5 percent or more of the stock of
a second DISC,

then, to the extent provided in such regulations as the Secre-
tary may prescribe to event circwmvention of the applica-
tion of subsectioA (b)(1)(E), an amount equal to such share-
holder's share of the base period export gross receipts of the
second DISC shall be added to the base period export gross
receipts of the first DISC.



"(B) OWNERSHIP 0, sTOcK.-For purposes of subparagraph
(A), the ownership of stock shall be determined under section 318.

"(f) SMALL DISC's.- I I
"(1) ADJUSTED TAXABLE INCOME OF $100,000 OR LES.-If a

DISC has adjusted taxable income of $100,000 or less for a taxable
year, subsection (b) (1) (E) shall not apply with respect to such
year.

"(2) SPECIAL RuLE.-If a DISC has adjusted taxable income of
more than $100,000 for a taxable year, then the amount taken into
account under subsection (b) (1) (E) shall be deemed to be an
amount equal to the excess (if any) of-

"(A) the amount which wauld (but for this paragraph)
be taken into account under subsection (b) (1) (E) over

"(B) twice the excess (if any) of $150,000 over the adted
taxable income.

"(g) CERTAIN TRANSFERS Op DISC AssErs.-I-
"(1) a corporation owns, directly or indirectly, all of the stock

of a Subsidiary and a DISC,
"(2) the subsidiary has been engaged in the active conduct of

a trade or business (within the meaning of section 355(b))
throughout the 5-year period ending on the date of the transfer
and continues to be so engaged thereafter, and

"(3) during the taxable year of the subsidiary in which its
stock is transferred and its preceding taxable year, such trade
or business gives rise to qualified export receipts of the subsidiary
and the DISC,

then, under Such terms and conditions as the Secretary by regulations
shall prescribe, transfers of assets, stock, or both, will be deemed to be
a reorganization within the meaning of section 368, a transaction to
which section 355 applies, an exchange of stock to which section 351
applies, or a combination thereof. The preceding sentence shall apply
only to the extent that the transfer or transfers involved are for the
purpose of preventing the separation of the ownership of the stock in
the DISC from the ownership of the trade or business which (during
the base period) produced the export gross receipts of the DISC."

(b) AMENDMENT OF SECTION 993(c) (2).-Section 993(c) (2) (relat-
ing to property excluded from export property) is amended-

(1) by striking out "or" at the end of subparagraph (B), and
(B) by striking out "under section 611" in subparagraph (C)

and inserting in lieu thereof "under section 613 or 613A".
(c) AMENDMENTS TO SECTION 998(d).-Section 998(d) (relating to

definition oj producer's loans) is amended-
(1) by inserting in paragraph (1) (C) immediately after "em-

port property", the following: "determined without regard to
subparagraph (C) or (D) of subsection (c) (2),".

(2) by inserting in paragraph (2) immediately after "of prop-
erty which would be export property" the following: "(deter-
mined without regard to subparagraph (C) or (D) of subsection
(c) (2))"



I(d) RECAPTURE op ACCUrMULATED DISC INCOME ON DIsPOSITION
or Srocr IN A DISC OR FORMER DISC.-

(1) Section 995(c) is amended to read as follows:
"(c) GAIN ON DrSPOSITION oF SrocK IN A DISC.-"(1) IN GzREA.-I-

"(A) asharehiolder disposes of stock in a DISC or former
"DISC any, gain recognized an such disposition shall be in-
cluded in gross income as a dividend to the extent provided
in paragraph (2),

"(B) stock of a DISC or former DISC is disposed of in
a transaction in which the separate corporate existence of the
DISC or former DISC is terminated other than by a mere
change in place of organization, however effected, any gain
reased on the dig o sition of such stock in the transaction
hais ibe recognisoe notwithstanding any other provision of

this title to Mhe extent provided in paragraph (2) and to
the extent so recognized Shall be included in gross income as
a dividend, or

"(C) a Shareholder distributes, sells, or exchanges stock
in aDISC or formr DISC in a transaction to which sec-
tion 811, 386, or 837 applies, then an amount equal to the
excess of the fair marketvalue of such stock over its adjusted
basis in the hands of the shareholder shall, notwithstanding
any provision of this title, be included in gross income of
the shareholder as a dividend to the extent provided in

(A). ustingo Th amounts described in pragrap
(1) shall be included in gross as a dividend to the extent

)the accumulated DISC income of the DISC or former DISC
which is attributable to the stock disposed of andwhich was ac-
cumulated in taxable years of such c o nation during the period

or perids the stock d tpohed of was e b the shareholder which
disposed of such stock.'

(B) INTEREST IN A PARTNERSHIP HOLDING STOCK IN A DISC.-
The last sentence of section 751 (c) (relating to unrealized receiv-
ables) is amended-

( A). by striking out "(as defined in section 617(f) (B)),
a) inserting in lieu thereof "(as defied in section 617(f)
(2)% stack in a DISC (as described in section 92(a)),"an

(B) by striking out "617(d) (1), 1245(a)," and inserting
in lieu thereof "1617 (d) (1),1 995(c) 1245 (a),'%

(e) RULES POE ALLOCATING DzsrRrsuTroNs MADE TO MEET QUALI-
PICATIoN 1RQuIREmNT.-Paragraph (B) of section 996(a) (relating
to rules for actual distributions and certain deemed distributions) is
amended by adding'at the end thereof the following new sentence:
"In the case of any amount of any actual distribution made pursuant
to section 992(c) which is required to satisfy the condition Of section
992(a) (1) (A), the preceding sentence shallapply to one-half of such
amount, and paragraph (1) shall apply to the remaining one-half of
Such amount..'



(f) AMENDMENT oF ECrON 603(b) 6F TAX REDCTION Acr OF
1975-Section 603(b) of the Tax Reductio Act of 1975 (relating to
effective date) is amended to read oh follows:

"(b) EFFECTIVE DATES.-
"(1) IN OENERAL-Eecept as provided in paragraph (2), the

amendments made by subsection (a) slI apply o sales, ex-
changes, and other dispositions made after AMaroh 1,.,.75, in tax-
able years ending after such date.

"(2) BINDIXo CONTRACT.-The amendments made by subsection
(a) shall not apply to sales, exchanges, and other dispositions
made after March 18, 1975, but before March 19; 1980, if such
sales, exchanges, and other dispositions are made pursuant to a
fixed contract. The terry 'fixed contract' means a contract which
was, on March 18,1975, and is at all times thereafter binding on
the DISC or a taxpayer which was a member of the, ame con-
trolled group (within the meaning. of, section 993(a) (3) of the
Internal Revenue Code of 1954) as the DISC, which was entered
into after the date on which the DISC qualfied as a DISC and
the DISC and the taxpayer became members of the same con-
trolled group, and under which the price and quantity of the
products sold, exchanged, or other nse disposed of cannot be
increased."

(g) EFFECTIVE DATS.-
(1). EOE SUBSECTIONS (a) AN-D (e),-Except as provided in

paragraph (2), the amendments made by subs6tionss (a) and (e)
shall apply to taxable years beginning, utar DeceoibeOI, 1975.

(2) FoR SUBSECTION (b).-The amendments made by subsection
'(b) shall apply to sales, exchange,'hbnd there dispositioni made
after March 18, 1975, in tamable years ending hfler such date.

(3) FoR suBSECTzoNs (c) AND (f).-The amendimnts-made by
subsections (c) and (f) shall apply to tamable years ending after
March 18,1975. 1 " 1

(4) FoR sBSErTzoN (d) .- The amendments made by subsection
(d) shall apply to sales, exchanges, or other dispositions after
December 31, 1975, in taxable years ending after -such datA.

(5) PRORATION OF BASE PERIOD IN CASE OF FIXED CONTRACTS.-
For purposes of determining adjitsted base period export gross
receipts (under section 995 (e) (3) of the Internal Revenue Code
of 1954, as amended by this section), if any DISC has export
gross receipts from export property by reason of paragraph (2)
of section 603(b) of the T'ax Reduction Act of 1975, then the ex-
port gross receipts of such DISC for the taxable years'of th base
period shall be 'increased by an amount equal to the amount of
gross receipts which were excluded from export gross receipts
during each taxable year of the base period by reason of the last
sentence of section 993(e) (3) of such Code multiplied by a frac'
tion, the numerator of which is the amount of the gross receipts
in the taxable year which are export gross receipts by reason of
paragraph (2) of section 603(b) of the Tax Reductdii Act bf
1975 and the denominator of which is the amount of total gross
receipts which are excluded from export gross receipts in the



tamable year by reason of subparagraph (0) or (D) of paragraph
2£) of section 993 (o) (determined without regard to paragraph
2) of section 603(b) of the Tae Reduction Act of 1975).

And the Senate agree to the same.
Amendment numbered 25-
That the House recede 6rom its disagreement to the amendment of

the Senate numbered 25, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

ADMINISTRATIVE PROVISIONS
SEC. 1201. PUBLIC INSPECTION OF WRITTEN DETERMINATIONS BY

INTERNAL REVENUE SERVICE.

(a) REquiRrMENr THAr WRiTTEN DETERMINATIONS BE OPEN.TO PUB-
LIt INsProTIN.-ubchapter B of chapter 61 (relating to miscellane-
ous provisions) is amended by redesignating section 6110 as 6111 and
by inserting after section 6109 the following new section:

"SEC. 6110. PUBLIC INSPECTION OF WRITTEN DETERMINATIONS..

"(a) GENERAL Ru L.-Ewcept as otherwise provided in this section,
the tewt of any written determination and any background file domi-
ment relating to such written determination shall be open to public
inspection at such place as the Secretary may by regulations prescribe.

"(b) DEFiNirtoNs.-For purposes of this section-
"(1) WRiTTEN DETERmrNATioN.-The term 'written determina-

tion' means a ruling, determination letter, or technical advice
memorandum.

"(B) BACKGROUND FILE DocuMENT.-The term 'background file
document' with respect to a written determination includes the
request for that written determination, any written material
submitted in support of the request, and any communication
(written or otherwise) between the Internal Revenue Service and
persons outside the Internal Revenue Service in connection with
such written determination (other than any communication be-
tween the Department of Justice and the Internal Revenue Serv-
ice relating to a pending civil or criminal case or investigation)
received before issuance of the Written determination.

"(8) REFERENCE AND GENERAL WRITTEN DETERMINATIONS.-
"(A) REFERENCE WRITTEN DTERUlNATION.-The term 'ref-

erence written determination' means any written deter-
mination which has been determined by the Secretary to have
significant reference value.

"(B) GENERAL WRITTEN DETERMINATION.-The term 'gen-
eral written determination' means any written determination
other than a reference written, determination.

"(a) EXEMPTIONS FROM DSCLosuR.-Before making any written
determination or background file document open or available to public
inspection under subsection, (a), the Secretary shall deleto-

"(1) the names, addresses, and other identifying details of the
person to whom the written determination pertains and of any



other person, other than a person wth respect to whom q notation
is made under subsecton (d)(1), identified in the written deter-
mination or any background f document;

"(2) information specifically' authorized under criteria estab-
lished by an Executive order to be kept secrett in the interest of
national defense or foreign policy, and which is in fat properly
classified pursuant to such Executive order; 1 .

"(3) information specifically exempted from disclosure by any
statute (other than this title) which is applicable to the Internal
Revenue Service;

"(4) trade secrets and commercial or financial inf ormation ob-
tained from a person' and privileged or confidential;

"(5) information the disclosure of which would constitute a
clearly unwarranted invasion of personal privacy; -

"(6) information contained in or related to examination, op-
erating, or condition reports prepared by, or on behalf of, or for
use of an agency responsible for the regulation or supervision of
financial institutions; and

"(7) geological and geophysical information and data, inchld-
ing maps, concerning wells.

The Secretary shall determine the appropkate extent of such dele-
tions and, except in the case of intentional or willful disregard of this
subsection, shall not be required to make such deletions (nor be liable
for fare to make deletions) unless the Secretary has agreed to such
deletions or has been ordered by a court (in a proceeding under sub-
section (f) (3)) to make such deletions.

"(d) PRocEDuREs WI-H RE6OARD To THIRD PARYrC oNrAC.-
-"(1) NoTArzIOS.-If, before the issuance of a written deter-

mination, the Internal Revenue Service receives any comenunica-
tion (written or otherwise) concerning such written determination,
any request for such determination, or any other matter involving
such written determination from a person other than an employee
of the Internal Revenue Service or the person to whom such writ-
ten determination pertains (or his authorized representative with
regard to such written determination), the Internal Revenue Serv-
ice shall indicate, on the written determination open to public
inspection, the category of the person making such communica-
tion and the date of such comwnunication.

"(2) EXCEPT O.-Paragraph (1) shall not apply to any com-
nmnication made by the Chief of Staff of the Joint (fomauttee on
Taxation.
* "(3) DI oSURE OF DRNTITY.-In the case of any written
determination to which. paragraph (1) applies, any person may
file a petition in the United States Tax Court or file a complaint
in the United States District Court for the District of Columbia
for an order requiring that the identity of any person to whom
the written determination pertains be disclosed. The court shall
order disclosure of such identity if there is evidence zn the record
from which one could, reasonably conclude that an impropriety
occurred or undue influence was exercised with respect to such&
written determination by or on behalf of such person. The court



may also direct the Secretary to disclose any portion of any other
deletions made in accordance with subsection (c) where such
disclosure is in the public interest. If a proceeding is commenced
under, this paragraph, the person whose identity is subject to
being disclosed and the person about whom a notation is made
under paragraph (1) shall be notified of the proceeding in ac-
cordance with the procedures described in subsection (f) (4) (B)
and shall have the right to intervene in the proceeding (anony-
mously, if appropriate).

"(4) PERIOD IN WHICH To RING ACTION.-No proceeding shall
be commenced under paragraph (3) unless a petition is filed
before the expiration of 36 months after the first day that the
written determination is open to public inspection.

"(e) BACKGROUND FILE DocuMENrs.-Whenever the Secretary
makes a written determination opn to public inspection under this
section, he shall also make available to any person, but only upon the
written-request of that person, any background file document relating
to the written determination.

"(f) RESOLUTION OP DIsPUrES RELATING To DISCLOSURE.-
"(1) NOTorE oF INTENTION To DiScLosE.-The Secretary shall

upon issuance of any written determination, or upon receipt of a
request for a background file document, mail a notice of intention
to disclose such determination or document to any person to whom
the written determination pertains (or a successor in interest, ex-
ecutor, or other person authorized by law to act for or on behalf
of such person).

"(2) ADMINISTRATIVE REHEDIEs.-The Secretary shall prescribe
regulations establishing administrative remedies with respect to-

"(A) requests for additional disclosure of any written
determination or any background file document, and

"(B) requests to restrain disclosure.
"(3) ACTlON To RESTRAIN DISCLOSURE.-

"(A) ) REAT"IN or RExEDY.-Any person--
"(i) to whom a written determination pertains (or a

successor in interest, executor, or other person authorized
by law to act for or on behalf of such person), or who has
a direct interest in maintaining the confidentiality of any
such written determination or background file document
(or portion thereof),

"(ii) who disagrees with any failure to make a dele-
tion with respect to that portion of any written deter-
mination or any background file document which is to
be open or available to public inspection, and

"(iii) who has exhausted his administrative remedies as
prescribed pursuant to paragraph (B$)',

may, within 60 days after the mailing by the Secretary of a
notice of intention to disclose any written determination or
background file document under paragra h (1), together with
the proposed deletions, file a petition in te United States Tax
Court (anonymously, if appropriate) for a determination
with respect to that portion of such written determination or
background file document which is to be open to public in-
spection.



"(B) NoTirE To CERTAIN PErsoN.-The Secretary shall
notify any person to whom a written determination pertains
(unless such person is the petitioner) of the filingof'a'peti-
tion under this paragraph with respect to such written deter-
mination or related background file document, and any such
person may intervene (anonymously, if appropriate) in any
proceeding conducted pursuant to this paragraph. The Sea-
retary shall send such notice by registered or certified mail
to the last known address of such person within 15 days after
such petition is served on the Secretary. No person iWho has
received such a notice may thereafter fle any petition under
this paragraph with respect to such written determination or
background file document with respect to which such notice
was received.

(4) AcrToN ro OBTAIN ADDITIONAL DISCLOSURE.-
" (A) CREATION OF REMEDY.-Any person who has exhausted

the administrative remedies prescribed pursuant to para-
graph (2) with respect to a request for disclosure may flle a
petition in the United States Tax Court or a complaint in the
United States District Court for the District of Columbia for
an order requiring that any written determination or back-
ground file docum ent (or portion thereof) be made open or
available to public inspection. Except where inconsistent with
subparagraph (B), the provisions of subparagraphe (C),
(D), (E), (F), and (G) of section 552(a)(4) of title 5,
United States Code, shall apply to any proceeding under this
paragraph. The Court shall examine the matter de nOvo and
without regard to a decision of a court under paragrph (3)
with respect to such written determination or background file
document, and may examine the entire text of such written
determination or background file document in order to deter-
mine whether such written determination or background file
document or any part thereof shall be open or available to
public inspection under this section. The burden of proof
with respect to the issue of disclosure of any information shall
be on the Secretary and any other person* seeking to restrain
disclosure.

"(B) INTERVENTN.-If a proceeding is commenced under
this paragraph with respect to any written determination or
background file document, the Secretary shall, within 15 days
after notice of the petition filed under subparagraph (A) is
served on him, send notice of the commencement of such pro-
ceeding to all persons who are identified by name and address
in such written determination or background file document.
The Secretary shall send such notice by registered or certified
mail to the last known address of such person. Any person
to whom such determination or background file document per-
tains may intervene in the proceeding (anonymously, if ap-
propriate). If such notice is sent, the Secretary shall not be
required to defend the action and shall not be liable for public
disclosure of the written determination or background fi
document (or any portion thereof) in accordance with the
final decision of the court.
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"(5) EXPEDITION OF DErrUmiNATiN.-The Tax Court shall
make a decision with respect to any petition described in para-
graph (8) at the earliest practicable date and the Court of Ap-
peale sl expedite any review of such decision in every way
,poseibie.

"(6) PUBLICITY OF TAX COURT PROcEDNOs.-Notwthtanding
sections 7458 and 7461, the Tax Court may, in order to preserve
the anonymity, privacy, or confidentiality of any person under
this section, provide by rules adopted under section 7453 that
portions of hearings, testimony, evidence, and reports in connec-
tion with proceedings under this subsection may be closed to the
public or to inspection by the public.

'(g) Tnxx FoR,DzSCLOsUR.-
"(1) IN GENERAL.-Except as otherwise provided in this

section, the text of any written determination or any background
file document (as modified under subsection (c)) shall be open or
available to public inspection-

"(A) no earlier than 75 days, and no later than 90 days,
after the notice provided in subsection (f) (1) is mailed, or,
if later,

"(B) within 30 days after the date on which a court de-
ision under subsection (f) (3) becomes final.

"(9) POSTPONEMENT BY ORDER OF couR.-The court may extend
the period referred to in paragraph (1) (B) for such time as the
court finds necessary to allow the Secretary to comply with its
decision.

"(3) POSTPONEMENT OF DISCLOSURE FOR UP TO 90 DA.-At the
written request of the person by whom or on whose behalf the re-
quest for the written determination was made, the period referred
to in paragraph (1) (A) shall be extended (for not to exceed an
additional 90 days) until the day which is 15 days after the date of
the Secretary's determnation that the transaction set forth in the
written determination has been completed.

"(4) ADDITIONAL 180 DAYS.-If-
"(A) the transaction set forth in the written determination

is, not completed during the period set forth in paragraph
(8), and

"(B) the person by whom or on whose behalf the request
for the written determination was made establishes to the
satisfaction of the Secretary that good cause exists for addi-
tional delay in opening the written determienation to public
inspection,

the period referred to in paragraph (3) shall be further extended
(for not to exceed an additional 180 days) until the day which
is 15 days after the date of the Secretary's determination that the
transaction set forth in the written determination has been com-
pleted.

" (5) SPECIAL RULES FOR CERTAIN WRiTTEN DETERMINATIONS,

ET.-Notwithstanding the provisions of paragraph (1), the Sec-
retary shall not be required to make'hiailabe to the public-

, ' (A) any technical advice memorandum and any related
background file document involving any matter which is the
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subject of a civil fraud or. criminal investigation or jeopardy
or termination assessment until after any action relating to
such investigation or assessment is completed, or

"(B) any general written determination and any related
background file document that relates solely to approval of
the Secretary of any adoption or change of-

"(i) the funding. method or plan year of a plan under
section 412,

"(ii) a taxpayer's annual accounting period under see-
tion 442,

"(iii) a taxpayer's method of accounting under sea-
tion 446(e), or

"(iv) a partnership's or partner's taxable year under
section 706,

but the Secretary shall make any such written determination
and related background file document available upon the
written request of any person after the date on which exceptt
for this subparagraph) such determination would be open
to public inspection.

"(h) DIScLosURE OF PRIOR WRITTEN DETERMINATIONS AND RELATED
BACKoROUND FILE DociunmEN.-

"(1) IN ENERAL.-Except as otherwise provided in this subsec-
tion, a written determination issued pursuant to a request made
before November 1,1976, and any background file document relat-
ing to such written determination shall be open or available to
public inspection in accordance with this section.

"(2) Time FOR DIscLOUR.-In the case of any written deter-
mination or background file document which is to be made open
or available to public inspection under paragraph (1)-

"(A) subsection (g) shall not apply, but
"(B) such written determination or background file docu,-

ment shall be made open or available to public inspection at
the earliest practicable date after funds for that purpose have
been appropated and made available to the Internal Reve-
nue Service.

(3) ORDER Or RELEASE.-Any written determination or back-
ground file document described in paragraph (1) shall be open or
available to public inspection in the following order starting with
the most recent written determination in each category:

"(A) reference written determinations issued under this
title;

"(B) general written determinations issued after July 4,
1967; and

"(C) reference written determinations issued under the
Internal Revenue Code of 1939 or corresponding provisions
of prior law.

General written determinations not described in subparagraph
(B) shall be open to public inspection on written request, but not
until after the written determinations referred to in subpara-
graphs (A), (B), and (C) are open to public inspection.

"(4) NoTzCE THAT PRIOR WRITTEN DETERMINATIONS AE OPEN TO
PUBLIC INSPETIo.-Notwithstanding the provisions of subsec-
tions (f) (1) and (f) (3) (A), not less than 90 days before making



any portion of a written determination described in this sub-
section open to public inspection, the Secretary shall issue public
notice in the Federal Register that such written determination is
to be made open to public inspection. The person who received a
writtendetermination may, within 78 days after the date of publi-
cation of notice under this paragraph, file a petition in the United
States Tim Court (anonymously, if appropriate) for a determina-
tion with respect to that portion of such written determination
which is to be made open to public inspection. The provisions of
subsections (f) (3) (B ),(5), and (6) shall apply if such a peti-
tion is filed. If no petition is filed, the text of any written deter-
mination shall be open to public inspection no earlier than 90 days,
and no later than 120 days, after notice is published in the Fed-
eral Register.

"() Exruws, o.-Subsection (d) shall not apply to any writ-
ten determination described in paragraph (1).

"(i) CIVIL RFMEDZES.-
"(1) C-VIL AcTioN.-Whenever the Secretary-

"(A) fails to make deletions required in accordance with
subsection (c), or

"(B) fail to follow the procedures in subsection (g),
the recipient of the written determination or any person identified
in the written determination shall have as an exclusive civil rem-
edy an action against the Secretary in the Court of Claims, which
shall have jurisdiction to hear any action under this paragraph.

"(2) DAMAGE.-In any suit brought under the provision of
paragraph (1) (A) in which the Court determines that an em-
ployee of the Internal Revenue Service intentionally or willfully
failed to delete in accordance with subsection (c), or in any suit
brought under subparagraph (1) (B) in which the Court deter-
mines that such employee intentionally or willfully failed to act
in accordance with subsection (g), the United States shall be
liable to the person in an amount equal to the sum of-

"(A) actual damages sustained by the person but in no
case shall a person be entitled to receive less than the sum of
$1, 0, and

"(B) the costs of the action together with reasonable at-
torney's fees as determined by the Court.

9()SPECIAL PROVISIONvS-
"(1) FExs.-The Secretary is authorized to assess actual

costs--
" (A) for duplication of any written determination or back-

ground file document made open or available to the public
under this section, and

"(B) incurred in searching for and making deletions re-
quired under subsection (c) from any written determination
or background file docment which is available to public in-
spection only upon written request.

The Secretary shall furnish any written determination or back-
ground file document without charge or at a reduced charge if he
determines that waiver or reduction of the fee is in the public in-



terest because furnishirjsuh determination or background fP
document can be considered as primarily beqtefiting the general
public.
1"(2) RECORDS DISPOSAL PROcEDURES.-Nothing in.this. .Cton

shall prevent the Secretary fromdisposing of any geunraidwritten
determination or- background file, odumant described in, subsec-
tion (b) in accordance with establshed reo6,rds, dispahition proce-
dures8, but such disposal shall, except as provided, in thejfollowing
sentence, occur not earlier than 3 years after sueh-writteWdter-
mination is first made open to public inspection. In ,the' oase of
any general written determination described in subsection (h.),
the Secretary may dispose of such determ nation and any
related background file document -in .accordance with, such
procedures but such disposal shall not occur, earlier than 3
years after such written :determination - is first made open
to public inspection if ,fund are appropriated for Bucl,,ur-
pose before January 20, 1979, or not earlier than Janaay)0,
1979, if funds are not appropriated before suchdatA The ere-
tary shall not dispose of any reference written determinations
and related background file documents.

"(3). PRECEDELNTAL STAIW.-Unl8*s the Secretary otherwise
establishes, by regulations, a written determination may not be
used or cited as precedent. The preceding sentence shall not ap-
ply to change the precedential status (if any) of written deter-
m nations with ,regard to taxes imposed by subtitle D of this
title.

"(k.) SrcriON Nor To APPLY.-This section shall not apply to-
"(1) any matter to which setion 6104 applies, or
"(2) any-

"(A) written determination issued pursuant to a request
made before November 1, 1976, with respect to the exempt
status under section 501 (a) of an organization described in
section 501 (c) or (d),'the status of an organization as a
private foundation under section 509(a), or the status of
an organization as an operating foundation under section
4942 (j) (3),

"(B) written determination described in sulbsection (g)
(5) (B) issued pursuant to a request made before November
1, 1976, 1 ; ..

"(C) determination letter not otherwise described in
subparagraph (A), (B), or (E) issued pursuant to a request

,-made before November 1, 1976 - -
(D) background file document relating to )any, general

written determination issued before J.Udy. 5, 1967,' or
"(E) letter or other document described in section 6104

(a) (1) (B) (iv) issued before, September 2, 1974, -
"(1) Excziusiv RMEDI'.-Except as otherwise provided in this

title, or with respect to a discovery order made in connection with a
judicial proceeding, the Secretary shall not be Yequired by any Court
to make any written determination or background file dooument open
or available to public inspection, or to refrain from disclosre of any
such documents."



(b) EFFECT UPoN PENDINO REQUSTrS.-Any written determination
or background file document which is the subject of a judicial pro-
ceeding pursuant to section 552 of title 5, United States Code, com-
menced before January 1, 1976, shall not be treated as a written deter-
mination subject to subsection (h) (1), but shall be available to the
complainant along with the background file document, if requested,
as soon as practicable after July 1,1976.

(C) CLERICAL AMENDMEN.-The table of sections for subchapter B
of chapter 61 is amended by striking out the item relating to section
6110 and inserting in lieu thereof the following:

"See. 6110. Public inspection of written deternnations.
"Sea. 6111. Cross references."

(d) LrrERs MADE PuBLIa.-
(1) Section 6104(a) (1) (A) (relating to inspection of ap-

plications for tax exemption) is amended-
(Ay- by inserting after "such application," in the first sen-

tence thereof the following: "and any letter or other docu-
ment issued by the Internal Revenue Service with respect
to such application"; and

(B) by inserting after "such application" in the second
sentence thereof the following: "and such letter or document".

(5) The amendments made by this subsection apply to any
letter or other document issued with respect to applications filed
after October 31, 1976.

(e) EFFCTIvE DArT.-Ewcept as otherwise provided in this section,
the amendments made by this section shall take effect on Novem-
ber 1,1976.
SEC. 1202. CONFIDENTIALITY AND DISCLOSURE OF RETURNS AND

RETURN INFORMATION.
(a) C NFzDEzNTzALTy.-

(1) IN GENERAL.-Section 6103 (relating to publicity of tax
returns and disclosure of information as to persons filing tax re-
turns) is amended to read as follows:

"SEC. 6102. CONFIDENTIALITY AND DISCLOSURE OF RETURNS AND
RETURN INFORMATION.

"(a) GENERrAL RuL.-Returnm and return information shall be
confidential, and except as authorized by this title-

"(1) no officer or employee of the United States,
"(2) no ofwer or employee of any State or of any local child

support enforcement agency who hs or had access to returns or
return information under this section, and

"(3) no other person (or officer or employee thereof) who has
or had access to returns or return information under subsection
(e) (1) (D) (iii) or subsection (n),

shall disclose any return or return information obtained by him in any
manner in connection with his service as such an officer or an employee
or otherwise or under the provisions of this section. For purposes of
this subsection, the term 'officer or employee' includes a former officer
or employee.



"(b) DErINITIONS.-For purposes of this section,-
"(1) RETuN.-The term'return' means any tawor information

return, declaration of estimated ta, or claim for refund required
by, or provided for or permitted under, the provisions of this title
which is filed with the Secretarybyy on behalf of, or w4th respect,
to any person, and any amendment or supplement thereto, in-
cluding supporting schedules, attaohmnents, or lists which are
supplemtental to, or part of, the return so filed.

"(2) REryusz INFoRMATiON.-The term 'return information'
means-

"(A) a taxpayer's identity, the nature, source, or amount
of his income, payments, receipts, dedutions, exemption,
credits, assets, liabilities, net worth, tax liability, tax withheld,
deficiencies, overasse8Wents, or tax payments, whether the
taxpayer's return was, is being, or will be examined-or sub-
ject to other investigation or processing, or any other data
received by, recorded by, prepared by, furnished to, or col-
lected by the Secretary with respect to a return or with respect
to the determination of the existence, or possible existence,
of liability (or the amount thereof) of any person under
this title for any tax, penalty, interest, fine, forfeiture, or
other imposition, or offense, and

" (B) any part of any written determination or any back-
ground file document relating to such written determination
(as such terms are defined in section 6110(b)) which is not
open to public inspection under section 6110,

but such term does not include data in a form which cannot be
associated with, or otherwise identify, directly or indirectly,, 'a"
particular taxpayer.

"(8) TAXPAYER RETURN INORMATO N.- The term 'taxpayer
return information' means return information as defined in para-
graph (2) which is filed with, or furnished to, the Secreidry by
or on behalf of the taxpayer to whom such return information
relates.

"(4) TAX ADM NIsTRATION.-The term 'tax ddministra4ion'---
"(A) means-

"(i) the administratioN management, conduct, direc-
tion, and supervision of the execution and dppliaNow-,
of the internal revenue laws or related statutes (or eguiv-
alent laws and statutes of a State). and tax convention
to which the United States is a party, and

"(ii) the development and foruelation of Federal tax
policy relating tO existing or proposed internal revenue
las related statutes, and tax conventions, and.

. (B) includes assessment, collection, .enforcement, litiga-
tion, publication and statistical, gathering function undei'
such laws, statutes, or conventions.

"(5) STATE.-Tke term 'State' means any of the 50 Stat, the
DisWrict of Columbia, the, Commonwealth of Puerto Rico, the
Virgin Islands, the Canal Zone, Guam, American Samoa, the
Commonwealth of the Northern Mariana Islands, and the Trust
Territory of the Pacific Islands.



"(6) TAXPAYER zEZNTIT.-The term 'taxpayer identity' means
the name of a person with respect to whom a return is filed, his
mailing address, his taxpayer identifying. number (as described
in section 6109), or a combination thereof.

"(7) JI.NPEorTo.-The terms 'inspected' and 'inspection' mean
any examination of a return or return information.

"(8) DrscLosuR.-The term 'disclosure' means the making
known to any person in any manner whatever a return or return
information.

"(9) FEDERAL AGENc.-The term 'Federal agency' means an
agency within the meaning of section 551 (1) of title 5, United
States Code.

"(c) DIscLosrtE OP REURrs AND RETURN INFORMATION TO DEsIG-
NER or TAXPAYEB.-The Secretary may, subject to such requirements
and conditions as he may prescribe by regulations, disclose the re-
turn of any taxpayer, or return information with respect to such tax-
payer, to such person or persons as the taxpayer may designate in a
written request for or consent to such disclosure, or to any other per-
son at the taxpayer's request to the extent necessary to comply with
a request for information or assistance made by the taxpayer to such
other person. However, return information shall not be disclosed to
such person or persons if the Secretary determines that such disclosure
would seriously impair Federal tax administration.

"(d) DrscLosuRz TO STATE TAX OPmrcIALs.-Returns and return
information with respect to taxes imposed by chapters 1, 2, 6, 11, 10,
1, .3, 24, 44, 51, and 52 and subchapter D of chapter 36, shall be open

to inspection by or disclosure to any State agency, body, or commis-
s or its legal representative, which is charged under the laws of
such State with responsibility for the administration of State tax
laws for the purpose of, and only to the extent necessary in, the admin-
istration of such laws, including any procedures with respect to locat-
ing any person who may be entitled to a refund. Such inspection shall
be permitted, or such disclosure made, only upon written request by the
head of such agency, body, or commission, and only to the representa-
tives of such agency, body, or commission designated in such written
request as the individual who are to inspect or to receive the return
or return information on behalf of such agency, body, or Com'mission.
Such representatives shall not include any individual who is the chief
executive o#9fer of suck State or who is neither an employee or legal
representative of such agency, body, or commission nor a person
described in subsection (n). However, such return information shall
not be disclosed to the extent that the Secretary determines that such
disclosure would identify a confidential informant or seriously impair
any civil or criminal tax investigation.

"(e) DSCLOSURE TO PERSONS HAVING MATERIAL INTEREST.-
"(1) IN GENERAL.-The return of a person shall, upon written

request, be open to inspection by or disclosure to-
"(A) in the case of the return of an individual--

"(i) that individual,
"(ii) if property transferred by that individual to a

trust is sold or exchanged in a transaction described in
section 644, the trustee or trustees, jointly or separately,



of such trust to the etent necessary to ascertain any
amount of ta, imposed upon the trust by secti 644, or

"(iii) the spouse of that individual if the individual
and such spouse have signified their consent to consider
a gift reported on such return as made one-half by him
and one-half by the spouse pursuant to the provisions of
section 2513;

"(B) in the oase of an income tax return filed jointly, either
of the individuals with respect to whom the return is filed;

"(0) in the case of the return of a partnership, any person
who was a member of such partnership during any part of
the period covered by the return;

"(D) in the case of the return of a corporation or a sub-
sidiary thereof-

"(i) any person designated by resolution of its board
of directors or other similar governing body,

"(ii) any officer or employee of such corporation upon
written request signed by any principal officer and at-
tested to by the secretary or other officer,

"(iii) any bona fide shareholder of record owning 1
percent or more of the outstanding stock of such corpora-
tion,

"(iv) if the corporation was a foreign personal holding
company, as defined by section MR9, any person who was a
shareholder during any part of a period covered by such
return if with respect to that period, or any part thereof,
such shareholder was required under section 551 to in-
clude in his gross income undistributed foreign personal
holding company income of such company,

"(v) if the corporation was an electing small business
corporation under subchapter S of chapter 1, any person
who was a shareholder during any part of the period cov-
ered by such return during which an election was in ef-
fect, or

"(vi) if the corporation has been dissolved, any per-
son authorized by applicable State law to act for the
corporation or any person who the Secretary finds to
have a material interest which will be affected by infor-
mation contained therein;

"(E) in the case of the return of an estate--
"(i) the administrator, executor, or trustee of such

estate, and
"(ii) any heir at law, neat of kin, or beneficiary under

the will, of the decedent, but only if the Secretary finds
that such heir at law, next of kin, or beneficiary has a
material interest which will be affected by information
contained therein; and

"(F) in the case of the return of a trust-
"(i) the trustee or trustees, jointly or separately, and
"(ii) any beneficiary of such trust, but only if the

Secretary finds that such beneficiary has a material in-
terest w~ic will be affected by information contained
therein.



"(4) IzcoMPEr cy.-If an indivdual described in paragraph
(1) is legally incompetent, the applicable return shall, upon
w.'ritten request, be open to inspection by or disclosure to the comT-
mittee, trustee, or guardian of his estate.

"(8) DECEASED INDZV DUALS.-The return of a decedent shall,
upon written request, be open to inspection by or disclosure to--

"(A) the administrator, executor, or trustee of his estate,
andrsteohieta,

"(B) any heir at law, next of kin, or beneficiary under the
will, of such decedent, or a donee of property, but only if the
Sectary finds that such heir at law, next of kin, beneficiary,
or donee has a material interest which wilt be affected by
information contained therein.

"(4) BANs rzupcy.-I substantially all of the property of the
person with respect to whom the return is filed is in the hands
of .a trustee in bankrupty or receiver, such return or returns for
prior years of such person shall, upon written request, be open to
inspection by or disclosure to such trustee or receiver, but only if
the Secretary finds that such receiver or trustee, in his fiduciary
capacity, has a material interest which will be affected by infor-
mation contained therein.

"(5) ATTORNEY IN FACT.-Any return to which this subsection
applies shall, upon written request also be open to inspection
by or disclosure to the attorney in 7act duly authorized in writ-
sngby any of the persons described in paragraph (1), (2), (3),
or (4) to inspect the return or receive the information on his be-
haZ/,subject to the conditions provided in such paragraphs.

"(6) FTURN INFORMATION.-Return information with respect
to any taxpayer may be open to inspection by or disclosure to any
person authorized by this subsection to inspect any return of such
taxpayer if the Secretary determines that such disclosure would
not seriously impair Federal tax administration.

"(f) DIsCLosuRE To COMMITTEES OF CONRESS.-
"(1) COMMITTEE ON WAYS AND MEANS, COMMITTEE ON FINANCE,

AND JOINT COMMITTEE ON TAXATION.-Upon written request from
the chairman of the Committee on Ways and Means of the House
of Representatives, the chairman of the Committee on Finance
of the Senate, or the chairman of the Joint Committee on Taxa-
tion, the Secretary shall furnish such committee with any return
or return information specified in such request, except that any
return or return information which can be associated with, or
otherwise identify, directly or indirectly, a particular taxpayer
shall be furnished to such committee only when sitting in closed
executive session unless such taxpayer otherwise consents in writ-
in q to such disclosure.

"(2) CHIEF OF STAFF OF JOINT COMMITTEE ON TAATIN.-Upon

written request by the Chief of Staff of the Joint Committee
on Taxation, the Secretar shall furnish him with any return or
return information specfied in such request. Such Chief of Staff
may submit such return or return information to any committee
described in paragraph (1), except that any return or return
information which can be associated with, or otherwise identify,



directly or indirectly, a particular taxpa aer shall be furnished to
such committee only when sitting in closed executive session uless
such taxpayer otherwise consents in writing to such disclosure.

"(3) OTHER CoMMITTE.-Puruant to an action by, and upon
written request by the chairman of, a committee of the Senate
or the House of Representatives (other than a committee specified
in paragraph (1)) specially authorized to inspect any return or re-
turn information by a resolution of the Senate or the House of
Representatives or, in the case of a joint committee (other than
the 'oint committee speified in paragraph (1)) by concurrent
resoution, the Secretary shall furnish such committee, or a duly
authorized and designated ubcomittee thereof, sitting in closed
executive session, with any return or return information which
such resolution authorizes the committee or subcommittee to in-
spect. Any resolution described in this paragraph shall speifly the
purpose for which the return or return information is to be fur-
nished and that such information cannot reasonably be obtained
from any other source.

"(4) AGENTS OF COMMITTEES AND SUBMISSION OF INFORMATION
TO SENATE OR HOUSE OP REPRESENTATIVES.-

"(A) COMMITTEES DESCRIBED IN PARAGRAPH (i).-Any
committee described in paragraph (1) or the Chief of Staff of
the Joint Committee on Taxation shall have the authority,
acting directly, or by or through such examiners or agents as
the chairman of such committee or such chief of staff may
designate or appoint, to inspect returns and return informa-
tion at such time and in such manner as may be determined by
Such chairman or chief of staff. Any return or return informa-
tion obtained by or on behalf of such committee pursuant to
the provisions of this subsection may be submitted by the com-
mittee to the Senate or the House of Representatives, or to
both. The Joint Committee on Taxation may also submit
such return or return information to any other committee de-
scribed in paragraph (1), except that any return or return
information which can be associated with, or otherwise iden-
tify, directly or indirectly, a particular taxpayer shall be fur-
nished to such committee only when sitting in closed executive
session unless such taxpayer otherwise consents in writing to
such disclosure.

"(B) OTHER COMMITTES.-Any committee or subcommittee
described in paragraph (3) shall have the right, acting di-
rectly, or by or through no more than four examiners or
agents, designated or appointed in writing in equal numbers
by the chairman and ranking minority member of such com-
mittee or subcommittee, to inspect returns and return infor-
mation at such time and in such manner as may be determined
by such chairman and ranking minority member. Any return
or return information obtained by or on behalf of such com-
mittee or subcommittee pursuant to the provisions of this sub-
section may be submitted by the committee to the Senate or
the House of Representatives, or to both, except that any
return or return information which can be associated with,
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or otherwise idenOtfy, directly or indirectly, a particular tax-
payer, shall be furnished to the Senate or the House of Repre-
sentatives only when sitting in closed executiye session unless
such taxpayer otherwise consents in writing to such disclo-
Sure.

"(g) DISoLOSuRE TO PRESIDENT AND CERTAIN OTHER PERSONS.-
"(1) IN OENERAL.-Upon written request by the President,

signd by him ersonally, the Secretary shall furnish to the Presi-
dent, or to such employee or employees of the White House Offiee
as the President may designate by name in such request, a return
or return information with respect to any taxpayer named in such
request. Any such request shall state-

"(A) the name and address of the taxpayer whose return
or return information is to be disclosed,
"(B the kind of return or return information which isto be isclosed,

"(C) the taxable period or periods covered by such return
or return information, and

"(D) the specific reason why the inspection or disclosure
is requested.

"(8) DISCLOSURE OF RETURN INFORMATION AS TO PRESIDENTIAL
APPOINTEES AND CERTAIN OTHER FEDERAL GOVERNMENT AP-
POINrEEs.-The Secretary may disclose to a duly authorized
representative of the Executive Offiee of the President or to the
head of any Federal agency, upon written request by the President
or head of such agency, or to the Federal Bureau of Investigation
on behalf of and upon written request by the President or such
head, return information with respect to an individual who is
designated as being under consideration for appointment to a
position in the executive or judicial branch of the Federal Gov-
ernment. Such return information shall be limited to whether
such individua-

"(A) has filed returns with respect to the taxes imposed
under chapter I for not more than the immediately preceding
3 years;

"(B) has failed to pay any tax within 10 days after notice
and demand, or has been assessed any penalty under this title
for negligence, in the current year or immediately preceding
3 years;

"(C) has been or is under investigation for possible crim-
nal offenses under the internal revenue laws and the results of
any such investigation; or

4(D) has been assessed any civil penalty under this title
for fraud.

Within 8 days of the receipt of any request for any return infor-
mation with respect to any individual under this paragraph, the
Secretary shall notify such individual in writing that such in-
formation has been requested under the provisions of this para-
graph.

"(3) ESTRICTION ON DISCLOSURE.-The employees to whom re-
turns and return information are disclosed under this subsection
shall not disclose such returns and return information to any
other person except the President or the head of such agendy with-



out the personal written direction of the President or the head of
such agency.

"(4) RESTRICTIONr ON DISCLOSURE TO CERTAIN EMPLOYEES.-

Disclosure of returns and return information under this sub-
section shall not be made to any employee whose annual rate of
basic pay is less than the annual rate of basic pay specified for posi-
tion subject to section 5316 of title 5, United States Code.

"(5) REPORrING REQuREmsEN.-Within 30 days after the

close of each calendar quarter, the President and the head of any
agency requesting returns and return information under thio su-
section shall each file a report with the Joint Committee on Taxa-
tion setting forth the taxpayers with respect to whom such re-
quests were made during such quarter under this subsection, the
returns or return information involved, and the reasons for Such
requests. The President shall not be required to report on any
Frequent for returns and return information pertaining to an
individual who was an oficer or employee of the executive branch
of the Federal Government at the time such request was made.
Reports filed pursuant to this paragraph shall not be disclosed
unless the Joint Committee on Taxation determines that dis-
closure thereof (including identifying details) would be in the
national interest. Such reports shall be maintained by the Joint
Committee on Taxation for a period not exceeding 2 years unless,
within such period, the Joint Committee on Taxation determines
that a disclosure to the Congress is necessary.

"(h) DISCLOSURE TO CERTAIN FEDERAL OFFICERS AND EMPLOYEES FOR
PURPOSES OF TAX ADMINISTRATION, ETC.-

"(1) DEPARTMENT OF THE TREASrRY.-Returns and return
information shall, without written request, be open to inspection
by or disclosure to officers and employees of the Department of
the Treasury whose official duties require Such inspection or dis-
closure for tax administration purposes.

"(2) DEPARTMENT OF JusTIC.-A return or return information
shall be open to inspection by or disclosure to attorneys of the
Department of Justice (including United States attorneys) per-
sonally and directly engaged in, and solely for their use in, prep-
aration for any proceeding (or investigation which may result
in such a proceeding) before a Federal grand jury or any Federal
or State court in a matter involving tax administration, but
only if-

"(A) the taxpayer is or may be a party to such proceeding;
"(B) the treatment of an item reflected on Such return

is or may be related to the resolution of an issue in the pro-
ceeding or investigation; or

"(C) such return or return information relates or may
relate to a transactional relationship between a person who is
or may be a party to the proceeding and the taxpayer which
affects, or may affect, the resolution of an issue in such pro-
ceeding or investigation.

"(8) FORM OF EQUEST.-ln any case in which the Sererary is
authorized to disclose a return or return information to the De-
partment of Justice pursuant to the provisions of this subsection-



"(A) if the Secretary has referred the case to the Depart-
ment of Justice, or if the proceeding is authorized by sub-
chapter B of chapter 76, the Secretary may make such dis-
closure on his own motion, or

"(B) if the Secretary receives a written request from the
Attorney General, the Deputy Attorney General, or an As-
sistant Attorney General for a return of, or return informa-
tion, relating to, a person named in such request and setting
forth the need for the disclosure, the Secretary shall disclose
the information so requested.

"(4) DiscwosuRs IN JUDICIAL AND ADMINISTRATIVE TAX
PROcEBDINs.-A return or return information may be disclosed
in a Federal or State judicial or administrative proceeding per-
taning to tax administration, but only-

"(A) if the taxpayer is a party to such proceeding;
"(B) if the treatment of an item reflected on such return

is directly related to the resolution of an issue in the proceed-

M(C) if such return or return information directly relates
to a transactional relationship between a person who is a
party to the proceeding and the taxpayer which directly af-
fects the resolution of an issue in the proceeding; or

"(D) to the extent required by order of a court pursuant
to section 3500 of title 18, United States Code, or rule 16 of
the Federal Rules of Criminal Procedure, such court being
authorized in the issuance of such order to give due consider-
ation to congressional policy favoring the confidentiality of
returns and return information as set forth in this title.

However, such return or return information shall not be disclosed
as provided in subparagraph (A), (B), or (C) if the Secretary
determines that such disclosure would identify a confidential in-
formant or seriously impair a civil or criminal tax investigation.

"(5) PROSPECTIVE JURons.-In connection with any judicial
proceeding described in paragraph (4) to which the United States
is a party, the Secretary shall respond to a written inquiry from
an attorney of the Department of Justice (including a United
States attorney) involved in such proceeding or any person (or his
legal representative) who is a party to such proceeding as to
whether an individual who is a prospective juror in such proceed-
ing has or has not been the subject of any audit or other tax
investigation by the Internal Revenue Service. The Secretary
shall limit such response to an affirmative or negative reply to such
inquiry.

"(i) DzscLosuRE TO FEDERAL OFFIcERS oR EMPLOYEES FOR
ADMINISTRATION OF FEDERAL LAws NOT RELATING To TAX
ADMINISTRATION.-

"(1) NONTAX CRIMINAL INVESTIGATI0N.-
"(A) INFORMATION FROM TAXPAYER.-A return or tax-

payer return information shall, pursuant to, and upon the
grant of. an ex part order by a Federal district court judge
ai provided by this paragraph, be open, but only to the extent
necessary as provided in such order, to officers and employees
of a Federal agency personally and directly engaged in, and



solely for their use in, preparation for any administrative or
judicial proceeding (or investigation which may result in
such a proceeding) pertaining to the enforcement of a specifi-
cally dealignated Federal criminal statute (not involving ta
administration) to which the United States or such agency
is or may be a party.

"(B) APPLICATION FOR ORDER.-The head of any Federal
agency described in subparagraph (A) or, in the case of the
Department of Justice, the Attorney General, the Deputy
Attorney General, or an Assistant Attorney General, may
authorize an application to a Federal district court judge for
the order referred to in subparagraph (A). Upon such ap-
plication, suck judge may grant such order if he determines
on the basis of the facts submitted by the applicant that-

"(i) there is reasonable cause to believe, based upon
information believed to be reliable, that a specify crimi-
nal act has been committed;

"(ii) there is reason to believe that such return or re-
turn information is probative evidence of a matter in
issue related to the commission of such criminal act;
and

"( iii) the information sought to be disclosed cannot
reasonably be obtained from any other source, unless it is
determined that, notwithstanding the reasonable availa-
bility of the information from another source, the return
or return information sought constitutes the most pro-
bative evidence of a matter in issue relating to the
commission of such criminal act.

However, the Secretary shall not disclose any return or re-
turn information under this paragraph if he determines and
certifies to the court that such disclosure would identify a
confidential informant or seriously impair a civil or criminal
tax investigation.

"(2) RETURN INFORMATION OTHER THAN TAXPAYER RETURN
INFORBATION.-Upon written request from the head of a Federal
agency described in paragraph (1) (A), or in the case of the
Department of Justice, the Attorney General, the Deputy Attor-
ney General, or an Assistant Attorney General, the Secretary
shall disclose return information (other than taxpayer return
information) to officers and employees of such agency personally
and directly engaged in, and solely for their use in, preparation
for any administrative or judicial proceeding (or investigation
which may result in such a proceeding) described in paragraph
(1) (A). Such request shall set forth-

"(A) the name and address of the taxpayer with respect
to whom such return information relates;

"(B) the taxable period or periods to which the return in-
formation relates;

"(C) the statutory authority under which the proceeding
or investigation is being conducted; and

"(D) the specific reason or reasons why such disclosure is
or may be material to the proceeding or investigation.



However, the Secretary shall nwt disclose any return or return in-
formation under this paragraph if he determines that such disclo-
sure would identify a confidential informant or seriously impair a
civil or criminal tax investigation.

"(8) DisoLosuRE OP RETURN INFORMATION CONCERNING POS-
BIBZ C NR IMINAL 1 ACvT zs.-The Secretary may disclose in writing
return information, other than taxTpayer return information,
which may constitute evidence of a violation of Federal criminal
laws to the extent necessary to apprise the head of the appropri-
ate Federal agency charged with the responsibility for enforcing
such laws.

"(4) UsE ZN JUDICIAL OR ADMINISTRATIVE PRooEDzIGo.-Any
return or return information obtained under paragraph (1), (2),
or (8) may be entered into evidence in any administrative or
judicial proceeding pertaining to enforcement of a specifially
designated Federal criminal statute (not involving tam admniis-
tration) to which the United States or an agency described in
paraapk (1) (A ) is a party but, in the case of any return or
retu n information obtained under paragraph (1), only if the
court finds that such return or return information is probative of
a matter in issue relevant in establishing the commission of a crime
or the guilt of a party. However, any return or return information
obtained under paragraph (1), (B), or (3) shall not be admitted
into evidence in Such proceeding if the Secretary determines and
notifies the Attorney General or his delegate or the head of such
agency that Such admission would identify a confidential inform-
ant or seriously impair a civil or criminal tax investigation. The
admission into evidence of any return or return information
contrary to the provisions of this paraqraph shall not, as Such,
constitute reversible error upon appeal of a judgment in such
proceeding.

"(5) RNERoOTIATION OF CorRAoTS.-A return or return infor-
mation with respect to the tax imposed by chapter 1 upon a tax--
payer subject to the provisions of the Renegotiation Act of 1951.
shall, upon request in writing by the Chairman of the Renegotia-
tion Board, be open to offers and employees of such board person-.
ally and directly engaged in, and Solely for their use in, verifying
or analyzing financial information required by such Act to be
filed with, or otherwise disclosed to, the board, or to the extent
necessary to implement the provisions of section 1481 or 1482. The
Chairman of the Renegotiation Board may, upon referral of any
matter with respect to such Act to the Department of Justice for
further legal action, disclose such return and return information
to any emploee of such department charged with the responsi-
bility for handling such matters.

"(6) COMPTROLER GENERAL.-
"(A) RrURNS AVAILABLE FOR NsPBEcrzoN.-Except as pro-

vided in subparagraph (B), upon written request by the
Comptroller General of the United States, returns and re-
turn information shall be open to inspection by, or disclosure
to, offered and employees of the General Accounting Offce
for the purpose of, and to the extent necessary in, making-



"(i) an audit of the Internal Revenue Service or the
Bureau of Alcohol, Tobacco and Firearms which may be
required by section 117 of the Budget and Accounting
Procedures Act of 1950 (31 U.S.C. 67), or

"(ii) any audit authorized by subsection (p) (6),
except that no such officer or employee shall, except to the
extent authorized by subsection (f) or (p) (6), disclose to
any person, other than another officer or employee of such
office whose official duties require such disclosure, any return
or return information described in section 444 (a) in a form
which can be associated with, or otherwise id-ntify, directly
or indirectly, a particular taxpayer, nor shall such officer
or employee disecole any other return or return informa-
tion, except as otherwise expressly provided by law, to any
person other than such other officer or employee of such office
in a form which can be associated with, or otherwise identify,
directly or indirectly, a particular taxpayer.

"(B) DIsAPPRovAL BY JOINT COMMITTEE ON TAXATION.-
Returns and return information shall not be open to inspec-
tion or disclosed under subparagraph (A) with respect to an
audit-

"(i) unless the Comptroller General of the United
States notifies in writing the Joint Committee on Taxa-
tion of such audit, and

"(i) if the Joint Committee on Taxation disapproves
such audit by a vote of at least two-thirds of its members
within the 30-day period beginning on the day the Joint
Committee on Taxation receives such notice.

"(j) STATISTICAL USE.-
"(1) DEPARTMENT OP COMMERE.-Upon request in writing by

the Secretary of Commerce, the Secretary shall purnih-
"(A) such returns, or return information reflected thereon,

to officers and employees of the Bureau of the Census, and
"(B) such return information reflected on returns of cor-

porations to officers and employees of the Bureau of Economic
Analysis,

as the Secretary may prescribe by regulation for the purpose of,
but only to the extent necessary in, the structuring of censuses and
national economic accounts and conducting related statistical ac-
tivities authorized by law.

"(2) FEDERAL TRADE COMMI to N.-Upon request in writing by
the Chairman of the Federal Trade Commission, the Secretary
shall furnish such return information reflected on any return of
a corporation with respect to the tax imposed by chapter 1 to offi-
cers and employees of the Division of Financia Statistics of the
Bureau of Economics of such commission as the Secretary may
prescribe by regulation for the purpose of, but only to the extent
necessary in, administration by such division of legally author-
ized economic surveys of corporations.

"(3) DEPARTMENT OF TREAsuRY.-Return and return informa-
tion shall be open to inspection by or disclosure to officers and
employees of the Department of the Treasury whose official duties



require such inspection or disclosure for the Purpose of, but only
to the extent necessary in, preparing economic or financial fore-
casts, projection, analyses, and statistical studies and conducting
related activities. Such inspection or disclosure shall be permitted
only upon written request Which sets forth the specific reason or
reasons why such inspection or disclosure is necessary and which
is signed by the head of the bureau or ofce of the Department of
the Treasury requesting the inspection or disclosure.

"(4) ANONYMOUS FoR.-No person who receives a return or
return information under this subsection shall disclose such re-
turn or return information to any person other than the taxpayer
to whom it relates except in a form, which cannot be associated
with, or otherwise identify, *directly or indirectly, a particular
taxpayer.

"(k) DISCLOSURE op CERTAIN RETURNS AND RETURN INFORMATION
FOR TAX ADMINISTRATION PURPOSES.-

"(1) DIsCLosuREo ACCEPTEDoFFERS-IN-coMPROMISE.-Return
information shall be disclosed to members of the general public
to the extent necessary to wrmit inspection of any accepted offer-
in-compromise under section 712 relating to the liability for a
tax imposed by this title.

"(2) DISCLOSURE oF AMOUNT oF OUTSTANDING LIEN.-Ij a notice
of lien has been filed pursuant to section 6323(f), the amount of
the outstanding obligation secured by such lien may be disclosed
to any person who furnishes satisfactory written evidence that
he has a right in the property subject to such lien or intends to
obtain a right in such property.

"(3) DISCLOSURE OF RETURN INFORMATION TO CORRECT MIS-

sTArEMENTS OF FAT.-The Secretary may, but only following
approval by the Joint Committee. on Taxation, disclose such
return information or any other information with respect to an.y
specify taxpayer to the extent necessary for tax.administration
purposes to correct a misstatement of fact published or disclosed
with respect to such taxpayer's return or any transaction of the
taxpayer with the Internal Revenue Service.

"(4) DISCLOSURE TO COMPETENT AUTHORITY UNDER INCOME TAX
CONVENToN.-A return or return information may be disclosed
to a competent authority of a foreign government which has
an income tax convention with the United States but only to
the extent provided in, and subject to the terms and conditions
of, such convention.

"(5) STATE AGENCIES REGULATING TAX RETURN PREPARERS.-

Taxpayer identity information with respect to any income tax
return preparer and information as to whether or not any penalty
has been assessed against such income tax return preparer under
section 6694, 6695, or 7916, may be furnished to any agency, body,
or commission lawfully charged under any State or local law
with the licensing, registration, or regulation of income tax return
preparers. Such information may be furnished only upon written
request by the head of such agency, body, or commission desig-
nating the officers or employees to whom such information is to be
furnished. Information may be furnished and used under this



paragraph only for purposes of the licensing, registration, or
regulation of income tax return preparers.

"(6) DISCLOSURE BY INTERNAL REVENUE OFFICERS AND EMPLOYEES
FOR INVEsTIGATIVE PURPOEs.-An internal revenue officer or em-
ployee may, in connection with his official duties relating to any
audit, collection activity, or civil or criminal tax investigation or
any other offense under the internal revenue laws, disclose return
information to the extent that such disclosure is necessary in
obtaining information, which is not otherwise reasonably avail-
able, with respect to the correct determination of tax, liability for
tax, or the amount to be collected or with respect to the enforce-
ment of any other provision of this title. Such disclosures shall be
made only in such situations and under such conditions as the
Secretary may prescribe by regulation.

"(1) DISCLOSURE OF RETURNS AND RETURN INFORMATION FOR
PUpRPOSES OTHER THAN TAX ADMINISTRATION.-

"(1) DISCLOSURE OF CERTAIN RETURNS AND RETURN INFORMA-
TION TO SOCIAL SECURITY ADMINISTRATION AND RAILROAD RETIRE-
MENT BOARD.-The Secretary may disclose returns and return
information with respect to-

"(A) taxes imposed by chapters 2, 21, and £4, to the Social
Security Administration for purposes of its administration
of the Social Security Act;

"(B) a plan to which part I of subchapter D of chapter 1
applies, to the Social Security Administration for purposes
of carrying out its responsibility under section 1131 of the
Social Security Act, limited, however to return information
described in section 6057(d) and

"(C) taxes imposed by chapter 22, to the Railroad Retire-
ment Board for purposes of its administration of the Railroad
Retirement Act.

"(2) DISCLOSURE OF RETURNS AND RETURN INFORMATION TO
THE DEPARTMENT OF LABOR AND PENSION BENEFIT GUARANTY
CoRPoRATIoN.-The Secretary may furnish returns and return
information to the proper officers and employees of the Depart-
ment of Labor and the Pension Benefit Guaranty Corporation for
purposes of, but Only to the extent necessary in, the administra-
tion of titles I and IV of the Employee Retirement Income
Security Act of 1974.

" (3) DISCLOSURE OF RETURNS AND RETURN INFORMATION TO PRIVACY
PROTECTION STUDY COMMISION.-The Secretary may, upon written
request, disclose returns and return information to the Privacy
Protection Study Commission, or to such members, officers, or
employees of such commission as may be named in such written
request, to the extent provided under section 5 of the Privacy Act
o17
"(4) DISCLOSURE OF RETURNS AND RETURN INFORMATION FOR

USE IN PERSONNEL OR CLAIMANT REPRESENTATIVE MA ERS.-The
Secretary may disclose returns and return information-

"(A) upon written request-
"(i) to an employee or former employee of the Depart-

ment of the Treasury, or to the duly authorized legal



representative of Such employee or former employee,
who u or may be a party to any administrative action
or.proceeding affecting the personnel rights of such em-
ployee or former employee; or

"(ii) to any person, or to the duly authorized legal
representative of Such person, whose rights are or may
be affected by an administrative action or proceeding
under section 3 of the Act of July 7,1884 (23 Stat. 258;
31 U.S.C. 1026),

solely for use in the action or proceeding, or in preparation
for the action or proceeding, but only to the extent that the
Secretary determines that such returns or return information
!8 or may be relevant and material to the action or proceed-
WW; or
-(B) to ofcers and employees of the Department of the

Treasury for use in any action or proceeding described in
subparagraph (A), or in preparation for such action or pro-

e ding, to the extent necessary to advance or protect the
interests of the United States.

"(5) DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE.-

U on itten request by the Secretary of Health, Education, and
welfare, the Secretary may disclose inf nation returns filed

pursuant to part III of subehapter A of cha ter 61 of this sub-
title for the purpose of carrying out, in accordance with an agree-
ment entered into pursuant to section 232 of the Social Security
Act, an elective return processing program.
. "(6) DISCLOSURE Op RETURN INFORMATION TO FEDERAL, STATE,

AND LOCAL CHILD SUPPORT ENFORCEMENT AOENIES.-

"(A) RETURN INFORMATION FROM INTERNAL REVENUE SERV-
ic.-The Secretary may, upon written request, disclose to the
appropriae Federal, State, or local child support enforce-
ment agency-

"(i) available return information from the master
files of the Internal Revenue Service relating to the ad-
dress, filing Status, amounts and nature of income, and
the number of dependents reported on any return filed
by, or with respect to, any individual with respect to
whom child support obligations are sought to be estab-
lished or enforced pursuant to the provisions of part D
of title IV of the Social Security Act and with respect
to any individual to whom such support obligations are
owing, and
I"(ii) available return information reflected on any

return filed by, or with respect to, any individual de-
scrbed in clause (i) relating to the amount of such
individual's gross income (as defined in section 61) or
consisting of the names and addresses of payors of such
income and the names of any dependents reported on
such return, but only if such return information is not
reasonably available from any other source.

"(B) RESTRICTION Ot' DILOSURE.-The Secretary shall
disclose return information under subparagraph (A) only



for purposes of, and to the extent necessary in, establis-
ing and collecting child support obligations from, and
locating, individual owing such obligations.

"(m) DISCLOSURE OF TAXPAYER IDENTITY iNFORMATION.-The

Secretary is authorized-
"(1) to disclose taxpayer identity information to the press and

other media for purposes of notifying persons entitled to tax
refunds when the Secretary, after reasonable efort and lapse of
time, has been unable to locate such persons, an

"(2) upon written request, to disclose the mailing address of a
taxpayer to ofcers an employees of an agency personally and
directly engaged in, and solely for their use in, preparation for
any administrative or judicial proceeding (or investigation which
may result in such a proceeding) pertaining to the collection or
compromise of a Federal claim against such taxpayer in accord-
ance with the provisions of section 3 of the Federal Claims Col-
lection Act of 1966.

"(n) CERTAIN OTHER PEBsos.-Pursuant to regulations prescribed
by the Secretary, returns and return information may be disclosed to
any person, including any person described in section 7513(a), to the
extent necessary in connection with the processing, storage, transmwi-
sion, and reproduction of such returns and return information, and
the programnvmng, maintenance, repair, testing, and procurement of
equipment, for purposes of tax administration.

"(o) DISCLOSURE OF RETURNS AND RETURN INFORMATION WITH
RESPECT TO CERTAIN TAXES.-

"(1) TAXES IMPOSED BY SUBTITLE E.-Returns and return
information with respect to taxes imposed by subtitle E (relating
to taxes on alcohol, tobacco, and firearms) shall be open to inspec-
tion by or disclosure to officers and employees of a Federal agency
whose official duties require such inspection or disclosure.

"(2) TAXES IMPOSED BY CHAPTER 3.-Returns and return
information with respect to taxes imposed by chapter 35 (relating
to taxes on wagering) shall, notwithstanding any other provision
of this section, be open to inspection by or disclosure only to such
person or persons and for such purpose or purposes as are pre-
scribed by section 424.

"(p) PROCEDURE AND RECORBDKEPNO.-
"(1) MANNER, TIME, AND PLACE OF INSPECTIOS.-Requests for

the inspection or disclosure of a return or return information and
such inspection or disclosure shall be made in such manner and at
such time and place as shall be prescribed by the Secretary.

"(2) PROCEDURE.-
"(A) REPRoDUcTIoN OF RTuRNs.-A reproduction or

certified reproduction of a return hall, upon written request,
be furnished to any person to whom disclosure or inspection
of such return is authorized under this section. A reasonable
fee may be prescribed for furnishing such reproduction or
certified reproduction.

"(B) DsoLosURE OF RETURN IrFoRmATIoN.-Return infor-
mation disclosed to any person under the provisions of this
title may be provided in the form of written documents,



reproductions of such documents, flms or photoimpressions,
or electronically produced tapes, ds1s/, or records, or by any
other mode or means which the Secretary determines
necessary or appropriate. A reasonable fee may be prescribed
for furnishing such return information.

"(C) UsE OF BrEPRoDucTioNs.-Any reproduction of any
return, document, or other matter made in accordance
with this paragraph shall have the same legal status as the
original, and any such reproduction shall, if properly authen-
ticated, be admissible in evidence in any judicial or adminis-
trative proceeding as if it were the original, whether or not
the original is in existence.

"(8) RECORDS OF INSPECTION AND DISCLOSURE.-

"(A) SYSTEM OF RECORDKEEPIN.-Ezcept as otherwise
provided by this paragraph, the Secretary shall maintain a
permanent system of standardiWed records or accountings of
all requests or ins section or disclosure of returns and return
information (incling the reasons for and dates of such
requsts) and of returns and return information inspected ordisclosed under this section. Notwithstanding the provisions
of section 552a (c) of title 5, United States Code, the Secretary
shall not be required to maintain a record or accounting of
requests for inspection or disclosure of returns and return
information, or of returns and return information inspected
or disclosed, under the authority of subsections (c), (e), (h)
(1), (3) (A), or (4), (i) (4) or (6) (A) (ii), (k) (1), (2), or
(6), (1) (1) or (4)(B), (m), or (n). The records or account-
ings required to be maintained under this paragraph shall be
available for examination by the Joint Committee on Taxa-
tion or the Chief of Staff of such joint committee. Such record
or accounting shall also be available for examination by such
person or persons as may be, but only to the extent, authorized
to make such examination under section 552 a(c) (3) of title 5,
United States Code.

"(B) REPORT BY THE sEcRETARY.-The Secretary shall,
within 90 days after the close of each calendar year, furnish
to the Joint Committee on Taxation a report with respect
to, or summary of, the records or accounting described in
sbparagraph (A) in Such form and containing such infor-mation as such joint committee or the Chief of Staff of such
joint committee may designate. Such report or summary shall
not, however, include, a record or accounting of any request
by the President under subsection (g) for, or the disclosure
in response to such request of, any return or return inforna-
tion with respect to any individual who, at the time of such
request, was an officer or employee of the executive branch of
the Federal Government. Such report or summary, or any
part thereof, may be disclosed by such joint committee to such
persons and for such purposes as the joint committee may,
by record vote of a majority of the members of the joint com-
mittee, determine.



"(C) PUBLIC REPORT ON DISCLO5URES.-The Secretary shall,
within 90 days after the close of each calendar year, furnish to
the Joint Committee on Taxation for disclosure to the public
a report with respect to the records and accountings described
in subparagraph (A ) which-

"(i) provides with respect to each Federal agency, each
agency, body, or connssion described in subsection (d)
or (1) (3) or (5), and the General Accounting Office the
number of-

"(I) requests for disclosure of returns and return
information,

"(II) instances in which returns and return in-
formation were disclosed pursuant to such requests,

"(II) taxpayers whose returns, or return infor-
mation with respect to whom, were disclosed pursu-
ant to such requests, and

"(ii) describes the general purposes for which such
requests were made.

"(4) SAPEUAuRDs.-Any Federal agency described in subsection
(h) (B), (i) (1), (2) or (5), () (1) or (2), (1) (1), (B), or (5),
or (o) (1), the General Accounting Offiee, or any agency, body, or
commission described in subsection (d) or (1) (3) or (6) shall,
as a condition for receiving returns or return information-

"(A) establish and maintain, to the satisfaction of the Sec-
retary, a permanent system of standardized records with re-
spect to any request, the reason for such request, and the date
of such request made by or of it and any disclosure of return
or return information made by or to it;

"(B) establish and maintain, to the satisfaction of the See-
retary, a secure area or place in which such returns or return
information shall be stored;

"(C) restrict, to the satisfaction of the Secretary, access to
the returns or return information only to persons whose du-
ties or responsibilities require access and to whom disclosure
may be made under the provisions of this title;

"(D) provide such other safeguards which the Secretary
determines (and which he prescribes in regulations) to be
necessary or appropriate to protect the confidentiality of the
returns or return information,-

"(E) furnish a report to the Secretary, at such time and
containing such information as the Secretary mayi prescribe,
which describes the procedures established and 'utilized by
such agency, body, or commission or the General Accounting
O#ce for ensuring the confidentiality of returns and return
information required by this paragraph; and

"(F) upon completion of use of such returns or return
information-

"(i) in the case of an agency, body, or commission de-
scribed in subsection (d) or (1) (6), return to the Seem-
tary such returns or return information (along with any
copies made therefrom) or make such returns or return
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information undisclosable in any manner and furnish a
written report to the Secretary describing such manner;
and

in tiw case of an agency described in ubsections
(h e,(i) (1), (2), or (5), ( (1) or (2), (1) (1), (2),

or (5), or (o) (1), the commission described in subsection
(1) (3), or the General Accounting Office, either--

(1) return to the Secretary such returns or re-
turn information (along with any copies made
threfro )

"(II) oterwise make such returns or return in-
formation undiscosable, or

"(III) to the extent not so returned or made un-
dieclosable, ensure that the conditions of ubpara-
graphe (A), (B), (C), (D), and (E) of this para-
graph continue to be met with respect to such re-
turns or return information,

except that the conditions of subparagraphs (A), (B), (C), (D),
and (E) shall cease to apply with respect to any return or return
information if, and to the extent that, such return or return in-
formation is disclosed in the course of any judicial or administra-
tive proceeding and made a part of the public record thereof. If
the Secretary determines that any such agency, body, or com-
mission or the General Accounting Offiee has failed to, or does
not, meet the requirements of this paragraph, he may, after any
proceedings for review established under paragraph (7), take
such actions as are necessary to ensure such requirements are met,
including refusing to disclose returns or return information to
such agency, body, or convmission or the General Accounting Of-
fce until he determines that such requirements have been or will
be met.

"(5) REPORT ON PROCEDURES AND SAFEOuARDs.-After the
close of each calendar quarter, the Secretary shall furnish to each
committee described in subsection (f) (1) a report which describes
the procedures and safeguards established and utilized by such
agencies, bodies, or commissions and the General Accounting Of-
fice for ensuring the confidentiality of returns and return infor-
mation as required by this subsection. Such report shall also
describe instances of deficiencies in, and failure to establish or
utilize, such procedures.

"(6) AUDIT OF PROCEDURES AND SAFEOUARDS.-
"(A) AUDIT BY COMPTBOLLBR GENBRAL.-The Comptroller

General may audit the procedures and safeguards established
by such agencies, bodies, or commissions pursuant to this
subsection to determine whether such safeguards and pro-
cedures meet the requirements of this subsection and ensure
the confidentiality of returns and return information. The
Comptroller General shall notify the Secretary before any
such audit is conducted.

"(B) RECORDS OF INSPECTION AND REPORTS BY THE COMP-

TROLLER GENERAL.-The Comptroller General shall--



"(i) anta a permannt system of standardized rec-
ords and accounting of returns and return information
inspected by officers and employees of the General Ac-
counting Office under subsection (i) (6) (A) (ii) and
shall, within 90 days after the close of each calendar year,
furnish to the Secretary a report with respect to, or sum-
mary of, such records or accountings in such form and
containing such information as the Secretary may pre-
scribe, and

"(ii) furnish an annual report to each committee de-
scribed in subsection (f) and to the Secretary setting
forth his findings with respect to any audit conducted
pursuant to subparagraph (A).

The Secretary may disclose to the Joint Committee any re-
port furnished to him under clause (i).

"(7) ADMINIST ATIVE BEvixw.-The Secretary shall by regula-
tions prescribe procedures which provide for administrative re-
view of any determination under paragraph (4) that any agency,
body, or commission described in subsection (d) has failed to
meet the requirements of such paragraph.

"(8) STARE LAW REQUIREMENTS.-
"(A) SAFEcARDs.-Notwithstanding any other provision

of this section, no return or return information shall be dis-
closed after December 31, 1978, to any ofcer or employee of
any State which requires a taxpayer to attach to, or include in,
any State tax return a copy of any portion of his Federal
return, or information reflected on such Federal return, unless
such State adopts provisions of law which protect the conai-
dentiality of the copy of the Federal return (or portion
thereof) attached to, or the Federal return information re-
flected on, such State tax return.

"(B) DISCLOSURE OF RETURNS OR RETURN INFORMATION IN

STATE RETURNs.- Nothing in this section shall be construed to
prohibit the disclosure by an ofer or employee of any State
of any copy of any portion of a Federal return or any infor-
mation on a Federal return which is required to be attached
or included in a State return to another ofcer or employee of
such State (or political subdivision of such State) if such
disclosure is specifically authorized by State law.

"(q) REGULATioNs.-The Secretary is authorized to prescribe such
other regulations as are necessary to carry out the provisions of this
section."

(2) CONFORMINo AENDMENT.-The table of sections for sub-
chapter B of chapter 61 is amended by striking out the item
relating to section 6103 and inserting in lieu thereof the following:

"'Se. 610. Confidentiality and disclosure of returns and return in-
formation."

(b) STATISTICAL PUBLICATIONS AND STUDiES.-Section 6108 (relating

to publication of statistics of income) is amended to read as follows:

"SEC. 6108. STATISTICAL PUBLICATIONS AND STUDIES.
"(a) PUBLICATION OR OTHER DzscLosuRE OF STATIsTIcs OF

INcomE.-The Secretary shall prepare and publish not less than an-
nually statistics reasonably available with respect to the operations of
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the internal revenue laws, including classifications of taxpayers and
of income, the amounts claimed or allowed as deductions, eXzemptions,
and credits, and any other facts deemed pertinent and valuable.

" (b) SPECIAL STATISTICAL SruDIE.-The Secretary may, upon writ-
ten request by/ anyi party or parties, make Special statistical studies
and compilations involving return information (as defined in section
6103(b) (2)) and furnish to such party or parties transcripts of
any such special statistical study or compilation. A reasonable fee may
be prescribed for the cost of the work or services performed for such
party or partss.

aO) OUous FoRn.-No publication or other disclosure of
statistics or other information required or authorized by subsection
(a) or special statistical study authorized by subsection (b) shall in
any manner permit the statistics, study, or any information so ub-
lished, furnished, or otherwise disclosed to be associated wit, or
otherwise identify, directly or indirectly, a particular taxpayer."

(c) INSPECTION o CERTAIN RECORDS BY LOCAL OFFICERS.-
(1) IN GENERAL.-Setion 4102 (relating to inspection of records,

returns, etc., by local oficers) is amended to read as follows:
"SEC. d102. INSPECTION OF RECORDS BY LOCAL OFFICERS.

"Under regulations prescribed by the Secretary, records required
to be kept with respect to taxes under this part shall be open to inspec-
tion by such officers of a State, or a political subdivision of any such
State, as shall be charged with the enforcement or collection of any
tax on gasoline or lubricating oils."

(2) CONFORMING AMENDMENT.-The table of sections for subpar
B of part III of chapter 32 is amended by striking out the item
relating to section 410? and inserting in lieu thereof the following:

"See. 410. Inspection of records b loeal officer."
(d) PENALTY FOR UNAUTHORIZED DISCLOSURE OF INFORMATION.-

Section 7213 (relating to unauthorized disclosure of information)
is amended by striking out subsection (c), redesignating subsections
(d) and (e) as (a) and (d), respectively, and by amending subsec-
tion (a) to read as follows.'

"(a) RETURNS AND RETURN iNFORMATION.-
"(1) FEDERAL EMPLOYEES AND OTHER PERSONS.-It shall be un-

lawful for any officer or employee of the United States or any
person described in section 6103(n) (or an officer or employee of
any such person), or any former officer or employee, to disclose to
any person, except as authorized in this title, any return or return
information (as defined in section 6103(b)). Any violation of
this paragraph shall be a felony punishable upon conviction by a
fine in anl amount not exceeding $5,000, or imprisonment of not
more than 5 years, or both, together with the costs of prosecution,
and if such offense is committed by any officer or employee of the
United States, he shall, in addition to any other punidlunent, be
dismissed from office or discharged from employment upon con-
viction for such offense.

"(2) STATE AND OTHER EMPLOYEEs.-It shall be unlawful for
any officer, employee, or agent, or former officer, employee, or
agent, of any State (as defined in section 6103(b) (5)) or any
local child support enforcement agency to disclose to any person,



except as authorized in this title, any return or return informa-
tion (as defined in section 6103(b)) acquired by him or another
person under section 6103(d) or (1) (6). Any violation of this
paragraph shall be a felony punishable by a fine in any amount
not exceeding $5,000, or imprisonment of not more than 5 years,
or both, together with the costs of prosecution.

"(8) OPHER PERsON.-It shall be unlawful for anyperson to
whom any return or return information (as defined in section
6103(b)) is disclosed in a manner unauthorized by this title to
thereafter print or publish in any manner not provided by law
any such return or return information. Any violation of this
paragraph shall be a felony punishable by a fine in any amount
not exceeding $5,000, or imprisonment of not more than 5 years,
or both, together with the costs of prosecution.

"(4) SoZrICTAwN.-It shall be unlawful for any person to oler
any item of material value in exchange for any return or return
information (as defined in section 6103(b)) and to receive as a
result of such solicitation any such return or return information.
Any violation of this paragraph shall be a felony punishable by
a fine in any amount not exceeding $5,000, or imprisonment of not
more than 5 years, or both, together with the costs of prosecution.

"(5) SHAREHOLDERS.-It shall be unlawful for any person to
whom a return or return information (as defined in section 6103
(b) ) is disclosed pursuant to the provisions of section 6103(e) (1)
(D) (iii) to disclose such return or return information in any
manner not provided by law. Any violation of this paragraph
shall be a felony punishable by a fine in any amount not to emceed
$5,000, or imprisonment of not mre than 5 years, or both, together
with the costs of prosecution."

(e) CiVILz DAMAGES FOR UNAUTHORIZED DISCLOSURE OF RETURNS
AND RETURN INpoRAToN.-

(1) INe GENRAL.-Part I of subchapter A of chapter 75 (reZat-
inq to miscellaneous penalties and forfeitures) is awended by
adding at the end thereof the following new section:

"SEC. 7217. CIVIL DAMAGES FOR UNAUTHORIZED DISCLOSURE OF RE-
TURNS AND RETURN INFORMATION.

"(a) GENERAL RULE.-Whenever any person knowingly, or by reason
of negligene, discloses a return or return information (as defined in
section 6103(b)) with respect to a tapasyer in violation of th e provi-
sions of section 6103. such taxpayer maybr'ing a civil action for dam-
ages against such person, and the district courts of the United States
shall have jurdiction of any action comnsnced under the provisionsof this section.

"(b) DAsAOEs.-ln any suit brought under the provisions of sub-
section ( a) ,upon a finding of liability on the part of the defendant, the.defendant shall be liable to the plaintiff in an amount equal to the
um Of-

"(1) actual damages sustained by the plaintiff as a result of the
unauthorized disclosure of the return or return information and,
in the case of a willful disclosure or a disclosure which is the result
of gross negligence, punitive damages, but in no case shall a plain-



tiff entitled to recovery receive less than the sum of $1,000 with
respect to each instance of such unauthorized disclosure; and

"(2) the costs of the action.
"() An action to enforce any liability created under this section

may be brought, without regard to the amount in controversy, within
0 Viears from the date on which the cause of action arises or at any time
unthin £ years after discovery by the plaintiff of the unauthorized
disclosure."

(2) CONFORMING AMENDMENT.-The table of sections for such part
is amended by adding at the end thereof the following new item:

"Sec. 7217. Civil damages for unauthorized disclosure of returns and
return information."

PROCESINo OF RETURNS, RETURN INFORMATION, AND OTHER
DocuENTs.-Section 7518 (relating to reproduction of returns and other
documents) is amended by striking out subsection (c) and redesignat-
ing subsection (d) as subsection (c7).

(g) OTHER APPLIcABLE RuLEs.-Section 7852 (relating to other rules
applicable under title 26) is amended by adding at the end thereof the
following new subsection:
"(e) PRivAcy ACT OF 1974-.The provisions of subsections (d) (2),

(3), and (4), and (g) of section 552a of title 5, United States Code,
shall not be applied, directly or indirectly, to the determination of the
existence or possible existence of liability (or the amount thereof) of
any person for any tax, penalty, interest, fine, forfeiture, or other im-
position or offense to which the provisions of this title apply."

(h) TECHNICAL AND CONFORmING AMENDMENTS.-
(1) Section 6106 (relating to publicity of unemployment tax

returns) is hereby repealed.
(5) Section 6323 (relating to validity and priority of tax liens

against certain persons) is amended by striking out paragraph
(3) of subsection (i).

(3) Subsection (d) of section 7213 (relating to cross references)
is amended by striking out paragraph (1) and inserting in lieu
thereof:

"(I) Penalties for disclosure of information by preparers of re-
turns-For penalty for disclosure or use of information by preparers
of returns, see section 7216."

(4) Section 7515 (relating to special statistical studies and
compilations and others services on request) is hereby repealed.

(5) Subsection (c) of section 7809 (relating to deposit of col-
lections) is amended by striking out in paragraph (1) "section
7515 (relating to special statistical studies and compilations for
other services on request)" and inserting in lieu thereof "section
6103(p) (relating to furnishing of copies of returns or of return
information), and section 6108(b) (relating to special statistical
studies and compilations)".

(6) Subsection (d) of section 444 (relating to disclosure of
wagering tax information) is amended by striking out "6103(d)"
and inserting in lieu thereof "6103 (f)".

(i) EFFECTrvE DAT.-The amendments made by this section take
effect Janary 1, 1977.



SEC. 1203. INCOME TAX RETURN PREPARERS.
(a) DEFImITIoN.-Section 7701 (a) (relating to definitions) is

amended by adding at the end thereof the following new paragraph:
"(36? INCOME TAx RETURN PREPARER.-

4 (A) IN GENERA .- The term 'income tax return preparer'
means any person who prepares for compensation, or who
employs one or more persons to prepare for compensation,
any return of tax imposed by subtitle A or any claim for
refund of tax imposed by subtitle A. For purposes of the
preceding sentence, the preparation of a substantial portion
of a return or claim for refund shall be treated as if it were
the preparation of such return or claim for refund.

"(B) ExGEPTIONs.-A person shall not be an 'income tax
return preparer' merely because such person-

'(i) furnishes typing, reproducing, or other mechani-
cal assistance,

"(ii) prepares a return or claim for refund of the em-
ployer (or of an officer or employee of the employer) by
wh om, he is regularly and continuously employed,

"(iii) prepares a return or claim for refund for any
trust or estate ,with respect to which he is a fiduciary, or

"(iv) prepares a claim for refund for a taxpayer in
response to any notice of deficiency issued to such taw-
payer or in response to any waiver of restriction after the
commencement of an audit of such taxpayer or another
taxpayer if a determination in such audit of such other
taxpayer directly or indirectly affects the tax liability of
such taxpayer."

(b) ASSESRARLE PENALTIES WHERE PREPARER UNDERSTATES TAx-
PAYER'S LIABILITy.-

(1) IN GENERAL.-Subchapter B of chapter 68 (relating to
assessable penalties) is amended by adding at the end thereof the
following new section:

"SEC. 6694. UNDERSTATEMENT OF TAXPAYER'S LIABILITY BY INCOME
TAX RETURN PREPARER.

"(a) NEGLIGENT OR INTENTIONAL DISREGARD OF RULES AND REGULA-
TIONS.-If any part of any understatement of liability with respect to
any return or claim for refund is due to the negligent or intentional
disregard of rules and regulations by any person who is an income tax
return preparer with respect to such return or claim, such person shall
pay a penalty of $100 with respect to such return or claim,

"(b) WILLFUL UNDERSTATEMENT OF LIAILITY.-If any part of any
understatement of liability with respect to any return or claim for
refund is due to a willful attempt in any manner to undertate the
liability for a tax by a person who is an income tax return preparer
with respect to such return or claim, such person shall pay a penalty of
$500 with respect to such return or claim. With respect to any return
or claim, the amount of the penalty payable by any person by reason
of this subsection shall be reduced by the amount of the penalty paid
by such person by reason of subsection (a).



"(c) EXTENSION OF PERIOD OF COLLECTION WHERE PREPARER PAYS
15 PERCENT OF PENALTY.-

"(1) IN GENERAL.-If, within 30 days after the day on which
notice and demand of any penalty under subsection (a) or (b) is
made against any person who is an income tax return preparer,
such person pays an amount which is not less than 15 percent of
the amount of such penalty and files a claim for refund of the
amount so paid, no levy or proceeding in court for the collection
of the remainder of such penalty shall be made, begun, or prose-
cuted until the final resolution of a proceeding begun as provided
in paragraph (2). Notwithstanding the provisions of section 7421
(a), the beginning of such proceeding or levy during the time
such prohibition is in force may be enjoined by a proceeding in the
proper court.

" (2) PREPARER MUST BRING SUIT IN DISTRICT COURT TO DETERMINE

HIS LIABILITY FOR PENALY.-If, within 30 days after the day on
which his claim for refund of any partial payment of any penalty
under subsection (a) or (b) is denied (or, if earlier, within 30
days after the expiration of 6 months after the day on which he
filed the claim for refund), the income tax return preparer fails
to begin a proceeding in the appropriate United States district
court for the determination of his liability for such penalty, para-
graph (1) shall cease to apply with respect to such penalty, effec-
tive on the day following the close of the applicable 30-day period
referred to in this paragraph.

"(3) SUSPENSION OF RUNNING OF PERIOD OF LIMITATIONS ON COL-
LECTIoN.-The run ning of the period of limitations provided in
section 6502 on the collection by levy or by a proceeding in court
in respect of any penalty described in paragraph (1) shall be
suspended for the period during which the Secretary is prohibited
from collecting by levy or a proceeding in court.

"(d) ABATEMENT OF PENALTY WHERE TAXPAYER'S LABILITY NOT
UNDERSTATED.-If at any time there is a final administrative determina-
tion or a final judicial decision that there was no understatement of
liability in the case of any return or claim for refund with respect
to which a penalty under subsection (a) or (b) has been assessed,
such assessment 'hall be abated, and if any portion of such
penalty has been paid the amount so paid shall be refunded to the
person who made such payment as an overpayment of tax without
regard to any period of limitations which, but for this subsection,
would app4y to the making of such refund.

"(e) UNDERSTATEMENT OF LIABILITY DFFINE.-For purposes of this
section, the term 'understatement of liability' means any understate-
ment of the net amount payable with respect to any tax imposed by
subtitle A or any overstatement of the net amount creditable or re-
fundable with respect to any such tax. Except as otherwise provided in
subsection (d), the determination of whether or not there is an under-
statement of liability shall be made without regard to any administra-
tive or judicial action involving the taxpayer.

"(f) CROSS REFERENCE-

"For definition of income tax return preparer, see section 7701
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(2) BURDEN OF PROOF UNDER 694(b).-
(A) Subchapter B of chapter 76 (relating to proceedings

by taxpayers and third parts) is amended by redesignating
section 7427 as section 7428 and by inserting after section
7426 the following new section:

"SEC. 7427. INCOME TAX RETURN PREPARERS.
"In any proceeding involving the issue of whether or not an income

tax return preparer has willfuly attempted in any manner to under-
state the liability for tax (within the meaning of section 6694(b) ), the
burden of proof in respect of such issue shall be upon the Secretary."

(B) The table of sections for such subchapter B is amended
by striking out the last item and inserting in lieu thereof the
following:

"'ec. 7427. Income tam return preparer.
"See. 7458. Cross references."

(c) PREPARER Musr FuRNmir CoPy oF RETURN To TAXPAYER AND
MUST RETAIN Copy OR LiST.-Subchapter B of chapter 61 (relating
to information and returns) is amended by inserting after section
6106 the following new section:

"SEC. 6107. INCOME TAX RETURN PREPARER MUST FURNISH COPY OF
RETURN TO TAXPAYER AND MUST RETAIN A COPY OR
LIST.

"(a) FURNIrszNO Copy To TAxPAYER.-Any person who is an in-
come tax return preparer with respect to any return or claim for re-
fund shall furnish a completed copy of such return or claim to the
taxpayer not later than the time such return or claim is presented for
such taxpayer's signature.

"(b) Copy OR LIsT To BE RETAINED BY INcOME TAX RETURN
PREPANER.-Any person who is an income tax return preparer with
respect to a return or claim for refund shall, for the period ending 3
years after the close of the return period-

" (1) retain a completed COPY Of such return or claim, or retain.,
on a list, the name and taxpayer identification number of the taxe-
payer for whom such return or claim was prepared, and

"(2) make such copy or list available for inspection upon re-
quest by the Secretary.

"(c) REaUzATON.-The Secretary shall prescribe regulations
under which, in cases where 2 or more persons are income ta return
preparers with respect to the same return or claim for refund, com-
pliance with the requirements of subsection (a) or (b), as the case
may be, of one such person shall be deemed to be compliance with the
requirements of such subsection by the other persons.

"( d) DEFINITIoNS.-For purposes of this section, the terms 'return'
and 'claim for refund' have the respective meanings given to such
terms by section 66.96 (e) , and the term 'return period' has the meaning
given to such term by section 6060(c)."

(d) TAXPAYER IDENTIFYING NUMBER OF PREPARER To BE FUR-
NJSNED.-Section 6109(a) (relating to supplying of identifying num-
bers) is amended by adding at the end thereof the following:



"(4) FURNISHING IDENTIFYING NUMBER OF INCOME TAX RETURN
PREPARR.-Any return or claim for refund prepared by an in-
come tax return preparer shall bear such identifying number for
securing proper identification of such preparer, his employer, or
both, as may be prescribed. For purposes of this paragraph, the
terms 'return' and 'claim for refund' have the respective mean-
ings given to such terms by section 6696(e).

For purposes of this subsection, the identifying number of an in-
dividual (or his estate) shall be such individual's social security ac-
count number."

(e) PREPARER MUST FILE ANNUAL INFORMATION RETURN.-Part III
of subchapter A of chapter 61 (relating to information returns) is
amended by adding at the end thereof the following new subpart:

"Subpart F-Information Concerning Income Tax

Return Preparers

"See. 6060. Information returns of income tax return preparers.

"SEC. 6060. INFORMATION RETURNS OF INCOME TAX RETURN
PREPARERS.

"(a) GENERAL RuLE.-Any person who employs an income tax re-
turn preparer to prepare any return or claim for refund other than
for such person at any time during a return period shall make a return
setting forth the name, taxpayer identification number, and place of
work of each income tax return preparer employed by him at any
time during such period. For purposes of this section, any individual
who in acting as an income tam return preparer is not the employee
of another income tam return preparer shall be treated as his own
employer. The return required by this section shall be filed, in such
manner as the Secretary may by regulations prescribe, on or before
the first July 31 following the end of such return period.

"(b) ALTERNATIVE REPoRriNa.-In lieu of the return required by
subsection (a), the Secretary may approve an alternative reporting
method if he determines that the necessary information is available
to him from other sources.

"(c) RETURN PERIOD DEFINED.-For purposes of subsection (a),
the term 'return period' means the 12-month period beginning on
July 1 of each year, except that the first return period shall be the
6-m7onth period beginning on January 1, 1977, and ending on June 30,
1977."

(f) OTHER ASSEssARLE PENALTIES 'WITH RESPECT TO THE PREPARA-
TION OF INcOME TAX RETURNS FOR OTHER PERsos.-Subchapter B of
chapter 68 (relating to assessable penalties) is amended by adding at
the end thereof the following new sections:

"SEC. 6695. OTHER ASSESSABLE PENALTIES WITH RESPECT TO THE
PREPARATION OF INCOME TAX RETURNS FOR OTHER
PERSONS.

"(a) FAILURE To FURNISH Copy To TAxPAYER.-Any person who
is an income tax return preparer with respect to any return or claim
for refund who fails to comply with section 6107(a) with respect to



such return or claim shall pay a penalty of $25 for such failure, unless
it is shown that such failure is due to reasonable cause and not due to
willful neglect.

"(b) FAzLURE To SIGN RETuRN.-Any person who is an income tam
return preparer with respect to any return or claim for refund, who
is required by regulations precsribed by the Secretary to sign such re-

turn or claim, and who faifs to comply wit& such regulations with re-

spect to such return or claim shall pay a penalty of $25 for such fail-
ure, unless it is shown that such failure is due to reasonable cause and
not due to willful neglect.

11()FAILURE To FURNIsH IDENYiPyiNG NuiesER.-Any person who
is an income tam return preparer with respect to any return or claim for
refund and who fails to comply with section 6109(a) (4) with respect
to such return or claim shall pay a penalty of $95 for such failure,
unless it is shown that such failure is due to reasonable cause and not
due to willful neglect.

"(d) FAILURE To RETAIN COPY OR Lisr.-Any person who is an
income tax return preparer with respect to any return or claim for
refund who fails to comply with section 6107(b) with respect to such
return or claim shall pay a penalty of $50 for each such failure, unless
it is shown that such failure is due to reasonable cause and not due to
willful neglect. The mamimum penalty imposed under this subsection
on any person with respect to any return period shall not exceed
$25,000.

"(e) FAILuRE To FILE CORRECT INFORMATION RETURN.-Any person
required to make a return under section 6060 who fails to comply
with the requirements of such section shall pay a penalty of-

"(1) $100 for each failure to file a return as required under
such section, and

"(2) $5 for each failure to set forth an item in the return as
required under such section,

unless it is shown that such failure is due to reasonable cause and not
due to willful neglect. The maximum penalty imposed under this sub-
section on any person with respect to any return period shall not ex-
ceed $20,000.

"(f) NEorIzAoOv OF CHECK.-Any person who is an income tax
return preparer who endorses or otherwise negotiates (directly or
through an agent) any check made in respect of the taxes imposed by
subtitle A which is issued to a taxpayer (other than the income tax
return preparer) shall pay a penalty of $500 with respect to each such
check.

"SEC. 6696. RULES APPLICABLE WITH RESPECT TO SECTIONS 6694 AND
6695.

"(a) PENALTIES To BE ADDITIONAL To ANY OTHER PENALTIE.-The
penalties provided by section 6694 and 6695 shall be in addition to any
other penalties provided by law.

"(b) DEFicIEzEY PRoCEDURES Nor To APPLY.-Subchapter B of
chapter 63 (relating to deficiency procedures for income, estate, gift,
and chapter 42 taxes) shall not apply with respect to the assessment
or collection of the penalties provided by sections 6694 and 6695.



"(c) PROCEDURE FOR CLAIMING REUND.-Any claim for credit or
refund of any penalty paid under section 6694 or 6695 shall be filed
in accordance with regulations prescribed by the Secretary.

"(d) PERIODS OF LIMITATION.-
"(1) ASSE8SMENT.-The amount of any penalty under section

6694(a) or under section 6695 shall be assessed within 3 years
after the return or claim for refund with respect to which the
penalty is assessed was filed, and no proceeding in court without
assessment for the collection of such tax shall be begun after the
expiration of such period. In the case of any penalty under section
6694(b), the penalty may be assessed, or a proceeding in court for
the collection of the penalty may be begun without assessment,
at any time.

"( 8) CLAIM FOR REFND.-Except as provided in section 6694
(d), any claim for refund of an overpayment of any penalty
assessed under section 6694 or 6695 shall be filed within 3 years
from the time the penalty was paid.

"(e) DEFINITION.-For purposes of sections 6694 and 6695-
"(1) BREuRN.-The term 'return' means any return of any

ta imposed by subtitle A.
"(5) CLAIM FOR REFUND.-The term 'claim for refund' means a

claim for refund of, or credit against, any tax imposed by sub-
title A."

(g) AUTHORITY To SEEK INJUNcTION AGAINST INCOME TAx RETURN
PREPARRs.-Subchapter A of chapter 76 (relating to civil actions by
the United States) is amended by redesignating section 7407 as section
7408 and by inserting after section 7406 the following new section:

"SEC. 7407. ACTION TO ENJOIN INCOME TAX RETURN PREPARERS.

"(a) AUrHORITY To SEEK INJUNCTioN.-Except as provided in sub-
section (c), a civil action in the name of the United States to enjoin
any person who is an income tax return preparer from further engag-
ing in any conduct described in subsection (b) or from further acting
as an income tax return preparer may be commenced at the request
of the Secretary. Any action under this section shall be brought in
the District Court of the United States for the district in which the
income tax preparer resides or has his principal place of business or
in which the taxpayer with respect to whose income tax return the
action is brought resides. The court may exercise its jurisdiction over
such action (as provided in section 7405(a)) separate and apart from
any other action brought by the United States against such income
ta preparer or any taxpayer.

"(b) ADJUDICATION AND DECREES.-ln any action under subsection
(a), if the court finds-

"(1) that an income tax return preparer has-
"(A) engaged in any conduct subject to penalty under

section 6694 or 6695, or subject to any criminal penalty pro-
vided by this title,
I "(B) misrepresented his eligibility to practice before the
Internal Revenue Service, or otherwise misrepresented his
experience or education as an income tax return preparer,



"(C) guaranteed the payment of any tam refund or the
allowance of any tax credit, or

"(D) engaged in any other fraudulent or deceptive con-
duct which substantially interferes with the proper adminis-
tration of the Internal Revenue laws, and

"(2) that injunctive relief is appropriate to prevent the re-
currence of such conduct,

the court may enjoin such person from further engaging in such
conduct. If the court finds that an income tax return preparer has
continually or repeatedly engaged in any conduct described in sub-
paragraphs (A) through (D) of this subsection and that an injunc-
tion prohibiting such conduct would not be sufficient to prevent such
person's interference with the proper administration of this title,.the
court may enjoin such person from acting as an income tax return
preparer.

"(c) BOND To STAY NJvuNcTzoN.-No action to enjoin under sub-
section (b) (1) (A) shall be commenced or pursued with respect to
any income tam return preparer who files and maintains, with the
Secretary in the internal revenue district in which is located such
preparer's legal residence or principal place of business, a bond in
a sum of $50,000 as surety for the payment of penalties under section
6694 and 6695."

(h) CROss REFERENCES.-
(1) Section 6503(h), as redesignated by this Act, is amended

by adding at the end thereof the following new paragraph:
"(4) Income tax return preparers, see section 6694(c)(3)."

(2) Section 6504, as amended by this Act, is amended by adding
at the end thereof the following new paragraph:

"(11) Assessment of civil penalties under section 6694 or 6695, see
section 6696(d)(1)."

(3) Section 6511(g) is amended by adding at the end thereof
the following new paragraph:

"(7) For a period of limitations for refund of an overpayment of
penalties imposed under section 6694 or 6695, see section 6696(d)(2)."

(i) CONFORMINo AMENDENTS.-
(1) The table of subparts for part III of subchapter A of chap-

ter 61 is amended by adding at the end thereof the following new
item:

"Subpart P. Information concerning income taw return preparers."

(2) The table of sections for subehapter B of chapter 61 is
amended by inserting immediately after the item relating to see-
tion 6106 the following new item:
"See. 6107. Income tam return preparer must furnish copy of return to

taxpayer an must retain a copy or list."
(3) The table of sections for subchapter B of chapter 68 is

amended by adding at the end thereof the following new items:
"Se. 6 94. Undrstatomcn of taxpayers liability by income tam return

preparer.
"Sec. 695. Other assessable penalties with respect to the preparation of

income tax returns for other persons.
"Sec. 6696. Rules applicable with respect to sections 6694 and 6695."



187

(4) The table of sections for subchapter A of chapter 76 is
amended by striking out the last item and inserting in lieu thereof
the following:

"Sec. 7407. Action to enjoin income tam return preparers.
"Se. 7408. Cross references."

(j) EFFEcTzVE DATE.-The amendments made by this section shall
apply to documents prepared after December 31, 1976.

SEC. 1204. JEOPARDY AND TERMINATION ASSESSMENTS.

(a) REVIEw OF JEOPARDY AND TERMINATION ASSESSMENTS.-Subchap-
ter B of chapter 76 (relating to proceedings by taxpayers and third
parties) is amended by inserting after section 7428 the following new
section:

"SEC. 7429. REVIEW OF JEOPARDY ASSESSMENT PROCEDURES.

"(a) ADmrNIsTRATirE REVIEW.-
"(1) INFORMATION TO TAxPAYER.-Within 5 days after the day

on which an assessment is made under section 6851 (a), 6861 (a),
or 6862, the Secretary shall provide the taxpayer with a written
statement of the information upon which the Secretary relies in
making such assessment.

"(2) RQuEsT FOR REVEw.-Within 30 days after the day on
which the taxpayer is furnished the written statement described in
paragraph (1), or within 30 days after the last day of the period
within which such statement is required to be furnished, the tax-
payer may request the Secretary to review the action taken.

"(3) REDETERMINATION Ry sEcRETARy.-After a request for re-
view is made under paragraph (Z) , the Secretary shall determine
whether or not--

"(A) the making of the assessment under section 6851,
6861, or 6862, as the case may be, is reasonable under the cir-
cus atances, and

"(B) the amount so assessed or demanded as a result of the
action taken under section 6851, 6861, or 6862 is appropriate
under the circumstances.

"(b) JUDICIAL REVIEW.-
"(1) ACTIONS PRmzTTrED.-Within 30 days after the earlier of-

"(A) the day the Secretary notifies the taxpayer of his
determination described in subsection (a) (3), or

"(B) the 16th day after the request described in subsection
(a) (2) was made,

the taxpayer may bring a civil action against the United States
in a district court of the United States for a determination under
this subsection.

"(5) DETERMINATION RY DISTRICT cORT.-Within 20 days after
an action is commenced under paragraph (1), the district court
shall determine whether or not-

"(A) the main of the assessment under section 6851,
6861, or 6862, as the case may be, is reasonable under the cir-
cumstances, and



"(B) the amount so assessed or demanded as a result of the
action taken under section 6851, 6861, or 6862, is appropriate
under the circumstances.

"(3) ORDER OF DISTRICT COURT.-If the court determines that
the making of such assessment is unreasonable or that the amount
assessed or demanded is inappropriate, the court may order the
Secretary to abate such assessment, to redetermine (in whole or
in part) the amount assessed or demanded, or to take such other
action as the court finds appropriate.

"(c) EXTENSION OF 20-DAY PERIOD WHERE TAXPAYER So RE-
QUESTS.-If the taxpayer requests an extension of the 20-day period
set forth in subsection (b) (2) and establishes reasonable grounds why
such extension should be granted, the district court may grant an
extension of not more than 40 additional days.

"(d) COMPUTATION OF DAYs.-For purposes of this section, Satur-
day, Sunday, or a legal holiday in the District of Columbia shall
not be counted as the last day of any period.

"(e) VENu.-A civil action under subsection (b) shall be com-
menced only in the judicial district described in section 1402(a) (1)
or (B) of title 28, United States Code.

"(f) FINALITY OF DETERMINATION.-Any determination made by a
district court under this section shall be final and conclusive and shall
not be reviewed by any other court.

"(g) BURDEN OF PROOF.-
"(1) REASONABLENESS OF TERMINATION OR JEOPARDY ASSESSMENT.-

In an action under subsection (b) involving the issue of whether
the making of an assessment under section 6851, 6861, or 6862 is
reasonable under the circumstances, the burden of proof in re-
spect to such issue shall be upon the Secretary.

"(2) REASONABLENESS OF AMOUNT OF ASSESSMENT.-In an action
under subsection (b) involving the issue of whether an amount
assessed or demanded as a result of action taken under section
6851, 6861, or 6862 is appropriate under the circumstoces, the
Secretary shall provide a written statement which, contains any
information with respect to which his determination of the amount
assessed was based, but the burden of proof in respect of such
issue shall be upon the taxpayer."

(b) JEOPARDY ASSESSMENT OF INCOME TAX.-
(1) TERMINATION ASESSMENTS.-SO much Of section 6851 (re-

lating to termination of taxable year) as precedes subsection (c)
is amended to read as follows:

"SEC. 6851. TERMINATION ASSESSMENTS OF INCOME TAX.

"(a) AUTHORITY FOR MAKING.
"(1) IN GENERAL.-If the Secretary finds that a taxpayer

designs quickly to depart from the United States or to remove his
property therefrom, or to conceal himself or his property therein,
or to do any other act (including in the case of a corporation dis-
tributing all or a part of its assets in liquidation or otherwise)
tending to prejudice or to render wholly or partially ineffectual
proceedings to collect the income tax for the current or the im-
mediately preceding taxable year unless such proceeding be



brought without delay, the Secretary shall immediately make a
determination of tax for the current taxable year or for tMe preced-
ing taxable year, or both, as the case may be, and notwithstanding
any other provision of law, such tax shall become immediately due
and payable. The Secretary shall immediately assess the amount
of the tax so determined (together with all interest, additional
amounts, and additions to the tax provided by law) for the cur-
rent taxable year or such preceding taxable year, or both, as the
case may be, and shall cause notice of such determination and as-
sessment to be given the taxpayer, together with a demand for
immediate payent of such tax.

"(2) COMPUTATION OF TAX. In the case of a current taxable
year, the Secretary shall determine the tax for the period begin-
nin*q on the first day of such current taxable year and ending on
the date of the determination under paragraph (1) as though
such period were a taxable year of the taxpayer, and shall take
into account any prior determination made under this subsection
with respect to such current taxable year.

"1(3) TREATMENT OF AMOUNTS COLLFCTED.-Any amounts col-
lected as a result of any assessments under this subsection shall,
to the extent thereof, be treated as a payment of tax for such tax-
able year.

"1(4) TIs SECTION INAPPLICABLE WHERE SECTION 6 861 APPLIES.-

This section shall not authorize any assessment of tax for the pre-
ceding taxable year which is made after the due date of the tax-
payer's return for such taxable year (determined with regard to
any extensions).

"(b) NOTIcE oF DFlgcisNcY.-If an assessment of tax is made under
the authority of subsection (a), the Secretary shall mail a notice under
section 6212'(a) for the taxpayer's full taxable year (determined with-
out regard to any action taken under subsection (a)) with respect to
which such assessment was made within 60 days after the later of (i)
the due date of the taxpayer's return for Such taxable year (determined
with regard to any extensions), or (ii) the date such taxpayer files such
return. Such deficiency may be in an amount greater or less than the
amount assessed under subsection (a)."

(2) BONDS.-Section 6851 is amended by striking out subsection
(e) (relating to bonds) and inserting in lieu thereof the following:

"(e) SECTIONS 6861 (f) AND (g) To APPLY.-The provisions of sec-
tion 6861(f) (relating to collection of unpaid amounts) and 6861(g)
(relating to abatement if jeopardy does not exist) shall apply with
respect to any assessment made under subsection (a).

"(f) CROSS REFERENCS.-
"(1) For provisions permitting immediate levy in case of jeopardy, see

section 6331(a).
(2) For provisions relating to the review of jeopardy, see section7t29."

(c) TECHNICAL AND CONFORmio AMENDENTS.-
(1) Section 1346(e) of title 28, United States Code (relat-

ing to jurisdiction of district courts with the United States as
defendant) is amended by inserting "or section 7429" imsedi-
ately after "section 7426".



(2) Section 443 (a) (3) (relating to returns for terminated pe-
riod) is repealed.

(3) Section 6091 (b) (relating to place for filing returns) is
amended-

(A) by striking out "and" at the end of paragraph (1) (B)

(iii) thereof, and by striking out paragraph (1) (B) (iv) and
the matter following 8uch paragraph and inserting in lieu
thereof the following:

"(iv) nonresident alien persons, and
"(v) persons with respect to whom an assessment was

made under section 6851(a) (relating to termination
assessments) with respect to the tcaable year,

shall be made at such place as the Secretary may by regulations
designate."; and

(B) by striking out "and" at the end of paragraph (0) (B)
(ii), and by striking out paragraph (2) (B) (iii) and the
matter following such paragraph and inserting in lieu thereof
the following:

"(iii) foreign corporations, and
"(iv) corporations with respect to which an assess-

ment was made under section 6851(a) (relating to ter-
mination assessments) with respect to the taxable year,

shall be made at such place as the Secretary may by regulations
designate."

(4) Section 6211 (b) (1) (relating to rules for determining defi-
ciencies) is amended by striking out "and" after "3i," and by in-
serting before the period at the end thereof the following: ", and
without regard to any credits resulting from the collection of
amounts assessed under section 6851 (relating to termination as-
sessments) ".

(5) Section 6212(c) (relating to restrictions on further defi-
ciency letters) is amended by inserting after "errors) ," the follow-
ing: "in section 6851 (relating to termination assessments),".

(6) Section 6213(a) (relating to time for filing petitions with
the Tax Court) is amended by inserting "section 6851 or" before
"section 6861".

(7) Section 6863(a) (relating to bond to stay collection) is
amended-

(A) by striking out "6861" and inserting in lieu thereof
"6851, 6861,";

(B) by striking out "a jeopardy assessment" in the first
sentence thereof and inserting in lieu thereof "an assessment";
and

(C) by striking out "the jeopardy assessment" each place
it appears therein and inserting in lieu thereof "such assess-
ment".

(8) Sert'on 6863(b" (3) (A) (relating to stay of sale of seized
property) is amended to read as follows:

"(A) GFNERAr nuF.-Where, notwithstanding the provi-
sions of sertion 6-013(a), an assessment has been made under
section 6851 or 6861, the property seized for collection of the
tax shall not be sold-



"(i) before the expiration of the periods described in
subsection (c)(1) (A) and (B),

"(ii) before the issuance of the notice of deficiency
described in section 6851 (b) or 6861 (b), and the expira-
tion of the period provided in section 6213(a) for filing
a petition with the Tax Court, and

'(iii) if a petition is filed with the Tax Court (whether
before or after the making of such assessment), before
the expiration of the period during which the assessment
of the deficiency would be prohibited if neither sections
6851(a) nor 6861(a) were applicable.

Clauses (ii) and (iii) shWll not apply in the case of a termina-
tion assessment under section n 6851 if the taxpayer does not file
a return for the taxable year by the due date (determined
with regard to any extensions)."

(9) Section 6863 (relating to stay of collection of jeopardy
assessments) is amended by adding at the end thereof the follow-
ing new subsection:

"(a) STAY OF SALE OF S EZD PROPERTY PENDING Dlsrxlcr Couer
DETRMINATION UNDER SECTION 7429.-

"(1) GENERAL RU L.-Where a jeopardy assessment has been
made under section 6862 (a), the property seized for the collection
of the tax shall not be sold--

" (A) if a civil action is commented in accordance with sec-
tion 7429(b), on or before the day on which the district court
judgment in such action becomes final, or

"(B) if subparagraph (A) does not apply, before the day
after the expiration of the period provided in section 7429 (a)
for requesting an administrative review, and if such review
is requested, before the day after the expiration of the period
provided in section 7429(b), for commencing an action in the
district court.

"(8) ExcEPTioxN.-With respect to any property described
in paragraph (1), the exceptions provided by subsection (b) (3)
( B shall apply."(?10) Section 103(a) (4) (relating to a cross reference) is

repealed.
(11) Section 7421(a) (relating to prohibition of suits to re-

strain assessment or collection of taxes) is amended by striking
out "and 7486 (a) and (b) (1)" and inserting in lieu thereof
"7426 (a) and (b) (1), and 7429(b)".

(18) The table of sections for part I of subchapter A of chapter
70 is amended to read as follows:

"Sec. 6851. Termination assessments of income tax."
(13) The table of sections for 8ubchapter B of chapter 76 is

amended by inserting after the item relating to section 7428 the
following:

"See. 7429. Review of Jeopardy assessment procedures."
(d) EFFE TIrV DAr.-The amendments made by this section apply

with respect to action taken under section 6851, 6861, or 6862 of the



Internal Revenue Code of 1954 where the notice and demand takes
place after December 31, 1976.

SEC. 1205. ADMINISTRATIVE SUMMONS.

(a) REQUIREMENT THAT NOTICE BE SERVED ON PERSON WHOSE
BOOKS, ETC., ARE BEING SUMMONE.-SUbchapter A of chapter 78
(relating to examination and inspection) is amended by redesignating
section 7609 as section 7611 and by inserting after section 7608 the

following new sections:

"SEC. 7609. SPECIAL PROCEDURES FOR THIRD-PARTY SUMMONSES.
"(a) NOTICE.-

"(1) IN OENERL.-If-
"(A) any summons described in subsection (c) is served

on any person who is a third-party recordkeeper, and
"(B) the summons requires the production of any portion

of records made or kept of the business transactions or a airs
of any person (other than the person summoned) who is
identified in the description of the records contained in the
8unMnons,

then notice of the summons shall be given to any person so
identified within 3 days of the day on which such service is made,
but no later than the 14th day before the day fixed in the sum-
mons as the day upon which such records are to be examined.
Such notice shall be accompanied by a copy of the summons which
has been served and shall contain directions for staying compli-
ance with the summons under subsection (b) (2).

"(2) SUPrICIENCY OF NOTICE.-Slch notice shall be sufficient if,
on or before such third day, such notice is served in the manner
provided in section 7603 (relating to service of summons)
upon the person entitled to notice, or is mailed by certified or
registered mail to the last known address of such person, or, in
the absence of a last known address, is left with the person sum-
moned. If such notice is mailed, it shall be sufcient if mailed to
the last known address of the person entitled to notice or, in
the case of notice to the Secretary under section 6903 of the exist-
ence of a fiduciary relationship, to the last known address of the
fiduciary of such person, even if such person or fiduciary is then
deceased, under a legal disability, or no longer in existence.

"(3) THIRD-PARTY RECORDKFFPER DFINED.-For purposes of
this subsection, the term 'third-party recordkeeper' mean-

"(A) any mutual savings bank, cooperative bank, do-
mestic building and loan association, or other savings insti-
tution chartered and supervised as a savings and loan or sim-
ilar association under Federal or State. law, any bank (as
defined in section 581), or any credit union (within the mean-
ing of section 501 (c) (14) (A) ) ;

"(B) any consumer reporting agency (as defined under
section 603(d) of the Fair Credit Reporting Act (15 U.S.C.
1681a(f));

"(C) any person extending credit through the use of credit
cards or similar devices;



it a broker (as defined in section 3(a) (4) of the
Se ts hange Act of 1934 (15 U.S.C. 78c(a) (4)));

(E) attorney; and
"(F) any accountant.

"(4) ExczrpTioNs.-Paragraph (1) shall not apply to any
Summons-

"(A) served on the person with respect to whose liability
the summons is issued, or any officer or employee of such
person,

"(B) to determine whether or not records of the business
transactions or affairs of an identified person have been made
or kept, or

" (0) described in subsection (f).
"(5) NATuaE OF summoN.-Any summons to which this sub-

section applies (and any summons in aid of collection described
in subsection ( 2) (B)) shall identify the taxpayer to whom
the summon relates or the other person to whom the records
pertain and shall provide such other information as will enable
the person summoned to locate the records required under the
summttlon's.

"(b) Rconr To INPrEvRV E; RzoHr TO STAY COMPZIANcE.-
"(I) INTERvENTzox.-Notwithstanding any other law or rule of

law, any person who is entitled to notice of a summons under
subsection (a) shall have the right to intervene in any proceeding
with respect to the enforcement of such summons under section
7604.

"(2) RIGHT TO sTAY coMPLANCB.-Notwithstanding any other
law or rule of law, any person who is entitled to notice of a sum-
mons under subsection (a) shall have the right to stay compliance
with the summons if, not later than the 14th day after the day
such notice is given in the manner provided in subsection (a)
(M)- "(A) notice in writing is given to the person summoned

not to comply with the summons, and
"(B) a copy of such notice not to comply with the summons$

is mailed by registered or certified mail to such person and
to such office as the Secretary may direct in the notice re-
ferred to in subsection (a) (1).

(C) SUMNesONS TO WHICH &FTioA, APPLuE.-
"(1) IN oaNERAL.-Except as provided in paragraph (2), a

summons is described in this subsection if it is issued under para-
graph (2) of eection 7602 or under section 6420(e) (2), 6421(f)
(2), 6424 (d) (2), or 6427(e) (2) and requires the production of
records.

"(2) ExcEPTroNs.-A summons shall not be treated as described
in thi Subsection if-

"(A) it is solely to determine the identity of any person
having a numbered account (or similar arrangement) with a
bank or other institution described in subsection (a) (3) (A),
or



"(B) it is in aid of the collection of-
"(i) the liability of any person against whom an assess-

ment has been made or judgment rendered, or
" (ii) the liability at law or in equity of any transferee

or fiduciary of any person referred to in clause (i).
"(3) RECORDS; CERTAIN RELATED T STiMoNY.-For purposes of

this section-
"(A) the term 'records' includes books, papers, or other

data, and
"(B) a summons requiring the giving of testimony relating

to records shall be treated as a summons requiring the pro-
duction of such records.

"(d) RESTRICTION ON ExAmiNATIoN OF REcoDs.-No examination
of any records required to be produced under a summons as to which
notice is required under subsection (a) may be made-

"(1) before the expiration of the 14-day period allowed for the
notice not to comply under subsection (b) (2), or

"(2) when the requirements of subsection (b) (2) have been met,
except in accordance with an order issued by a court of competent
jurisdiction authorizing examination of such records or with the
consent of the person staying compliance.

"(e) SUsPENsION OF STATUTE oF LIMITATos.-If any person takes
any action as provided in subsection (b) and such person is the peron
with respect to whose liability the summons is issued (or is the agent,
nominee, or other person acting under the direction or control of
such person), then the running of any period of limitations under sec-
tion 6501 (relating to the assessment and collection of tax) or under
section 6531 (relating to criminal prosecutions) with respect to such
person shall be suspended for the period during which a proceeding,
and appeals therein, with respect to the enforcement of such sum-
mons is pending.

"(f) ADDITIONAL REQUrIREMENT IN THE CASE OF A JoHN DOE
SUMMONS.-Any summons described in subsection (c) which does not
identify the person with respect to whose liability the summons is is-
sued may be served only after a court proceeding in which the Secre-
tary establishes that--

"(1) the summons relates to the investigation of a particular
person or ascertainable group or class of persons,

"(2) there is a reasonable basis for believing that such person
or group or class of persons may fail or may have failed to comply
with any provision of any internal revenue law, and

"(3) the information sought to be obtained from the examina-
tion of the records (and the identity of the person or persons with
respect to whose liability the summons is issued) is not readily
available from other sources.

"(g) SPECIAL EXCEPTION FOR CERTAIN SUmmoIrsEs.-n the case of
any summons described in subsection (c), the provisions of subsections
(a) (1) and (b) shall not apply if, upon petition by the Secretary, the
court determines, on the basis of the facts and circumstances alleged,
that there is reasonable cause to believe the giving of notice may lead
to attempts to conceal, destroy, or alter records relevant to the exami-



nation, to prevent the communication of information from other per-
sons through intimidation, bribery, or collusion, or to flee to avoid
prosecution, testifying, or production of records.

"(h) JURIsDIcTIoN OF DISTRICT COURT.-
"(1) The United States district court for the district within

which the person to be summoned resides or is found shall have
jurisdiction to hear and determine proceedings brought under
subsections (f) or (g). The determinations required to be made
under subsections (f) and (g) shall be made ex part and shall be
made solely upon the petition and supporting affidavits. An order
denying the petition shall be deemed a final order which may be
appealed.

"(2) Except as to cases the court considers of greater impor-
tance, a proceeding brought for the enforcement of any summons,
or a proceeding under this section, and appeals take precedence
on the docket over all cases and shall be assigned for hearing and
decided at the earliest practicable date.

"SEC. 7610. FEES AND COSTS FOR WITNESSES.
"(a) IN GzNzRL.-The Secretary shall by regulations establish the

rates and conditions under which payment may be made of-
"(1) fees and mileage to persons who are summoned to appear

before the Secretary, and
"(2) reimbursement for such costs that are reasonably neces-

sary which have been directly incurred in searching for, reproduc-
ing, or transporting books, papers, records, or other data required
to be produced by summons.

"(b) Excxpizos.-No payment may be made under paragraph (B)
of subsection (a) if-

"(1) the person with respect to whose liability the summons is
issued has a proprietary interest in the books, papers, records or
other data required to be produced, or

"(B) the person summoned is the person with respect to whose
liability the summons is issued or an officer, employee, agent,
accountant, or attorney of such person who, at the time the sum-
mons is served, is acting as such.

"(c) SUMMONS TO WHICH SECTION APPLIs.-This section applies
with respect to any summons authorized under section 6420(e) (2),
6421(f) (2), 624(d) (2), 6427 (e) (2), or 7602."

(b) CLERICAL AMENDMENT.-The table of sections for such subchap-
ter A is amended by striking out the item relating to section 7609 and
inserting in lieu thereof the following:

"Sec. 7609. Special procedures for third-party summonses.
"Sec. 7610. Fees and costs for witnesses.
"See. 7611. Gross references."

(c) EPPEcTzvz DATr.-The amendments made by this section shall
apply with respect to any summons issued after December 81, 1976.

SEC. 1706. ASSESSMENTS IN CASE OF MATHEMATICAL OR CLERICAL
ERRORS.

(a) IN GENERAL.-Section 6213(b) (relating to exceptione to re-
strictions on assessment in certain cases) is amended-



(1) by redesignating paragraphs (2) and (3) as paragraphs
(3) and (4), respectively, and

(2) by striking out paragraph (1) and inserting in lieu thereof
the following new paragraphs:

"(1) ASSESSMENTS ARISING OUT OF MATHEMATICAL OR CLERICAL

ERRORS.-.If the taxpayer is notified that, on account of a mathe-

matical or clerical error appearing on the return, an amount of tax
in excess of that shown on the return is due, and that an assessment
of the tax has been or will be made an the basis of what would have
been the correct amount of tax but for the mathematical or clerical
error, such notice shall not be considered as a notice of deficiency
for the purposes of subsection (a) (prohibiting assessment and
collection until notice of the deficiency has been mailed), or of
section 6212((c) (1) (restricting further deficiency letters), or of
section 6512(a) (prohibiting credits or refunds after petition to
the Tax Court), and the taxpayer shall have no right to file a
petition with the Tax Court based on such notice, nor shall
such assessment or collection be prohibited by the provisions of
subsection (a) of this section. Each notice under this paragraph
shall set forth the error alleged and an explanation thereof.

"(2) ABATEMENT OF ASSESSMENT OF MATHEMATICAL OR CLERICAL

ERRORS.-

"(A) REQUEST FOR AATEMENT.-Notwithstandilng section
6404(b), u taxpayer may file with the Secretary within 60
days after notice is sent under paragraph (1) a request for
an abatement of any assessment specified in such notice, and
upon receipt of such request, the Secretary shall abate the
assessment. Any reansessment of the tax with respect to which
an abatement is made under this subparaqraph shall be sub-
ject to the deficiency procedures prescribed by this subehapter.

"(B) STAY OF COLLECTION.-In the case of any assessment
referred to in paragraph (1), notwithstanding paragraph
(1), no levy or proceeding in court for the collection of Such
assessment shall be mde6, begun, or prosecuted during the
period in which such assessment may be abated under this
paragraphs."

(b) DEFINITIONS RELATING TO MATHEMATICAL OR CLERICAL ERRORS.-

Section 6213 is amended by redesignating subsection (f) as subsection
(g), and by inserting immediately after subsection (e) the following
new subsection:

"(f) DEFINITIONS.-FoR PURPOSES OF THIS SECTION-
"(1) RETRN.-The term 'return' includes any return, state-

ment, schedule, or list, and any amendment or supplement thereto,
filed with respect to any tax imposed by subtitle A or B, or chap-
ter 4l2 or 43.

"(2) MATHEMATICAL OR CLERICAL ERROR-The term 'mathemati-

cal or clerical error' means-
"(A) an error in addition, subtraction, multiplication, or

division shown on any return,
"(B) an incorrect use of any table provided by the Internal

Revenue Service with respect to any return if such incorrect
use is apparent from the existence of other information on
the return,



"(C) an entry on a return of an item which is inconsistent
with another entry of the same or another item on such return,

"'(D) an omission of information which is required to be
supplied on the return to substantiate an entry on the return,
and

"(E) an entry on a return of a deduction or credit in an
amount which exceeds a statutory limit imposed by subtitle
A or B, or chapter 42 or 43, if such limit is expressed-

"(i) as a specified monetary amount, or
"(ii) as a percentage, ratio, or fraction,

and if the item entering into the application of such limit
appear on such return."

() TECHNICAL AND CONFORMING AMENDMENTS.-

(1) Section 6213(b) (3) (relating to assessments arising out of
tentative carryback adjustments), as redesignated by subsection
(a), is amended-

(A) by striking out "he may assess" and inserting in lieu
thereof "he may assess without regard to the provisions of
paragraph (2) ", and

(B) by striking out "mathematical error" and inserting
in lieu thereof "mathematical or clerical error".

(2) Section 6201(a) (3) (relating to assessments regarding
erroneous income tax prepayment credits) and section 6201(a)
(4) (relating to assessments regarding erroneous credit under
section 39 or 43) are each amended-

(A) by striking out "mathematical error" and inserting
in lieu thereof "mathematil or clerical error", and

(B) by itiserting immediately before the period at the end
thereof the following: ", except that the provisions of section
6213(b) (2) (relating to abatement of mathematical or cleri-
cal error assessments) shall not apply with regard to any
assessment under this paragraph".

(3) Section 6212(c) (1) (relating to deficiency letters) is
amended by striking out "(relating to mathematical errors)" and
inserting in lieu thereof "(relating to mathematical or clerical
errors) ".

(d) EFFECTIVE DAr.-The amendments made by this section shall
apply with respect to returns (within the meaning of section 6213
(f) (1) of the Internal Revenue Code of 1954) filed after December.
31, 1976.
SEC. 1207. WITHHOLDING.

(a> WriHOrDiNG STATE AND DISTRICT INCOME TAzES FROM COm-
PNsATrION OF MMBiERS OF ARMED FORCES WHO ARE REsiDrNTs OF THE
STATE OR DISTRICT OF COLUMBIA.-

(1) WITHHOLDING OF STATE INCOME TAxr.-The last sentence
of section 5517(a) of title 5, United States Code, is amended to
read as follows.' "In the cae of pay for service as a member of
the armed forces, the preceding sentence Shall be applied by
substituting 'wcho are residents of the State with which the agree-
ment is made' for 'whose regular place of Federal employment
is within the State with which the agreement is made'."



(2) WITHHOLDING O DISTRICT INCOME TAXES.-Subsection (a)
of section 5516 of title 5, United States Code, is amended-

(A) by striking out in the third sentence "pay for service
as a member of the armed forces, or to"; and

(B) by adding after the third sentence the following new
sentence: "In the case of pay for service as a member of the
armed forces, the second sentence of this subsection shall be
applied by substituting 'who are residents of the District of
Columbia' for 'whose regular place of employment is within
the District of Columbia'."

(b) WITHHOLDING STATE AND CITY INCOME TAXES FRom THE Com-
PENSATION OF MEMBERS OF THE NATIoNAL GUARD OR THE READY RE-

SERE.-Section 5517 of title 5, United States Code, is amended by
adding at the end thereof the following new subsection:

"(d) For the purpose of this section and sections 5516 and 5520, the
terms 'serve as a member of the armed forces' and 'service as a member
of the Armed Forces' do not include-

"(1) participation in exercises or the performance of duty
under section 50 of title 3B, United States Code, by a member
of the National Guard; and

" (B) participation in scheduled drills or training periods, or
service on active duty for training, under section 270(a) of title
10, United States Code, by a member of the Ready Reserve."

(c) VOLUNTARY WITHHoLDING OF STATE INCOME TAXES FROM THE
COMPENsATroN OF FEDERAL EmPLoYEs.-Paragraphe (1) and (B) of
section 5517(a) of title 5, United States Code, are amended to read as
follows:

"(1) provides for the collection of a tax either by imposing on
employers generally the duty of withholding sums from the pay
of employees and making returns of the sums to the State, or by
granting to employers generally the authority to withhold sums
from the pay of employees if any employee voluntarily elects
to have such sums withheld; and

"(B) imposes the duty or grants the authority to withhold
generally with respect to the pay of employees who are residents
of the State;"-

(d) WITHHOLDING TAX ON CERTAIN GAMBLING WYNNiNG.-Section
3402 (relating to income tax collected at source) is amended by adding
at the end thereof the following new subsection:

"(q) EXTENSION OF WITHHOLDING TO CERTAIN GAMBLING WIN-
NINGS.-

"(1) GENERAL RULE.-Every person, including the Government
of the United States, a State, or a political subdivision thereof, or
any instrumentalities of the foregoing, making any payment of
winnings which are subject to withholding shall deduct and with-
hold from such payment a tax in an amount equal to 20 percent of
such payment.

"(B) EXEMPTION WHERE TAX OTHERWISE WITHHELD.-In the
case of any payment of winnings which. are subject to withholding
made to a nonresident alien individual or a foreign corporation,
the tax imposed under paragraph (1) shall not apply to any such



payment subject to tax under section 1441 (a) (relating to with-
holding on nonresident aliens) or tax under section 1442 (a) (re-
lating to withholding on foreign corporations).

"(8) WINNINGS WHICH ARE SUBJECT TO WITHOLDIN.-For

purposes of this subsection, the term 'winnings which are subject
to withholding' means proceeds from a wager determined in ac-
cordance with the following:

"(A) IN GENERAL.-Except as provided in subparagraphs
(B) and YC), proceeds of mre than $1,000 from a wagering
transaction, if the amount of such proceeds is at least 300
times as large as the amount wagered.

"(B) STATE-CONDUCTED LOTTERiEs.-Proceeds of more than
$5,000 from a wager placed in a lottery conducted by an
,agency of a State acting under authority of State law, but
only if such wager is placed with the State agency conducting
such lottery, or with its authorized employees or agents.

" (C) SWEEPSTAKES, WAGERING POOLS,-AND OTHER LOTTERIES.-

Proceeds of more than $1,000 from a wager placed in a sweep-
stakes, wagering pool, or lottery (other than a wager de-
scribed in subparagraph (B)).

"(4) RULES FOR DETERMINING PROCEEDS FROM A WAGER.-For
purposes of this subsetion-

"(A) proceeds from a wager shall be determined by re-
ducing the amount received by the amount of the wager, and

"(B) proceeds which are not money shall be taken into
account at their fair market value.

"(5) EXEMPTION FOR BINGO, RENO, AND SLOT MACINEs.-The
tax imposed under paragraph (1) shall not apply to winnings
from a slot machine, keno, and bingo.

"(6) STATEMENT BY REeCPIENT.-Every person who is to receive
a payment of winnings which are subject to withholding shall
furnish the person making such payment a statement, made under
the penalties of perjury, containing the name, address, and tax-
payer identification number of the person receiving the payment
and of each person entitled to any portion of such payment.

"(7) COORDINATION WITH OTHER SECTIONS.-For purposes of
sections 3403 and 3404 and for purposes of so much of subtitle
F (except section 7205) as relates to this chapter, payments to
any person of winnings which are subject to withholding shall
be treated as if they were wages paid by an employer to an
employee."

(e) WzTHHoLDzNa OF FEDERAL TAXES or CERTAIN INDlTrDUALS
ENGAGED IN FISHING.-

(1) OBNEA.-
(A) Section 3121(b) (defining employment) is amended

by striking out "or" at the end of paragraph (18), by strik-
ing out the period at the end of paragraph (19) and inserting
in lieu thereof " ; or", and by adding after paragraph (19)
the following new paragraph:

"(0) service performed by an individual on a boat engaged
in catching fih or other forms of aquatic animal life under an



arrangement with the owner or operator of such boat pursuant
to which-

"(A) such individual does not receive any cash remunera-
tion (other than as provided in subparagraph (B)),

"(B) such individual receives a share of the boat's (or
the boats' in the case of a fishing operation involving more
than one boat) catch of fish or other forms of aquatic animal
life or a share of the proceeds from the sale of such catch,
and

"(C) the amount of such individual's share depends on
the amount of the boat's (or the boats' in the case of a fishing
operation involving more than one boat) catch of fish or other
forms of aquatic animal life,

but only if the operating crew of such boat (or each boat from
which the individual receives a share in the case of a fishing opera-
tion involving more than one boat) is normally made up of fewer
than 10 individuals."

(B) Section 1402(c) (2) (defining trade or business) is
amended by striking out "and" at the end of subparagraph
(D), by striking out the semicolon at the end of subpara-
g rah (E) and inserting in lieu thereof ", and", and by
adding after subparagraph (E) the following new subpara-
graph:

"(F) service described in section 3121 (b) (20);".
(C) Section 3401(a) (defining wages for purposes of

withholding) is amended by striking out the period at the
end of paragraph (16) and inserting in lieu thereof "; or",
and by adding after paragraph (16) the following new
paragraph:

" (17) for service described in section 3121 (b) (20)."
(2) CoNFORmNG AMRENDJEYS.-

(A) Section 210(a) of the Social Security Act is amended
by striking out "or" at the end of paragraph (18), by striking
out the period at the end of paragraph (19) and inserting
in lieu thereof "; or", and by adding after paragraph (19)
the following new paragraph:

"(20) Service performed by an individual on a boat engaged
in catching fish or other forms of aquatic animal life under an
arrangement with the owner or operator of such boat pursuant
to which-

"(A) such individual does not receive any cash remunera-
tion (other than as provided in subparagraph (B)),

"(B) such individual receives a share of the boat's (or the
boats' in the case of a fishing operation involving more than
one boat) catch of fish or other forms of aquatic animal life
or a share of the proceeds from the sale of such catch, and

"(C) the amount of such individual's share depends on
the amount of the boat's (or boats' in the case of a fishing
operation involving more than one boat) catch of fish or
other forms of aquatic animal life,



but only if the operating crew of such boat (or each boat from
which the individual receives a share in the case of a fiing opera-
tion involving more than one boat) is normally ,ade up of fewer
than 10 individuals."

(B) Section 211 (c) (9) of such Act is amended by striking
out "and" at the end of subparagraph (D), by striking out
the semicolon at the end of subparagraph (E)'and inserting
in lieu thereof ", and", and by adding after subparagraph
(EVthe following new paragraph:
' (F) service described in section 210 (a) (20) ;".

(8) REPORTINO REQUIREMENT.-

(A) Subpart B of part III of subehapter A of chapter 61
(relating to information concerning transactions with other
persons) is amended by adding at the end thereof the follow-
ing new section:

"SEC. 6050A. REPORTING REQUIREMENTS OF CERTAIN FISHING BOAT
OPERATORS.

"(a) Rgpoers.-The operator of a boat on which one or more indi-
viduals, during a calendar year, perform services described in section
3121(b) (90) shall submit to the Secretary (at such time, and in such
manner and form, as the Secretary shall by regulations prescribe) in-
formation respecting-

"(1) the identity of each individual performing such services;
"(2) the percentage of each such individual's share of the

catches of Ph or other forms of aquatic animal life, and the per-
centage of the operator's share of such catches;

"(3) if such individual receives his share in kind, the type and
weight of such share, together with such other information as the
Secretary may prescribe by regulations reasonably necessary to
determine the value of such share; and

"(4) if such individual receives a share of the proceeds of such
catches, the amount so received.

"(b) WRITTEN STATEMENT.-Eery person making a return under
subsection (a) shall furnish to each person whose name is set forth in
such return a written statement showing the information relating to
such person contained in such return. The written statement required
under the preceding sentence shall be furnished to the person on or
before January 31 of the year following the calendar year for which
the return under subsection (a) was made."

(B) Section 66.5 (b) (relating to failure to file certain in-
formation returns) is amended by inserting after "with-
held) ," the following: "in the case of each failure to make a
return required by section 6050A (a) (relating to reporting
requirements of certain fishing boat operators),".

(C) Section 6650(b) is further amended by inserting after
"tips) ," the followinq: "or section 6060A (b) (relating to
statements furnished by certain fishing boat operators),".

(f) Eircr DAreS.-
(1) SuBszcTzoN (a).-The amendments made by subsection (a)

shall apply to wages withheld after the 190-day period following
any request for an agreement after the date of the enactment of
this Act.



(2) SuBsCrTiONs (b) and (c).-The amendments made by sub-
sections (b) and (c) shall apply to wages withheld after the 1 O-
day period following the date of the enactment of this Act.

(3) SUBSECTION (d).-The amendments made by subsection (d)
shall apply to payments of winnings made after the 90th day after
the date of the enactment of this Act.

(4) SUBSECTION (e).-
(A) The amendments made by paragraphs (1) (A) and

(2) (A) of subsection (e) shall apply to services performed
after December 31, 1971. The amendments made by para-
graphs (1)(B), (1) (C), and (2)(B) of such subsection shall
apply to taxable years ending after December 31, 1971. The
amendments made by paragraph (3) of such subsection shall
apply to calendar years beginning after the date of the en-
actment of this Act.

(B) Notwithstanding subparagraph (A), if the owner or
operator of any boat treated a share of the boat's catch of fish
or other aquatic animal life (or a share of the proceeds there-
from) received by an individual after December 31, 1971,
and before the date of the enactment of this Act for services
performed by such individual after December 31, 1971, on
such boat as being subject to the tax under chapter 21 of the
Internal Revenue Code of 1954, then the amendments made
by paragraphs (1) (A) and (B) and (2) of subsection (e)
shall not apply with respect to such services performed by
such individual (and the share of the catch, or proceeds
therefram, received by him for such services).

SEC. 1208. STATE-CONDUCTED LOTTERIES.

(a) EXEMPTION FROM WAGERING TAx.-Paragraph (3) of section
4402 (relating to State-conducted sweepstakes) is amended to read as
follows:

"(3) STATE-CONDUCTED LOTTERIES, ETc.-On any wager placed
in a sweepstakes, wagering pool, or lottery which'is conducted by
an agency of a State acting under authority of State law, but
only if such wager is placed with the State agency conducting
such sweepstakes, wagering pool, or lottery, or with its authorized
employees or agents."

(b) EXEMPTION FROM OCCUPATIONAL TAX ON COIN-OPRATrD DE-
V7cES.-Section 446e(b) (relating to exclusions from definition of
coin-operated gaming devices) is amended-

(1) by striking out "or"at the end of paragraph (1),
(2) by striking out the period at the end of paragraph (2) and

inserting in lieu thereof "; or". and
(3) by adding at the end thereof the following new paragraph:
"(3) a vending machine which-

"(A) dispenses tickets on a sweepstakes, wagering pool,
or lottery which is conducted by an agency of a State acting
under authority of State law, and



"(B) is maintained by the State agency conducting such
sweepstakes, wagering pool, or lottery, or by its authorized
employees or agents."

(a) EjpzoTzvr DATF.-
(1) The amendment made by subsection (a) shall apply with

respect to wagers placed after March 10, 1964.
(2) The amendments made by subsection (b) shall apply with

respect to periods after March 10, 1964.

SEC. 1209. MINIMUM EXEMPTION FROM LEVY FOR WAGES, SALARY,
AND OTHER INCOME.

(a) GENERAL RuLE.-Subsection (a) of section 6334 (relating to
property exempt from levy) is amended by adding at the end thereof
the following new paragraph:

"(9) MINIMUM EXEMPTION FOE WAGES, SALARY, AND OTIHFR IN-

coME.-Any amount payable to or received by an individual as
wages or salary for personal services, or as income derived from
other sources, during any period, to the extent that the total of
such amounts payable to or received by him during such period
does not exceed the applicable exempt amount determined under
uhsection (d)."

(b) DETERMINATION OP ExEMPr AmoNT. Section 6334 is amended
by adding at the end thereof the following new subsection:

"(d) ExEMPT AMOUNT OP WAGES, SALARY, OR OTHER INCOME.-
"(1) INDIVIDUALS ON WEEKLY AsIS.-In the case of an individ-

ual who is paid or receives all of his wages, salary, and other in-
come on a weekly bass, the amount of the wages, salary, and other
income payable to or received by him during any week which is
exempt from levy under subsection (a) (9) shall be--

"(A) $50, plus
"(B) $15 for each individual who is specified in a written

statement which is submitted to the person on whom notice of
levy is served and which is verified in such manner as the Sec-
retary shall prescribe by regulations and-

"(i) over half of whose support for the payroll period
was received from the topayer,

"(ii) who is the spouse of the taxpayer, or who bears a
relationship to the taxpayer specified in paragraphs (1)
through (9) of section 152(a) (relating to definition of
dependents), and

"(iii) who is not a minor child of the taxpayer with
respect to whom amounts are exempt from levy under
subsection (a) (8) for the pairoll period.

For purposes of subparagraph (B) (ii) of the preceding sentence,
'payroll period' shall be substituted for 'taxable year' each place
it appears in paragraph (9) of section 152 (a).

"(2) INDIVIDUALS ON BASIS OTHER THAN wEEKL.-In the case of
any individual not described in paragraph (1), the amount of the
wages, salary, and other income payable to or received by him dur-



ing any applicable pay period or other fiscal period (as determined
under regulations prescribed by the Secretary) which is exempt
from levy under subsection (a) (9) shall be an amount (determined
under such regulations) which as nearly as possible will result in
the same total exemption from levy for such individual over a pe-
riod of time as he would have under paragraph (1) if (during such
period of time) he were paid or received such wages, salary, and
other income on a regular week1V basis."

(e) CONFORMING AMENDWNT.-The paragraph heading for para-
graph (8) of section 6334 (a) is amended to read as follows:

"(8) JUDGMENTS FOR SUPPORT OF MINOR CHILDREN.--".
(d) Lrw" ON WAGES, ErC., To BE CONTINUING.-

(1) Subsection (d) of section 6331 (relating to levy on salaries
and wages) is amended by adding at the end thereof the following
new paragraph:

"(3) CONTINUING LEVY ON SALARY AND WAGES.-
(A) EFFECT OF LE' .- The effect of a levy on salary or

wages payable to or received by a taxpayer shall be con-
tinuous from the date such levy is first made until the lia-
bility out of which such levy arose is satisfied or becomes
unenforceable by reason of lapse of time

"(B) RELEASE AND NOTICE OF RELEASE.-With respect to a
levy described in subparagraph (A), the Secretary shall
promptly release the levy when the liability out of which such
levy arose is satisfied or becomes unenfor eable by reason of
lapse of time, and shall promptly notify the person upon
whom such levy was made that such levy has been released."

(2) The second sentence of section 6331(b) (relating to seizure
and sale of property) is amended by striking out "A levy" and
inserting in lieu thereof "Except as otherunse provided in sub-
section (d) (3), a levy".

(3) The first sentence of section 6332(c) (1) (relating to en-
forcement of levy) is amended by striking out "from the date of
such levy" and inserting in lieu thereof "from the date of such levy
(or, in the case of a levy described in section 6331 (d) (3), from the
date such person would otherwise have been obligated to pay over
such amounts to the taxpayer) ".

(4) Paragraph (1) of section 6331(d) (relating to levy on
salaries and wages) is amended by striking out the last sentence.

(e) EFFrcTvE DATE.-The amendments made by this section shall
apply only with respect to levies made after December 31,1976.
SEC. 1210. JOINT COMMITTEE REFUND CASES.

(a) IN GENERAL.-Section 6405 (a) (relating to reports of refunds
and credits) is amended to read as follows:

"(a) By TREASURY To JoIm COMMIrrgE.-No refund or credit of
any income, war profits, excess profits, estate, or gift tax, or any tax
imposed with respect to private foundations and pension plans under
chapters 42 and 43, in excess of $900,000 shall be made until after the



expiration of 30 days from the date upon which a report giving the
name of the person to ohom the refund or credit is to be made the
amount of such refund or credit, and a summary of the facts and the
deciion. of the Secretary, is submitted to the Joint Committee onTaaaton."

(b) TeNrA TVE RsEuNfD.-Section 6406(c) is amended by striking
out '100,000"' and inserting in leu thereof "00000".

(c) AuDzT.-Section 8058(a) (relating to powers to obtain in-
formation from the Internal Revenue Service) is amended by
adding at the end thereof the followving new sentence: "In the
investigaio by the Joint Committee on Taxation of the administra-
tion of the internal revenue taxes by the Internal Revenue Service,
the Chief of Staff of the Joint Committee on Taxation is authorized
to secure directly from the Internal Revenue Service such tax returns,
or copies of tax returns, and other relevant information, as the Chisf
of Staff deemt necessary for such investigation, and the Internal
Revenue Sereice is authorized and directed to furnish such tax re-
turns and information to the Chief of Staff together with a brief
report, with respect to each return, as to any action taken or proposed
to be taken by the Service as a result of any audit of the return."

(d) EFFECTivE DATES.-
(1) The amendments made by subsections (a) and (b) shall

take effect on the date of the enactment of this Act, except that
such amendments shall not apply with respect to any refund or
credit with respect to which a report has been made before the date
of the enactment of this Act under subsection (a) or (b) of see-
tion6405 of the Internal Revenue Code of 1954.

(8) The amendment made by subsoction (C) shall take effect
on January 1,1977.

SEC. 1f1. SOCIAL SECURITY ACCOUNT NUMBERS.
(a) Section 208(g) of the Social SecuritV Act is amended, in the

matter preceding clause (1) thereof, by striking out "entited-" and
inserting in lieu thereof "entitled, or for any other purpose-".

(b) Section 05(c) (2) of such Act is amended by adding at the end
thereof the following new subparagraph:

"(C) (i) It is the policy of the United States that any State (or
politicaZ subdivision thereof) may, in the administration of any tax,
general public assistance, driver's license, or motor vehicle registration
law within its jurisdiction, utilize the social security account numbers
issued by the Secretary for the purpose of establishing the identifca-
tion of individuals affected by such law, and may require any individ-
ual who is or appears to be sd affected to furnish to such State
(or political subdivision thereof) or any agency thereof having ad-
minitrative responsibiliti for the law involve,, the social security
account number (or numbers, if he has more than one such number)
issued to him bv, the Secretary.

"(ii) If and to the extent that any proVision of Federal law hereto-
fore enacted is inconsistent with the policy set forth in clause (i) of
this 'u paragraph, such provision shall, on a a ter the date of the
enactment of this subparagraph, be null, void, and of no effect.



"(iii) For purposes of clause (i) of this subparagraph, an agency
of a State (or political subdivision thereof) charged with the ad-
ministration of any general public assistance, driver's license, or motor
vehicle registration law which did not use the social security account
number for identification under a law or regulation adopted before
January 1,1975, may require an individual to disclose his or her social
security number to such agency solely for the purpose of administerng
the laws referred to in clause (i) above and for the purpose of res -
ing to requests for information from an agency operating pursuant to
the provisions of part A or D of title IV of the Social Seourity Act.

"(iv) For purposes of this subparagraph, the term 'State' includes
the District of Columbia, the Commonwealth of Puerto Rico,
the Virgin Islands, Guam, the Commonwealth of the Northern Mari-
anas, and the Trust Territory of the Paific Islands."

(e) Section 610.9 (relatinfq to identifying numbers) is amended by
adding at the end thereof the following new subsection:

"(d) Usz oF SoCIA SECURITY AccovwT NUMBER.-The social
security account number issued to an individual for purposes
of section 205(c) (2) (A) of the Social Security Act shall, except as
shall otherwise be specified under requlations of the Secretary, be used
as the identifying number for such individual for purposes of this
title."

(d) (1) Section 208 of the Social Security Act is amended by
inserting after subsection (g) the following new subsection:

"(h) discloses, uses, or compeZs the disclosure of the social security
number of any person in violation of the laws of the United States;"

(2) Section 208(g) (2) of such Act is amended by adding "or" at
the end thereof.

SEC. 1212. ABATEMENT OF INTEREST WHEN RETURN IS PREPARED
FOR TAXPAYER BY THE INTERNAL REVENUE SERVICE.

(a) IN GENrA .- Section 6A04 (relating to abatements) is amended
by adding at the end thereof the following new subsection:

" (d) ASSESSMENTS ATTRIBUTABLE TO CERTAIN MATHEMATICAL ERRORS
BY INTERNAL REVENUE SERvIc.-In the case of an assessment of any
tax imposed by chapter 1 attributable in whole or in part to a mathe-
matical error described in section 6213(f) (2) (A), if the return was
prepared bv an officer or employee of the Internal Revenue Service
acting in his official capacity to provide assistance to taxpayers in the
preparation of income tax returns, the Secretary is authorized to abate
the assessment of all or any part of any interest on such deflwenV for
any period ending on or before the .30th day following the date of
notice and demand by the Secretary for payment of the deficiency."

(b) EFFECTIVE DAT.--The amendment made by subsection (a)
shall apply with respect to returns filed for taxable years ending after
the date of the enactment of this Act.

And the Senate agree to the same.
Amendment numbered 26:
That the House recede from its disagreement to the amendment of

the Senate numbered 26, and agree to the same with an amendment,
as follows:



In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

MISCELLANEOUS PROVISIONS
SEC. 1501. TAX TREATMENT OF CERTAIN HOUSING ASSOCIATIONS.

(a) GENERAL RuLr.-Subchapter F of chapter 1 (relating to exempt
organizations) is amended by adding at the end thereof the following
new part:

"PART VII-CERTAIN HOMEOWNERS ASSOCIATIONS

"See. 528. Certain homeowners associations.
"SEC. 5258. CERTAIN HOMEOWNERS ASSOCIATIONS.

"(a) GENERAL RuL .- A homeowners association (as defined in sub-
section (c)) shall be subject to taxation under this subtitle only to the
extent provided in this section. A homeowners association shall be con-
sidered an organization exempt from income taxes for the purpose of
any law which refers to organization exempt from income taxes.

(b) TAX ImPOSE.-

"(1) IN GENERAL.-A tax is hereby imposed for each taxable
year on the homeowners association taxable income of every
homeowners association. Such tax shall consist of a normal tax
and surtax computed as provided in section 11 as though the
homeowners association were a corporation and as though the
homeowners association tamable income were the taxable income
referred to in section 11. For purposes of this subsection, the sur-
tax exemption provided by section 11 (d) shall not be allowed.

4(B) ALTERNATIVE TAX IN CASE OF CAPITAL GAis.-If for any
taxable year any homeowners association has a net capital gain,
then in lieu of the tax imposed by paragraph (1), there is hereby
imposed a tax (if such tax is less than the tax imposed by para-
graph (1)) which shall consist of the sum of-

"(A) a partial tax, computed as provided by paragraph
(1), on the homeowners association taxable income deter-
mined by reducing such income by the amount of such gain,
and

"(B) a tax of 30 percent of such gain.
"(a) HouEOWNER8 ASsocIATioN DgFr D.-For purposes of this

section-
"(1) HomEOWNERS AssooATroN.-The term 'homeowners associa-

tion' means an organization which is a condominium management
association or a residential real estate management association
if-

" (A) such organization is organized and operated to pro-
vide for the acquisition, construction, management, mainte-
nance. and care of association property,

"(B) 60 percent or more of the gross income of such or-
- ganization for the taxable year consists solely of amounts
received as membership dues, fees, or assessments from-
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"(i) owners of residential units in the case of a con-
dominium management association, or

" (ii) owners of residences or residential lots in the case
of a residential real estate management association,

"(C) 90 percent or more of the expenditures of the organi-
ation for the taxable year are expenditures for the acquii-

tion, construction, management, maintenance, and care of
association property,

"(D) no part of the net earnings of such organization in-
ures (other than by acquiring, constructing, or providing
management, maintenance, and care of association property,
and other than by a rebate of excess membership dus, fees,
or assessments) to the benefit of any private shareholder or
individual, and

"(E) such organization elects (at such time and in such
manner as the Secretary by regulations prescribes) to have
this section apply for the taxable year.

"(2) CONDOMINIUM M.4NAcFMFNT .SSOCATION-The term 'condo-
minium management association' means any organisation meet-
ing the requirement of subparagraph (A) of paragraph (1) with
respect to a condominium project substantially all of the units of
which are used as residences.

"(3) RESIDENTIAL REAL ESTATE MANAGEMENT ASSOCIATION.-The

term 'residential real estate management association' means any
organization meeting the requirements of subparagraph (A) of
paragraph (1) with respect to a subdivision, development, or szm-
ilar area substantially all the lots or buildings of which may only
be used by individuals for residences.

"(4) AssocmTzoN PROPERT.-The term 'association property'
means-

"(A) property held by the oruaisation,
"(B) property commonly held by the members of the or-

ganization,
"(C) property within the organization privately held by

the members of the organization, and
"(D) property owned by a governmental unit and used for

the benefit of residents of such unit.
"(d) HOmEOWNERS AssocAioN TAxALE INcoME DEFNED.-

"(1) TAXABLE NcoME DzFiNED.-For purposes of this section,
the homeowners association taxable income of any organization
for any taxable year is an amount equal to the excess (if any)
of-

"(A) the gross income for the taxable year (excluding any
exempt function income), over

"(B) the deductions allowed by this chapter which are
directly connected with the production of the gross income
(exccudinq exempt function income), computed with the
modiflcations provided in paragraph (2).

"(2) MoDimCATI N.-For purposes of this subsection--
"(A) there shall be allowed a specific deduction of $100,
"(B) no net operating loss deduction shall be allowed un-

der section 172, and



"(C) no deduction shall be allowed under part VIII of
8ubChapter B (relating to special deductions for corpora-
tions).

"(8) EXEMPT FUNCTION INcox.-For purposes of this subsec-
tion, the term 'exempt function income' means any amount
received as membership dues, fees, or assessments from-

"(A) owners of condominium housing units in the case
of a condominium management association, or

"(B) owners of real property in the case of a residential
real estate management association."

(b) Section 216(c) (relating to treatment of property subject to
depreciation) is amended by adding at the end thereof the following
new sentence: "The preceding sentence shall not be construed to limit
or deny a deduction for depreciation under 167(a) by a cooperative
hosing corporation with respect to property owned by such a cor-
poration and leased to tenant-stockholders."

(c) REQUREMENT OF R'TrURN.-Section 6012(a) (relating to persons
required to make returns of income) is amended by striking out "and"
at the end of paragraph (5), by inserting "and" at the end of para-
graph (6), and by inserting after paragraph (6) the following new
paragraph:

"(7) Every homeowners association (within the meaning of
section 528(c) (1)) which has homeowners association taxable
income (within the meaning of section 528(d)) for the taxable

Year.77
( ) LERICAL AMENDMENT.-The table of parts for subchapter F of

chapter 1 is amended by adding at the end thereof the following new
item:

"Part VII. Certain homeowners assoations."
(e) EFECTIvE DATr.-Except as provided in subsection (f) (2), the

amendments made by this section shall apply to taxable years begin-
ning after December 31, 1973.

(f) CERTAIN STOCK OF COOPERATIVE HOUSING CORPORATON8.-
(1) Section 216(b) is amended by adding at the end thereof the

foUovinq new paragraph:
1 (5) STrocK ACQUIRED THROUGH FORECLOSURE BY LENDING INSTITU-

TIo.-If a bank or other lending institution acquires by foreclo-
sure (or by instrument in lieu of foreclosure) the stock of a
tenant-stockholder, and a lease or the right to occupy an apart-
ment or house to which such stock is appurtenant, such bank or
other lendinq institution shall be treated as a tenant-stockholder
for a period not to exceed three years from the date of acquisition.
The preceding sentence shall apply even though, by agreement
with the cooperative housing corporation, the bank (or other
lending institution) or its nominee may not occupy the house or
apartment without the prior approval of such corporation."

(2) The amendment made by paragraph (1) shall apply to stock
acquired by banks or other lending institutions after the date of
the enactment of this Act.



SEC. 1302. TREATMENT OF CERTAIN DISASTER PAYMENTS.
(a) GENERAL RJLE.-Subsection (d) of section 451 (relating to

special rule for crop insurance proceeds) is amended by inserting after
the first sentence the following new sentence: "For purposes of the pre-
ceding sentence, payments received under the Agricultural Act of 1949,
as amended, as a result of (1) destruction or damage to crops caused by
drought, flood, or any other natural disaster, or (2) the inability to
plant crops because of such a natural disaster shall be treated as insur-
ance proceeds received as a result of destruction or damage to crops."

(b) TECHNICAL AMENDMENr.-The subsection hearing for such sub-
section (d) is amended by striking out "Proceeds" and inserting in
lieu thereof "Proceeds or Disaster Payments".

(c) EFFECrTv DATE.-The amendments made by this section shall
apply to payments received after December 31,1973, in taxable years
ending after such date.
SEC. 105. TAX TREATMENT OF CERTAIN 1972 DISASTER LOSSES.

(a) APPLICATION OF SEcrioN.-This section shall apply to any
individual-

(1) who was allowed a deduction under section 165 of the
Internal Revenue Code of 1954 (relating to losses) for a loss at-
tributable to a disaster occurring during calendar year 1972 which
was determined by the President, under section 109 of the Disaster
Relief Act of 1970, to warrant disaster assistance by the Federal
Government,

(2) who in connection with such disaster-
(A) received income in the form of cancellation of a disas-

ter loan under section 7 of the Small Business Act or an
emergency loan under subtitle C of the Consolidated Farm
and Rural Development Act, or

(B) received income in the form of compensation (not
taken into account in computing the amount of the deduc-
tion) for such loss in settlement of any claim of the taxpayer
against a person for that person's liability in tort for the
damage or destruction of that taxpayer's property in connec-
tion with the disaster, and

(3) who elects (at such time and in such manner as the Secre-
tary of the Treasury or his delegate may by regulations prescribe)
to take the benefits of this section.

(b) EFFECT OF ELECTION. In the ease of any individual to whom
this section applies-

(1) the tax imposed by chapter 1 of the Internal Revenue Code
of 1954 for the taxable year in which the income taken into ac-
count is received or accrued which is attributable to such income
shall not exceed the additional tax under such chapter which
would have been payable for the year in which the deduction for
the loss was taken if such deduction had not been taken for such
year,

(2) any amount of tax imposed by chapter 1 attributable to
the income taken into account which, on October 1, 1975, was un-
paid may be paid in 3 equal annual installments (with the first
such installment due and payable on April 15,1977), and



(3) no interest on any deficiency shall be payable for any pe-
riwd before April 16, 1977, to the extent such deficiency is at-
tributable to the receipt of such compensation, and no interest on
any installment referred to in paragraph (2) shall be payable for
any period before the due date of such installment.

(c) INcomE TAKEN INTO AcCoUN.-For purposes of this section, the
income taken into account is--

(1) in the case of an individual described in subsection (a) (2)
(A), the amount of income (not in excess of $5,000) attributable
to the cancellation of a disaster loan under section 7 of the Small
Business Act or an emergency loan under subtitle C of the Con-
solidated Farm and Rural Development Act received by reason
of the disaster described in subsection (a) (1), or

(B) in the case of an individual described in subsection (a) (2)
(B), the amount of compensation (not in excess of $5,000) for the
loss in settlement of any claim of the taxpayer against a person
for that person's liability in tort for the damage or destruction of
that taxpayer's property in connection with the disaster described
in subsection (a) (1).

(d) PHAsEoyr WHERE ADJUSTED GROSS INCOmE EXCEEDS $15,000.-
If for the taxable year for which the deduction for the loss was taken
the individual's adjusted gross income exceeded $15,000, the $5,000
limit set forth in paragraph (1) or (2) of subsection (c) (whichever
applies) shall be reduced by one dollar for each full dollar that such
adjusted cross income exceeds $15,000. In the case of a married indi-
vidual fRing a separate return, the preceding sentence shall be applied
by substituting "$7,500" for "$15,000".
SEC. 11M. TAX TREATMENT OF CERTAIN DEBTS OWED BY POLITICAL

PARTIES, ETC., TO ACCRUAL BASIS TAXPAYERS.
(a) IN GFNERAL.-Section 271 (relating to debts owed by political

parties, etc.) is amended by adding at the end thereof the following
new subsection:

"(a) ExcE pToN.-In the case of a taxpayer who uses an accrual
method of accounting, subsection (a) shall not apply to a debt which
accrued as a receivable on a bona -ide sale of goods or services in the
ordinary course of a taxpayer's trade or business if-

"(1) for the taxable year in which such receivable accrued,
more than 30 percent of all receivables which accrued in the ordi-
nary course of the trades and businesses of the taxpayer were due
from polical parties, and

"(B) the ta.aayer made substantial continuing efforts to col-
lect on the debt."

(b) EFFcTirE DATE.-The amendment made by subsertion (a)
shall apply to taxable years beginning after December 31, 1975.
SEC. 1305. TAX-EXEMPT BONDS FOR STUDENT LOANS.

(a) IN GENERAL .Section 103(a) relatinga to interest on certain
governmental obligations) is amended by striking out "or" at the end
of paragraph (B). striking out the period at the end of paragraph (3)
and inserting in lieu thereof "; or", and by adding at the end thereof
the following:

"(4) qualified scholarship funding bonds."



(b) DEFINITION OF QUALIFIED SCROLARSHiP FUNDro BoNDB.-Sec-
tion 103 is amended by redesignating subsection (I) as (g), and by
inserting after subsection (e) the following new subsection:

"(f) QUALIFIED SCHOLARSHIP FUNDING BONDs.-For purposes of sub-
section (a), the terma 'qualified scholarship funding bonds' means
obligations issued by a cor0ration which-

"(1) is a corporatwn not for profit established and operated
exclusively for the purpose of acquiring student loan notes in-
curred under the Hiqher Education Act of 1965, and

"(2) is organized at the request of a State or one or more
political subdivisions thereof or is requested to exercise such power
by one or more political subdivisions and required b its corporate
charter and bylaws, or required by State law, to devote any in-
come (after payment of expenses, debt service, and the creation
of reserves for the same) to the purchase of additional student
loan notes or to pay over any income to the State or a political
subdivision thereof."

(c) CoNFOR MiNG A ENDmENTs.-
(1) Section 103(d) (relating to arbitrage bonds) is amended

by redesignating paragraph (5) as paragraph (6) and inserting
after paragraph (4) the following new paragraph:

"(5) STUDENT LOAN INCENTIVE P AYlENs.--ayments made by
the Commissioner of Education pursuant to section 2 of the Emer-
gency Insured Student Loan Act of 1969 are not to be taken into
account, for purposes of subsection (d) (2) (A), in determining
yields on student loan notes."

(B) Section 103(d) (relating to arbitrage bonds) is amended
by striking out "(a) (1)" each place it appears in paragraph (1)
(including the heading) and paragraph (B) and inserting in lieu
thereof " (a) (1) or (4)".

(d) EFFECrIVE DA.TE-The amendments made by this section apply
to obligations issued on or after the date of the enactment of this Act.
SEC. 1306. PERSONAL HOLDING COMPANY INCOME AMENDMENTS.

(a) IN GENERAL.-Section 543(a) (6) (relating to definition of per-
sonal holding company income) is amended to read as follows:

(6) U E OF CORPORATE PROPERTY BY SHAREHOLDER-
"(A) Amounts received as compensation (however desig-

nated and from whomever received) for the use of, or the
right to use, tangible property of the corporation in any case
where, at any time during the taxable year, 25 percent or
more in value of the outstanding stock of the corporation is
owned, directly or indirectly, by or for an individual entitled
to the use of the property (whether such right is obtained
directly from the corporation or by means of a sublease or
other arrangement).

"(B) Subparagraph (A) shall apply only to a corporation
which has personal holding company ince in excess of 10
percent of its ordinary gross income.

"(C) For purposes of the limitation in subparagraph (B)
personal holding company income shall be computed-



"(i) without regard to subparagraph (A) or para-
graph (9),

"(ii) by excluding amounts received as compensation
for the use of (or right to use) intangible property (other
than mineral, oil, or gas royalties or copyright royalties)
if a substantial part of the tangible property used in con-
nection with such intangible property is owned by the
corporation and all such tangible and intangible prop-
erty is wed in the active conduct of a trade or business
by an individual or individuals described in subpara-
graph (A), and

"(iii) by including copyright royalties and adjusted
income from mineral, oil, and gas royalties."

(b) EpFpcrivE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1976.
SEC. 1307. WORK INCENTIVE PROGRAM EXPENSES.

(a) INCREASE IN LIMITATION BASED ON AMOUNT OF TAx.-
(1) Paragraph (2) of section 50A (a) (relating to limitation

based on amount of tax) is amended by striking out "$95,000" each
place it appears and inserting in lieu thereof "$50,000".

(9) Paragraph (4) of section 50A (a) (relating to married in-
dividuals) is amended-

(A) by striking out "$12,500" and inserting in lieu thereof
"$95,000", and

(B) by striking out "$25,000" and inserting in lieu thereof
"$50,000".

(3) Paragraph (5) of section 5OA (a) (relating to controlled
groups) is amended by striking out "$95,000" each place it appears
therein and inserting in lieu thereof "$50,000".

(4) Paragraph (3) of section 50B (e) is amended by striking
out "$25,000" each place it appears therein and inserting in lieu
thereof "$50,00".

(b) REDUCTION OF PERIOD DURING WHIcr DISCHARa OF EMPLOYEE
CAUsER REcAPTURE.-Subparagraph (A) of section 50A (c) (1) (relat-
ing to work incentive program expenses) is amended-

(1) by striking out "19 months" each place it appears and in-
serting in lieu thereof "90 days",

(9) by striking out "1th calendar month" and inserting in
lieu thereof "90th calendar day", and

(3) by striking out "the calendar month" and inserting in lieu
thereof "the da".

(c) RECAPTURE NOT To APrL WHERE TERMINATION Is RESULT OF
DECLINING BusNEss.-Subparagraph (A) of section 50A (a) (2) (re-
lating to certain ter minations of employment) is amended-

(1) by striking out "or" at the end of clause (iii),
(9) by striking out the period at the end of clause (iv) and in-

serting in lieu thereof a comma and "or", and
(3) by adding at the end thereof the following:

"(v) a termination of employment of an individual due
to a substantial reduction in the trade or business opera-
tions of the taxpayer."



(d) ExTENsioN oF WrLFARE EMPLOYEE INcENTivEs.-Paragraph (5)
of section 50B(a) (relating to definition of federal welfare recipient
employment incentive expenses) is amended by striking out "before
July 1, 1976," and inserting in lieu thereof "before January 1, 1980,".

(e) LIMITATION OF FEDERAL WELFARE RECIPIENT EMPLOYMENT INCEN-
TzvE EXPENSES To FIRST 12 MONTHS OF EMPLOYMENT.-Subparagraph
(B) of section 50B(a) (1) is amended to read as follows;

"(B) the amount of Federal welfare recipient employment
incentive expenses paid or incurred by the taxpayer for serv-
ices rendered during the first 12 months of employment
(whether or not consecutive) ."

(f) CERTIFICATION OF WELFARE RECIPIEsT EMPLOYEES BY SECRETARY
OF LAroR.-Subparagraph (A) of section 50B(g) (1) (relating to
eligible employees) is amended by inserting "the Secretary of Labor
or by" after "certified by".

(g) TECHNICAL AMENDENrS.-
(1) The second sentence of section 6411 (a) (relating to appli-

cation for adjustment) is amended by inserting "(or, in the case
of a work incentive program carryback, to an investment credit
carryback) " after "capital loss carryback".

(2) The following provisions are each amended by inserting
an investment credit carryback," after "net operating loss carry-
back":

(A) Section 6501 (o).
(B) Section 6511(d) (7).
(C) Section 6601 (d) (4).
(D) Section 6611(f) (4).

SEC. 1308. REPEAL OF EXCISE TAX ON LIGHT-DUTY TRUCK PARTS.
(a) IN GENERAL.-Section 616(b) (2) (relating to special cases in

which tax payments are considered overpayments) is amended-
(1) by striking "or" at the end of subparagraph (R) ;
(12) by striking the period at the end of subparagraph (S) and

inserting in li.ou thereof " ; or"; and
(3) by adding at the end thereof the following nsw sub-

paragraph:
"(T) in the case of any article taxable under section 4061

(b), sold on or in connection with the first retail sale of a
light-duty truck, as described in section 4061(a) (2), if credit
or refund of such tax is not available under any other provi-
sions of law."

(b) EFFEcTIVE DATE.-The amendments made by this section shall
apply to parts and accessories sold after the date of the enactment of
this Act.
SEC. 1309. EXCLUSION FROM EXCISE TAX ON CERTAIN ARTICLES RE-

SOLD AFTER MODIFICATION.
(a) I r GENERAL.-Section 4063 (relating to exemptions from er-

eise tax on motor vehicles) is amended by adding at the end thereof
the following new subsection:

"(d) RFS4LE AFTER CERTAIN MoDipIcATosN.-Under regulation
prescribed by the Secretary, the tax imposed by section 4061 shall not
apply to the resale of any article described in section 4061(a) (1) if
before such resale such article was merely combined with any cou-
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plinq device (including any fifth wheel), wrecker crane, loading and
unloading equipment (including any crane, hoist, winch, or power
liftgafe), aerial ladder or tower. snow and ice control equipment, earth-
moving, excavation and construction equipment, spreader, sleeper cab,
cab shield, or wood or metal floor."

(b) EFFECTivE DATE.-The amendment made by this section shall
apply to the resale of any article on or after the date of the enactment
of this Act.
SEC.1210. FRANCHISE TRANSFERS.

(a) APPLICATIoN oF FRANCHISE RULES To PARTNERsrnpS.-Section
751(c) (relating to unrealized receivables of a partnership), as
amended by this Act, is amended-

(1) by striking out "farm land (as defined in section 1252 (a)),"
and inserting in lieu thereof "farm land (as defined in section
15(a)), franchises, trademarks, or trade names (referred to in
section 1253(a))," and

(5) by striking out "15(a)" and inserting in lieu thereof
"15(a), 1953(a)"

(b) EFFECTIVE DATE.-Subeetion (a) shall apply to transactions
described in section 731, 736, 741, or 751 of the Internal Revenue Code
of 1954 which occur after December 31, 1976, in taxable years ending
after that date.
SEC. 1311. EMPLOYER'S DUTIES IN CONNECTION WITH THE RECORD-

ING AND REPORTING OF TIPS.
(a) SUSPENSION OF RuLlvG.-Until January 1, 1979, the law with

respect to the duty of an employer under section 601 (a) of the Inter-
nal Revenue Code of 1954 to report charge account tips of employees
to the Internal Revenue Service (other than charge account tips in-
cluded in statements furnished to the employer under section 6053(a)
of such Code) shall be administered-

(1) without regard to Revenue Rulings 75-400 and 76-231, and
()) in accordance with the manner in which such law was

administered before the issuance of such rulings.
(b) EFECrrIVE DATE.-This section shall take effect on January 1,

1976.
SEC. 1312. TREATMENT OF CERTAIN POLLUTION CONTROL FACILITIES.

(a) AVAILABILITY OF INVESTMENT CREDIT FOR CERTAIN POLLUTION
CONTROL FACILrTES.-

(1) IN GENERAL.-Section 48 (a) (8) (relating to amortized prop-
erty) is amended by striking out "169," and by striking out the
second sentence thereof.

(5) APPLICABLE PERCENTAGE IN DETERMINING AMOUNT OF CREDIT.-
Section 46(c) (relating to qualified investment) is amended by
adding at the end thereof the following new paragraph:

C"(5) APPLICABLE PRzCENTrAGE IN THE CASE OF CERTAIN POLLUTION

CONTROL FACLiTrZEs.-Notwithtanding subsection (e) (2), in the
case of property-

"(A) with respect to which an election under section 169
applies, and
(B) the useful life of which (determined without regard

to section 169) is not less than 5 years,



50 percent shall be the applicable percentage for purposes of ap-
plying paragraph (1) with respect to so much of the adjusted
basis of the property as (after the application of section 169(f))
constitutes the amortizable basis for purposes of section 169."

(b) DEFINITION OF CERTIFIED POLLUTION CONTROL FAcILrTiEs.-Par-
agraph (1) of section 169(d) (defining certified pollution control fa-
cilities) is amended-

(1) by striking out "January 1, 1969," and inserting in lieu
thereof "January 1, 1976,";

(2) by striking out "or storing" and inserting in lieu thereof
"storing, or preventing the creation or emission of"; and

(3)by striking out "and" at the end of subparagraph (A), by
striking out the period at the end of subparagraph (B) and in-
serting in lieu thereof "; and", and by adding at the end thereof
the following new subparagraph:

"(C) does not signi cantly-
"(i) increase the output or capacity, extend the useful

life, or reduce the total operating costs of such plant or
other property (or any unit thereof), or

"(ii) alter the nature of the manufacturing or pro-.
duction process or facility."

(c) EXTENSION OF AMORTIATION.-Paragraph (4) of section 169(d)
(relating to new identifiable treatment facility) is amended to read
as follows:

"(4) NEW IDENTIFIABLE TREATMENT FACILITY.-
"(A) IN FNRAL.-For purposes of paragraph (1), the

term 'new identifiable treatment facility' includes only tangi-
ble property (not including a building and its structural
components, other than a building which is exclusively a
treatment facility) which is of a character subject to the
allowance for depreciation provided in section 167j which is
identifiable as a treatment facility, and which is property-

"(i) the construction, reconstruction, or erection of
which is com leted by the taxpaper after December 31,1968, or

"(ii) acquired after December 31, 1968, if the origin I Z
use of the property commences with the taxpayer and
commences after such date.

In applying this section in the case of property described in
clause (i) there shall be taken into account only that portion
of the basis which is properly attributable to construction,
reconstruction, or erection after December 31, 1968.

"(B) CERTAIN PLANTS, ETC., PLACED IN OPERATION AFTER
1968.-In the case of any treatment facility used in connec-
tion with any plant or other property not in operation before
January 1, 1969, the precedinq sentence shall be applied by
substituting December 31, 1975, for December 31, 1968."

(d) EFFECTIvE DATE.-
(1) The amendments made by subsection (a) shall apply to-

(A) property acquired by the taxpayer after December
31, 1976, and

(B) property the construction, reconstruction, or erection
of which was completed by the taxpayer after December 31,



1976, (but only to the extent of the basis thereof attributable
to construction, reconstruction, or erection after such date),

in taxable years beginning after such date.
(9) The amendments made by subsection (b) shall apply to

taxable years beginning after December 31, 1975. Such amend-
ments shall not apply in the case of any property with respect to
which the amortization period under section 169 of the Internal
Revenue Code of 1954 has begun before January 1,1976.

SEC. 1313. CLARIFICATION OF STATUS OF CERTAIN FISHERMEN'S
ORGANIZATIONS.

(a) IN GENERAL.-Section 501 (relating to exemption from tax on
corporations, etc.) is amended by redesignatinq subsection (g) as (h)
and by inserting after subsection (f) the following new subsection:

'.4(g) DEFINrTONt oF ARICUrTURAL.-For purposes of subsection
(c) (5), the term 'agricultural' includes the art or science of cultivating
land, harvesting crops or aquatic resources, or raising livestock."

(b) EFFEcrv DAr.-The amendment made by this section applies
to taxable years ending after December 31,1975.
SEC. 121.f. CHANGES IN SUBCHAPTER S RULES.

(a) NUmBER OF SHAREroLER.-Subsection (a) (1) of section 1371
(relating to the definition of small business corporation) is amended
to read as follows:

"(1) have (except as provided in subsection (e)) more than 10
shareholders;".

(b) SPECIAL SHAREHOLDER RULES.-(1) Section 1371 is amended by
adding at the end thereof the following new subsection:

"(e) SPECIAL SHAREHOLDER RULES.-
"(1) A small business corporation which has been an electing

small business corporation for a period of five consecutive taxable
years may not have more than 15 shareholders.

"(9) If, during the 5-year period set forth in paragraph (1),
the number of shareholders of an electing small business corpora-
tion increases to an amowat in excess of 10 (but not in excess
of 15) solely by reason of additional shareholders who acquired
their stock through inheritance, the corporation may have a
number of additional shareholders equal to the number by which
the inheriting shareholders cause the total number of shareholders
of such corporation to exceed 10."

(c) EFFECTrVE DAE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1976.
SEC. 1315. APPLICATION OF SECTION 6013(e) OF THE INTERNAL REVE-

NUE CODE OF 1954.
(a) IN GENERAL.Section 3 of the Act of January 12, 1971, Public

Law 91-679 (84 Stat. 9064), is amended by adding at the end thereof
the following new sentences: "Upon application by a taxpayer, the
Secretary of the Treasury shall redetermine the liability for tax
(inaluing interest, penalties, and other amounts) of such taxpayer
for taxable years beginning after December 31, 1961, and ending be-
fore January 13, 1971. The preceding sentence shall apply solely to a



taxpayer to whom the application of the provisions of section 6013 (e)
of the Internal Revenue (ode o 195,4, as added by this Act, for such
taxable years is prevented by the operation of res judicata, and such
redetermination shall be made without regard to such rule of law. Any
overpayment of tax by such taxpayer for such taxable years resulting
from the redetermination made under this Act shall be refunded to
such taxpayer."

(b) E FFcrvsw DAr.-The application permitted under the amend-
ment made by subsection (a) of this section must be filed with the See-
retary of the Treasury during the first calendar year beginning after
the date of the enactment of this Act.
SEC. 1316. AMENDMENTS TO RULES RELATING TO LIMITATION ON PER-

CENTAGE DEPLETION IN CASE OF OIL AND GAS WELLS.
(a) RErTAzrER ExczusboN.-Paragraph (2) of section 613A (d) (re-

lating to the retailer exclusion) is amended by inserting " excludingg
bulk sales of such items to commercial or industrial users)" after
"natural gas" where it first appears, and by adding at the end thereof
the following:

"Notwithstanding the preceding sentence this paragraph shal not
apply in any case where the combined gross receipts from the sale
of such oil, natural gas, or any product derived therefrom, for the
taxable year of all. retail outlets taken into account for purposes
of this paragraph do not exceed $5,000,00. For purposes of this
paragraph, sales of oil, natural gas, or any product derived from
oil or natural gas shall not include sales made of such item outside
the United States, if no domestic production of the taxpayer or a
related person is exported during the taxable year or the im-
mediately preceding taxable year."

(b) TRANSFER RuLE.-
(1) IN OENEVAL Subparaqraph (B) of section 613A (c) (9)

(relating to exceptions to the transfer rule) is amended by striking
out "or" at the end of clause (i), by striking out the period at the
end of clause (ii) and inerting inlieu thereof , or", and by add-
ing at the end thereof the following new clause:

"(iii) a change of beneficiaries of a trust by reason of
the death, birth, or adoption of any vested beneficiary if
the transferee was a beneficiary of such trust or is a
lineal descendant of the grantor or any other vested ben-
eficiary Of such trust, except in the case of any trust
where any beneficiary of such trust is a member of the
family (as defined inspection 267(c) (4)) Of a settler who
created inter vivos and testamentary trusts for Members
of the family and such settler died within the last six
days of the fifth month in 1970, and the law in the iuris-
diction in which such trust was created requires all or a
portion of the gross or net proceeds of any royalty or
other interest in oil, cas, or other mineral represeInting
any percentage depletion allowance to be allocated to the
principal of the trust."

(2) CONFORMIN AMEN DMNT.q.-Paraqranh (1) of section 613A
(d) (relating to the limitation on percentage depletion based
upon taxable income) is amended-



(A) by striking out subparagraph (A) and inserting in
lieu thereof the following:

"(A) any depletion on production from an oil or gas prop-
erty which is subject to the provisions of subsection (c) ,",

(B) by striking out "and" at the end of subparagraph
(B),

() () by striking out the period at the end of subparagraph
(C and inserting in lieu thereof ", and", and

(D) by adding at the end thereof the following new
subparagraph:

"(D) in the case of a trust, any distributions to its benefi-
ciary, except in the case of any trust where any beneficiary of
suah trust is a member of the family (as defined in section
267(c) (4)) of a settlor who created inter vivos and testamen-
tary trusts for members of the family and such settlor died
within the last six days of the fifth month in 1970, and the
law in the jurisdiction in which such trust was created re-
quires all or a portion of the gross or net proceeds of any
royalty or other interest in oil, gas, or other mineral repre-
senting any percentage depletion allowance to be allocated
to the principal of the trust."

(C) PARTNERSHIP RULES.-
(1) Subparagraph (D) of section 613A (c) (7) (relating to the

computation of depletion in the case of partnerships) is amended
to read as follows:

"(D) PARTNERSHI.-In the case of a partnership, the de-
pletion allowance shall be computed separately by the part-
ners and not by the partnership. The partnership shall allo-
cate to each partner his proportionate share of the adjusted
basis of each partnership oil or gas property. The allocation
is to be made as of the later of the date of acquisition of the
oil or gas property by the partnership, or January 1, 1975. A
partner's proportionate share of the adjusted basis of part-
nership property shall be determined in accordance with his
interest in partnership capital or income and, in the case of
an agreement described in section 704(c) (2) (relating to
effect of a partnership agreement on contributed property),
such share shall be determined by taking such agreement into
account. Each partner shall separately keep records of his
share of the adjusted basis in each oil and qas property of
the partnership, adjust such share of the adjusted basis for
any depletion taken on such property, and use such adjusted
basis each year in the computation of his cost depletion or
in the computation of his gain or loss on the disposition of
such property by the partnership. For purposes of .ection
73 relatingg to basis of distributed property other than
money), the partnerships adiusted basis in mineral prop-
erty shall be an amount equal to the sum of the partners'
adjusted basis in such property as determined under this
paraoraph."

(2) Subparagraph (G) of section 703(a) (2) (relating to deduc-
tions not allowed to a partnership) is amended by striking out
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"prodation subject to the provisions of section 613A (c)" and in-
serting in lieu thereof "wells".

(3) Subsection (a) of section 705 (relating to the determina-
tion of basis of a partner's interest in a partnership) is amended-

(A) by striking out "and" in paragraph (1) (C),
(B) by striking out the period at the end of paragraph (2)

and inserting in lieu thereof " ; and", and
(C) by adding at the end thereof the following:

"(3) decreased (but not below zero), by the amount of the
partner's deduction for depletion under section 611 with respect
to oil and gas wells."

(d) RELATED PERsoN.-Paragraph (3) of section 613A (d) (relat-
ing to the definition of related person) is amended by adding at the
end thereof the following:

"For purposes of determining a significant ownership interest, an
interest owned by or for a corporation, partnership, trust, or estate
shall be considered as owned directly both by itself and propor-
tionately by its shareholders, partners, or beneficiaries, as the case
may be."

(e) EFFECTIVE DATE.-The amendments made by this section shall
take effect on January 1, 1975, and apply to taxable years beginning
after December 31,1974.
SEC. 1217. IMPLEMENTATION OF FEDERAL-STATE TAX COLLECTION

ACT OF 1972.
(a) ELECTION BY STATES To PARTWIPATE.-Section204(b) (2) of the

Federal-State Tax Collection Act of 1972 is amended to read as
follows:

"(2) the first January 1 which is more than one year after the
first date on which at least one State has notified the Secretary
of the Treasury or his delegate of an election to enter into an
agreement under section 6363 of such Code."

(b) ADJUSTMENTS TO QUALIFIED RES iDENT TAXES FOR PURPOSES OF
FEDERAL COLLECTION OF STATE INDIVIDUAL INCOME TAXES.-

(1) QUALIFIED RESIDENT TAX BASED ON TAXABLE INCOME.-
(A) REQUIRED ADJUSTMENT.-Section 6362(b) (1) (relat-

ing to required adiustments) is amended-
(i) by striking out "and" at the end of subparagraph

(ii) by striking out the period at the end of subpara-
graph (C) and inserting in lieu thereof ", and", and

(iii) by adding at the end thereof the following new
subparagraph:

"(D) if a credit is allowed against such taxe for State or
local sales tax in accordance with paragraph (2) (C), by add-
ing an amount equal to the amount of his deduction under
section 164 (a) (4) for such sales tax."

(B) PERMITTED ADJUSTMENT.-Section 6362 ( b (8) (relat-
ing to permitted adjustments) is amended by aing at the
end thereof the following new subparagraph:

" (C) A credit is allowed against such tax for all or a por-
tion of any general sales tax imposed by the same State or a
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political subdivision thereof with respect to sales to the
taxpayer or his dependents."

(2) QUALIFIED RESIDENT TAX WHICH IS A PERCENTAGE OF THE
FEDERAL TAX-

(A) PERMITTED AD Ju ENTS.-Section 6362(c) (3) (relat-
ing to permitted adjustments) is amended-

(i) by striking out "both" and inserting in lieu thereof

(ii) by striking out "and" at the end of subparagraph
(A),

(iii) by striking out the period at the end of subpara-
graph (B) and inserting in lieu thereof ", and", and

(tiv) by adding at the end thereof the following new
subparagraph:

"(C) if a credit is allowed against such tax for State or
local sales tax in accordance with paragraph (4) (B), the
liability for tax is increased by the increase in such liability
which would result from including as an item of income an
amount equal to the amount of his deduction under section
164 (a) (4) for such sales tax."

(B) FURTHER PERMITTED ADJUSTMENTS.-Section 6362(c)
(4) (relating to further permitted adjustments) is amended
to rend as follows:

"(4C) FURTHER PERMITTED ADJUSTMENTS.-A tax which other-
wise meets the requirements of paragraphs (1) and (2) shall not
be deemed to fail to meet such requirements solely because it pro-
vides for one or both of the following adjustments:

"(A) A credit determined under rules prescribed by the
Secretary is allowed against such tax for income tax paid to
another State or a political subdivision thereof.

"(B) A credit is allowed against such tax for all or a por-
tion of any general sales taR imposed by the same State or a
political subdivision thereof with respect to sales to the ta-
payer or his dependents."

(C) PROHIBITION ON CHARGES FOR FEDERAL COLLECTION OF STATE IN-
coME TAxEs.-Section 6361 (a) (relating to general rules for Federal
collection and administration of State individual income taxes) is
amended by inserting, after the first sentence thereof, the following:
"No fee or other charge shall be imposed upon any State for the col-
lection or administration of the qualified State individual income taxes
of such State or any other State.A.

(d) EFFECTIvE DATE.-The amendments made by this section shall
take efect on the date of the enactment of this Act.
SEC. 1318. CANCELLATION OF CERTAIN STUDENT LOANS.

(a) IN GENERAL.-In the case of an individual, no amount shall be
included in gross income for purposes of section 61 of the Internal
Revenue Code of 1954 by reason of the discharge of all or part of the
indebtedness of the individual under a student loan if such discharge
was pursuant to a provision of such loan under which all or part of
the indebtedness of the individual would be discharged if the individ-



ual worked for a certain period of time in certain geographical areas
or for certain classes of employers.

(b ) STuDENr LoAN.-For purposes of this section the term "student
loan" means any loan to an individual to assist the individual in
attending an educational organization described in section 170(b) (1)
(A) (ii) of such Code-

(1) by the United States, or an instrumentality or agency
thereof, or a State, territory, or possessin of the United States, or
any political subdivision thereof, or the District of Columbia, or

(2) by any such educational organization pursuant to an agree-
ment with the United States, or an instrumentality or agency
thereof, or a State, territory, or posession of the United States,
or any political subdivision thereof, or the District of Columbia
under which the funds from which the loan was made were pro-
vided to such educational organization.

(c)ErsCTIVE DATE.-The provisions of this section shall apply to
discharges of indebtedness made before January 1, 1979.

SEC. 1319. TREATMENT OF GAIN OR LOSS ON SALES OR EXCHANGES
IN CONNECTION WITH SIMULTANEOUS LIQUIDATION OF
A PARENT AND SUBSIDIARY CORPORATION.

(a) IN GENERAL.-Section 337 (relatinq to gain or loss on sales or
exchanges in connection with certain liquidations) is amended by add-
inq the following sentence at the end of subsection (c) (2) thereof:
"This paragraph shall not apply to a sale or exchange by a member of
an afliated group of corporations, as defined in section 1504(a) (but
without regard to the exceptions contained in section 1504(b) ), if each
member of such group (including the common parent corporation)
which receives, within the 12-month period beginning on the date of
the adoption of a plan of complete liquidation by the corporation
which made the sale or emchanqe, a distribution in complete liquida-
tion from any other member of such group which is itself completely
liquidated within such 12-month period."

(b) EFFEctiVE DATE.-The amendment made by subsection (a)
shall apply to sales or exchanges made pursuant to a plan of complete
liquidation adopted after December 31,1975.

SEC. 1320. REGULATIONS RELATING TO TAX TREATMENT OF CERTAIN
PREPUBLICATION EXPENDITURES OF PUBLISHERS.

(a) GENERAL RuLE.-With respect to taxable years beginning on or
before the date on which regulations dealing with prepublication ex-
penditures are issued after the date of the enactment of this Act, the
application of sections 61 (as it relates to cost of goods sold), 162, 174,
263, and 471 of the Internal Rei,enue Code of 1954 to any prepublica-
tion expenditure shall be administered-

(1) without regard to Revenue Ruling 73-395, and
(2) in the manner in which such sections were applied consist-

ently by the taxpayer to such expenditures before the date of the
issuance of such revenue ruling.

(b) REGULATIONS To BE PRospcrivE OLy.-Any requatiom issued
after the date of the enactment of this Act which deal with the appli-
cation of sections 61 (as it relates to cost of aoodIs sold), 162.17./, 263,
and 471 of the Internal Revenue Code of 1954 to prepublication ex-
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penditures shall apply only with respect to taxable years beginning
after the date on which such regulations are issued.

(c) PREPUBLICATION EXPENDITuREs DEFINED.-For purposes of this
section, the term prepublicationn expenditures" means expenditures
?aid or incurred by the taxpayer (in connection with his trade or bus-
Mess of publishing) for the writing, editing, compiling, illustrating,
designing, or other development or improvement of a book, teaching
aid, or similar product.
SEC. 1321. CONTRIBUTIONS IN AID OF CONSTRUCTION FOR CERTAIN

UTILITIES.
(a) IN GENERAL.-Section 118 (relating to contributions to the capi-

tal of a corporation) is amended by redesignatin subsection (b) as
subsection (c) and inserting immediately after subsection (a) the fol-
lowing new subsection:

"(b) GoNTRur.loNs z AID OF Oosrsucrio.-
"(1) GENERAL RzuL.-FOr purposes of this section, the term

contributionn to the capital of the taxpayer' includes any amount
of money or other property received from any person (whether
or not a shareholder) by a regulated public utility which provides
water or sewerage disposal services if-

"(A) such amount is a contribution in aid of construction,
"(B) where the contribution is in property which is other

than water or sewerage disposal facilities, such amount meets
the requirements of the expenditure rule of paragraph (2),
and

"(C) such amounts (or any property acquired or con-
structed with such amounts) are not included in the taxpayer's
rate base for rate-making purposes.

"(2) EXPENDITURE RuLE.-An amount meets the requirements
of thi,#paragraph if-

(A) an amount equal to such amount is expended for
the acquisition or construction of tangible property described
in section 1231(b)-

"(i) which was the purpose motivating the contribu-
tion, and

" (ii) which is used predominantly in the trade or busi-
ness of furnishing water or sewerage disposal services,

"(B) the expeenditure referred to in subparagraph (A)
occurs before the end of the second taxable year after the
year in which such amount was received, and"(') accurate records are kept of the amounts contributed
and expenditures made on the basis of the project for which
the contribution was made and on the basis of the year of
contribution or expenditure.

"(3) DFrFINIONS.-For purposes of this section--
"(A) CoNTRIBUTIoN IN AID OF coNsTRuTcrioN.-The term

'contribution in aid of construction' shall be defined by regu-
lations prescribed by the Secretary; except that such term
shall not include amounts paid as customer connection fees
(including amounts paid to connect the customer's property
to a main water or sewer line and amounts paid as service
charges for starting or stopping services).



"(B) PREDOmNAELY.-The term 'predominately' means
80 percent or more.

"(C) REGULATED PUBLIC UTILITY.-The term 'regulated
public utility' has the meaning given such term by section
7701(a) (33); except that such term shall not include any
such utility which is not required to provide water or sewer-
age disposal services to members of the genern. public in its
Service area.

"(4) DISALLOWANCE OF DEDUCTIONS AND INVESTMENT CREDIT; AD-
JUSTED BAsis.-Notwithetanding any other provision of this sub-
title, no deduction or credit shall be allowed for, or by reason
of, the expenditure which constitutes a contribution in aid of con-
struction to which this subsection applies. The adjusted basis of
any property acquired with contributions in aid of construction to
which this subsection applies shall be zero."

(b) CONFORMING AMENDEN.-Section 362(c) (relating to special
rule for contributions to capital) is amended by adding the following
new paragraph immediately after paragraph (9) :

"(3) EXCEPTION FOR CONTRIBUTIONS IN AID OF CONSTRUCTION.-
The vrovisons of this subsection shall not apply to contribution
in aid of construction to which section 118(b) applies."

(c) EFFECTIVE DATE.-The amendments made by this section apply
to contributions made after January 31,1976.
SEC. 1322. PROHIBITION OF DISCRIMINATORY STATE TAXES ON PRO-

DUCTION AND CONSUMPTION OF ELECTRICITY.
(a) IN GENERAL.-The Act entitled "An Act relating to the power

of the States to impose net income taxes on income derived from inter-
state comsnerce, and authorizing studies by congressional committees
of matters pertaining thereto", approved September 14, 1959 (73 Stat.
555; 15 U.S.C. 381 et seq.) is amended by striking out title II (relating
to studies) and inserting in lieu thereof the following:

"TITLE II-DISCRIMINATORY TAXES
"See. 901. No State, or political subdivision thereof, may impose

or assess a tax on or with respect to the generation or transmission of
electricity which discriminates against out-of-State manufacturers,
producers, wholesalers, retailers, or consumers of that electricity. For
purposes of this section a tax is discriminatory if it results, either
directly or indirectly, in a greater tax burden on electricity which is
generated and transmitted in interstate commerce than on electricity
which is generated and transmitted in intrastate commerce."

(b) EFFECTIVE DATr.-The amendment made by subsection (a)
shall take effect beginning June 30,1974.
SEC. 1323. ALLOWANCE OF DEDUCTION FOR ELIMINATING ARCHITEC-

TURAL AND TRANSPORTATION BARRIERS FOR THE
HANDICAPPED.

(a) IN GENERAL.-Part VI of subchapter B of chapter 1 (relating
to itemized deductions for individuals and corporations) is amended
by adding at the end thereof the following new section:



"SEC. 190. EXPENDITURES TO REMOVE ARCHITECTURAL AND TRANS-
PORTATION BARRIERS TO THE HANDICAPPED AND
ELDERLY.

"(a) TREATMENT AS EXPENSES.-
" (1) IN OENERAL.-A taxpayer may elect to treat qualified ar-

chitectural and transportation barrier removal expenses which
are paid or incurred by him during the taxable year as expenses
which are not chargeable to capital account. The expenditures 80
treated shall be allowed as a deduction.

"(B) ELEcTioN.-An election under paragraph (1) shall be
made at such time and in such manner as the Secretary prescribes
by regulations.

"(b) DEFrNzTroNs.-For purposes of this section-
(1) ARCHITECTURAL AND TRANSPORTATION BARRIER REMOVAL

zxPENsEs.-The term 'architectural and transportation barrier
removal expenses' means an expenditure for the purpose of mak-
ing any facility or public transportation vehicle owned or leased
by the taxpayer for use in connection with his trade or business
more accessible to, and usable by, handicapped and elderly
individuals.

"(2) QUALIFIED ARCHITECTURAL AND TRANSPORTATION BARRIER
REMOVAL EXPENSE.-The term Iqualified architectural and trans-
portation barrier removal expense' means, with respect to iny
such facility or public transportation vehicle, an architectural or
transportation barrier removal expense with respect to which
the taxpayer establishes, to the satisfaction of the Secretary, that
the resulting removal of any such barrier meets the standards
promulgated by the Secretary with the concurrence of the Archi-
tectural and Transportation Barriers Compliance Board and
set forth in regulations prescribed by the Secretary.

(3) HANDvCAPPED ITDIIDUA.-The term 'handicapped indi-
vidual means any individual who has a physical or mental dis-
ability (including, but not limited to, blindnssS or deafness) which
for such individual constitutes or results in a functional limita-
tion to employment, or who has any'physical or mental impair.
ment (including but not limited to, a sight or hearing impair-
ment) which substantially limits one or more major life activities
of such individual.

"(c) LiMiTATioN.-The deduction allowed by subsection (a) for any
taxable year shall not exceed $95,000.
" (d) RECULATois.-The Secretary shell prescribe such regulations

as may be necessary to carry out the provisions of this section within
180 days after the date of the enactment of the Tax Reform Act of
1976."

(b) TECHNICAL AND COORNtrIN AMENDMENTs.-
(1) The table of sections for such part VI is amended by add-

ing at the end thereof the following new item:
"See. 190. Expenditures to remove architectural and transportation bar-

tiers to the handicapped and elderly."
(2) Section 263(a) (1) (relating to capital expenditures) is

amended-
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(A) by striking out "or" at the end of subparagraph (D)
thereof,(B) by striking out the period at the end of subsection
(E) thereof and inserting in lieu thereof a comma and the
word "or", and

(0) by adding at the end thereof the following new
subparagraph:

" (F) expenditures for removal of architectural and trans-
portation barriers to the handicapped and elderly which
the taxpayer elects to deduct under section 190."

(3) Sectwn 1245 (a) (relating to gain from dispositions of cer-
tain depreciable property) is amended-

(A) by striking out "or 188" each place it appears in para-
graphs (2) and (3) (D) and inserting in lieu thereof ."188, or
190",

(B) by striking out "or 185" in paragraph (2) (D) and
inserting in lieu thereof "185, or 190"; and

(C) by adding at the end of paragraph (2) the following
new sentence: "For purposes of this section, any deduction
allowable under section 190 shall be treated as if it were a
deduction allowable for amortization."

(4) Section 1250(b) (3) (relating to depreciation adjustments)
is amended by striking out "or 188" and inserting in lieu thereof
"188 or 190".

(c) EFFraTrivE DATr.--The amendments made by this section shall
apy to tamable years beginning after December 31, 1976, and before
January 1, 1980.
SEC. 1221. HIGH INCOME TAXPAYER REPORT.

The Secretary of the Treasury shall publish annually information
on the amount'of tam paid by individual taxpayers with high total
incomes. Total income for this purpose is to be calculated and set forth
in three ways:

(1) by adding to adjusted qross income any items of tax pref-
erence excluded from, or deducted in arriving at, adjusted gross
income,

(2) by subtracting any investment expenses incurred in the
production of such income to the extent of the investment income,
and

(3) by making both of the adjustments referred to in para-
graphs (1) and (B).

In any event these data are to include the number of suh individuaZs
with total income over $500,000 who owe no Federal income tax (after
credits) and the deductions, exclusions or credits used by them to
avoid tam.
SEC. 1325. TAX INCENTIVES TO ENCOURAGE THE PRESERVATION OF

HISTORIC STRUCTURES.
(a) AMORTIZATION OF REHABILITATION FXPRNnITURr.-

(1) ArLOWVANrF or nyDurrTv.-Part V1 of subchapter B of
chapter 1 (relating to ite, mised deductions) is amended by adding
at the end thereof the following new section:



"SEC. 191. AMORTIZATION OF CERTAIN REHABILITATION EXPENDI-
TURES FOR CERTIFIED HISTORIC STRUCTURES.

"(a) ALLOWANCE oF Dsvrucrlor.--Every person, at his election, shall
be entitled to a deduction with respect to the amortization of the
amortizable basis of any certified historic structure (as defined in
subsection (d)) based on a period of 60 months. Such amortization
deduction shall be an amount, with respect to each month of such
period within the taxable year, equal to the amortizable basis at the
end of such month divided by the number of months (including the
month for which the deduction is computed) remaining in the period.
Such amortizable basis at the end of the month shall be computed
without regard to the amortization deduction for such month. The
amortization deduction provided by this section with respect to any
month shall be in lieu of the depreciation deduction with respect to
such basis for such month provided by section 167. The 60-month
period shall begin, as to any historic structure, at the election of the
taxpayer, with the month following the month in which the basis is
acquired, or with the succeeding taxable year.

"(b) ELEcTroN oF AMoRrZATION.-The election of the taxpayer to
take the amortization deduction and to being the 60-month period
with the month following the month in whieh the basis is acquired, or
with the taxable year suceedina the tameable !Iar in which such basis
is acquired, shall be made by filing with the Seeretary, in such man-
ner, in such form, and within such time as the Secretary may by rqgu-
lations prescribe, a statement of such election.

" (c) TERMINArION OF AmosrZATIoN D EnrcToN.-A taxpayer who
has elected under subsection (b) to take the amortization deduction
provided in subsection (a) may, at any time after making such elec-
tion, discontinue the amortization deduction with respect to the re-
mainder of the amortization period, such discontinuance to begin as
of the beginning of any month specified by the taxpayer in a notice
in writing filed with the Secretary before the beginning of such month.
The depreciation deduction provided under section 167 shall be
allowed, beginning with the first month as to which the amortization
dedu-tion does not -apply, and the taxpayer shall not be entitled to
any further amortization deduction under this section with respect
to such certified historic structure.

" (d) DEFiNiTioNs.-For purposes of this section-
"(1) CERrIFED HI,,STOrr rucTuR.-The term 'certi7fed his-

toric structure' mpan a building or structure which is of a char-
acter subject to the allowance for depreciation provided in section
167 which-

"(A i is listed in the National Register,
"(B) is located in a Recistered Historic District and is

certifled by the Secretary of the Interior as being of historic
significance to the district, or

" (C) is located in an historic district designated urder a
statute of the appropriate State or local government if such
statute is certified by the Setcretar of the Interior to the Sec-
retary as containing criteria which will substantially achieve



228

the purpose of preserving and rehabilitating buildings of his-
toric significance to the district.

"(2) AMORTIZABLE BASi.-The term 'amortizable basis' means
the portion of the basis attributable to amounts expended in con-
nection with certified rehabilitation.

"(3) CERTIFIED RFHABLITATiO.-The term 'certified rehabilita-
tion' means any rehabilitation of a certified historic structure
which the Secretary of the Interior has certified to the Secretary
as being consistent with the historic character of such property or
the district in which such property is located.

"(e) DEPRECIATION DEDucTIoN.-The depreciation deduction pro-
vided by section 167 shall, despite the provisions of subsection (a),
be allowed with respect to the portion of the adjusted basis which is
not the amortizable basis.

"(f) LIFE TENANT AND RENmAINOERMAN.-In the case of property held
by one person for life with remainder to another person, the deduction
under this section shall be computed as if the life tenant were the
absolute owner of the property and shall be allowable to the life tenant.

"(g) CROSS REFERENCES.-
"(1) For rules relating to the listing of buildings and structures in

the National Register and for definitions of 'National Register' and
'Registered Historic District', see section 470 et seq. of title 16 of the
United States Code.

"(2) For special rule with respect to certain gain derived from the dis-
position of property the adjusted basis of which is determined with
regard to this section, see section 1245."

(2) GAIN oN DISPoSIrION.-Section 1245(a) (relating to qain from
dispositions of certain depreriable property) is amended by strik-
ing out "or 190" each place it appears and inserting in lieu thereof
"190 or 191".

(3) CONrORitINO AMENDMENTS.-
(A) The table of sections for part VI of subchapter B of

chapter 1 is amended by inserting at the end thereof the fol-
lowing new item:

"See. 191. Amortization of certain rehabilitation expenditures for certi-fied historic structures."
(B) Section 642(f) (relating to amortization deductions.

of estates and trusts) is amended by striking out "and 188"
and inserting in lieu thereof "188, and 191".

(0) Section 1082(a) (2) (B) (relating to basis for deter-
mining gain or loss) is amended by striking out "or 188" and
inertinq in lieu thereof "188, or 191".

(D) Section 1250(b) (3) relatingq to depreciation adjust-
ments) is amended by striking out "or 190" and inserting in
lieu thereof "190 or 191".

(4) EFFECTiVE DATE.-The amendments made by this subsec-
tion shall apply with respect to additions to capital account made
after June 14,1976 and before June 15,1981.

(b) DEMOLITION.-
(1) DISALLOWANCE Of" DEDUCToN.-Part IX of subchapter B

of chapter 1 (relating to items not deductible) is amended by add-
ing at the end thereof the following new section:



"SEC. 280B. DEMOLITION OF CERTAIN HISTORIC STRUCTURES.
" (a) GENERAL RULE.-In the case of the demolition of a certified his-

toric structure (as defined in section 191 (d) (1))-
"(1) no deduction otherwise allowable under this chapter shall

be allowed to the owner or lessee of such structure for-
"(A) any amount expended for such demolition, or
"(B) any loss sustained on account of such demolition; and

"(2) amounts described in paragraph (1) shall be treated as
properly chargeable to capital account with respect to the land
on which the demolished structure was located.

"4 (b) SPECIAL RULE FOR REOISTERED HisToRic DISTRIcTS.-For pur-
poses of this section, any building or other structure located in a Regis-
tered Historic District shall be treated as a certified historic structure
unless the Secretary of the Interior has certified, prior to the demolition
of such structure, that such structure is not of historic significance to
the district."

(B) CLERICAL AMENDENT.-The table of sections for part IX
of sabchapter B of chapter 1 is amended by adding at the end
thereof the following new item:

"Ser- 280B. Demolit" of certain hisorio structures."
(3) EFFECTiVE DATE.-The amendments made by this subsection

shall apply with respect to demolitions commencing after June
30,1976, and before January 1, 1,981.

(c) DEPRECIATION OF IMPROVEMENTS.-
(1) METHOD OF DEPRECIATION.-Section 167 (relating to depre-

ciation) is amended by redesignating subsection (n) as (p), and
by inserting after subsection (m) the following new subsection:

(n) STRAIGHT LINE METHOD IN CERTAIN CASES-
"(1) IN OENERAL.-In the case of any property in whole or in

part constructed, reconstructed, erected, or used on a site which
was, on or after June 30, 1976, occupied by a certified historic
structure (as defined in section 191 (d) (1)) which is demolished or
substantially altered (other than by virtue of a certified rehabili-
tation as defined in section 191 (d) (3)) after such date-

"(A) subsections (b), (j), (k), and (1) shall not apply,
"(B) the term 'reasonable allowance' as used in subsection

(a) shall mean only an allowance computed under the straight
- line niethod.

"(2) EXCEPTIoN.-The limitations imposed by this subsection
shall not apply to personal property."

(2) EFFECrVE DATE.-The amendment made by this subsection
shall apply to that portion of the basis which is attributable to
construction, reconstruction, or erection after December 31, 1975,
and before January 1,1981.

(d) SUBSTANTrALLY REARABILITATED PROPERTY.-
(1) Section 167 (relating to depreciation) is amended by insert-

ing after subsection (n) (as added by subsection (c) of this
section) the following new subsection:

"(0) SUBSTANTIALLY REHABILiTATED HISTORIC PROPERTY.-
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"(1) GENERAL RUE.-Pursuant to regulations prescribed by the
Secretary, the taxpayer may elect to compute the depreciation de-
duction attributable to substantially rehabilitated historic prop-
erty as though the original use of such property commenced with
him. The election shall be effective with respect to the taxable year
referred to in paragraph (2) and all succeeding taxable years.

"(2) ,SUBSTANTIALLY REHABILITATED PROPERTY-For purposes
of paragraph (1), the term 'substantially rehabilitated historic
property' means any certified historic structure (as defined in sec-
tion 191 (d) (1)) with respect to which the additions to capital ac-
count for any certified rehabilitation (as defined in section 191(d)
(3)) during the £4-month period ending on the last day of any
taxable year, reduced by any amounts allowed or allowable as de-
preciation or amortization with respect thereto, exceeds the
greater of-

"(A) the adjusted basis of such property, or
"(B) $5,000.

The adjusted basis of the property shall be determined as of the
beginning of the first day of such £4-month period, or of the hold-
ing period of the property (within the meaning of section 1250
(e) ), whichever is later."

(2) EFFECTIVE DATF.-The amendment made by this subsection
shall apply with respect to additions to capital account occurring
after June 30,1976, and before July 1,1981.

(e) TRANSFERS OF PARTIAL INTERESTS IN PROPERTY FOR CONSERVA-
TION PURPOSES.-

(1) INCOME TAX DEDUCTIONS FOR CHARITABLE CONTRIBUTIONS OF
PARTIAL INTERESTS IN PROPERTY FOR CONSERVATION PURPOSES.-Sec-
tion 170 (f) (3) (relating to charitable contributions) is amended-

(A) by striking out "or" at the end of subparagraph (B)(i),
(B) by striking out "property.", at the end of subpara-

graph (B) (ii) and inserting in lieu thereof "property,",
(C) by adding after clause (ii) of subparagraph (B) the

following new clauses:
" (iii) a lease on, option to purchase, or easement with

respect to real property of not less than 30 years' dura-
tion granted to an organization described in subsection
(b) (1) (A) exclusively for conservation purposes, or

"(iv) a remainder interest in real property which is
granted to an organization described in subsection (b)
(1) (A) exclusively for conservation purposes.", and

(D) by adding at the end thereof the following new sub-
paragraph:

"(C) CONSERVATION PURPOSES DEFINED.-For purposes of
subparagraph (B), the term 'conservation purposes' means-

"( i) the preservation of land areas for public outdoor
recreation or education, or scenic enjoyment;

"(ii) the preservation of historically important land
areas or structures; or
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"(iWi) the protection of natural environmental sys-
tems.".

(2) ESTATE TAX DEDUCTION FOR TRANSFER OF PARTIAL I INTERESTS

IN PROPERTY FOR CONSERVATION PURPOSES.-Section 20b5(e) (B) (re-
lating to deductions from gross estate) is amended by striking out
"(other than a remainder interest in a personal residence or farm
or an undivided portion of the decedent's entire interest in pro-
erty)" and inserting in lieu thereof "(other than an interest e-
scribed in section 170 (f) (3) (B) )".

(3) G FT TAX DEDUCTION FOR TRANSFERS OF PARTIAL INTERESTS IN
PROPERTY FOR CONsERVATzoN PURPOSES.-Section 2522(c) (2) (re-
lating to deductions from taxable gifts) is amended by striking
out "(other than a remainder interest in a personal residence or
farm or an undvided portion of the donor's entire interest in
property)" and inserting in lieu thereof "(other than an interest
described in section 170(f) (3) (B))".

(4) EF.ECTIVE DATE.-The amendments made by this subsection
shall apply with respect to contributions or transfers made after
June 13,1976, and before June 14,1977.

SEC. ISM. AMENDMENT TO SUPPLEMENTAL SECURITY INCOME PRO-
GRAM.

Section 1612(a) (B) (A) (iii) of the Social Security Act is amended
by striking out "fifth month" and inserting in lieu thereof "seven-
teenth month".
SEC. 1327. TRADE ACT OF 1974 AMENDMENTS.

Section 50B(b) of the Trade Act of 1974 (Public Law 93-618; 88
Stat. 1978) is amended-

(1) by striking out "and" at the end of paragraph (5),
( by striking out the period at the end of paragraph (6) and

inserting in lieu thereof "; and ",
. (3) by inserting immediately after paragraph (6) the follow-
ing new paragrapA:

"(7) if such country aids or abets, by granting sanctuary from
prosecution to, any individual or group which has committed an
an act of international terrorism."; and

(4) by Striking out "and (6)"1 in the unnumbered paragraph
at the end of such section and inserting in lieu thereof "1(6), and
(7) ".

SEC. 1328. EXTENSION OF CARRY-OVER PERIOD FOR CUBAN EXPRO-
PRIATION LOSSES.

Subparagraph (D) of section 172(b) (1) (relating to years to which
loss may be carried). is amended by striking out "15" and inserting in
lieu thereof '20".

And the Senate agree to the same.
Amendment numbered 27:
That the House recede from its disagreement to the amendment of

the Senate numbered 27, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment inserting the following:
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TREATMENT OF CERTAIN CAPITAL LOSSES;

HOLDING PERIOD FOR CAPITAL GAINS AND

LOSSES

SEC. 1401. INCREASE IN AMOUNT OF ORDINARY INCOME AGAINST
WHICH CAPITAL LOSS MAY BE OFFSET.

(a) GENERAL RULB.-Subparagraph (B) of section 1211(b)(1) (re
lating to limitation on capital losses for taxpayers other than corpora-
tions) is amended by striking out " $1,000" and inserting in lieu thereof
"the applicable amount".

(b) APPLICABLE AMOUNT DEFiNED.-Paragraph (2) of section 1211 (b)
(relating to limitation on capital losses for taxpayers other than corpo-
rations) is amended to read as follows:

"(2) APPLICABLE AMOuNT.-For purposes of paragraph (1) (B),
the term 'applicable amount' means-

"(A) $2,000 in the case of any taxable year beginning in
1977; and

" (B) $3,000 in the case of any taxable year beginning after
1977.

In the case of a separate return by a husband or wife, the appli-
cable amount shall be one-half of the amount determined undet
the preceding sentence."

(e) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1976.

SEC. 1402. INCREASE IN HOLDING PERIOD REQUIRED FOR CAPITAL
GAIN OR LOSS TO BE LONG TERM.

(a) INCREASE IN Two STEPS FRoM 6 MONTHS To 1 YBAB.-
(1) TAXABLE YEARS BEGINNING IN 1977.-Effective with respect

to taxable years beginning in 1977, paragraphs (1), (2), (3), and
(4) of section 1222 (relating to other terms relating to capital
gains and losses) are each amended by striking out "6 months"
and insertinq in lieu thereof "9 months".

(2) TAXABLE YEARS BEGINNING AFTER 1977.-Eff6tive With
respect to taxable years beginning after December 31, 1977, para-
graphe (1), (2), (3), and (4) of section 1222 are each amended
by striking out "9 months" and inserting in lieu thereof "1 year".

(b) CONFORMING AMENDMENTS.-
(1) TAXABLE YEARS BEGINNING IN 1977.-Effeetive With respect

to taxable years beginning in 1977, the following provisions are
each amended by striking out "6 months" each place it appears
and inserting in lieu thereof "9 months":

I(A) Paragraph (1) (B) of section 166 (d) (relating to non-
business debts).

(B) Subsection (a) of section 341 (relating to treatment
of gain to shareholders in the case of collapsible corpora-
tions.

(d) Paragraph (2) of subsection (a) of section 402 (relat-
ing to capital gains treatment for certain distributions'in the
case of a beneficiary of an exempt employees' trust).
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(D) Subparagraph (A) of section 403(a) (2) (relating to
capital gains treatment for certain distributions in the case of
a beneficiary under a qualified annuity plan).

(E) Paragraph (1) of section 423(a) (relating to em-
ployee stock purchase plans).

(F) Paragraph (1) of subsection (a) and paragraphs (1)
and (2) of subsection (c)" of section 424 (relating to re-
strwted stock options).

(G) Paragraph (2) of section 582(c) (relating to capital
gains of banks).

(H). Subparagraphs (A) and (B) of section 584(c) (1)
(relating to inclusions in taxable income of participants in

common trust funds).
(I) Section 631 (relating to gain or loss in the case of

timber, coal, or domestic iron ore).
(J) Paragraphs (3) and (4) of section 642(c) (relating

to charitable deductions for certain trusts).
(K) Section 644 (relating to special holding period rules

for gain on property transferred to trust at less than fair
market value).

(L) Paragraphs (1) and (9) of section 702 (a) (relating to
income and credits of partner).

(M) Subparagraph (A) of section 817(a) (1) (relating to
oertain gains and losses in the case of life insurancecompanies).(N) Subparagraph (B) of paragraph (3), and paragraph

(4), of section 852 (b) (relating to taxation of shareholders of
regulated investment companies).

(0) Subparagraph (A) of section 856(c) (4) (relating to
definition of real estate investment trust).

(P) Subparagraph (B) of paragraph (3), and paragraph
(5), of section 857 (b) (relating to taxation of shareholders
of real estate investment trusts).

(Q) Paragraph (11) of section 1223 (relating to holding
perod of property).

() Section 1231 (relating to property used in the trade or
business and involuntary conversions).

(5) Paragraph (2) of section 1232(a) (relatina to sale
or exchange in the case of bonds and other evidences of
indebtedness).

(T) Subsections (b), (d), and (e) of section 1233 (relat-
ing to gains and losses from short sales).

(U) Paragraph (1) of section 1234(b) (relating to special
rule for gain on lapse of an option granted as part of a
straddle), as amended by this Act.

(V) Subsection (a) of section 1235 (relating to sale or
exchange of patents).
I (W) Paragraph (4) of section 1246(a) relating to hold-

ing period in the case of gain on foreign investment company
stock).

(X) Subsection (i) of section 1947 (relating to loss on sale
or exchange Of certain stock in the case of foreign investment
companies electing to distribute income currently).



(Y) Subsection (b), and subparagraph (C) of subsection
() (3) of section 1248 (relating to gain from certain sales
or exchanges of stock in certain foreign corporations).

(Z) Paragraph (1) of section 1251(e) (defining farm
recapture property).

(2) TA XABLE YEARS EOINNINO AFTER 1977.-Effective with
respect to taxable years beginning after December 31, 1977, each
provision referred to in paragraph (1) is amended by striking out
"9 months" each place it appears and inserting in lieu thereof "1year".

(3) TECHNICAL AMENOMENr.-E/fectlve with respect to taxable
years beginning after December 31,1976, section 631 (a) (relating
to gain or loss in the case of timber) is amended by striAking out
"before the beginning of such year".

(c) TRANSITIONAL RULE FOR CERTAIN INSTALrLMENT OBLIGATIONS-
In the case of amounts received from sales or other dispositions of cap-
ital assets pursuant to binding contracts, including sales or other dispo-
sitions the income from which is returned on the basis and in the man-
ner prescribed in section 453(a) (1) of the Internal Revenue Code of
1954, if the gain or loss was treated as long-term for the taxable year
for which the amount was realized, such gain or loss shall be treated
as long-term for the taxable year for which the gain or loss is returned
or otherwise recognized.
(d) RETENTION OF 6-MoNTH PERIOD oR F TURcs TRANSACTIONS

iN CommoPirm.-Section 1989 (relating to other terms relating to
capital gains and losses) is amended by adding at the end thereof the
following new sentence:
"For purposes of this subtitle in the case of futures transactions
in any commodity subject to the rules of a board of trade or com-
modity exchange, the length of the holding period taken into account
under this section or under any other section amended by section 1408
of the Tax Reform Act of 1976 shall be determdned without regard to
the amendments made by subsections (a) and (b) of such section 140."
SEC. 1403. ALLOWANCE OF 8-YEAR CAPITAL LOSS CARRYOVER IN

CASE OF REGULATED INVESTMENT COMPANIES.
(a) GENERAL Ruz.-Paragraph (1) of section 1212(a) (relating to

capital ls carrybacks and carryovere for corporations) is amended
by striking out "and" at the end of subparagraph (A) and by strik ng
out subparagraph (B) and inserting in lieu thereof the following:

"(B) except as provided in subparagraph (C), a capital
loss carryover to each of the 5 taxable years succeeding the
loss year; and

"( C) a capital less carryoer-
" () in the case of a regulated investment company (as

defined in section 851) to each of the 8 taxable years suc.
ceeding the loss year, and

"(ii) to the extent such loss is attributable to a foreign
expropriation capital loss, to each of the 10 taxable years
succeeding the loss year."

(b) EFFECTIvE DArE.-The amendments made by this section shall
apply to loss years (within the meaning of sector 1212(a) (1) of the
Internal Revenue Code of 1954) ending on or after January 1, 1970.

And the Senate agree to the same.



Amendment numbered 28:
That the House recede from its disagreement to the amendment of

the Senate numbered 28, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

PENSION AND INSURANCE TAXATION
SEC. 1501. RETIREMENT SAVINGS FOR CERTAIN MARRIED INDIVID-

UALS.
(a) ALLOWANCE oF DDuCrioN.-Part VII of subchapter B of chap-

ter 1 (relating to additional itemized deductions for individuals) is
amended by redesiqnating section 220 as 221 and by inserting after
section 219 the following new section:
"SEC. 2O. RETIREMENT SAVINGS FOR CERTAIN MARRIED INDIVID-

UALS.
"(a) DeDucrioN ALao-WED.-In the case of an individual, there is

allowed as a deduction amounts paid in cash for a taxable year by or
on behalf of such individual for Mhe benefit of himself and his spouse--

"(1) to an individual retirement account described in section
408 a,

"( 2) for an individual retirement annuity described in section
408(b ), or

"(3) for a retirement bond described in section 409 (but only
if the bond is not redeemed within 12 months of the date of its
issuance).

For purposes of this title, any amount paid by an employer to such a
retirement account or for such a retirement annuity or retirement bond
constitutes payment of compensation to the employee (other than a
self-employed individual who is an employee within the meaning of
section 401(c) (1)) includible in his gross income, whether or not a
deduction for such payment is allowable under this section to the em-
ployee after the application of subsection (b).

"(b) LIIlATIONS AND REsrIrToNs.--
"(1) MAXIMUM DrOucTroN.-The amount allowable as a deduc-

tion under subsection (a) to an individual for any tamable year
may not exceed-

"(A) twice the amount paid to the account or annuity, or
for the bond, established for the individual or for his spouse
to or for which the lesser amount was paid for the taxable
year,"(B) an amount equal to 15 percent of the compensation

includible in the individual's gross income for the taxable
year, or

"(6) $1,750,
whichever is the smallest amount.

"(2) ALTERNATIVE DDucrroN.-No deduction is allowed under
subsection (a) for the taxable year if the individual claims the
deduction allowed by section 219 for the taxable year.

"(3) COVERAGEE UNDER CERTAIN OTHER PLANs.-No deduction is
allowed under subsection (a) for an individual for the taxable
year if for any part of such year-
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"(A) he or his spouse was an active partipant in-
" (i) a plan described in section 401 ( a) uhich includes

a trust exempt from tax.-under section 501 (a),
"(ii) an annuity plan described in section 403 (a),
"(iii) a qualified bond purchase plan described in sec-

tion 405 (a), or
" (iv) a plan established for its employees by the United

States, by a State or political subdivision thereof, or by
an agency or instrumentality of any of the foregoing, or

(B) amounts were contributed by his employer, or his
spouse's employer, for an annuity contract described in sec-
tion 403(b) (whether or not his, or his spowe's, rights in such
contract are nonforfeitable).

"(4) CONTRIBUTIONS AFTER AGE 701.-No deduction is allowed
under subsection (a) with respect to any payment which is made
for a taxable year of an individual if either the individual or his
spouse has attained age 701/2 before the close of such taxable year.

"!(5) RECONTRIBUTFD AMOUNT.-
T

o deduction is allowed under
this section with respect to a rollover contribution described in
section 402 (a) (5), 403(a) (4), 408(d) (3), or 409(b) (3) (C).

"(6) AMOUNTS CONTRIBUTED UNDER ENDOWMENT CONTRACT.-In
the case of an endowment contract described in section 408(b), no
deduction is allowed under subsection (a) for that portion of the
amounts paid under the contract for the taxable year properly
allocable, under regulations prescribed by the Secretary, to the
cost of life insurance.

"(7) EMPzOYED SPOUSES.-NO deduction is allowed under sub-
section (a) with respect to a payment described in subsection (a)
made for any taxable year of the individual if the spouse of the
individual has any compensation (determined without regard to
section 911) for the taxable year of such spouse ending with or
within such taxable year.

"(c) DEFINITIONS AND SPECIAL RULER.
"(1) COMPENSATION.-For purposes of this section, the term

'compensation' includes earned income as defined in section 401
(c) (2).

"(2) MARRIED INDIVDUALs.-This section shall be applied with-
out regard to any community property laws.

"(3) DETERMINATION OF MARITAL STATUS.-The determination of
whether an individual is married for purposes of this section shall
be made in accordance with the provisions of section 143 (a).

"(4) TIME WHEN CONTRIBUTIONS DEEMED MAD.-FOr purposes of
this section, a taxpayer shall be deemed to have made a contribu-
tion on the last day of the preceding taxable year if the contribu-
tion is made on account of such taxable year and is made not later
than 45 days after the end of such taxable year.

" (5) PARTICIPATION IN GOVERNMENTAL PLANS BY CERTAIN INDIVID-
uALS.-A member of a reserve component of the arned forces or a
volunteer fire fiqhter is not considered to be an active participant
in a plan described in subsection (b) (3) (A) (iv) if, under section
219 (c) (4), he is not considered to be an active participant in such
a plan."



(b) CONFORMzNG AMENDMENTs.-
(1) Paragraph (10) of section 62 (relating to retirement av-

ing) is amended by inerting before the period the following:
"and the deduction allowed by section Z100 (relating to retirement
savings for certain married individuals)"

(9) Paragraph (9) of section 408(c) is amended by inserting
"(or spouse of an employee or member)" after "member".

(8) Subsection (a) of section 41.5 (relating to limitations on
benefits and contributions under qualified plans) is amended-

(A) by striking out "In the case" in paragraph (2) and
inserting in lieu thereof "Except as provided in paragraph
(3), in the case", and

(B) by adding at the end thereof the following new para-
graph:

"(3) ACCOUNTS, ETC., ESTABLISHED FOR NON-EMPLOYED SPOUSE.-
Paragraph (9) shall not apply for any year to an account, an-
nuity, or bond described in section 408(a), 408(b), or 409, re-
spectively, established for the benefit of the spouse of the indi-
vidual contributing to such account, or for such annuity or
bond, if a deduction is allowed under section 990 to such indi-
vidual with respect to such contribution for such year.".

(4) Section 219 (relating to retirement savings) is amended-
(A) by striking out "during" in subsection (a) and in-

serting in lieu -thereof "for",
(B) by adding at the end of subsection (b) the following

new paragraph:
"(6) ALTERNATIVE DEDCrTzON .- NO deduction is allowed under

subsection (a) for the taxable year if the individual claims the
'deduction slowed by section 220 for the taxable year.",

(C) by adding at the end of subsection (c) (9) the follow-
ing new Sentence: "For purposes of this section, the deter-
mination of whether an individual is married shall be made
in accordance with the provisions of section 143(a).", and

(D) by adding at the end of subsection (c) the following
new paragraph:

"(3) TIME WREN CONTRIBUTIONS DEEMED MADE.-For purposes of
this section, a taxpayer shall be deemed to have made a contribu-
tion on the last day of the preceding taxable year if the contribu-
tion is made on account of such taxable year and is made not later
than 45 days after the end of such taxable year."

(5) Paragraph (4) of section 408(d) (relating to excess con-
tributions returned before due date of return) is amended-

(A) by inserting "or 290" after "919", and
(B) by striking out the last sentence and inserting in lieu

thereof the following: "In the case of such a distribution, for
purposes of section 61, any net income described in subpara-
graph (C) shall be deemed to have been earned and receiv-
able in the taxable year in which such excess contribution is
mde."

(6) Paragraph (4) of section 409(a) (relating to retirement
bonds) is amended by striking out "in any taxable year" and in-
serting in lieu thereof "for any taxable year".
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(7) Paragraph (12) of section 3401 (a) (relating to defintion
of wages) is amended by inserting "or 220(a)" after ",19(a)".

(8) Section 4973 (relating to tax on excess contributions to
individual retirement accounts, etc.) is amended-

(A) by striking out "such individual" in the last sentence
of subsection (a) and inserting in lieu thereof the following:
"the individual to whom a deduction is allowed for the tax-
able year under section 219 (determined without regard to
subsection (b) (1) thereof) or section 220 (determined with-
out regard to subsection (b) (1) thereof), whichever is ap-
propriate";

(B) by inserting "or 20" after "219" in subsection (b) (1)
(B); aAd

(C) by striking out paragraph (2) of subsection (b) and
inserting in lieu thereof the following:

"(2) the amount determined under this subsection for the
preceding taxable year, reduced by the excess (if any) of the
maximum amount allowable as a deduction under section 919
or 220 for the taxable year over the amount contributed to the
accounts or for the annuities or bonds for the taxable year and
reduced by the sum of the distributions out of the account (for
the taxable year and all taxable years) which were included in the
gross income of the payee under section 408(d) (1).

For purposes of this subsection, any contribution which is distributed
from the individual retirement account, individual retirement an-
nuity, or bond in a distribution to which section 408(d) (4) applies
shall be, treated as an amount not contributed if such distribution con-
sists of an excess contribution solely because of employer contributions
to a plan or contract described in section 219(b) (2) or by reason of
the application of section 219(b) (1) (without regard to the $1,500
limitation) or section 220(b) (1) (without regard to the $1,750 limi-
tation) and only if such distribution does not emceed the excess of
$1,500 over the amount described in paragraph (1) (B)."

(9) Subsection (d) of section 6047 (relating to other pro-
grams) is amended by inserting "or 220(a)" after "219(a) ".

(c) CrERicAL AmENDmENT.-The table of sections for part VI of
subchapter B of chapter 1 is amended by striking out the item relat-
ing to section 220 and inserting in lieu thereof the following:

"Sec. 220. Retirement savings for certain married individuals.
"See. 221. cross references.".

(d) EFFrCTiVE DArT.-The amendments made by this section, other
than the amendment made by subsection (b) (3),'shall apply to tax-
able years beginning after December 31, 1976. The amendment made
by section (b) (3) shall apply to years beginning after December 31,
1976.
SEC. 1502. LIMITATION ON CONTRIBUTIONS TO CERTAIN PENSION,

ETC., PLANS.
(a) 1N GENERA.-

(1) LIMT ON coN2RI vIro .- Seetion 415(c) (relating to limi-
tation for defined contribution plans) is amended by adding at
the end thereof the following new paragraph:
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"(5) APPLICATION WITH SECTION 404 (e) (4).-In the case of a
plan which provides contributions or benefits for employees some
or all of whom are employees within the meaning of section 401
(c) (1), the amount determined under paragraph (1) (B) with
respect to any participant shall not be 1e8 than the amount de-
ductible under section 404(e) with respect to any individual
who is an employee within the meaning of section 401 (c) (1)."

(9) MINIMUM DEDUCTION LIMITATION.-Section 404(e) (4) of
such Code (relating to minimum deductible amount for pension
plan contributions by self-employed individuals) is amended by
adding after subparagraph (B) the following: "This paragraph
does not apply for any taxable year to any employee whose ad-
.'iusted gross income for such taxable year (determined separately
for each individual, without regard to any community property
laws, and without regard to the deduction allowable under sub-
section (a)) exceeds $15,000."

(b) EFFEcTIVE DATr.-The amendment made by subsection (a) (1)
shall apply to years beginning after December 31. 1975. The amend-
ment made by subsection (a) (2) shall apply to taxable years beginning
after December 31,1975.
SEC. pe0, PARTICIPATION BY MEMBERS OF RESERVES OR NATIONAL

GUARD IN INDIVIDUAL RETIREMENT ACCOUNTS, ETC.
(a) GENERAL RULE.-Section 219 (c) (relating to definitions and

special rules for retirement savings deduction) is amended by adding
at the end thereof the following new paragraph:

" (4) PARTICIPATION IN GOVERNMENTAL PLANS BY CERTAIN INDIVID-

UALS.-
"(A) MEMBERS OF RESERVE COMONENTs.-A member of

a reserve component of the armed forces (as defined in section
261 (a) of title 10) is not considered to be an active participant

in a plan described in subsection (b) (3) (A) (iv) for a taxable
year solely because he is a member of a reserve component
unless he has served in excess of 90 days on active duty (other
than active duty for training) during such year."

(b) EFFECTIVE DATE.-The amendment mode by this section shall
apply to taxable years beginning after December 31,1975.
SEC. 1504. CERTAIN INVESTMENTS BY ANNUITY PLANS.

(a) IN GENERAL.-Paragraph (7) of section 403(b) (relating to
custodial accounts for regulated investment company stock) is
amended by striking out ", and which issues only redeemable stock" in
subparagraph (C).

(b) EFFEczIVE DATE.-The amendment made by this section ap-
plies to taxable years beginning after December 31,1975.
SEC. 1505. SEGREGATED ASSET ACCOUNTS.

(a) SEGREGATED ASSET ACCOUNTS OF LIFE INSURANCE COMPANIES.-

Paragraph (1) (B) of section 801 (g) is amended-
(1) by striking out clause (ii) and inserting in lieu thereof the

folowig "'*(ii) which is described in subparagraph (A), (B),

(C), (D), or (E) of section 805(d) (1) (other than a life,
health or accident, property, casualty, or liability insur-

. - -1.1 R ...- -,- S
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ance contract) or which provides for the payment of
annuities, and ", and

(2) by striking out "as annuities" in clause (iii) and inserting in
lieu thereof "out".

(b) CoNFoRMING AMENDMENT.-SeCtiOn 401 (relating to qualified
pension, etc. plans) is amended by striking out subsection (f) and
inserting in lieu thereof the following:

"(f) CERTAIN CUSTODIAL ACCOUNTS AND OONTRACTS.-For purposes
of this title, a custodial account, an annuity contract, or a contract
(other than a life, health or accident, property, casualty, or liability
insurance contract) issued by an insurance company qualified to do
business in u State shall be treated as a qualified trust under this
section if-

"(1) the custodial account or contract would, except for the
fact that it is not a trust, constitute a qualified trust under this
section, and

"(2) in the case of a custodial account the assets thereof are
held by a bank (as defined in subsection (d) (1)) or another per-
son who demonstrates; to the satisfaction of the Secretary, that
the manner in which he will hold the assets will be consistent with
the requirements of this section.

For purposes of this title, in the case of a custodial account or contract
treated as a qualified trust under this section by reason of this subsec-
tion, the person holding the assets of such account or holding such
contract shall be treated as the trustee thereof.".

(c) EFFECTIVE DATr.-The amendments made by this section apply
for taxable years beginning after December 31, 1975.
SEC. 1506. STUDY OF SALARY REDUCTION PENSION PLANS.

Section 2006 of the Employee Retirement Income Security Act of
1974 is amended-

(1) by striking out "January 1,1977" each place it appears and
inserting in lieu thereof "January 1,1978", and

(2) by striking out "December 31, 1976" in subsection (d) and'
inserting in lieu thereof "December 31, 1977".

SEC. 1507. CONSOLIDATED RETURNS FOR LIFE AND OTHER INSUR-
ANCE COMPANIES.

(a) IN GEN RAL.-Section 1504(c) (relating to the definition ofincludible insurance companies) is amended to read as for.ows:
"(a) IVcLUDIBLE INSURANCE ComPANES.-Notwithstanding the pro-

visions of paragraph (2) of subsection (b)-
"(1) Two or more domestic insurance companies each of which

is subject to tax under section 802 shall be treated as includible
corporations for purposes of applying subsection (a) to such
insurance companies alone.

"(2) (A) If an affliated group (determined without regard to
subsection (b) (2)) includes one or mor domestic insurance com-
panies taxed under section 802 or 851, the common parent of such
group may elect (pursuant to regulations prescribed by the Seem-
tary) to treat all such companies as ineludible corporations for
purposes of applying subsection (a) if all such companies have
been members of the affiliated group for the 5 taxable years imne-



diately preceding the taxable year for which the election is Made
or revoked.

"(B) If an election under this paragraph is in effect for a tax-
able year-

" (i) section 243 (b) (6) and the exception provided under
Section 243(b) (5) with respect to subsections (b) (2) and (c)
of this section,

"(ii) section 542 (b) (5), and
"(iii) subsections (a) (4) and (b) (2) (D) of section 1563,

and the reference to section 1563(b) (2) (D) contained in see-
tion 1563(b) (3) (C),

shall not be effective for such taxable year.
(b) SPECIAL RULES AND CONFORMING AMENDMENTS.-

(1) Section 821 (relating to tax on mutual insurance companies
to which part 1! applies) is amended by redesignating subsection
(f) as subsection (g), and by adding after subsection (e) the
following new subsection:

"(f) TAx APPLICABLE TO MEMBER OF GROUP FILING CONSOLIDATED
RsTusRN Notwithetanding any other Prolision of this section, if a
mutual insurance company to which this section applies joins in the
filing of a consolidated return (or is required to so file), the applicable
tax shall consist of a normal tax and a surtax computed as provided
in section 11 as though the mutual insurance company taxable income
of such company were the taxable income referred to in section 11.".

(2) Section 843 (relating to annual accounting period) is
amended by adding at the end thereof the following sentence:
"Under regulations prescribed by the Secretary, a. insurance
company which joins in the filing of a consolidated return (or
s required to so file) may adopt the taxable year of the common

parent corporation even though such year is not a calendar year."
(3) Section 1503 (relating to computation and payment of tax)

is amended by adding the following new subsection:
"(c) SPECIAL RULE FOR APPLICATION OF CFRTAIV LOSSES AGAINST

INCOME OF INSURANCE COMPANIES TAXFD UNDER SECTION 802-
"(1) IN GENERAL. If an election under section 1504(c) (2) is in

effect for the taxable year and the consolidated taxable income of
the members of the group not taxed under section 802 results in a
consolidated net operating loss for such taxable year, then under
regulations prescribed by the Secretary, the amount of such loss
which cannot be absorbed in the applicable carryback periods
against the taxable income of such members not taxed under sec-
tion 802 shall be taken into account in determining the consoli-
dated taxable income of the affiliated group for such taxable years
to the extent of 35 percent of such loss or 35 percent of the taxable
income of the members taxed under section 802. whichever is less.
The unused portions Of such loss shall be available as a carryover,
subject to the same limitations (applicable to the sum of the loss
for the carryover year and the loss (or losses) carried over to such
year), in applicable carryover years. For purposes of this subsec-
tion, in determining the taxable income of each insurance com-
pany subject to tax under section 802, section 802(b) (3) shall not
be taken into account. For taxable years ending with or within



calendar year 1981, '95 percent' shall be substituted for '35 per-
cent' each place it appears in the first sentence of this subsection.
For taxable years ending with or within calendar year 1989, 30
percent' shall be substituted for '35 percent' each place it appeal
in that sentence.

"(9) LOsSES OF RECENT NON-LIFE AFFILIATE.-Not'Withstandingj
the provisions of paragraph (1), a net operating loss for a mem-
ber of the group not taxed under section 809 cannot be taken into
account, for the tamable year as a loss for that year, or as a net
operating loss carryover or carryback to the tamable year, in de-
termining the taxable income of a member of the group tamed
under section 800 to the extent that such loss is attributable to a
tamable year ending before the first taxable year taken into ac-
oount (with respect to the member not taxed under section 802)
for purposes of section 1504 (c) (2) (A).".

(c) E FECTVE DATE AND TRANSITIONAL RULES.-
(1) EFFECTIVE DATE.-The amendments made by subsections

(a) and (b) shall apply to taxable years beginning after Decem-
ber 31, 1980.

(2) TRANSITION RULES WITH RESPECT TO CARRYOVERS OR CARRY-
BACKS RELATING TO PRE-ELECTION TAXABLE YEARS AND NONTEREINA-

TION OF GROUP.-

(A) LIMITATIONS ON cARRYOVERS OR cARRYBACiS FOR GROUPS
ELECTING UNDER SECTION 1504(C) (2) .- If an affliated group
elects to file a consolidated return pursuant to section 1504
(c) (9) of the Internal Revenue Code of 1954, a carryover of
a loss or credit from a taxable year ending before January 1,
1989, and losses of credits which may be carried back to tama-
ble years ending before such date, shall be taken into account
as if this section had not been enacted.

(B) NONTERUmNATON OF AFFILIATED GROUP.-The mere
election to file a consolidated return pursuant to such sec-
tion 1504(c) (2) shall not cause the termination of an af-
filiated group filing consolidated returns.

SEC. 1508. TREATMENT OF CERTAIN LIFE INSURANCE CONTRACTS
GUARANTEED RENEWABLE.

(a) IN GENERA.-Paragraph (d) (5) of section 809 (relating to
certain nonparticipating contracts) is amended by adding at the end
thereof the following sentence: "For purposes of this paragraph, the
period for which any contract is issued or renewed includes the period
for whirh such contract is guaranteed renewable."

(b) EFFECTIVE DATE.-The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1957.
SEC. 1509. STUDY OF EXPANDED PARTICIPATION IN INDIVIDUAL

RETIREMENT ACCOUNTS.
The Joint Committee on Taxation shall carry out a study with re-

spect to broadening the class of individuals who are eligible to claim
a deduction for retirement savings under section 919 or 220 of the
Internal Revenue Code of 1954 to include individuals who ar par-
ticipants in pension plans described in section 401(a) of such od,
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(relating to qualified pension, proflt-sharing, and stock bonus plans)
or similar plans established for its employees by the United States,
by a State or political division thereof, or by an agency or instru-
mentality of the United States or a State or political division thereof.
The Joint Committee shall report its findings to the Committee on
Ways and Means of the House of Repre8entatives and to the Commit-
tee on Finance of the Senate.

And the Senate agree to the same.
Amendment numbered 29:
That the House recede from its disagreement to the amendment of

the Senate numbered 29, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

REAL ESTATE INVESTMENT TRUSTS
SEC. 1601. DEFICIENCY DIVIDEND PROCEDURE.

(a) IN GzjNBAz.-
(1) Part II of subehapter M of chapter 1 (relating to real

estate investment trusts) is amended by adding at the end thereof
the following new section:

"SEC. 859. DEDUCTION FOR DEFICIENCY DIVIDENDS.
"(a) GsNERAz RuL.-I a determination (as defined in subsee-

tion (c)) with respect to a real estate investment trust results in any
adjustment (as defined in subsection (b) (1)) for any taxable year,
a deduction shall be allowed to such trust for the amount of deficiency
dividends (as defined in subsection (d) ) for purposes of determining
.;he deduction for dividends paid (for purposes of section 857) for
,uch year.

"(6) RUzs FOR APPLICATION OF SECTION.-
"(1) A.JURm MN.-For purposes of this section, the term

'adjustment' means-
"(A) any increase in the sum of-

"(i) the real estate investment trust taxable income
of the real estate investment trust (determined without
regard to the deduction for dividends paid (as defined
in section 561) and by excluding any net capital gain),
and

"(ii) the excess of the net income from foreclosure
property (as defined in section 857(b) (4) (B)) over the
tax on such income imposed by section 857(b) (4) (A),

"(B) any increase in the amount of the excess described
in section 857(b) (3) (A) (ii), (relating to the excess of the
net capital gain over the deduction for capital gains dividends
paid), and

"(C) any decrease in the deduction for dividends paid (as
defined in section 561) determined without regard to capital
gains dividends.



"(2) INTEREST AND ADDITIONS TO TAX DETERMINED WITH

RESPECT TO THE AMOUNT OF DEFICIENCY DIVIDEND DEDUCTION
ALLOWED.-For purposes of determining interest, additions to tax,
and additional amounts-

"(A) the tax imposed by this chapter (after taking into
account the deduction allowed by subsection (a)) on the real
estate investment trust for the taxable year with respect to
which the determination is made shall be deemed to be
increased by an amount equal to the deduction allowed by
subsection (a) with respect to such taxable year,

"(B) the last date prescribed for payment of such increase
in tax shall be deemed to have been the last date prescribed
for the payment of tax (determined in the manner provided
by section 6601 (c)) for the taxable year with respect to which
the determination is made, and

"(C) such increase in tax shall be deemed to be paid as
of the date the claim for the deficiency dividend deduction
is filed.

"(8) CREDIT OR REFUND.-If the allowance of a deficiency
dividend deduction results in an overpayment of tax for any tax-
able year, credit or refund with respect to such overpayment shall
be made as if on the date of the determination 2 years remained
before the expiration of the period of limitations on the filing of
claim for refund for the taxable year to which the overpaymn&t
relates.

"(c) DETERMINATION.-For purposes of this section, the term 'de-
termination' means--

"(1) a decision by the Tax Court, or a judgment, decree, or
other order by any court of competent jurisdiction, which has
become final;

"(2) a Closing agreement made under section 7121; or
"(3) under regulations prescribed by the Secretary, an agree-

ment signed by the Secretary and by, or on behalf of, the real
estate investment trust relating to the liability of such trust for
tax.

"(d) DEFIcIENCY DIVIDENDS.-
"(1) DEINiio.-For purposes of this section, the term 'deft-

cisncy dividends' means a distribution of property made by the
real estate investment trust on or after the date of the determina-
tion and before filing claim under subsection (e), which would
have been includible in the computation of the deduction for divi-
dends paid under section 561 for the taxable year with respect to
which the liability for tax resulting from the determination exists,
if distributed during such taxable year. No distribution of prop-
erty shall be considered as deficiency dividends for purposes of
subsection (a) unless distributed within 90 days after the deter-
mination, and unless a claim for a deficiency dividend deduction
with respect to such distribution is filed pursuant to subsection
(e).



"(2) LIzITArIoNs.-
"(A) ORDINARY DIVIDENDs.-The amount of deficiency

dividends (other than deficiency dividends qualifying as
capital gain dividends) paid by a real estate investment trust
for the taxable year with respect to which the liability for
tax resulting from the determination exists shall not exceed
the sum of-

"(i) the excess of the amount of increase referred to
in subparagraph kA) of subsection (b) (1) over the
amount of any increase in the deduction for dividends
paid (computed without regard to capital gain divi-
dends) for such taxable year which results from such
determination, and

"(ii) the amount of decrease referred to in subpara-
graph (C) of subsection (b) (1).

"(B) CAPITAL DIVIDENDS.-The amount of deficiency
dividends qualifying as capital gain dividends paid by a rea
estate investment trust for the taxable year with respect to
which the liability for tax resulting from the determination
exists shall not exceed the amount by which (i) the increase
referred to in subparagraph (B) of subsection (b) (1) ex-
ceeds (ii) the amount of any dividends paid during such
taxable year which are designated as capital gain dividends
after such determination.

"(3) EFFEcT ON DIVIDENDS PAID DEDUCTION.-
"(A) FOR TAXABLE YEAR IN WHICH PAID.-Deficiency

dividends paid in any taxable year shall not be included in
the amount of dividends paid for such year for purposes of
computing the dividends paid deduction for such year.

"(B) FOR PRIOR TAXABLE YEAR.-Deficiency dividends
paid in any taxable year shall not be allowed for purposes of
section 858(a) in the computation of the dividends paid de-
duction for the taxable year preceding the taxable year in
which paid.

"(e) CLAIm REQUIED.-No deficiency dividend deduction shall be
allowed under subsection (a) unless (under regulations prescribed by
the Secretary) claim therefor is filed within 120 days after the date of
the determination.

"(f) SUSPENSION OF STATUTE OF LImITATIONS AND STAY OF COL-
LECTION.-

"(1) SUSPENSION OF RUNNING OP STATUTE.-I the real estate
investment trust files a claim as provided in subsection (e), the
running of the statute of limitations provided in section 6501 on
the making of assessments, and the bringing of distraint or a
proceeding in court for collection, in respect of the deficie.ncy
established by a determination under this section, and all interest,
additions to tax, additional anounts, or assessable penalties in
respect thereof, shall be suspended for a period of 2 years after
the date of the determination.



"(2) STAY oF COLLECTrN.-In the case of any dfiency estab-
lished by a determination under this section-

"(A) the collection of the deficiency, and all interest, addi-
tions to tax, additional amounts, and assessable penalties in
respect thereof, shall, except in cases of jeopardy, be stayed
until the expiration of 120 days after the date of the deter-
mination, and

"(B) if claim for a deficiency dividend deduction is filed
under subsection (e), the collection of such part of the de-
ficiency as is not reduced by the deduction for deficiency divi-
ends provided in subsection (a) shall be stayed until the

date the claim is disallowed (in whole or in part), and if dis-
allowed in part collection shall be made only with respect to
the part disallowed.

No distraint or proceeding in court shall be begun for the collec-
tion of an amount the collection of which is stayed under sub-
paragraph (A) or (B) during the period for which the collec-
tion of such amount is stayed.

"(g) DEDUcTIoN DENIED IN CASE OF FRAuD.-No deficiency dividend
deduction shall be allowed under subsection (a) if the determination
contains a finding that any part of any deficiency attributable to an
adjustment with respect to the taxable year is due to fraud with intent
to evade tax or to willful failure to file an income tax return within
the time prescribed by law or prescribed by the Secretary in pursuance
of law.

"(h) PENALTY.-
"For assessable penalty with respect to liability for tax of real estate

investment trust which is allowed a deduction under subsection (a), see
section 6697."
(2) The table of sections for such part ! is amended by adding

at the end thereof the following new item:
"See. 859. Deduction for deficiency dividends."

(b) PENALTY.-
(1)Subchapter B of chapter 68 (relating to assessable penal-

ties) is amended by adding at the end thereof the following new
section:

"SEC. 6697. ASSESSABLE PENALTIES WITH RESPECT TO LIABILITY FOR
TAX OF REAL ESTATE INVESTMENT TRUSTS.

"(a) CIVIL PeNALTr.-In addition to any other penalty provided by
law, any real estate investment trust whose tax liability for any tam-
able year is deemed to be increased pursuant to section 859(b) (2) (A)
(relating to interest and additions to tax determined with respect
to the amount of the deduction for deficiency dividends allowed)
shall- pay a penalty in an amount equal to the amount of interest for
which such trust is liable that is attributable solely to such increase.

"(b) 50-PRCENT LIMITATON.-The penalty payable under this
section with respect to any determination shall not exceed one-half
of the amount of the deduction allowed by section 859(a) for such
taxablA year.
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"(c) DEFICIENCY PROCEDURES NoT To APPLY.-Subehapter B of
hater 63 (relating to deficiency procedure for income, estate, gift,
nreertain excise taxes) shall not apply in respect of the assessment
or Collection of any penalty imposed by' 8sbsection (a) ."

_(2) The table of sections for such subchapter B is amended by
adding at the end thereof the following:

"See. 6697. Assessable penalties with respect to liability for tax of
real estate investment trusts."

(c) LATE DEsIoNATION AND PAYMENT OF CAPITAL GAIN Divi-
DEND.-The first sentence of subparagraph (C) of section 857(b)(3)
(defining capital gain dividend) is amended by inserting before the
period at the end thereof the following: "; except that, if there is an
increase in the excess described in subparagraph (A) (ii) of this para-
graph for such year which results from a determination (as defined
in section 859 (c) ), such designation may be made with respect to such
increase at any time before the expiration of 120 days after the date
of such determination".

(d) DEFINIrION op DivIDEND.-Subsection (b) of section 316 (re-
lating to the definition oJ dividend) is amended by adding a new paragraph
(3) at the end thereof, to read as follows:

"(3) DEFICIENCY DIVIDEND DISTRIBUTIONS BY A REAL ESTATE
IN VESTMENT TRUST.-The term 'dividend' also means any distribu-
tion of property (whether or not a dividend as defined in subsec-
(a)) which constitutes a 'deficiency dividend' as defined in section
859(d)."

(e) CARRYOVER OF DEFICIENCY DIVIDND.-Section 381(c) (relating
to carryover in certain corporate acquisitions) is amended by adding
a new paragraph (95) at the end thereof, to read as follows:

"(25) DEFICIENCY DIVIDEND OF REAL ESTATE INVESTMENT
TRUsT.--If the acquiring corporation pays a deficiency dividend (as
defined in section 859(d) ) with respect to the distributor or trans-
feror corporation, such distributor or transferor corporation shall,
with respect to such payments, be entitled to the deficiency divi-
dend deduction provided in section 859."

(f) TECHNICAL AMENDMENTS.-
(1) Section 6499 (relating to certain cross references) is

amended by adding a new paragraph (14) at the end thereof to
read as follows:

"(14) for credit or refund in case of deficiency dividends paid
by a real estate investment trust, see section 859."

(9) Section 6503(i) (relating to certain cross references) is
awended by adding a new paragraph (5) at the end thereof, to
read as follows:

"(5) Deficiency dividends of a real estate investment trust, see
section 859(f)."

(3) Section 6515 (relating to certain cross references) is
amended by adding a new paragraph (8) at the end thereof, to
read as follows:

"(8) DeficieAcy dividends of a real estate investment trust, see
section 859."
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SEC. 1602. TRUST NOT DISQUALIFIED IN CERTAIN CASES WHERE IN-
COME TESTS WERE NOT MET.

(a) DISQUALIFICATION NOT APPzIED.-Section 856(c) (relating to
limitations) is amended by adding at the end thereof the following
new paragraph:

"(7) A corporation, trust, or association which Jaile to meet the
requirements of paragraph (5) or (3), or of both such para-
iraph, for any taxable year shall nevertheless be considered to
have satifled the requirements of such paragraphs for such tax-
able year if-

"(A) the nature and amount of each item of its gross in-
come described in such paragraphs is set forth in a schedule
attached to its income taw return for such taxable year;

"(B) the inclusion of any incorrect information in the
schedule referred to in subparagraph (A) is not due to fraud
with intent to evade tax; and

"(C) the failure to meet the requirements of paragraph
(2) or (3), or of both such paragraphs, is due to reasonable
cause and not due to willful neglect."

(b) IMPOSITION op SPECIAL TA ES.-
(1) Section 857(b) (relating to method of taxation of real

estate investment trusts, etc.) is amended by redesignating para-
graph (5) as paragraph (7) and by inserting after paragraph
(4) the following new paragraph:

"(5) IMPOSITION OF TAX IN CASE OF FAILURE TO MEET CERTAIN
REQUIBEMENTS.-If section 856(c)(7) applies to a real estate invest-
ment trust for any taxable year, there is hereby imposed on such
trust a tax in an amount equal to the greater of-

"(A) the excess of-
(i) 95 percent (90 percent in the case of taxable years

beginning before January 1, 1980) of the gross income
(excluding gross income from prohibited transactions)
of thereal estate investment trust, over

"(ii) the amount of such gross income which is derived
from sources referred to in section 856(c) (5); or

"(B) the excess of-
" (i) 75 percent of the gross income (excluding gross

income from prohibited transactions) of the real estate
investment trust, over

" (ii) the amount Of such gross income which is derived
from sources referred to in section 856(c) (8),

multiplied by a fraction the numerator of which is the real
estate investment trust taxable income for the taxable year
(determined without regard to the deductions provided in
paragraphs (2)(B) and (2) (E), without regard to any net
operating loss deduction, and by excluding any net capital
gain) and the denominator of which is the gross income forthe taxable year (excluding gross income from prohibited

transactions; gross income and gain from foreclosure prop-
erty (as defined in section 856(e), but only to the extent suh
gross income and gain is not described in subparagraph (A),
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(B), (C),D), (E), or (G) of section 856(c) (3)); long-
term capta gain; and short-term capital gain to the extent
of any short-term capital loss)."

(2) Section 857(b) (2) (relating to real estate investment trust
taxable income) is amended by inserting after subparagraph (D)
(as redesignated by section 1606(a) of this Act) the following
new subparagraph:

"(E) There shall be deducted an amount equal to the tax
imposed by paragraph (5) for the taxable year.".

SEC. 1603. TREATMENT OF PROPERTY HELD FOR SALE TO CUSTOMERS.
(a) ELIMINATION OF HOLDi o FOR SALE RULE AS QUALIFICATION

RzQErZIMENT.-Section 856(a) (defining real estate investment trust) is
amended by striking out paragraph (4).

(b) TAX ON INCOME FROM PROPERTY DESCRIBED IN SECTION 1212(1)
THAT Is Nor FoRECLosuRE PHoPEry.-Section 857(b) (relating to
method of taxation of real estate investment trusts, etc.) is amended
by inserting after paragraph (5) (as added by section 1602(b) (1) of
this Act) the following new paragraph:

"(6) INCOME FROM PROHIBITED TRANsAcTIONS.-
"(A) IMPOSITION OF TAx.-There is hereby imposed for

each taxable year of every real estate investment trust a tax
equal to 100 percent of the net income derived from prohibited
transactions.

"(B) DEFINITIONS.-For purposes of this part-
"(i) the term 'net income derived from prohibited

transactions' means the excess of the gain from prohib-
ited transactions over the deductions allowed by this
chapter which are directly connected with prohibited
transactions;

"(ii) the term, 'net loss derived from prohibited trans-
actions' means the excess of the deductions allowed by
this chapter which are directly connected with prohib-
ited transactions over the gain from prohibited trans-
actions; and

"(iii) the term 'prohibited transaction' means a sale
or other disposition of property described in section
151 (1) which is not foreclosure property."

(c) TECHNzCAL AMENDMENTS.-
(1) So much of paragraph (3) of section 856(c) (relating to

limitations) as precedes subparagraph (A) thereof is amended to
read as folZows:

"(3) at least 75 percent of its gross income (excluding gross
income from prohibited transactions) is derived from-".

(B) Section 856(c) (B) (relating to limitations) is amended by
inserting before the semicolon in subparagraph (D) thereof
"which is not property described in section 1221(1)'.

(3) Section 856(e) (3) (relating to limitations) is amended by
inserting before the semicolon in subparagraph (C) thereof
"which'is not property described in section 121 (1)".

(4) Section 856(e) (1) (defining foreclosure property) is
amended by adding at the end thereof the following sentence:
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"Such term does not include property acquired by the real estate
investment trust as a result of indebtedness arising from the sale
or other disposition of property of the trust described in section
1221(1) which was not orginally acaured as foreclosure
property."

(5) i section 857(b) (2) (relating to real estate investment trust
taxable income) is amended by adding a now subparagraph (F)
immediately after subparagraph (E) (as added by section 1605
(b) (2) of this Act), to read as follows:

"(F) There shall be excluded an amount equal to any net
income derived from prohibited transactions and there shall
be included an amount equal to any net loss derived from pro-
hibited transaotions."

SEC. 1601. OTHER CHANGES IN LIMITATIONS AND REQUIREMENTS.
(a) NcREASE IN 90-PERCENT GRoss INcoME RzQUIRzMNT TO 95

PERcE NT.-Section 856(c)(5) (relating to limitations) is amended by
striking out "90 percent of its gross income" and inserting in lieu
thereof "95 percent (90 percent for taxable years beginning before
January 1, 1980) of its gross income (excluding gross income from
prohibited transactions) "1.

(b) APPORTIONMENT OF RENTAL INCOME AND CHARGES FOR CUSTOM-
ARY SERVICES; CHANGE IN DEFIITrIoN OF INDEPENDENT CONTRAC-
ToR.-Subsectin (d) of section 856 (defining rents from real property) is
amended to read as follows:

"(d) RENTS FROM REAL PROPERTY DEFINED.-

"(1) AMOUNTS INCLUDED.-For purposes of paragraphs (5) and
(3) of subsection (c), the term 'rents from real property' includes
(subject to paragraph ())-

"(A) rents from interests in real property,
"(B) charges for services customarily furnished r rendered

in connection with the rental of real property, whether or not
such charges are separately stated, and

"(C) rent attributable to personal property which is leased
under, or in connection with, a lease of real property, but
only if the rent attributable to such personal property for
the taxable year does not exceed 15 percent of the total rent
for the taxable year attributable to both the real and personal
property leased under, or in connection with, such lease.

For purposes of subparagraph (C), with respect to each lease of
real property, rent attributable to personal property for the tacx-
able year is that amount which bears the same ratio to total rent
for the taxable year as the average of the adjusted bases of the
personal property at the beginning and at the end of the taxable
year bears to the average of the aggregate adjusted bases of both
the real property and the personal property at the beginning and
at the end of such taxable year."($) uo~s xer .--Fr puposes oZpara, ah (2) and

"1(2) AMOUNTS EXCLUDED.-FoT par ofaaraphs 5 n
(8) of subsection (e), the term 'rents from real proper' does not
include-

"(A) except as provided in paragraph (4), any amount
received or accrued, directly or indirectly, with respect to any
real or personal property, if the determination of such amount



depends in whole or in part on the income or profits derived
by any person from such property (except that any amount
so received or accrued shall not be excluded from the term
'rents from real property' solely by reason of being based on a
ficeed percentage or percentages of receipts or sales);

(B) any amount received or accrued directly or indirectly
from any person if the real estate investment trust owns, di-
rectly or indirectly-

"(i) in the case of any person which is a corporation,
stock of such person possessing 10 percent or more of the
total combined voting power of all classes of stock entitled

'to vote, or 10 percent or more of the total number of
shares of all classes of stock of such person; or

"(ii) in the case of any person which is not a corpora-
tion, an interest of 10 percent or more in the assets or net
profits of such person; and

"(0) any amount received or accrued, directly or indirectly,
with respect to any real or personal property if the real es-
tate investment trust furnishes or renders services to the ten-
ants of such property, or manages or operates such property,
other than through an independent contractor from whom the
trust itself does not derive or receive any income.

"(8) INDEPENDENT cONTRACTOR DEFINED.-For purposes of this
subsection and subsection (e), the term 'independent contractor'
means any person-

"(A) who does not own, directly or indirectly, more than
35 percent of the shares, or certificates of benefiAial interest,
in the real estate investment trust; and

"(B) if such person is a corporation, not more than 35 per-
cent of the total combined voting power of whose stock (or 35
percent of the total shares of all classes of whose stock), or, if
such person is not a corporation, not more than 35 percent of
the interest in whose assets or net profits is owned, directly or
indirectly, by one or more persons owning 35 percent or more
of the shares or certificates of beneficial interest in the trust.

"(4) SPECIAL RULE FOR CERTAIN CONTINGENT RENTs.-Where a
real estate investment trust receives or accrues, with respect to real
or personal property, any amount which would be excluded from
the term 'rents from real property' slely because the tenant of the
real estate investment trust receives or accrues, directly or indi-
rectly, from subtenants any amount the determination of which
depends in whole or in part on the income or profits derived by
any person from such property, only a proportionate part (de-
termined pursuant to regulations prescribed by the Secretary)
of the amount received or accrued by the real estate investment
trust from that tenant will be excluded from the term 'rents from
real property'.

"(5) CoNSTBRCTzV oWNER HIp OF sTocK.- For purposes of this
subsection, the rules prescribed by section 318(a) or etermining
the &wership of stock shall apply in determining the owership
of stock, assets, or net profits of any person; except that '10 per-
cent' shall be substituted for '50 percent' in subparagraph (C)
of section 318(a) (5) and 318(a) (3)."



(C) COMMITMENT FEEs.-
(1) IN GENEEAL.-Paragraphs (8) and (3) of section 856(c)

(relating to limitations) are each amended by striking out "and"

after the sem4colon at the end of subparaph (E),by inserting
"and" after the semicolon at te 'subparagraph (F), and

by adding at the end thereof the follow new subparagraph:
"(G) amounts (other than amounts the determination of

which depends in whole or in part on the income or profits of
any person) received or accrued as consideration for entering
into agreements (i) to make loans secured by mortgages on

real property or on interests in real property or (U) to pur-
chase or lease real property (including interests in real prop-
erty and interests in mortgages on real property) ; .

(2) CONFORHZNG AMENDMBNT.-Section 857 (b) (4) (B) (relating
to net income from foreclosure property) is amended by striking
out "(D), or (E) "in subdivision (i) and inserting in Ueu thereof
"(D), (E), or (G)"

(d) lNcoME FROM SALE OF MORTGAGES HELD LESS THAN 4 YEAR.-
Section 856(c) (4) (relating to limitations) is amended to read as
follows:

"(4) less than 30 percent of its gross income is derived from
the sale or other disposition of-

"(A) stock or securities held for less than 6 months;
"(B) section 1221(1) property (other than foreclosure

property); and
"(C) real property (including interests in rea property

and interests in mortgages on real property) held for less
than 4 years other than-

"(i) property compulsorily or involuntarily converted
within the meaning of section 1033, and

"(ii) property which is foreclosure property within
the definition of section 856(e); and".

e) OPTIONS To PURcHASE REAL PROPERTY TREATED As INTERESTS

IN EAL P~oPsRTY.--eet n856(c) (6) (C) (relating to limitations) is
amended to read as follows:

"(C) The term 'interests in real property' iwludes fee own-
ership and co-ownership of land or improvements thereon,
leaseholds of land or improvements thereon, options to ac-
quire land or improvements thereon, and options to acquire
leaseholds of land or improvements thereon, but does not in-
clude mineral, oil, or gas royalty interests."

(f) REAL ESTATE INrEsmENT TRuSTS MAY BE INCORPORATED.-
(1) IN aENEAL.-So Much of subsection (a) of section 856

(defining real estate iwestment trust) as precedes paragraph (3)
thereof is amended to read as follows:_

"(a) IN GENERAL.-For purposes of this title, the term 'real estate
investment trust' means a corporation, trust, or association-

"(1) which is managed by one or more trustees or directors:
"(F) the beneficial ownership of which is evidenced by trans-

ferable shares, or by transferable certifwates of beneficial
interest;".



(2) ExcEPTroN FoR FZNANCZAL ZNSTzTUTZONS AND INSURANCE
CoMPANIES.-Section 856(a) (defining real estate investment trust)
is amended by inserting after paragraph (3) the following new
paragraph:

"(4) which. i either (A) a financial institution to which sec-
tion 585, 586, or 593 a hes, nor(B anisrceom nyt
which subchapter L ap 'iesA1. (B anisanecmayt

(8) CONFORMING AMENDMENTS.-
(A) So much of section 856(c) (relating to limitations) as

precedes paragraph (1) thereof is amended by striking out4A trst or asocuation" and inserting in lieu thereof "A cor-
poration, trust, or association".

(B) The second sentence of section 857(d) (relating to
earnings and profits) is amended by striking out "a domestic
unincorporated trust" and inserting in lieu thereof "a do-
mestic corporation, trust,".

(g) INTE.REsT.-Section 866 (relating to definition of real estate in-
vestment trust) is amended by adding after subsection (e) the follow-
ing new subsection:

"(J) IrEREsT.-For purposes of paragraphs (2)(B) and (8)(B) of
subsection (c), the term 'interest' does not include any amount received
or accrued, directly or indirectly, if the determination of such amount
depends in whole or in part on the income or profits of any person
except that:

"(1) any amount so received or accrued shall not be excluded
from the term 'interest' solely by reason of being based on a fixed
percentage or percentages of receipts or sales, and

"(2) where a real estate investment trust receives or accrues
any amount which would be excluded from the term 'interest'
solely because the debtor of the real estate investment trust re-
ceives or accrues any amount the determination of which depends
in whole or in part on the income or profits of any person, only
a proportionate part (determined pursuant to regulations pre-
scribed by the Secretary) of the amount received or accrued by
the real estate investment trust from such debtor will be excluded
from the term 'interest'.

The provisions of this subsection shall apply only with. respect to
amounts received or accrued pursuant to loans made after May 27,
1976. For purposes of the preceding sentence, a loan is considered to be
made before May 28,1976, if such loan is made pursuant to a binding
commitment entered into before May £8,1976."
(h) CERTA N DvzDENDs.-The first sentence of section 858(a) (relat-

ing to dividends paid by real estate investment trust after close of
taxable year) is amended-

(1) by inserting "(and specifies in dollar amounts)" after "to
the extent the trust elects in such return", and

(5) by striking out "paid during such taxable year" and in-
serting in lieu thereof "paid Only during such taxable year".

(i) AD PTzON OF ANNuAz AccoUNTrNo PERIOD.-
(1) Part II of subchapter M of chapter 1 (relating to real

estate investment trusts) vs amended by adding at the end thereof
the following new section:
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"SEC. 860. ADOPTION OF ANNUAL ACCOUNTING PERIOD.

"For purposes of this subtitle, a real estate investment trust shall
not change to or adopt any annual accow-ting period other than the
calendar year."

(2) The table of sections jor Such part II is amended by adding
at the end thereof the following:

"Sec. S6o. Adoption of annual accounting period."

(j)CHANGE IN DIsTmBrozN RsquiREENsr.-Section 857(a) (1)
(relating to requirements applicable to real estate investment trusts)
is amended to read as follows:

"(1) the deduction foe dividends paid during the taxable year

(as defined in section 561, but determined without regard to capi-
tal gains dividends) equals or ezceeds-

"(A) the sum of-
"(i) 95 percent (90 percent for taxable years begin-

ning before January 1, 1980) of the real estate invest-
ment trust taxable income for the taxable year (deter-
mined without regard to the deduction for dividends
paid (as defined in section 561) and byeoecluding any
net capital gain); and

"(ii) 95 percent (90 percent for taxable years begin-
ning before January 1, 1980) of the excess of the net
income from foreclosure property over the tao imposed
on such inwome by subsection (b)(4) (A); minus

"(B ,the sum of-(

(i) the amount of any penalty imposed on the real
estate investment trust by section 6697 which is paid by
such trust during the taxable year; and

"(ii) the net loss derived from prohibited transactions,
and".

() MANNER AND EFFECT OF TERMINATION OR REVOCATION OF
ELEcTzoN.-

(1) IN ONERAL.-Seetion 856 (relating to definition of real
estate investment trust) is amended by adding after subsection
(f) (as added by section 1604(g) of this Act) the following new
subsection:

"(g) TERMINATION OF ELECTION.-
"(1) FAILURE To QUALIFy .- An election under subsection (e)(1)

made by a corporation, trust, or association shall terminate if
the corporation, trust, or association is not a real estate invest-
ment trust to which the provisions of this part apply for the tax-
able year with respect to which the election is made, or for any
succeeding taxable year. Such termination shall be effective for
the taxable year for which the corporation, trust, or association
is not a real estate investment trust to which the provisions of
this part apply, and for all succeeding taxable years.

"(2) REVOCATrOW.-An election under subsection (c)(1) made
by a corporation, trust, or association may be revoked by it for
any taxable year after the first taxable year for which the elec-
tion is effective. A revocation under this paragraph shall be effec-
tive for the taxable year in which made and for all succeeding
taxable years. Such revocation mst be made on or before the 90th



day after the first day of the f st taxable year for which the rev-
ocation is to be effective. Such revocation shall be made in such
manner as the Secretary shall prescribe by regulations.

"(3) ELS'oTIOz AFTER TERMINATION OR REvocArlO.-Except as
provided in paragraph (4), if a corporation, trust, or assocition
has made an election under subsection (c) (1) and such election
has been terminated or revoked under paragraph (1) or para-
graph (9), such corporation, trust, or association (and any suc-
cessor corporation, trust, or association) shall not be eligible to
make an election under subsection (c) (1) for any taxable year
prior to the filth taxable year which begins after the first taxable
year fr which such termination or revocation is effective.

(4) EzPcIoN.-If the election of a corporation, trust, or
association has been terminated under paragraph (1), para-
graph (3) shall not apply if-

'(A) the corporation, trust, or association does not will-
fully fail to file within the time prescribed by law an income
tax return for the taxable year with respect to which the ter-
mination of the election under subsection (c) (1) occurs;

"(B) the inclusion of any incorrect information in the re-
turn referred to in subparagraph (A) is not due to fraud with
intent to evade tax; and

"(C) the corporation, trust, or 'association establishes to
the satisfaction of the Secretary that its failure to qualify as
a real estate investment trust to which the provisions of this
part apply is due to reasonable cause and not due to willful
neglect." ,

(3) CONFRORMING AmENDMENTs.-
(A) Section 856(c) (1) (relating to limitations) is amended

by striking out the semicolon at the end and inserting in lieu
thereof ", and such election has not been terminated or revoked
under &ubsection (g) "1.

(B) Section 857(a) (relating to reiuremants applicable to real
estate investment trust) is amended by striking out "(other than
subsection (d) of this section)" and inserting in lieu thereof
-"(other than subsection (d) of this section and subsection (g) of
section 856)".

SEC. 1605. EXCISE TAX.
(a) IsaosirzoN op TAx.-Subtitle D (relating to miscellaneous

excise taxes) is amended by adding at the end thereof the following
new chapter:

"CHAPTER 44-REAL ESTATE INVESTMENT
TRUSTS

"Sec. 4981. Excise tax based on certain real estate investment trust
taxable income not distributed during the taxable year.

"SEC. 4981. EXCISE TAX BASED ON CERTAIN REAL ESTATE INVEST.
MENT TRUST TAXABLE INCOME NOT DISTRIBUTED
DURING THE TAXABLE YEAR.

"Effective with respect to taxable years beginning after Decem-
ber 31, 1979, there is hereby imposed on each real estate investment
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trust for the taxable year a tax equal to 3 percent of the amo t i
any) by which 75 percent of the real estate investment trust tamable
income (as defined in section 857(b) (2), but determined without
regard to section 857(b) (2) (B), and by excluding any net capital gain
for the taxable year) exceeds the amount of the dividends paid dtduc-
tion (as ded in section 561, but computed without regard to capital
gains dividends as defined in section 857(b) (3) (C) and without re-
gard to any dividend paid after the close of the taxable year) for the
taxable year. For purposes of the preceding sentene, the determina-
tion of the real estate investment trust taxable income shall be made by
taking into account only the amount and character of the items of
income and deduction as reported by such trust in its return for the
taxable year."

(b) TEcHNIOAL AMENDMENS.-
(1) Paragraph (6) of section 275(a) (relating to denial of

deductio, for certain taxes) is amended by striking out "and
chapter 48." and inserting in lieu thereof ", chapter 48, and chap-
ter 44."

(2) Section 857 (relatin? to taxation of real estate investment
trusts and their beneficiarzee) is amended by adding at the end
thereof the following new subsection:

"(e) CRoss REFERENCE.---
"For provisions relating to excise tax based on certain real estate

investment trust taxable income not distributed during the taxable
year, see section 49M."
(3) Section 6161(b) (1) (relating to extensions of time for

payment of tax), as amended by this Act, is amended by striking
out "42 or 43" and inserting in lieu thereof "42, 4 , or 44". The
second sentence of section 6161 (b) is amended by striking out "or
chapter 43" and inserting in lieu thereof "43, or 44".

(4) Section 6211 (defining deficiency) is amended-
(A) by striking out "and 43" in subsection (a) and insert-

ing in lieu thereof "43, and 44",
(B) by striking out "or 43" in subsection (a) and insert-

ing in lieu thereof "43, or 44", and
(C) by striking out "or 43" in subsection (b) (2) and in-
serting in lieu thereof "43, or 44".

(5) Section 6212 (relating to notice of deficiency) is asended-
(A) by striking out "or 43" in subsection (a) and insert-

ing in lieu thereof "4+, or 44",
(B) by striking out "or chapter 43" in subsection (b) (1)

and inserting in lieu thereof "chapter 48, or chapter 44,
(C) by striking out "chapter 43, and this chapter" in sub-

section (b) (1) and inserting in lieu thereof "chapter 43, chap-
ter 44, and this chapter", and

(D) by striking out "of chapter 43 tax for the sane tax-
able years," in subsection (c) (1) and inserting in lieu thereof
"of chapter 48 tax for the some taxable years, of chapter 44
tax for the same taxable year,".

(6) Section 6213(a) (relating to restrictions applicable to deft-
ciencie and petition to Tax Court) is amended by striking out
"or 48" and inserting in lieu thereof "48, or 44".
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(7) Section 6214 (relating to determinations by Tax Court) is
amended-

(A) by striking out "or 43" in the heading of subsection
(c) and inserting in lieu thereof "43, or 44", and

(B) by striking out "or 43" each place it appears in sub-
section (c) and inserting in lieu thereof ".43, or 44", and

(C) by striking out "or 43" in subsection (d) and insert-
ing in lieu thereof "43, or 44".

(8) Section 6344(a) (1) (relating to cross references) is
amended by striking out "or 43', and inserting in lieu thereof
"ES or 0".

(9) Section 6512 (relating to limitations in case of petition to
Tax Court) is amended by striking out "or 43" each place it ap-
pears and inserting in lieu thereof "43, or 44".

(10) Section 6601 (c) (relating to suspension of interest in cer-
tain income, etc. tax cases) is amended by striking out in the head-
ing thereof "or 43" and inserting in lieu thereof "43, or 44".

(11) Section 74.2 (relating to civil actions for refund) is
amended by striking out "or 43" in subsection (e) and inserting
in lieu thereof "143, or 44".

(c) CLERICAL AmENDMNH.-The table of chapters for subtitle D
is amended by adding at the end thereof the following:

"Chapter 4. Real estate investment trusts."
SEC. 1606. ALLOWANCE OF NET OPERATING LOSS CARRYOVER.

(a) ALzOWANCE oP DEDcrzo.-Section 857(b)(2) (relating to
real estate investment trust taxable income) is amended by striking
out subparagraph (E) and by redesignating subparagraph (F) as
subparagraph (D).

(b) YEARS To WHICH Loss MAY BE CARRIED-SectiOn 1 72(b) (1)
(relating to years to which a net operating loss may be carried) is
amended by adding at the end thereof the following:

" (I) In the case of a tapayer which has a net operating
loss for any taxable year for which the provisions of part !!
of subchapter M (relating to real estate investment trusts)
apply to such taxpayer, such loss shall not be a net operating
loss carryback to any taxable year preceding the taxable year
of such loss and shall be a net operating loss carryover to
each of the 8 taxable years following the taxable year of such
loss, eccpt, in the case of a net operating loss for a taxable
year ending before January 1, 1976, such loss shall not be car-
ried to the 6th, 7th, or 8th taxable year following the taxable
year of such loss unless part 1 of subchapter M applied to the
tax paver for the taxable year to which the loss is carried and
for all intervening taxable years following the year of loss.
A net operating loss shall not be carried back to a taxable
year for which part II of subchapter M applied to the
taxpayer."

(c) DETERMINATION or THE AMOUNT or THE NET OPERATZo Loss
AND THE CARRYovER.-Setion 172(d) (relating to modifications in
computing net operating loss) is amended by adding a new paragraph
(7) at the end thereof, to read as follows:

-. i",



"(7) In the case of any taxable year for which part II of sub-
chapter M (relating to real estate investment trusts) applies to
the taxpayer-

"(A) the net operating loss for such taxable year shall be
computed by taking into account the adjustments described
in section 857 (b) (B) (other than the deduction for dividends
paid described in section 857 (b) (2) (B) ) ; and

"(B) where such taxable year is a 'prior taxable year' re-
ferred to in paragraph (2) of subsection (b), the term 'tax-
able income' in such paragraph shall mean 'real estate in-
vestment trust taxable income' (as defined in section 857(b)
(2)).",

(d) CONFORMING AMENDMENT.-
(1) Section 172(b) (1) (relating to years to which a loss may

be carried carrybacks and carr-yovers) is amended by striking out
"and (G) ," in subparagraph (A) (i) and inserting in lieu thereof
"(G), and (I)," and by striking out in subparagraph (B) "and
(E)" and inserting in lieu thereof "(E), and (I),".

(B) Subparagraph (B) of section 857(b) (2) (relating to real
estate investment trust taxable income), as redesignated by section
1607(b) of this Act, is amended by striking out "subparagraph
(F) " and inserting in lieu thereof "subparagraph (D) "-

SEC. 1607. ALTERNATIVE TAX IN CASE OF CAPITAL GAINS.
(a) ALTERNATIVE TAx.-Section 857(b)(8)(A) (relating to imposi-

tion of tax on capital gain) is amended to read as follows:
"(A) ALTERNATIVE TAX IN CASE OF CAPITAL GAINS.-If

for any taxable year a real estate investment trust has a net
capital gain, then, in lieu of the tax imposed by subsection
(b) (1), there is hereby imposed a tax (if such ta is less
than the tax imposed by such subsection) which shall con-
sist of the sum of-

"(i) a tax, computed as provided in subsection (b) (1),
on the real estate investment trust taxable income (deter-
mined by excluding such net capital gain and by com-
puting the deduction for dividends paid without regard
to capital gain dividends), and

"(ii) a tax of 30 percent of the excess of the net capital
gain over the deduction for dividends paid (as defined
in sectn 561) determined with reference to capital gains
dividends only."

(b) CONFORMING AmENDMENs.-
(1) (A) Section 857(b) (2) (relating to method of taxation

of real estate investment trust tonable income) is amended by
deletinq subparaoraph (A) and redesignating subparagraphs
(B), (&),and (D) as subparagraphs (A), (B), and (C) , respec-
tively.

(B) Subsection (e) (2) of section 46 (relating to investment
credit) is amended-

(i) by striking out "857(b) (B) (C)" in subparagraph (B)
and inserting in lieu thereof "857(b) (-B) (B) ", and

(ii) by inserting "determined without regard to any deduw-
tion for capital gains dividends (as defined in section 857



(b)(3)(C)) and by excluding any net capital gain" ima
mediated before the period at the end of the last sentence
thereof.

(C) Section 443 (e) (5) (relating to cross references) is amended
by striking out "857(b)(2)(D)" and inserting in lieu thereof
"857(b)(2)(C)".

(9) Subparagraph (B) of section 857(b) (2) (relating to real
estate investment trust taxable income), as redesignated by para-
graph (1) of this subsection, is amended by striking out shall
be computed without regard to capital gains dividends and".

(3) Section 857(b) (3)(C) (relating to definition of capital
gain dividend) is amended by inserting after the second sentence
thereof the following: "For purposes of this subparagraph, the
net capital gain shall be deemed not to exceed the real estate in-
vestment trust taxable income (determined without regard to the
deduction for dividends paid (as defined in section 561) for the
taxable year."

EC. 1608. EFFECTIVE DATE FOR TITLE.
(a) DE cINCY DwvIDBND PROCEDUREs.-The amendments made

by section 1601 shall aply with res ect to determinations (as defined
in section 859(c) of the Internal Cevenue Code of 1954) occurring
after the date of the enactment of this Act. If the amendments made
by section 1601 apply to a taxable year ending on or before the date of
enactment of this Act:

(1) the reference to section 857(b) (3) (A) (ii) in sections
857(b) (3) (C) and 859(b) (1) (B) of such Code, as amended, shall
be considered to be a reference to section 857(b) (3) (A) of such
Code, as in effect immediately before the enactment of this Act,
and

(2) the reference to section 857(b) (2) (B) in section 859(a)
of such Code, as amended, shall be considered to be a reference to
section 857(b) (2) (C) of such Code, as in effect immediately be-
fore the enactment of this Act.

(b) TRUST NOT DrEQuALFcZD IN CERTAZN CASES WHERE INcOME
TESTS NOT Me'.-The amendment made by section 1602 shall appl. to
taxable years of real estate investment trusts beginning after the date
of the enactment of this A ct. In addition, the amendments made by
section 1602 shall apply to a taxable year of a real estate investment
trust beqinning before the date of the enactment of this Act if, as the
result of a determination (as defined in section 859(c) of the Internal
Revenue Code of 1954) with respect to such trust occurring after the
date of the enactment of this Act, such trust for such taxable years
does not meet the requirements of section 86(c) (2) or section 856
(c) (3), or of both such sections, of such Code as in effect for such tax-
able year. In any case, the amendment made by section 1602(a) re-
quiring a schedule to be attached to the income tax return of certain
real estate investment trusts shall apply only to taxable years of such
trusts beginning after the date of the enactment of this Act. If the
amendments made by section 1602 apply to a taxable year ending on
or before the date of enactment of this Act, the reference to paragraph
(2) (B) in section 857(b) (5) of such Code, as amended, shall be con-



sidered to be a reference to paragraph (2) (C) of section 857(b) of
such Code, as in effect immediately before the enactment of this Act.

(c) ALTERNATivE TAX AND NET OPERATzo Loss.-The amendments
made by sections 1606 and 1607 shall apply to taxable years endn g
after the date of the enactment of this Act, except that in the case of
a taxpayer which has a net operating loss (as defined in section 178(a)
of the internal Revenue Code of 1954) for any taxable year ending
after the date of enactment of this Act for which the provisions of
part 1 of subchapter M of chapter I of subtitle A of such Code a~p
to such taxpayer, such loss shall not be a net operating loss carryoacM
under section 172 of such Code to any taxable year ending on or before
the date of enactment of this Act.

(d) OTHER AmENDmENT.-
(1) Except as provided in paragraph (2) and (3), the amend-

ments made by sections 1603,1604, and 1605 shall apply to taxable
years of rea estate investment trusts beginning after the date of
the enactment of this Act.

(2) If, as a result of a determination (as defined in section
859(c) of the Internal Revenue Code of 1954), occurring after
the date of enactment of this Act, with respect to the real estate
investment trust, such trust does not meet the requirement of sec-
tion 856(a) (4) of the Internal Revenue Code of 1954 (as in effect
before the amendment of such section by this Act) for any taw-
able year beginning on or before the date of the enactment of this
Act, such trust may elect, within 60 days after such determina-
tion in the manner provided in regulations prescribed by the Sec-
retary of the Treasury or his delegate, to have the provisions of
section 1603 (other than paragraphs (1), (2), (3), and (4) of
section 1603(c)) apply with respect to such taxable year. Where
the provisions of section 1603 apply to a real estate investment
trust with respect to any taxable year beginning on or before the
date of the enactment of this Act-

(A) credit or refund of any overpayment of tax which re-
sult from the application of section 1603 to such taxable
year shall be made as if on the date of the determination (as
defined in section 859(c) of the Internal Revenue Code of
1954) 2 years remained before the expiration of the period of
lim station prescribed by section 6511 of such Code on the
fing of claim for refund for the taxable year to which the
overpayment relates,

(B) the running of the statute of limitations provided in
section 6501 of such Code on the making of assessments, and
the bringing of distraint or a proceeding in court for collec-
tion, in respect of any deficiency (as defined in section 6211
of such Code) established by such a determination, and all
interest, additions to tax, additional amounts, or assessable
Penalties in respect thereof, shall be suspended for a period
of 2 years after the date of such determination, and

(C) the collection of ay deficiency (as defined in section
6211 of such Code) established by such determination and all



interest, additions to tax, additional amounts, and assessable
pnalties in respect thereof shall, except in cases of jeopardy,
be stayed until the expiration of 60 days after the date of
such determination.

No distraint or proceeding in court shall be begun for the collec-
tion of an amount the collection of which is stayed under para-
graph (3) during the period for which the collection of such
amount is stayed.

(3) Section 856(g) (3) of the Internal Revenue Code of 1954,
as added by section 1604 of this Act, shall not apply with respect
to a termination of an election, filed by a taxpayer under section
$56(c) (1) of such (ode on or before the date of the enactment of
this Act, unless the provisions of part II of subchapter M of chap-
ter r of subtitle A of such Code apply to such taxpayer for a tax-
able year ending after the date of the enactment of this Act for
which such election is in effect.

And the Senate agree to the same.
Amendment numbered 30:
That the House recede from its disagreement to the amendment of

the Senate numbered 30, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

RAILROAD PROVISIONS
SEC. 1701. CERTAIN PROVISIONS RELATING TO RAILROADS.

(a) TREATMENT OF CERTAIN RAILROAD TzEs.-Section 263 (relating
to capital expenditures) is amended by adding at the end thereof the
following new subsection:

"(g) RAILROAD Trs.-ln the case of a domestic common carrier by
rail (including a railroad switching or terminal company) which uses
the retirement-replacement method of accounting for depreciation of
its railroad track, expenditures for acquiring and installing replace-
ment ties of any material (and fastenings related to such ties) shall be
accorded the same tax accounting treatment as expenditures for re-
placement ties of wood (and fastenings related to such ties)."

(b) INCREASE IN 50-PERCFNT LIMITATIoN.-SubseCtion (a) of section
46 (relating to determination of amount of investment credit) is
amended by adding at the end thereof the following new paragraph:

"(8)ALTERNATIVE LIMITATION IN THE CASE OF CERTAIN
RAILROADS.-

"(A) IN E9NERAL.-If, for a taxable year ending after cal-
endar year 1976, and before calendar year 1983, the amount of
the qualified investment of the taxpayer which is attributable
to railroad property is £5 percent or more of his aggregate
qualified investment, then subparagraph (C) of paragraph
(3) of this subsection shall be applied by substituting for 50
percent his applicable percentage for such year.



"1(B) APPLICABLE PERCENTAG.- e applicable percentage
?f any taxpayer for any taxable year under this paragraph
Is-

"(i) 50 percent, plus
"(ii) that portion of the tentative percentage for the

taxable year which the taxpayer's amount of /alified
investment which is railroad property bears to his aggre-
gate qualified investment.

If the proportion referred to in clause (ii) is 75 percent or
more, the applicable percentage of the taxpayer for the year
shall be 50 percent plus the tentative percentage for such
year.

"(C) TENTATIVE PECEcNTAo.-For pur oses a subpara-
graph (B), the tentative percentage shal be determined
under the following table:

"If the taxable The tentative
year ends in: percentage ia:

1977 or 1978 ----------------------------------------. 50
1979 ------------------------------------------------ 40
1980 ------------------------------------------------ so
1981 ---------------------------------------- 0
1988 ------------------------------------------------ 10

"(D) RArLROAD PROPERTY DEPINED.-For purposes of this
paragraph, the term 'railroad property' means section 38
property used by the taxpayer directly in connection with
the trade or business carried on by the taxpayer of operating
a railroad (including a railroad switching or terminal
company)."

SEC. 1702. AMORTIZATION OVER 50-YEAR PERIOD OF RAILROAD GRAD-
ING AND TUNNEL BORES PLACED IN SERVICE BEFORE
1969.

(a) IN GENERAL.-Section 185 (relating to amortization of railroad
grading and tunnel bores) is amended by redesignating subsections
(d), (e), (f), (g), and (h) as subsections (f), (g), (h), (i), and
(p), respectively, and by inserting after subsection (a) the following
new subsections :"(d) ELeCTIOn WITH RESPEcT TO PRr-1969 PROPERT.-A taxpayer
may, for any ta able year beginning after December 31, 1974, elect
for purposes of this section to treat the term 'qualified railroad grad-
ing and tunnel bores' as including pre-1969 railroad grading and
tunnel bores. An election under this subsection shall be made by flling
with the Secretary, in such manner, in such form, and within such
time, as the Secretary may by regulations prescribe, a statement of
such election. The election under this subsection shall remain in
effect for all taxable years, after the first year for which it is effec-
tive, for which an election under subsection (c) is effective. The
election under this subsection shall apply to all pre-1969 railroad
grading and tunnel bores of the taxpayer, unless, on application by
the taxpayer, the Secretary permits him, subject to such conditions
as the Secretary deemed necessary, to revoke such election.
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"(e) ADJUSTED BASIS FOR PRE-1969 RAILROAD GRADING AND
TUNNEL BORES.-

"(1) IN OENERL.-The adjusted basis oj any pre-1969 railroad
grading and tunnel bore shall be determined under this subsection.

"(5) PROPERTY ACQUIRED OR CONSTRUCTED AFTER FEBRUARY 28,

1918.-
"(A) In the case of pre-1969 railroad grading and tunnel

bores--
"(i) acquired by the taxpayer after February 28,

1913, or
"(ii) the construction of which was completed by the

taxpayer after February .8,1913,
the adjusted basis of such property shall be equal to the
adjusted basis (for determining gain) of such property in
the hands of the taxpayer.

"(B) In the case of property described in subparagraph
(A) (i)-

"(i) which was in existence on February 28, 1913,
a(ii) for which the taxpayer has a substituted basis,

"(iii) such substituted basis for which would, but for
the provisions of this section, be determined under sec-
tion 1053,

then the adjusted basis of such property shall be determined
as if such property were property described in paragraph
(3) (A).

"(8) PROPERTY ACQUIRED OR CONSTRUCTED BEFORE MARCH 1,
1969.-

"(A) In the case of pre-1969 railroad grading and tunnel
bore-

(i) acquired by the taxpayer before March 1,1913, or
(ii) the construction of which was completed by the

taxpayer before March 1, 1913,
the adjusted basis of such property shall be determined
under the provisions of subparagraph (B), (C), or (D) of
this paragraph.

" (B) In the case of any property valued under an original
valuation made by the Interstate Commerce Commission pur-
suant to section 19a of part I of the Interstate Commerce Act
(49 U.S.C. 19a), the adjusted basis of such property shall be
eu to the amount ascertained by the Interstate Commerce
owosnisson as of the date of such valuation to be Such prop-

erty's cost of reproduction new (as the term 'cost of repro-
duction new' is used in such section 19a).

"1(C) In the case of property which was not valued by the
Interstate Commerce Comission in the manner described in
subparagraph (B), but which was valued under an original
valuation made by a comparable State regulatory body, the
adjusted basis of such property shall be equal to the amount
ascertained by such State regulatory body as of the date of
its original valuation to be such property's value,



"(D) If, in the case of any property to which this para-
graph applies--

"(i) neither subparagraph (B) nor (C) applies, or

"(ii) notwithstanding subparagraphs ( B) and (C),
either the taxpayer or the Secretary can establish the

adjusted basis (for purposes of determining gain) of

such property in the hands of the taxpayer,
then the adjusted basis of such property shall be eual to its
adjusted basis (for purposes of determining gain) in the
hands of the taxpayer."

(b) DEFINITION OF PRE-1969 RAILROAD GRADING AND TUNNL

BoRr.-Subsection (f) of section 185 (as redesignated by subsection
(a) of this section) is amended by adding at the end thereof the fol-

lowing new paragraph:
"(3) PRE-1es RAILROAD GRADING AND TUNNEL BORES.-Tht

term 'pre-1969 railroad grading and tunnel bores' means rail-

road grading and tunnel bores the original use of which com-
mences before January 1, 1969.".

SEC. 1703. CERTAIN PROVISIONS RELATING TO AIRLINES.
Subsection (a) of section 46 (relating to determination of amount

of investment credit) is amended by adding at the end thereof the
following new paragraph:

"(9) ALTERNATIVE LIMITATION IN THE CASE OF CERTAIN
AIRLINES.-

"(A) IN GENERAL.-If, for a taxable year ending after
calendar year 1976 and before calendar year 1983, the amount
of the qualified investment of the taxpayer which is attribut-
able to airline property is 25 percent or more of his aggregate
qualified investment, then subparagraph (C) of paragraph
(3) of this subsection shall be applied by substituting for 50
percent his applicable percentage for such year.

"(B) APPLICABLE PERCENTAE.-The applicable percentage
of any taxpayer for any taxable year under this paragraph
is,-

"(i) 50 percent, plus
"(ii) that portion of the tentative percentage for the

taxable year which the taxpayer's amount of qualified
investment which is airline property bears to his aggre-
gate qualified investment.

If the proportion referred to in clause (ii) is 75 percent or
more, the applicable percentage of the taxpayer for the year
shall be 50 percent plus the tentative percentage for such
year.

"(') TENTATIVE PERCENTAOE.-For purposes o s&ubpara-
graph (B), the tentative percentage shall be determined under
the following table:

"If the taxable -The tentative
year ends in: percentage is:

1977 or 1978 ----------------------------------- 50
1979 --1980 -- - - - - - - -- - -. . . . 0

198--------- ----------------------------- so

19812 - 0



"(D) ARzzN PROPERTY DEIN2ED.-For purposes of this
paragraph, the term 'airline property' means section 38 prop-
erty used by the taxpayer directly in connection with the
trade or business carried on by the taxpayer of the furnish-

SOr sale of transportation as a common carrier by air
8 ect to the urisdiction of the Civil Aeronautics Board
or the Federal Aviation Administration."

And the Senate agree to the same.
Amendment numbered 32:
That the House recede from its disagreement to the amendment of

the Senate numbered 32, and agree to the same with an amendment as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

REPEAL AND REVISION OF OBSOLETE,
RARELY USED, ETC., PROVISIONS OF
INTERNAL REVENUE CODE OF 1954

Subtitle A-Amendments of Internal Revenue
Code Generally

SEC. 1901. AMENDMENTS OF SUBTITLE A; INCOME TAXES.
(a) IN GENRAL.-

(1) AMENDMENT OF SECTION 2.-Subsection (c) of section 2
(relating to certain ma tried individuals living apart) is amended
to read as follows:

"(c) CERTAIN MARRIED INDIVIDUALS LivNG APART.-For purposes
of this part, an individual shall be treated as not married at the close
of the taxable year if such individual is so treated under the provi-
sions of section 143 (b)."

(2) REPEAL OF SECTION a.- Section 35 (relating to partially
tam-exempt interest received by individuals) is repealed.

(3) AMENDMENT OF SECTION 39.-Section 39 (relating to certain
uses of gasoline, special fuels, and lubricating oil) is amended
by striking out subsections (b) and (c) and inserting after sub-
section (a) the following new subsection:

"(b) ExcEPTioN.-Credit shall not be allowed under subsection (a)
for any amount payable under section 6421, 6124, or 647, if a claim.
for such amount is timely fied and, under section 641 (i), 644 (f), or
64e7 (f), is payable under such section."

(4) MENDMENTS OF SECTION 4 6.
(A) The second sentence of section 46(a) (4), as redesig,

nated by this Act, is amended by striking out "section 408 (e)"
and inserting in lieu thereof "section 408 (f) ".

(B) Clause (iii) of section 46(c) (3) (B) (relating to pub-
lic utility property) is amended by striking out "47 U.S.C.,
sec. 202(a) (5)" and inserting in lieu thereof "47 U.S.C.
222(a) (5)".



(5) AMENDMENTS OP SECTION 4.-
(A) Section 48 (a) (2) (B) (vi) (relating to section 38 prop-

erty used outside the United States) is amended by striking
out"; "43 U.S.C., sec. 1331 )" and inserting in lieu thereof "( 43
U.S.C. 1331))".

(B) Section 48(a) (23) (B) (viii) is amended by striking out
"47 U.S.C., sec. 702" and inserting in lieu thereof "47 U.S.C.
702".

(6) AMENDMENT OF SECTION 50.-The second sentence of section
50A (a) (3) (relating to liability for tax) is amended by striking
out "section 408 (e)" and inserting in lieu thereof "section 408(f)".

(7) REPEAL OF SECTION 5.-Subchapter A of chapter 1 is
amended by striking out part V (relating to tam surcharge).

(8) AMENDMENTS OF SECTION 62.-Section 62 (relating to defini-
tion of adjusted gross income) is amended by redesinating para-
graph (11), as added by the Act of October 96, 1974 (Public
Lwu 93-483), as paragraph (193):

ADDITIONAL AMENDMENT OF SECTION s2.-Section 6,2(12), as re-
designated by subparagraph (A) of this paragraph, is amended
by striking out "trade or business to the extent" and inserting in
lieu thereof "trade or business, to the extent".

(10) DEFINITION OF ORDINARY INCOME AND ORDINARY LOSS.-
Part I of subchapter B of chapter 1 (relating to definitions of
gross income, adjusted gross income, and 'taxable income) is

amended by adding at the end thereof the following new section:
"SEC. 64. ORDINARY INCOME DEFINED.

"For purposes of this subtitle, the term 'ordinary income' includes
any gain from the sale or exchange of property which is neither a
capital asset nor property described in section 1231(b). Any gain
from the sale or exchange of property which is treated or considered,
under other provisions of this subtitle, as 'ordinary income' shall be
treated as gain from the sale or exchange of property which is neither
a capital asset nor property described in section 1231(b)."

(11) DEFINITION OF ORDINARY LoSS.-Part 1 of subehapter B
of chapter 1 (relating to definitions of gross incon, adjted
gross income, and taxable income) is amended by adding at the
end thereof the following new section:

"SEC. 65. ORDINARY LOSS DEFINED
"For purposes of this subtitle, the term 'ordinary loss' includes any

loss from the sale or exchange of property which is not a capital asset.
Any loss from the sale or exchange of property which is treated or Con-
sidered, under other provisions of this subtitle, as 'ordinary loss' shall
be treated as loss from the sale or exchange of property which is not a
a capital asset."

(19) AMENDMENT OF SECTION 72.-Section 72(d) (1? relatingg to
employees' annuities) is amended by striking out '(whether or
not before January 1, 1954)" and by striking out "(under this
paragraph and prior income tax laws) ".



(13) ADDITINAL AMENDMENT OF SECTION 72.-Section 72(m) (4)
(A ) (reting to assignments or pledges) is amended by striking
out "an individual retirement amount" and inserting in lieu
thereof "an individual retirement account".

(14) REPEAL OF SECTION 7.-Section 76 (relating to mortgages
made or obligations issued by joint stock land banks) is repealed.

(15) AMENmENT OF sEcTioN sas.-Section 83(b) (2) (relating
to election to include the value of restricted property in gross
income) is amended by striking out "(or, if later, 30 days after
the date of the enactment of the Tax Reform Act of 1969)".

(16) AMENDMENT OF srcTroN ioi.-ection 101 is amended by
striking out subsection (f) (relating to effective date of section).

(17) AMENDMENTs or BEcTzoN 103.-
(A) Section 103(a) (relating to tax-exemnpt interest), as

amended by this Act, is amended by inserting "and" at the
end of paragraph (1), by striking out paragraphs (2) and
(3), and by redesignating paragraph (4) as paragraph (2).
(B) Section 103 is amended by striking out subsection (b)

(relating to certain exceptions) and by redeignating sub-
sections (c), (d), (e), (f), and (g) (as added by this Act)
as subsections (b), (c), (d), (e), and (f) respectively.
(0) Section 103(b) (1) (relating to industrial develop-

ment bonds), as redesignated by subparagraph (B) of this
paragraph, is amended by inserting "or (2)" after" (9a) (1)".

(D) Section 103(c) (2) (A ) (relating to definition of arbi-
trage bonds), as redesignated by subparagraph (B) of this
paragraph, is amended by inserting "or (2)" after" (9a) (1) ".
(E) Section 103(e) (relating to certain cross references)

as redesignated by subparagraph (B) of this paragraph,
is amended to read as follows:

"(e) CROSS REFERENCES.-
"For provisions relating to the taxable status of-

"(1) Puerto Rican bonds, see section 3 of the Act of March 2, 1917,
a amended (48 U.S.C. 745).

"(2) Virgin Islands insular and municipal bonds, see section I of
the Act of October 27,1949 (48 U.S.C. 1403).

"(3) Certain obligations issued under title I of the Housiug Act of
1949, see section 10

2
(g) of title I of such Act (42 U.S.C. 1452 (g))."

(18) AmNpMENTS OF sEcTION 10 4.-
(A) Section 104(a) (4) (relating to exclusion of com-

pensation for injuries or sickness) is amended by striking out
"; 60 Stat. 1021".
(B) Section 104(b) (2) is amended to read as follows:

"(2) For exclusion of part of disability retirement pay from the ap-
plication of subsection (a)(4) of this section, see section 1403 of title
10, United States Code (relating to career compensation laws)."

(19) AMENDm-Nr OF sECTIoN i 5.-Section 115 (relating to in-
come of States, municipalities, etc.) is amended to read as
follows:
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"SEC. 115. INCOME OF STATES, MUNICIPALITIES, ETC.
"Gross income does not include-

"(1) income derived from any public utility or the exercise
of any essential governmental function and accruing to a State
or any political subdivision thereof, or the District of Columbia;
or

"(2) income accruing to the government of any possession of
the United States, or any politzeal subdivision thereof."

(20) AMENDMENT OF SECTION 11.-Subsection (a) of section 116
(relating to partial exclusion of dividends receivedby individ-
uals) is amended by striking out "Effective with respect to any
taxable year ending after July 31, 1954, gross income" and in-
serting in lieu thereof "Gross income".

(91) AMENDMENT OF SECTzON 124.-Section 14 (relating to cross
references to other Acts) is amended to read as follows:

"SEC. 124. CROSS REFERENCES TO OTHER ACTS.
"(a) For exemption of-

"(1) Adjustments of indebtedness under wage earners' plans, see
section 679 of the Bankruptcy Act (11 U.S.C. 1079).

"(2) Allowances and expenditures to meet losses sustained by per-
sons serving the United States abroad, due to appreciation of foreign
currencies, see section 5942 of title 5, United States Code.

"(3) Amounts credited to the Maritime Administration under sec.
tion 9(b)(6) of the Merchant Ship Sales Act of 1946, see section
9(c)(1) of that Act (50 U.S.C. App. 1742).

"(4) Benefits under laws administered by the Veterans' Admin.
istration, see section $101 of title 38, United States Code.

"(5) Earnings of ship contractors deposited in special reserve
funds, see section 607(d) of the Merchant Marine Act, 1936 (46 U.S.C.
1177).

"(6) Income derived from Federal Reserve banks, including capital
stock and surplus, see section 7 of the Federal Reserve Act (12 U.SC.
531).

"(7) Railroad retirement annuities and pensions, see section 12 of
the Railroad Retirement Act of 1935 (45 U.S.C. 2281).

"(8) Railroad unemployment benefits, see section 2(e) of the Rail.
road Unemployment Insurance Act (45 U.S.C. 352).

"(9) Special pensions of persons on Army and Navy medal of
honor roll, see 38 U.S.C. 562(a)-(c).

'(b) For extension of military income-tax-exemption benefits to com-
missioned officers of Public Health Service in certain circumstances, see
section 212 of the Public Health Service Act (42 U.S.C. 213)."
(22) AMENDMENT OF SECTION 14.-Section 143 (relating to de-

termination of marital status) is amended by striking out "this
part" each place it appears and inserting in lieu thereof "this part
and part V1.

(23) AMENDMENT OF SECTION 15.--Section 151(e) (4) definingg
student and educational institution) is amended to read as
follows:

"(4) STUDENT DEFINED .- For purposes of paragraph (1) (B) (ii),
the term 'student' means an individual who during each of 5 cal-
endar months during the calendar year in which ihe taxable year
of the taxpayer begins-



"(A) is a full-time student at an educational organization
dsoribed in section 170(b) (1) (A) (ii) ; or

"(B) is pursuing a full-time course of institutional on-
farm training under the supervision of an accredited agent
of an educational organization described in section 170 (b) (1)
(A) (ii) or of a State or political subdivision of a State."

(94) AMENDMENTS OF ECTroN 152.-
(A) Section 152(a) (defining dependent) is amended-

(i) by inserting "or" at the end of paragraph (8),
(is) by striking out ", or" at the end of paragraph (9)

and inserting in lieu thereof a period, and
(iii) by striking out paragraph (10).

(B) Section 159 (b)M() (relating to rules concerning the
definition of dependent) is amended to read as follows:

"(3) The term 'dependent' does not include any individual who
is not a citizen or national of the United States unless such in-
dividual is a resident of the United States or of a country con-
tiguous to the United States. The preceding sentence shall not
exclude from the definition of 'dependent' any child of the tax-
payer legally adopted by him, if, for the taxable year of the tax-
payer, the child has as his principal place of abode the home of the
taxpayer and is a member of the taxpayer's household, and if the
tpaer is a citizen or national of the United States."

(95) AMENDMENTS O, SECTION 104.-Sectwn 164(d) (9) (relat-
ing to apportionment of taxes on real property between the seller
and purchaser) is amended by striking out subparagraphs (B)
and (C), and by redesignating subparagraph (D) as subpara-
graph (B).

(96) AMrNDMrNTS oF SrcTIN es.-Section 165 (relating to de-
duction of losses) is amended by striking out subsection (i) (relat-
ing to property confiscated by Cuba), and by redesignating sub-
section (j) as subsection (i).

(27) AMrNDMENrS OF SECrION 107.-
(A) section 167(d) (relating to agreement as to useful life

for depreciation) is amended by striking out "after the date
of enactment of this title" and inserting in lieu thereof "after
August 16,1954".

(B) Section 167(e) (relating to change in method of depre-
ciation) is amended by striking out paragraph (9) and by
redesignating paragraph (3) as (9).

(C) Section 167(f) (9) (defining personal property) is
amended by striking out "the date of the enactment of the
Revenue Act of 19#2" and inserting in lieu thereof "Octo-
ber 16,1969".

(D) Section 167(l) (4) (A) (relating to election as to
ireased-capacity property) is amended by striking out

j .within 180 days after the date ofhe e enactment of this sub-
paragraph" and inserting in lieu thereof "before June 99,
1970,".
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(28) AMENDMENTS Or ECTIOzr 170.-
(A) (i) Section 170 (relating to charitable deductions) is

amended by striking out subsections (f) (6) and (g) (relating
to unlimited charitable deductions allowed for tamable years
beginning before January 1,1975), and by redesignating sub-
seCtlon8 (h), (i), and (j) as subsections (g), (A), and (i),
respectively.

(ii) Seotion 170(b) (1) (relating to percentage limitations
on deductions for individuals) is amended by striking out
subparagraph (6) (relating to unlimited deductions), and
by redesignating subparagraphs (D), (E), and (F) as sub-
paraoraphs (C), (D), and (E), respectively.

(iii) Section 176(b) (1) (A) (vii) is amended by striking
out "subparagraph (E)" and inserting in lieu thereof "sub-
paragraph (D)".

(iv) Section 170(b) (1) (B) (ii) is amended by striking out
subparagraphh (D)" and inserting in lieu thereof "subpara-
graph (C)".

(v) Section 170(c) (relating to definition of charitable
contribution) is amended by striking out in the last sentence
"subsection (h)" and inserting in lieu thereof "subsec-
tion (g)".

(vi) Section 170(e) (1) (B) (ii) (relating to certain con-
tributions of ordinary income and capital gain property) is
amended by Striking out "subsection (b) (1) (E)" and insert-
ing in lieu thereof "subsection (b) (1) (D)"

(B) Section 170(d)(1)(A) (relating to carryover of
excess charitable contributions) is amended by striking out
"(30 percent, in the case of a contribution year beginning be-
fore January 1,1970)".

(C) Section 170(h) (relating to disallowance of deduc-
tions in certain cases), as redesignated by subparagraph
(A) (i) of this paragraph, is amended by striking out "64
Stat. 996,".

(D) Section 170(i) (relating to cross references), as
redesiqnated by subparagraph (A) (i) of this paragraph, is
amended to read as follows:

"(i) THER CROSS REFERENCEs.-
"(1) For charitable contributions of estates and trusts, see sec.

tion 612(c).
"(2) For nondeductibilit of contributions by common trust

funds, see section 581.
"(2) For charitable contributions of partners, see section 702.
"(4) For charitable contributions of nonresident aliens, see sec-

tion 873.
"(5) For treatment of gifts for benefit of or use in connection

with the Naval Academy as gifts to or for use of the United States,
see section 6973 of title 10, United States Code.

"(6) For treatment of gifts accepted by the Secretary of State
under the Foreign Service Act of 1U6 as gifts to or for the use of
the United States, see section 1021(e) of that Act (22 U.S.C. 809(e)).
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"(7) For treatment of gifts of money accepted by the Attorney
General for credit to the 'Commissary Funds, Federal Prisons' as
gifts to or for the .se of the United States, see section 2 of the
Act of May 15, 1952, as amended by the Act of July 9, 1952 (81
U.S.C. 725-4)."

(29) AMxNPMNTS OF sectioN 172.-
(A) (i) Section 172(b) (1) (relating to years to which loss

may be carried) is amended by striking out subparagraph

( Tzi) clause (i) of section 172(b) (1) (A) is amended by
striking out "() ,"1.

(iii) Subparagraph (B) of section 172(b%(1), as amended
by this Act is amended by striking out ",(E), and (I)" and
inserting in lieu thereof "and (I)".

(iv) Section 172 (b) (3) is amended by striking out subpara-
graphs (E) and (F).

(B) Section 179(c) (relating to definition of net operating
loss) is amended by striking out "(for any taxable year end-
ing a ter December 31, 1953)".

(0 )i) Section 179 (relating to net operating loss deduc-
tion) is amended by striking out subsections (f), (g), and
(i), wad by redesignating subsections (A), (j), (k), and (1)
as subsections (f), (g), (h), and (i), respectively.

(ii) Section 179(b) (1) (C) (relating to regulated trans-
portation corporations) is amended by striking out "subsec-
tion (j) (1)" and "subsection (j) ", and inserting in lieu there-
of "subsection (g) (1)" and "subsection (g) ", respectively.

(iii) Paragraphs (1) (D) and (3) (0) (i) of section 179
(b) (relating to net operating loss carryovers and carry-
baaks) are each amended by striking out "subsection (k)"
and inserting in lieu thereof "subsection (A) ".

(i_) Section 172(b) (9) (relating to amount of carrybacks
and carryovers) is amended by striking out "subsections (i)
and (j)" and inserting in lieu thereof "subsection (g)".

(D) Section 172(e) (relating to law applicable to compu-
tations) is amended by striking out the last sentence.

(E) Section 172(g) (9) (relating to certain regulated
transportation corporations), as redesignated by subpara-
graph (C) of this paragraph, is amended by striking out
paraqrapk (4).

(30) AMENDMENTS or s 5 T s 174 AND 175.-Section 174(a) (9)
(A) (i) (relating to research and development expenditures)
and section 175(d) (1) (A) (relating to soil and water conserva-
tion expenditures) are each amended by striking out "the date on
which this title is enacted," and inserting in lieu thereof "August
16.1-.5.".

(31) REPEAL or sertoN 1 s7.-Section 187 (relating to rapid
am ftiation for certain coal mine safety equipment) is repealed.

(39 AMENDMENT OF SECTION 219.-Secton 919(b) (9) (A) (iv)
(disqualifying governmental plan participants from contributing
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to individual retirement accounts, etc.) is amended by striking out
"division" and inserting in lieu thereof "subdivision".

(33) REPEAL OF SECTION 242.-Section 242 (relating to par-
tially tax-exempt interest received by corporations) is repealed.

(34) AMENDMENTS OF SECTION 243.-
(A) Section 243(a) (2) (relating to the dividends received

deduction) is amended by inserting after "Small Business
Investment Act of 1958" the following: "(15 U.S.C. 661 and
following) ".

(B) Section 43 (b) (2) (A) (relating to dividends received
by a member of an affiliated group) is amended by striking
out "(except that in the case of a taxable year of a mem-
ber beginning in 1963 and ending in 1964, if the election
is effective for the taxable year of the common parent cor-
poration which includes the last day of such taxable year
of such member, such election shall be effective for such tax-
able year of such member, if such member consents to such
electwn with respect to such taxable year) ".

(35) AMENDMENT OF SECTION 247.-Section 247(b) (2) (relating
to preferred stock) is amended to read as follows:

"(2) PREFERRED STOCK.-
"(A) IN GENERArL.-The term 'preferred stock' means stock

issued before October 1, 1940, which during the whole of the
taxable year (or the part of the taxable year after its issue)
was stock the dividends in respect of which were cumulative,
limited to the same amount, and payable in preference to
the payment of dividends on other stock.

"1(B) CERTAIN STOCK ISSUED ON OR AFTER OCTOBER 1 1942.-
Stock issued on or after October 1, 1942, shall be deemed for
purposes of this paragraph to have been issued before October
1, 1942, if it was issued to refund or replace bonds or deben-
tures issued before October 1, 1942, or to refund or replace
other preferred stock includingq stock which is preferred
stock by reason of this subparagraph or subparagraph (D)),
but only to the extent that the par or stated value of the new
stock does not exceed the par, stated, or face value of
the bonds or debentures issued before October 1, 1942, or
the other preferred stock, which such new stock is issued
to refund or replace.

"(C) DETERMINATIoN UNDER RYcoJLATIoN,.-The determii-
nation of whether stock was issued to refund or replace bonds
or debentures issued before October 1, 1942. or to refund or
replace other preferred stock, shall be made under regula-
tions prescribed by the Secretar.

"(D) ISSUANCE OF sTocK.-For purposes of suhporaqraph
(B), issuance of stock includes issuance either by the same
or another corporation in a transaction which is a reorganiza-
tion (as defined in section 368(a)), a transaction to whilh
section 371 (relating to inolvemv reoroanizations) applies,
or a transaction sitbiect to part VI of subchapter 0 (relating
to exchanges in SEC obedience orders), or the respectively.



corresponding provisions of the Internal Revenue Code of1939.9

(36) AMENDMENT OF SECTION 24.-Section 248(c) (relating to
organizational expenditures) is amended by striking out "the
date of enactment of this title" and inserting in lieu thereof "Au-
gust 16,1954".

(37) AMENDMENT OF SECTION 26.-Section 265(2) (relating to
tax-exeempt interest) is amended by Striking out "(other than obli-
gations of the United States issued after September 24, 1917, and
originally subscribed for by the taxpayer)".

(38) AMENDMENT OF SECTION 269.-Section 269 (relating to
acguisitions made to evade or avoid income tax) is amended by
striking out Subsection (o) (relating to presumption in the case
of disproportionate purchase price).

(59) AMENDMENT OF SECTI ON 27.-Section 275(a) (1) (C) (re-
lating to nondeductible taxes) is amended by striking out ", and
corresponding provisions of prior reveme laws".

(40) AMENDMENTS OF SECTION 261.-
(A) Section 281 (d) (1) (A) (relating to definition of ter-

mind railroad corporation) is amended by inserting after
"Interstate Commerce Act" the following: (49 U.S.C. 1 andfollowing ) "1.(B) Section 281 (relating to terminal railroad corpora-

tions and their shareholders) is amended by striking out
subsection (e) (relating to taxable years ending before
October 23,1962) and by redesignating subsection (f) as sub-
section (e).

(41) AMENDMENT OF SECTION 3O1.-'ction 301 (relating to dis-
tributions of property) is amended by striking out subsection (e)
(relating to certain distributions by personal service corporations).

(48) AMENDMENTS OF SECTION 311.-
(A) Section 311(d) (1) (relating to appreciated property

used to redeem stock) is amended by striking out "then again
shall be recognized" and inserting in lieu thereof "then a gain
shall be recognized".

(B) (i) Section 311(d) (2) (relating to exceptions and
limitations) is amended by striking out subparagraph (C)
(relating to certain distributions before December 1, 197)
and by redesignating subparagraphs(D), (E), (F), and (G
as subparagraphs (C), (D), (E), and (F), respectively.

(ii) The amendments made by clause (i) shall apply only
with respect to distributions after November 30, 1974.

(C) Section 311(d) (2) (C), as redesignated by subpara-
graph (B) of this paragraph, is amended by striking out
126 Stat. 209;" and "38 Stat. 730;"-

(43) AMENDMENTS OF SECTION 312.-
(A) Section 312(d) (1) (relating to certain distributions

of stock and securities) is amended by striking out "this
Code" each place it appears and inserting in lieu thereof
"this title".



(B) Section 312 (relating to earnings and profits) is
amended by striking out subsection (A) (relating to per-
8onal service corporations) and by redesignating subsections
(i) and (j) as subsections (h) and (i) respectively.

(C) Subsection (i) of section 312 (relating to distribution
of proceeds of certain loans), as rede4gnated by subpara-
graph (B) of this paragraph, is amended2 to read as follows:

"(i) DISTRIBUTION OF PROoEEDS OF LOAN INSURED BY3 THE UNITED
STAT'ES-IF a corporation distributes property with respect to its stock
and if, at the time of distribution-

"(1) there is outstanding a loan to such corporation which
was made, guaranteed, or insured by the United States (or by any
agency or instrumentality thereof), and

"(B) the amount of such loan so outstanding exceeds the ad-
justed basis of the property constituting security for such loan,

then the earnings and profits of the corporation shall be increased by
the amount of such excess, and (immediately after the distribution)
shall be decreased by the amount of such excess. For purposes of para-
graph (2), the adjusted basis of the property at the time of digtrbu-
tion shall be determined without regard to any adjustment under sec-
tion 1016(a) (B) (relating to adjustment for depreciation, etc.). For
purposes of this subsection, a commitment to make, guarantee, or
insure a loan shall be treated as the making, guaranteeing, or in8ur-
ing of a loan."

(D) Section 312(j) (3) (relating to foreign investment
companies), as residqnated by subsection (b) (32) (B) (i), is
amended to read as follows:

"(8) PARTIAL LIQUIDATIONS AND REDEMPTIONS.-If a foreign
investment company (as defined in section 1246) distributes
amounts in partial liquidation or in a redemption to which see-
tion 302(a) or 803 applies, the part of such distribution which is
properly char?eable to earnings and profits shall be an amount
which is not in excess of the ratable share of the earnings and
profits of the company accumulated after February 28, 1913, at-
tributable to the stock so redeemed."

(44)AMENDMENT OF SECTION 333.-Section 333(a) (1) (relatin"
to election as to recognition of gain in certain liquidations) i
amended by striking out "on or after June 22,1954".

(45) AMENDMENT OF SECTION 3a4.-Section 334(b) (2) (A) (re-
lating to liquidation of subsidiary) is amended to read as follows:

"(A)the distribution is pursuant to a plan of liquidation
adopted not more than 2 years after the date of the transac-
tion described in subparagraph (B) (or, in the case of a series
of transactions, the date of the last such transaction); and".

(46) AMENDMENTS OF SECTION 33 7.-
(A) Section 337(a) (relating to nonrecognition of gain

or loss on certain liquidations) is amended to read as follows:
"(a) GENERAL RULE.-If, within the 12-month period beginning on

the date on which a corporation adopts a plan of complete liquidation,
all of the assets of the corporation are distributed in complete liquida-
tion, less assets retained to meet claims, then no gain or loss shall be
recognized to such corporation from the sale or exchange by it of
property within such 12-month period."



(B) The first sentence of section 337(d) (relating to cer-
tain minority stockholders) is amended by striking out "on
or after January 1,1958".

(47) REPEAL OF SECTION 34.-Section 345 (relating to the
quidation of certain foreign personal holding companies) is

repealed.
(48) AMENDMENTS OF SECTION 351.-

(A) Section 351 (a) (relating to transfer to corporation
controlled by transferor) is amended by striking out "(in-
cluding, in the case of transfers made on or before June 30,
1967, an investment company) ".

(B) Sction 351(d) (relating to application of June 30,1967, date) is amended to read as follows.
"(d) EXCEPTION.-Ths section shall not apply to a transfer of

property to an investment company."
(C) The amendments made by this paragraph shall take

ef et with respect to transfers of property occurring after
the date of the enactment of this Act.

(4/9) REEAL OF SECTION 383.-SectiOn 363 (a cross reference to
other sections) is repealed.

(50) AMENDMENTS OF SECTION 371.-Section 371(a) (1) (relating
to certain reorganization exchanges by corporations) is amended-

(A) by striking out "49 Stat. 922;" and
(B) by striking out " (55 Stat. 883-905; 11 U.S.C., chapter

10) or the corresponding provisions of prior law" and n-
serting in lieu thereof "(11 U.S.C. 501 and following) ".

(51) AMENDMENT OF SECTION 372.-Section 372(a) (relating
to basis in connection with bankruptcy proceedings) is amended
by striking out "54 Stat. 709;".

(55) REPEAL OF SECTION 3 7.-Section 373 (relating to nonrec-
ognition of loss in certain railroad reorganizations) is repealed.

(53) AMENDMENT OF SECTION 3 7. -Section 374 (a) (1) (relating
to nonrecognition of gain or loss in certain railroad reorganiza-
tions) is amended by striking out "49 Stat. 925;".

(54) AMENDMENT OF SECTION 381.-Section 381(c) relatingq to
items carried over in certain corporate acquisitions) is amended
by striking out paragraph (20).

(55) REPEAL OF SECTIONS 391 THROUGH 395.-Subehapter C of
chapter 1 (relating to corporate distributions and adjustments)
is amended by striking out part VII (relating to effective dates
of subehapter C).

(56) AMENDMENTS OF SECTION 401.-
(A) Paragraph (15) and (13) of section 401(a) (relat-

ing to requirements for qualification) are each amended by
striking out "the date of the enactment of the Employee Re-
tirement Income Security Act of 1974" and inserting in lieu
thereof "September 2, 1974".

(B) Paragraph (15) of section 401(a) is amended by
striking out "the date Of the enactment of the Employee Re-
tirement Income Security Act of 1974" and inserting in lieu
thereof "September ., 1974,".
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(C) Paragraph (19) of section 401(a) is amended by
striking out "enactment of the Employee Retirement Income
Security Act of 1974" and inserting in lieu thereof "Sep-
tember 2,1974".

(D) The last sentence of section 401(a) is amended to
read as follows:

"Parag raph (11), (19), (13), (14), (15), (19), and (0) shall apply
only in the case of a plan to which section 411 (relating to minimum
vesting standards) applies without regard to subsection (e) (2) of
such section."

(57) AMENDMENTS OP SECTION 402.-
(A) Section 402 (a) ( 4) (relating to distributions made to

non-resident alien individuals) is amended by striking out
"basic salary" each place it appears therein and inserting in
lieu thereof "basic pay", and by amending the last sentence
in such paragraph to read as follows:
"In the case of distributions under the civil service retire-
ment laws, the term 'basic pay' shall have the meaning pro-
vided in section 8331(3) of title 5, United States Code."

(B) Section 409 (relating to taxability of beneficiary of
employees' trusts) is amended by striking out subsection (d)
(relating to certain trust agreements made before Octo-
ber91,1942).

(C) (i) So much of the third sentence of section 400(e)
(4) (A) (relating to definition of lump sum distributions)
as precedes "a distribution of an annuity contract" is
amended to read as follows:
"Emcept for purposes of subsection (a) (2) and section 403
(a)(2),".

(ii) The amendment made by clause (i) shall apply with
respect to distributions or payments made after Decem-
ber 31,1973, in taxable years beginning after such date.

(58) AMENDMENT OF SECTION 403.-The lest two sentences of see-
tion 403(a) (4) (relating to taxation of employee annuities) are
amended to read as follows: "For purposes of this title, a trans-
fer described in subparagraph (B) (i) shall be treated as a roll-
over contribution described in section 408(d) (3). Subparagraph
(B) (ii) does not apply in the case of a transfer to an em loyee8'
trust, or annuity plan if any part of a payment describe in sub-
paragraph (A) is attributable to an annuity plan under which
the employee was an employee within the meaning of section 401
(c) (1) at the time contributions were made on his behalf under
the plan."

(59) AMENDMENT OF SECTION 404.-Section 404 (relating to de-
duction for contributions to pension plans, etc.) is amended by
striking out subsection (d) (relating to carryover of pre-1964
unused deductions).

(60) AMENDMENT OF SECTION 409.-Section 409(b) (3) (C) (re-
lating to tax-free rollovers of individual retirement bonds) is
amended by striking out "section 403(d) (3)." and inserting
in lieu thereof "section 408(d) (3)."



(61) AMENDMENTS OP SECTION 410.-
(A) Subparagraphs (C) and (D) of section 410(a) (5)

(relating to breaks in survice)" are each amended by striking
out "purposes of subsection (a) (1)" and inserting in lieu
thereof "purposes of paragraph (1)".

(B) Paragraph (1) (C) of section 410(c) (relating to
application of minimum participation standards) is amended
by striking out "the date of the enactment of the Employee
Retirement Income Security Act of 1974" and inserting in
lieu thereof "September 2, 1974,".

(0) Paragraph (2) of section 410(c) is amended by strik-
ing out "the day before the date of the enactment of this
section" and inserting in lieu thereof "September 1, 1974".

(69) AMENDmENrS OF SECTION 411.-
(A) Subsection (a) of section 411 (relating to minimum

vesting standards) is amended by striking out "subsection
(a) (8)" and inserting in lieu thereof "paragraph (8)".

(B) Subsection (a) (3) (D) (iii) of section 411 is amended-
(i) by striking out "the date of the enactment of the

Employee Retirement Income Security Act of 1974" and
"the date of the enactment of such Act" and inserting
in lieu thereof in both such places "September 2, 1974",
and

(ii) by striking out "the date of the enactment of the
Act" and inserting in lieu thereof "September 2, 1974,".

(C) The heading for subparagraph (C) of section 411
(a) (7) is amended to read as follows:

"(C) REPAYMENT OF SUBPARAGRAPH (B) DISTRIBUTIONS.-"
(D) Subsection (b) (1) (D) (i) and (e) (1) (C) of section

411 are each amended by striking out "the date of the en-
actment of the Employee Retirement Income Security Act
of 1974" and inserting in lieu thereof "September 2, 1974".

(E) Subsection (e)'(2) of section 411 is amended by strik-
ing out "the date before the date of the enactment of the
Employee Retirement Income Security Act of 1974" and
inserting in lieu thereof "September 1, 1974".

(63) AMENDMENTS OF SECTION 412.-

(A) Subsection (h) of section 412 (relating to minimna
funding standards) is amended by striking out "the day before
the date of the enactment of the Employee Retirement Income
Security Act of 1974" and inserting in lieu thereof "Septem-
ber, 1974".

(B) Subsection (h) (5) of section 412 is amended by strik-
ing out "the date of the enactment of the Employee Retire-
ment Income Security Act of 1974" and inserting in lieu
thereof "September 2, 1974".

(64) AMENDMENTS OF SECTION 414.-

(A) The heading for section 414(f) (relating to multi-
employer plans) is amended to read as follows:

"() ULTIEMPL;OTEBPLAN.-"
(B) Section 414(l) (relating to mergers and consolidations

of plan or transfers of plan assets) is amended by striking
out "the date of the enactment of the Employee Retirement
Income Security Act of 1974"1 and inserting in lieu thereof
"September 2,1974".



(65) AMENDMENTS OF SECTION 41..-
(A) Section 415(b) (2) (A) (relating to adjutments for

certain forms of benefits) is amended by s8triW out "and
409(b) (3) (C) " and inserting in lieu thereof "and 409(b) (8)

(B) Section 415(b) (2) (B) is amended by striking out
"(as defined in section 401 (a) (11) (H) (iii) ) " and inserting
in lieu thereof "(as defined in section 401 (a) (11) (G) (iii))".

(66) AMENDMENTS OF SECTION 453.-
(A) Section 453(c) (3) (relating to adjustment in tax for

amounts previously taxed) is amended by striking out "corre-
sponding provisions of the Internal Revenue Code of 1939"
and inserting in lieu thereof "corresponding provisions of the
Internal Revenue Code of 1954".

(B) Section J53(d) (4) (B) (relating to liquidations to
which section 337 applies) is amended by striking out "or
section 617(d) (1)" and inserting in lieu thereof ", 617(d)
(1)".

(67) AMENDMENT OF SECTION 455.-Section 455(c) (3) (B) (re-
lating to prepaid subscription income) is amended by striking out
"for his first taxable year (i) which begins after December 31,
1957, and (ii) in which he receives prepaid subscription income
in the trade or business" and inserting in lieu thereof "for his
first taxable year in which he receives prepaid subscription income
in the trade or business".

(68) AMENDMENT OF SECTION 45.-Section 456(c) (3) (B) (re-
lating to election without consent with respect to treatment of
prepaid dues) is amended by striking out "for its first taxable
year (i) which begins after December 31, 1960, and (ii)" and
inserting in lieu thereof "for its first taxable year".

(69) AMENDMENTS OF SECTION 461.-
(A) Section 461(c) (relating to accrual of real property

taxes) is amended by striking out paragraph (2) and by re-
designating paragraph (3) as paragraph (2).

(B) Section 411(c) (B) (relating to elections without con-
sent), as redesignated by subparagraph (A), is amended by
striking out "his first taxable year which begins after Decem-
ber 31, 1953, and ends after the date of enactment of this title
in which the taxpayer" and inserting in lieu thereof "his first
taxable year in which he".

(70) AMENDMENTS OF SECTION 481.-
(A) Section 481 (b) (relating to limitation on tax where

substantial adjustments are required by a change in account-
ing method) is amended by striking out paragraphs (4), (5),
and (6) (relating to pre-1954 adjustments).

(B) Section 481(b) (1) and (2) are each amended by
striking out ", other than the amount of such adjustments to
which paragraph (4) or (5) applies," each place it appears.

(71) AMENDMENTS OF SECTION 8.-
(A) Subsections (a) and (b) of section 508 (relating to

specia rules relating to 501(c) (3) organizations) are each
amended by striking out the last sentence therein.



(B) Section 508(e) (5) (relating to special rules for exist-
ig private foundations) is amended by striking out subpara-
graph (A) (relating to taxable years beginning before 1972),
y6redesignating 8ubparagraphli (B) and (C) as 8ubpara-

graphs (A) and (B), respectively, and by striking out "(B)"
in subparagraph (B) (as so redesignated) and inserting in
lieu thereof " (A) ".

G) Seetian 608 (d)(B) (A) (relating to disallowance of
dductions for certain caritable gifts or bequests) is amended
by striking out "(e) (2) (B) and (C)" and inserting in lieu
thereof" (e) (5)".

(75) AMENDMENTB OF SECTION 514-
(A) Section 514(c) (1) (relating to definition of acquisi-

tion indebtedness) is amended by striking out the comma at
the end of subparagraph (C) and all that follows, and insert-
ing in lieu thereof a period.

(B) Section 514 (relating to unrelated debt-financed in-
come) is amended by striking out subsection (f) (relating to
definition of business lease), by striking out subsection (g)
(relating to definition of business lease indebtedness), and by
redeignating subsection (h) as subsection (f).

(C) Section 514(b) (3),(C) (iaii (relating to definition of
debt-financed property) is ameded to read as follows:

"(iii) hall not afply to property subject to a lease
which is a business ease (as defined in this section im-
mediately before the enactment of the Tax Reform Actof 1976)."1

(D) Section 514(f) (relating to personal property leased
with real property), as redesignated by subparagraph (B)
of this paragraph, is amended by striking out "and the term
'premises' include" and inserting in lieu thereof "includes".

(73) AMENDMENTS OF SECTION 5 34-
(A) Section 534(b) (relating to mailing notices of de-

ficiency) is amended by striking out the last sentence.
(B) Subsection (e) of section 534 (relating to effective

date of section) is repealed.
(74) AMENDMENT OF SECTION 535.-Section 535(b) (1) (relating

to ad'stments in Computing accumulated taxable income) is
amended by striking out "(other than the excess profits tax i,-
posed by subehapter E of chapter 5 of the Internal Revenue Code
of 1989 for taxable years beginning after December 31, 1940)".

(75) AMENDMENTS O ECTiON 537.-
(A) Section 537 (b) (5) (relating to definition of excess

business holdings redemption needs) is amended by striking
out ", with respect to tamable years of the corporation ending
after May 26,1969,".

(B) Section 537(b) (4) (relating to inferences as to prior
years) is amended by striking out "or (5)".

(76) AMENDMENTS OF SECTION 5 4 2.-
(A) Section 542(a) (5) (relating to definition of personal

holding company) is amended by striking out the last sen-
tence.



(B) Section 542(b) () (relating to ineligible affiliated
group) is amended by striking out ",other than an affiliated

of railroad corporations the common parent of which
be eligible to file a consolidated return under section

141 of the Internal Revenue Code of 1939 prior to its amend-
ment by the Revenue Act of 194.,".

(C) Section 54 (c) (9) (relating to financial institutions)
is amended by striking out "without regard to subparagraphs
(D) and (E) thereof".

(D) Section 54 (c) (8) (relating to small business invest-
ment companies) is amended by' inserting after "Small Busi-
ness Investment Act of 1958"1 the following: " (15 U.S.C. 661
and following) ".

(77) AMENDMENTS OF SECTION 545.-
(A) Section 545(b) (1) (relating to deduction of taxes in

computing undistributed personal holding company income)
is amended-

(i) in the first sentence, by striking out "(other than
the excess profits tam imposed by subchapter E of cha-
ter 2 of the Internal Revenue Code of 1939 for taaole
years beginning after December 31,1940)"; and

(ii) by striking out the last two sentences (relating to
deduction of taxes).

(B) Section 545 (b) (relating to adjustments in computing
undistributed personal holding company income) is amended
by striking out paragraph (7) (relating to payment of in-
debtedness incurred before 1934).

(C) Section 545(c) (2) (A) (relating to corporations to
which special adjustment applies) is amended by striking
out "the date of enactment of this subsection" and inserting
in lieu thereof "February 26,1964".

(78) AMENDMENT OF SECTION 547.-Section 547 (relating to the
deduction of deflciency dividends) is amended by striking out
subsection (h) (relating to the effective date).

(79) AMENDMENT oF SECTION 5 5.-Section 551 (c) (relating to
foreign personal holding company income taW returns), as re-
designated by subsection (b) (1) (F) of this section, is amended
by striking out "taxable income, foreig-n personal holding com-
pany," and inserting in lieu thereof "taxable income, foreign per-
sonal holding company income,".

(80) AMENDMENT OF SECTION 55e.-The first sentence of section
556(b) (1) (relating to deduction of taes in computing undis-
tributed foreign personal holding company income) is amended
by striking out "(other than the excess profits tax imposed by
subchapter E of chapter B of the Internal Revenue Code of 1989
for taxable years beginning after December 1, 1940)".

(81) AMENDMENT OF SECTION 5e4.-Section. 564 (relating to
dividend carryovers) is amended by striking out subsection (a)
(relating to carryovers from pre-1954 years).

(89) REPEAL OF SECTION 583.-Section 583 relatingq to deduc-
tion of dividends paid on certain preferred stock by banks or
trust companies) is repealed.



(83) REPEAL OP SECTION 592.--Section 59B (relating to the
deduction by mutual savings banks for repayment of certain
loans) is repealed.

(84) As4''Nrrs OF secroN 593.-
(A) Section 593(b) (B) (relating to additions to bad debt

reserves for mutual savings banks, etc.) is amended by str k-
ing out, in the table in subparagraph (A), the following:

"1969 ----------------------------------------- 60 percent.
1970 ----------------------------------------- 57 percent.
1971 ----------------------------------------- 54 percent.
197 ----------------------------------------- 51 percent.
1978 ----------------------------------------- 4 49 percent.
1974 ----------------------------------------- 47 percent.
1975 ----------------------------------------- 45 percent."

(B) Section 593(c) (relating to reserves for mutual sav-ings banks) is arnend-ed by striking out paragraphs (B), (3),

(4), and (5), by redesignating paragraph (6) as paragraph
(3), and by inserting immediately after paragraph (1) the
following:

"(,) CERrAIN PRE-1963 RxERvEs.-Notwthtanding the sec-
ond sentence of paragraph (1), any amount allocated pursuant to
paragraph (5) (as in effect immediately before the enactment of
the Tam Reform Act of 1976) during a taxable year beginning
before January 1, 1977, to the reserve for losses on qualifying real
property loans out of the surplus, undivided profits, and bad
debt reserves (determined as of December 31, 1962) attributable
to the period before the first taxable year beginning after Decem-
ber 31,1951, shall not be treated as a reserve for bad debts for any
purpose other than determining the amount referred to in subsec-
tion (b)(1)(B), and for such purpose such amount shall be
treated as remaining in such reserve."

(C) Section 593 is amended by striking out subsection ( d)
(relating to taxable years beginning in 1962 and ending in
1963), and by redesignating subsections (e) and (f) as sub-
sections (d) and (e), respectively.

(D) Section 593(b) (B) (E) (i) is amended by striking out
"subsection (f)" and inserting in lieu thereof "subsection

(85) REPEAL OF sECroN eoL.-Subchapter H of chapter 1 (re-
lating to banking institutions) is amended by striking out part III
(relating to special deduction for bank affiliates).

(86) AMENDMENTS OF SrCToN 613A.-
(A) Section 613A (b) (1) (C) (relating to exemption for

certain domestic gas wells) is amended by striking out "within
the meaning of section 613(b) (1) (A)".

(B) Section 613-A () (6) (i) (relating to limitation on
percentage depletion in case of oil and gas wells) is amended
by striking out "determined with" and inserting in lieu
thereof "determined without".

(87) AMENDmrTS OF sECTroN e4.-
(A) (i) Section 614(c) (relating to aggregation of mineral

interests in mines) is amended by striking out paragraph (4)
(relating to special rule as to exploration deductions prior to
aggregation).
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(ii) The amendment made by claue (i) shall apply with
respect to elections to form aggregations of operating' min-
eral interests made under section 614(c) (1) of the Internal
Revenue Code of 1954 for taxable years beginning' after De-
cember 31,1976.

(B) The third sentence of section 614(o) (5) (relating to
election to treat a single interest as more than one property)
is amended to read as follows: "A separate property so formed
may, under regulations prescribed by the Secretary, be in-
eluded as a part of an aggregation in accordance with para-
graphs (1) and (3)."

(C) Section 614(c) (8) (relating to manner and scope of
election) is amended to read as follows:

"(3) MANNER AND SCOPE OF ELErCToN.-The elections provided
by paragraphs (1) and (2) shall be made, in accordance with reg-
ulations prescribed by the Secretary, not later than the time
prescribed for filing the return (including extensions thereof) for
the first taxable year--

"(A) in which, in the case of an election under paragraph
(1), any expenditure for development or operation in respect
of the separate operating mineral interest is made by the
taxpayer after the acquisition of such interest, or

"(B) in which, in the case of an election under paragraph
(2), expenditures for development or operation of more than
one mine in respect of a property are made by the taxpayer
after the acquisition of the property.

An election made under paragraph (1) or (B) for a taxable year
shall be binding upon the taxpayer for such year and al subse-
quent taxable years, except that the Secretary may consent to a
different treatment of any interest with respect to which an elec-
tion has been made."

(88) REPEAL OF SECTION 615.-Section 615 (relating to deduction
of pre-1970 exploration expenses) is repealed.

(89) AMENDMENT OF SECTiON 617.-Section 617(a) (B) (B) (re-
lating to time and scope of election to deduct certain mining ex-
ploration expenditures) is amended by sticking out "may not be
revoked after the last day of the third month foloing the month
in which the final regulations issued under the authority of this
subsection are published in the Federal Reqister, unless" and in-
sertinq in lieu thereof "may not be revoked unless".

(90) REPEAL OF SECTION 6s2.-Section 632 (relating to tax in
case of sale of oil and gas properties) is repealed.

(91) AMENDMENT or SECTION 691.-Section 691(c) (1) (B) (re-
lating to deduction for estate tax) is amended by striking out the
last sentence.

(95) AMENDMENT OF sEcTo 692.-The heodina of section 6,95
relatingq to income taxes of members of Armed Forces who die
in a combat zone) is amended by striking, out "ON" the first time
it arvears in the section heading and inserting in lieu thereof
"OF".

(93) AMrNDMENr OF SECTION si-S ection 751(c) relatingg to
unrealized reeivables) is amended by striking out "1254(a)I or
1250 (a)," and inserting in lieu thereof "1245 (a), 1550(a),'.



(94) REPEAL OF SECTION 7r7.-Part IV of fubchapter K of
chapter I (relating to effective date of subehapter K) is repealed.

(95) AMENDMENrS OP SECTION 802.-
(A) Section 802(a) (1) (relating to tax imposed on life in-

surance companies) is amended by striking out "beginning
after December 31, 1957,".

(B) Section 805(a) (5) (relating to alternative tax in case
of capital gains) is amended by striking out "beginning after
December 31,1961,".

(C) Section 802(a) is amended by striking out paragraph
(3) (relating to special rules for 1959 and 1960).

(96) AMENDMENTS oP sErON 804.--
(A) Section 804(a) is amended by striking out paragraph

(6) (relating to certain exceptions).
(B) Section 804(b) (2) (relating to short-term capital

gains) is amended by striking out "In the case of a taxable
year beginning after December 31,1958, the" and inserting in
lieu thereof "The".

(97) AMENDMENTS OP SEcToN 505.-
(A) Section 805(b) (3) (B) (relating to average earnings

rate) is amended to read as follows:
"(B) SPECIAL RULE.-For purposes of subparagraph (A),

the current earnings rate for any taxable year of any company
which, for such year, is an insurance company (but not a life
insurance company) shall be determined as if this part ap-
plied to such company for such year."

(B) Section 805(b) (4) (B) (relating to basis of assets) is
amended by striking out " (determined without regard to fair
market value on December 31, 1958)".

(C) Section 805(d) (relating to pension plan reserves) is
amended to read as follows:

"(d) PENSION PLAN RESERv.-For purposes of this part, the term
pension plan reserves' means that portion of the life insurance reserves
which is allocable to contrat--

"(1) purchased under contracts entered into with trusts which
(as of the time the contracts were entered into) were deemed to be
(A) trusts described in section 401 (a) and exempt from tax under
section 501(a), or (B) trusts exempt from tax under section 165 of
the Internal Revenue Code of 1939 or the corresponding provisions
of prior revenue laws;

" (5) aurchased under contracts entered into under plans which
(as of the time the contracts were entered into) were deemed to be
plans described in section 403(a), or plane meeting the require-
ments of section 165(a) (3), (4), (5), and (6) of the Internal
Revenue Code of 1939;

"(3) provided for employees of the life insurance c company
under a plan which, for the taxable year, meets the requirements
of section 401(a), (3), (4, (5), (6), (7), (8), (11), (15), (13),
(14), (15), (16), (19), an (2O);

(4) purchased to provide retirement annuities for its employ-
ees by an organization which (as of the time the contracts were
purchased) was an organization described in section 501(c) (3)
which was exempt from tax under section 501(a) or was an orga-



nization exempt from tax under section 101(6) of the Internal
Revenue Code of 1939 or the correspondin? provisions of prior
revenue laws, or purchased to provide retirement annuities for
employees described in section 403(b) (1) (A) (ii) by an employer
which is a State, a politial subdivision of a State, or an agency
or instrumentality of any one or more of the foregoing; or

"(5) purchased under contracts entered into with trusts which
(at the time the contracts were entered into) were individual
retirement accounts described in section 408 (a) or under contracts
entered into with individual retirement annuities described in
section 408 (b)."

(98) AMENDMENTS OF SECTION 0 9.-
(A) Section 809(b) (relating to definition of gain and loss

from operations) is amended by striking out paragraph (4).
(B) (i) Section 809(d) (relating to life insurance company

deductions) is amended by striking out paragraph (11) (re-
lating to mutualiation distributions before 1963), and by
redesignating paragraph (12) as paragraph (11).

(ii) Section 809(e) is amended by Striking out "subsection
(d) (12)" and inserting in lieu thereof "subsection (d) (11)".

(C) Section 809 (relatinq to computation of gain and loss-
from operations) is amended by striking out subsection (g)
(relating to dedution for certain mutualization distributions
before 1963).

(99) AMENDMENT OF SECTION 12.-Section 812(b) (1) (relating
to years to which operating losses of an insurance company may
be carried) is amended to read as follows:

"(1) YEARS TO WHICH LOSS MAY BE CARRI.-The loss from
operations for any taxable year (hereinafter in this section re-
ferred to as the 'loss year') shall be--

"(A) an operations loss carryback to each of the 3 taxable
years preceding the loss year,

"(B) an operations loss carryover to each of the 5 taxable
years following the loss year, and

"(C) subject to subsection (e), if the life insurance com-
pany is a new company for the loss year, an operations loss
carryover to each of the 3 taxable years following the 5 tax-
able years described in subparagraph (B)."

(100) AMENDMENTS OF sECTION 817.-Section 817 (relating to
rules applicable to certain gains and losses) is amended by strik-
ing out subsection (a) (relating to treatment of pre-1959 capital
losses) and subsection (e) (relating to certain 1958 reinsurance
transactions).

(101) AMENDMENT OF SECTION s1s.-Section 818 (relating to life
insurance accounting provisions) is amended by striking out sub-
section (e) (relating to certain rules applicable to taxable years
1957, 1958, and 1959), and by redesignating subsections (f) and
(g) as subsections (e) and (f), respectively.

(109) AMENDMENTS OF SECTION 819.-
(A) The first sentence of section 819(a) (2) (A) (relating

to definition of minimum figure for foreign life insurance
companies) is amended to read as follows: "The minimumn



figure is the amount determined by multi lying the tax-
payer's total insurance liabilities on United States business
by a percentage for the taxable year to be determined and
proclaimed by the Secretary."

(B) The second sentence of section 819(a) (9) (A) is
amended by striking out "under clause (i )" and inserting in
lieu thereof "under the preceding sentence'.

(0) Clause (i) of section 819(b) (2) (B) (relating to dis-
tributions pursuant to certain mutualiations ) is amended to
read as follows:

"(i) the minimum figure for 1958 determined under
subsection (a) (2) (A) computed by using a percentage of
9 percent in lieu of the percentage determined and pro-
claimed by the Secretary, or".

(103) A MEvD ERNT OF SECTION 8 20.-
(A) Section 89O(c) (relating to optional treatment of cer-

tain reinsured policies) is amended by striking out paragraph
(6) (relating to reimbursement for 1957 income taxes), and
by redesignating paragraph (7) as paragraph (6).

(B) The last sentence of section 820(c) is amended by
striking out "(5), and (6) and the rules prescribed under
paragraph (7)" and inserting in lieu thereof "and (5) and
the rules prescribed under paragraph (6)".

(104) AMENDMENTS OF SECTION 821.-
(A) Section 821(a) (relating to imposition of tax on cer-

tain mutual insurance companies) is amended by striking out
"beginning after December 31, 1963,".

(B), Section 821(c) (1) (relating to alternative tax for
certain small insurance companies) is amended by striking
out "In the case of taxable years beginning after December 31,
1963 there is" and inserting in lieu thereof "There is".

((Y) Section 821 (relating to tax on certain mutual insur-
ance companies) is amended by striking out subsection (e)
(relating to 1969 transitional rules) and by redesignating
subsection (/) as subsection (e).

(105) AMENDMENTS OF SEcTzoN 822.-
(A) Section 822(c) (5) (relating to deduction of interest)

is amended by striking out "(other than obligations of the
United States issued after September 24,1917, and originally
subscribed for by the taxpayer) ".

(B) The last sentence of section 822(d) (9) (relating to
amortization of premium and accrual of discount) is amended
by striking out "For taxable years beginning after Decem-
ber 81, 196,. no accruaZ" and inserting in leu thereof "No
accrual".

(106) AMENDMENTS OF sErCToN 82.-Section 825
(g) (relating

to unused loss deduction of certain insurance companies) is
amended by striking out paragraph (1) and by redesignating
paragraphs (9) and. ($) as paragraphs (1) and (9), respectively.

(107) AMENDMENT OF SECTION ssi.-ection 831(a) (relating
to tax on certain insurance companies) is amended by striking out
!;or the taxable income" and inserting in lieu thereof "on the tax-
able income."



(108) AMENDMENTS OF SECTION sa.-Paragraphs (1) and (6)
of sectwn 832 (b) (definitions relating to insurance. Company tax-
able income) are each amended by striking out "Convention" and
inserting in lieu thereof "Association".

(109) AMENDMENTS OF SECTION 851.-
(A) Section 851(a) (1) (relating to definition of regu-

lated investment company) is amended by striking out
"54 Stat. 789;"

(B) Section 851 (b )(1) (relating to regulated investment
companies) is amended by striking out "which began after
December 31, 1941.

(110) AMENDMENTS OF SECTION 852.-
(A) Subparagraph (C) of section 852(b) (3) (relating

to method of taxation of reguZated investment companies
and their shareholders) is amended by striking out the third
sentence.

(B) (i) Section 852(b) (3) (D) (iii) is amended by strik-
ing out "by 75 percent of so much of such amounts as equals
the amount subject to tax in accordance with section 1201
(a) (1) (A) and by 70 percent (72 percent in the case of a
taxable year beginning after December 31, 1969, and before
January 1, 1971) of so mwh of such amounts as equals the
amount subject to tax in accordance with section 1201(a)
(1) (B) or (2) " and inserting in lieu thereof "by 70 percent
of so much of such amounts as equals the amount subject to
ta in accordance with section 1201 (a) ".

(ii) The amendment made by clause (i) shall not be con-
sidered to affect the amount of any increase in the basis
of stock under the provisions of section 852(b) (3) (D) (iii)
of the Internal Revenue Code of 1954 which is based upon
amounts subject to tax under section 1201 of such Code in
taxable years beginning before January 1, 1975.

(C) section 85&2(d) is amended by inserting after "Invest-
ment Company Act of 1940" the following: "(15 U.S.C.
80a-1 and following)".

(111) AMENDMENTS OF SECTION 856.-
(A) Section 856(c) (1) (relating to real estate investment

trusts) is amended by striking out "which began after De-
cember 31, 1960".

(B) Section 856(c) (6) (D) (relating to definition of other
terms) is amended by inserting after "Investment Company
Act of 1940, as amended" the following: "(15 U.S.C. 80a-1
and following) ".

(112) AMENDMENT OP SECTION 8 5 7.-Section 857 (b) (3) (C) (re-
lating to the taxation of cpital gains in the ease of real estate
investment trusts) is amended by striking out the last sentence.

(113) AMENDMENTS OF SECTION 864.-
(A) Subsection (a) of section 864 (definitions relating to

determinations of sources of income) is amended to read
as follows:

"(a) PRODvCE.-For purposes of this part, the term 'produced'
includes created, fabricated, manufactured, extracted, processed,
cured, or aged."



(B) Clauses (i) and (iii) of section 864(c) (4) (B) and
subparagraph (C) of section 864(c) (5) (relating to effec-
tively connected income) are each amended by striking out
"sale" each place it appears and inserting in lieu thereof "sale
or exchLange".

(C) Section 864 (c) (4) (B) (iii) (relating to effectively con-
nected income) is amened by striking out "sold" and in-
serting in lieu thereof "sold or exchanged".

(.114) AMENDMENT OF SECTION 90o.-&etion 905(b) (relating to
proof of foreign tax credits) is amended by striking out the last
sentence (relating to the treatment of certain royalty payments).

(115) AMENDMENT OF SEcTION 91 i.-Section 911 (c) (relating to
earned income from sources without the United States) is
amended by striking out paragraph (7) (relating to taxable years
ending in 1963,1964, or 1965).

(116) AMENDMENT OF SECTION 92i-Section 921 (relating to
definition ofWestern Hemisphere Trade Corporation) is amended
by striking out the last sentence (relating to taxable years before
1954).

(117) AMENDMENTS OF SECTION 93.-Section 931 (relating to
income from sources within possession) is amended by striking out
subsectLon (h) (relating to certain -persons taken as prisoners of
war while working in a possesson), and by redesignating sub-
section (i) as subsection (h).

(118) AMENDMENT OF ScTION 934.--Section 934(b) (relating to
gross income received by a corporation from the Virgin Islands)
is amended by striking out the last sentence.

(119) AMENDMENT OF SECTION 951. S-ection 951 (a) (1) (relating
to treatment of subpart F income) is amended by striking out "be-
ginno after December 31,1969".

(190) REPEAL OF SECTION 972.-Section 972 (relating to con-
solidatio of export trade corporations) is repealed.

(11) AMENDMENT OF SECTION ioo i.-ection 1001(c) (relating
to recognition of gain or loss) is amended to read as follows:

"(a) REcoONiTroN OF GAIN OR Loss.-Except as otherwise provided
in this subtitle, the entire amount of the gain or loss, determined under
this section, on the sale or exchange of property shall be recognized."

(199) AMENDMENTS OF SECTION 1012.-
(A) Subparagraph (A) of section 1015(d) (1) (relating

to increased basis for gift tax paid) is amended by striking
out "the date of the enactment of the Technical Amendments
Act of 1968" and inserting in lieu thereof "September 2,
1958".

(B) Subparagraph (B) of section 1015(d) (1) is amended
by striking out "the date of the enactment of the Technical

amendment Act of 1958" and inserting in lieu thereof
"September 9, 1958,"1.

(198) AMENDMENT OF SECTION i o 1 -Section 1016 (a) (relatin~
to adjustments to basis) is amended by striking out paragraph
(19).



(124) AMENDMENT OF SECTION 1os.-Section 1018 (relating to
adjustment of capital structure before September 22, 1938) is
amended by striking out "54 Stat. 709;".

(125) REPEAL OF SECTION 1020.-ection 1020 (relating to elec-
tion in respect of depreciation allowed before 1952) is repealed.

(126) REPEAL OF SECTION 1022.-
(A) Section 1022 (relating to the basis of certain foreign

personal holding company stock) is repealed.
(B) The repeal made by subparagraph (A) shall apply

with respect to stock or securities acquired from a decedent
dying after the date of the enactment of this Act.

(127) AMENDMENT OF SECTION 1023.-Section 1023 (containing
cross references) is amended by striking out paragraph (4).

(128) AMENDMENTS OF SECTION 1033.-
(A) Section 1033 (a) (relating to involuntary conversions)

is amended by striking out paragraph (2) and by redesig-
nating paragraph (3) as paragraph (2).

(B) Section 1033(a) (2) (relating to conversion into
money), as redesignated by subparagraph (A) of this
paragraph and as amended by this Act, is amended-

(i) by striking out "WHERE DISPOSITION OCCURRED AFTER
1950" in the paragraph heading;

(ii) by striking out "(g)" each place it appears and
inserting in lieu thereof" (h)";

(iii) by striking out "and the disposition of the con-
verted property (as defined in paragraph (2) ) occurred
after December 31, 1950," in the text; and

(iv) by adding at the end thereof the following new
subparagraph:

"(E) DEF1NITION.-For purposes of this paragraph-
"(i) CONTROL.-The term 'control' means the owner-

ship of stock possessing at least 80 percent of the total
combined voting power of all classes of stack entitled to
vote and at least 80 percent of the total number of
shares of all other classes of stock of the corporation.

" (ii) DISPOSITION OF THE CONVERTFD PROPERTY.-The
term 'disposition of the converted property' means the
destruction, theft, seizure, requisition, or condemnation of
the converted property, or the sale or exchange of such
property under threat or imminence of requisition or
condemnation."

(C) Section 1033 (relating to involuntary conversions) is
amended by striking out subsection (b) (relating to certain
conversions occurring before 1954) and by redesignating sub-
sections (c), (d), (e), (f), (g), and (h), as subsections (b),
(c), (d), (e), (f),and (g), respectively.

(D) The first sentence of section 1033(b) (relating to basis
of a property acquired through involuntary conversions), as
redesiqnated by subparagraph (C) of this paragraph, is
amended by striking out "or (2) " and inserting in lieu thereof
"or section 112(f) (2) of the Internal Revenue Code of 1939".



(E) Section io33(f) (2) (relating to condemnation of real
property), as redesignated by subparagraph (C) of this para-
graph, is amended to read as follows:

(F) Section 1033(g) (1) (relating to condemnation of real
proper,); as amended by this Act, is amended by striking
out "(a) ()(B) (i)" and inserting in lieu thereof "(a) (2)
(B) (i)".

"(2) LhuTArTON.-Paragraph (1) shall not apply to the pur-
chase of stock in the acquisition of control of a corporation de-
scribed in subsection (a) (2) (A)."

(199) AMENDMENTS OF sEcTioN 1034.-
(A) Section 1034(a) (relating to gain on sale of residence)

is amended by striking out "after December 31, 1953,".
. (B) Section 1034(b) (defining adjusted sales price) is

amended by striking out paragraph (3) (relating to effective
date of subsection (b) ).

(C) Section 1034(d) (relating to certain limitations) is
aneyded by striking out "or section 112(n) of the Internal
Revenue Code of 1939".

(D) Section 1034(i) (relating to involuntary conversions)
is amended to read as follows.'

"(i) SPECIAL RuLE FOR CoNDExNAzoN.-In the case of the seizure,
requisition, or condemnation of a residence, or the sale or exchange of
a residence under threat or imminence thereof, the provisions of this
section, in lieu of section 1033 (relating to involuntary conversions),
shall be applicable if the taxpayer so elects. If such election is made,
such seizure, requisition, or condemnation shall be treated as the sale
of the residence. Such election shall be made at such time and in such
manner as the Secretary shall prescribe by regulations."

(E) Section 1034(j) (relating to statute of limitations)
is amended by striking out "after December 31, 1950,".

(130) AMFNDMENT OF SECTION 1037.-Section 1037(b) (1) (re-
lating to certain exchanges of United States obligations) is
amended by striking ut "section 1932 (a) (2) (A)" and inserting
in lieu thereof "section 1239(a) (2) (B)".

(131) A mENDME.T OF SnCT ON 101. .-Section 1051 (relating to
property acquired before 1929 during affiliation) is amended by
striking out the last two sentences.

(139) AMENDMENTS OF SECTION 108 1.-
(A) Subsection (c) of section 1081 (relating to distribu-

tions required by the SEC) is amended to read as follows:
"(o) DISRnIBUTON oF Sor oR SECuRTEs ONY.-If there is dis-

tributed, in obedience to an order of the Securities and Exchange
Commission, to a shareholder in a corporation which is a registered
holding company or a majority-owned subsidiary company, stock or
securities (other than stock or securities which are nonexempt prop-
erty, without the surrender by such shareholder of stock or securities
in such corporation, no gain to the distributee from the receipt of the
stock or securities so distributed shall be recognized."

(B) Section 1081 (f) (relating to conditions for application
of section) is amended by striking out "Except in the case
of a distribution described in subsection (c) (2), the provi-



290

sons" and inserting in lieu thereof "The provisions", and by
striking out "49 Stat. 820;".

(C) Section 1081(g) (relating to applicability of other
provisions) is amended by striking out "If a distribution de-
scribed in subsection (c) (23), or an" and inserting in lieu
thereof "If an", and by striking out the comma after "Com-
mimiion".

(133) AMENDMENTS OF SECTION 108 3.-
(A) Section 1083(a) is amended by striking out "49 Stat.
820 ;".(B) Section 1083(b) is amended by striking out "49 Stat.
804,;".(C) Section 1083(e) (4) is amended by striking out "49
Stat. 820;".

(134) REPEAL Or SECTION iiii.-Part IX of subchapter 0 of
chapter 1 (relating to distributions pursuant to orders enforcing
the antitrust laws) is repealed.

(135) AMENDMENTs Or SECTION 1201.
(A) Section 1201(a) (relating to the alternative tax on

capital gain) is amended to read as follows:
"(a) CovoPRAToINS.-If for any taxable year a corporation has a

net capital gain, then, in lieu of the tax imposed by sections 11, 511,
821 (a) or (o) and 831(a), there is hereby imposed a tax (if such tax
is less than the tax imposed by such section) which shall consist of
the sum of-

"(1) a tax computed on the taxable income reduced by the
amount of the net capital gain, at the rates and in the manner as
if this subsection had not been enacted, plus

"() a tax of 30 percent of the net capital gain."
(B) Section 1201 (c) (relating to computation of alternative

tax) is amended to read as follows:
t (c) COMPUTATION OF TAX WHERE CAPITAL GAIN EXCEEDS $50,000.-

The tax computed for purposes of subsection (b) (3) shall be the
amount by whicha tax determined under section 1 or 511 on an amount
equal to the taxable income (but not less than 50 percent of the net
capital gain) for the taxable year exceeds a tax determined under
section 1 or 511 on an amount equal to the sum of (A) the amount
subject to tax under subsection (b) (1) plus (B) asi amount equal to
50 percent of the sum referred to in subsection (b) (2) (A)."

(C) (i) Section 1201 is amended by striking out subsection
(d) (defining subsection (d) gain) and by redesignating sub-
section (e) as subsection (d).

(ii) Section 1201 (b) (13) (A) (relating to alternative tax
on noncorporate taxpayers) is amended by striking out "the
amount of the subsection (d) gain" and inserting in lieu
thereof "the sum of the long-term capital gains for the taxable
year, but not to exceed $50,000 ($25,000 in the case of a
married individual filing a separate return)".

(iii) Section 1101(b) (3) is amended by striking out "the
amount of the subsection (d) gain" and inserting in lieu
thereof "the sum referred to in subparagraph (A)".



(136) AMENDMENTS OF SECTiON 122 2.-
(A) Paragraph (9) of section 1222 relatingq to definition

of terms applicable to capital gains and losses) is amended
to read as follows:

"(9) 9CAPITAL GAIN NET iNcoE.-The term 'capital gain net
income' means the excess of the gains from sales or exchanges of
capital assets over the losses from such sales or exchanges."

(B) Paragraph (11) of section 12,2 relatingq to definition
of terms applicable to capital gains and losses) is amended
to read as follows:

"(11) NET CAPITAL GAl.-The term 'net capital gain' means
the excess of the net long-term capital gain for the taxable year
over the net short-term capital loss for such year."

(137) AMENDMENT OF SECTION 1233.--Sectin 1233(c) (relating
to certain options to sell) is amended by striking out "the date
of enactment of this title" and inserting in lieu thereof "Au-
gust 16,1954".

(138) AMENDMENT OF SECTION 1I237.-Section 1237 (relating to
real property subdivided for sale) is amended by striking out
subsection (d) (relating to effective date).

(139) REPEAL OF SECTION 1240.-Section 140 (relating to tax-
ability to employee of certain termination payments) is repealed.

(140) AMENDMENT OF SECTION 1245.-Section 1245(b) (7) (B)
(relating to transfers to tax-exempt organization where property
will be used in unrelated business) is amended by striking out
"such organisation acquiring such property,".

(141) AmENDwEyr OF SECTION 1246.-Section 1246(f) (relat-
ing to gain on foreign investment company stock) is amended by
striking out "beginning after December 31, 1962".

(142) AMENDMENT OF SECTION 1311. -Paragraph (2)(A), (2)
(B), and (3) of section 1311(b) (relating to mitigation of effect of
limitations) are each amended by striking out "Tax Court of the
United States" and inserting in lieu thereof "Tax Court".

(143) REPEAL OF SECTION 131s.-S ection 1315 (relating to effec-
tive date of part !! of subchapter Q of chapter 1) is repealed.

(144) REPEAL OF SECTION 1321.-Part III of subchapter Q of
chapter 1 (relating to involuntary liquidation of LIFO inven-
tories) is repeaed.

(145) REPEAL OF SECTIONS 1331 THROUGH 1337.-
(A) Part IV of subchapter Q of chapter 1 (relating to war

loss recoveries) is repealed.
(B) The repeal by subparagraph (A) shall apply with re-

spect to war loss recoveries in taxable years beginning after
December 31,1976.

(146) AMENDMENT OF SECTION 1341.-Section 1341 (b) (2) (re-
lating to claim of right) is amended by striking out the last
sentence.

(147) REPEAL OF SECTION 1342.-Section 1342 (relating to com-
putation of tax on certain amounts recovered as a result of a patent
infringement suit) is repealed.

(14 ) REPEAL OF SECTION 1346.-Section 1346 (relating to re-
covery of unconstitutional Federal taxes) is repealed.



(149) AMENDMENTS OF SECTION 1372.-
(A) Section 1372(b) (1) (relating to effect of election un-

der subchapter 8) is amended by striking out "(other than
the tax imposed by section 1378)" and inserting in lieu there-
of "(other than as provided by section 58(d)(2) and by sec-
tion 1378) ".

(B) Section 1372(c) (relating to subchapter S elections by
small business corporations) is amended to read as follows:

"(c) WHERE AND HOW MADE.-An election under subsection (a)
may be made by a small business corporation for any taxable year at
any time during the first month of such taxable year, or at any time
during the month preceding such first month. Such election shall be
made in such manner as the Secretary shall prescribe by regulations."

(C) Section 1372 is amended by striking out subsection (g)
(relating to certain elections for years beginning before
1961).

(150) AMENDMENTS OF SECTION 1374.-
(A) Section 1374(b) (relating to net operating losses of

subchapter S corporations) is amended by adding at the end
thereof the following new sentence: "The deduction allowed
by this subsection shall, for purposes of this chapter, be con-
sidered as a deduction attributable to a trade or business car-
ried on by the shareholder."

(B) Subsection (d) of section 1374 (relating to treatment
of net operating losses of subchapter S corporations) is
repealed.

(151) AMENDVENTS OF SECTION 1375.-
(A) The heading of subsection (b) of section 1375 is

amended by striking out "RECEIVED CREDIT NOT ALLOWED"
and inserting in lieu thereof "NOT TREATED AS SUCH FOR
CERTAIN PURPOSES".

(B) Section1375(f) (relating to elections as to certain dis-
tributions) is amended by striking out paragraph (3).

(152) AMENDMENT OF SECTION 1.7 S•-Section 1378(b) (relating
to the taxation of capital gain in the case of electing small busi-
ness corporations) is amended by striking out the last sentence.

(153) AMENDMEZ TS OF SECTION 1388.-
(A) Section 1388(c) (2) (B) (i) (relating to patronage

dividends) is amended by striking out "the date of the en-
actment of the Revenue Act of 1962" and inserting in lieu
thereof "October 16,1962".

(B) Section 1388(h) (2) (B) (i) (relating to per-unit re-
tain certificates) is amended by striking out "the date of the
enactment of this subsection" and inserting in lieu thereof
"November 13, 1966".

(154) AMFNDMFENTS OF SECTION 1401.-
(A) Section 1401(a) (relating to rate of tax on self-em-

ployment income) is amended to read as follows:
"(a) OLD-AcF., SURVIVORS, AND DISABILITY INSURANCE.-In addition

to other taxes, there shall be imposed for each taxable year, on the self-



employment income of every individual, a tax equal to 7.0 percent of
the amount of the self-employment income for such taxable year."

(B) Section 1401(b) (relating to rate of tax on self-
employment income for hospital insurance) is amended by
striking out paragraphs (1) and (2) and by redesignating
paragraphs (3), (4), (5), and (6), as paragraphs (1), (2),
(3) and (4), respectively.

(155) AMENDMENTS OF SECTION 1402-

(A) Paragraph (1) of section 1402(b) (relating to defini-
tion of self-employment income) is amended to read as
follows:

(1) that part of the net earnings from self-employment which
is in excess of (i) an amount equal to the contribution and benefit
base (as determined under section 230 of the Social Security Act)
which is effective for the calendar year in which such taxable year
begins, minus (ii) the amunt of the wages paid to such individual
during such taxable year; or".

(B) Section 1402 is amended by striking out subsection
(g) (relating to treatment of self-employment income for
years prior to 1962), and by redesignating subsections (h)
(i) as subsections (g) and (h), respectively.

(C) Section 1402(g) (2) (relating to self-employment in-
come of members of certain religious faiths), as redesignated
by subparagraph (B) of this paragraph, is amended to read
as follows:

"(2) TNr FOR FILING APPrcAToN.-For purposes of this sub-
section, an application must be filed on or before the time pre-
scribed for filing the return (including any extension thereof)
for the first taxable year for which the individual has self-em-
ployment income (determined without regard to this subsection or
subsection (a) (6)), except that an application filed after such date
but on or before the last day of the third calendar month follow-
ing the calendar month in which the taxpayer is first notified in
writing by the Secretary that a timely application for an exemp-
tion from the tax imposed by this chapter has not been filed by him
shall be deemed to be filed timely."

(156) REPEAL OF SECTiON 1465-Sectin 1465 relating to defini-
tion of withholding agent) is repealed.

(157) AMENDMFNTs OF sErCTiON 1481.-
(A) Section 1481(a) (1) (A) (relating to mitigation of

effect of renegotiation of Government contracts) is amended
by striking out "within the meaning of the Federal renegoti-
ation act applicable to such transaction" and inserting in lieu
thereof "within the meaning of the Renegotiation Act of
1951. as amended (50 U.S.C. App. 1211 and following) ".

(B) Section 1481(a) (1) (relating to renegotation) is
amended by striking out subparagraph (D).

(C) Subparagraph (B) and (C) of section 1481(a) (1)
are each amended by striking out "applicable Federal re-



negotiation act" and inserting in lieu thereof "Renegotiation
Act of 1951, as amended".

(158) AMENDMENT OF SECTION 15 5 -Section 1551 (a) (relating
to disallowance of surtax exemption) is amended by striking out
"determined under subsection (d)" and inserting in lieu thereof
"determined under subsection (a) ".

(159) AMENDMENT OF SECTION 1552.-The first sentence of see-
tion 1552(a) (relating to earnings and profits of an affllated
group) is amended by striking out "beginning after December 31,
1953, and ending after the date of enactment of this title,".

(b) INFORMINGG AND (LEICAL AMENDMENTS.-

(1) AMENDMENTS CONFORMING TO REPEAL OF SECTIONS 35 AND

242.-
(A) Section 36, as amended by this Act, is amended by

striking out "sections 32 and 35" and inserting in lieu thereof
"section 32".

(B) Section 41 (b) (2) is amended by striking out "section
35 (relating to partially tax-exeempt interest),".

(C) Section 46(a) (3) is amended by striking out sub-
paragraph (B), by inserting "and" at the end of subpara-
graph (A), and by redesignating subpargraph (C) as
subparagraph (B).

(D) Section 50A (a) (3) is amended by striking out sub-
paragraph (B) and redesignating subparagraph (C), (D),
and (E), as subparagraphs (B), (C), and (D), respectively.

(E) (i) The heading of paragraph (1) of section 171 (a) is
amended to read" (1) TAXABLE BONDS. ".

(ii) The heading of paragraph (2) of section 171(a) is
amended to read" (B) TAX-EXEMPT BONDS.-".

(iii) Section 171 (a) is amended by striking out paragraph
(3) and by redesignating paragraph (4) as paragraph (3).

(iv) Section 171 (b) (1) (B) (ii) is amended by striking out
subsection (c) (1) (B)" and inserting in lieu thereof ' sub-

section (a) (1) ".
(v) So much of section 171(c) as precedes paragraph (B)

is amended to read as follows:
"(c) ELECTION AS TO TAXABLE BONDS.-

"(1) ELIGIBILITY TO ELECT; BONDS WITH RESPECT TO WHICH ELEC-
TION PERqMTTE.-In the case of bonds the interest on which is not
excludable from gross income, this section shall apply only if the
taxpayer has so elected."

(F) (i) Section 551 is amended by striking out subsection
(c), and by redesignating subsections (d), (e), (f), and (g),
as subsections (c), (d), (e), and (f), respectively.

(ii) Section 1016(a) (13) is amended by striking out "see-
tion 551(f) " and inserting in lieu thereof "section 551(e)".

"( (G) Section 584(c) (2) is amended to read as follows:
(2) DIVIDENDS RECEIVE.-The proportionate share of each

participant in the amount of dividends received by the common
trust fund and to which section 116 applies shall be considered



for purposes of such section as having been received by such
participant."

(H) (i) Section 642(a) is amended by striking out para-
graph (1), and by redesignating paragraphs (2) and (3)
as paragraphs (1) and (2), respectively.

(ii) Section 41(d) is amended by striking out "section
645 (a) (3)" and inserting in lieu thereof "section 64R (a) (5) ".

(iii) Section 901(g) (3), as amended by this Act, is
amended by striking out "section 642 (a) (2)" and inserting
in lieu thereof "section 642 (a) (1)".

(I) (i) Section 702(a) is amended by striking out para-
graph (7) and by redesignating paragraphs (8) and (9) as
paragraph (7) and (8),respectively.

(ii) Section 705 (b) is amended by striking out "paragraphs
(1) through (8)" and inserting in lieu thereof "paragraphs
(1) through (7)".
(iii) Section 1405(a) is amended by striking out "705(a)

(9)" each place it appears and inserting in lieu thereof "705
(a) (8)".

(J) (i) Section 804(a) is amended by striking out para-
graph (3), and by redesignating paragraphs (4) and (5) as
paragraphs (3) and (4), respectively.

(ii) Section 543 (b) (3) (C1) (iii), as redesignated by para-
graph (51) (A) of this subsection, is amended by striking
out "sections 804(a) (4)" and inserting in lieu thereof "sec-
tions 804(a) (8)".

(iii) Section 804(a) (2) is amended by striking out "para-
graph (5)" and inserting in lieu thereof "paragraph (4) ",
and by striking out "paragraph (4)" and inserting in lieu
thereof "paragraph (3)".

(iv) Section 809(d) (10) is amended by striking out "sec-
tion 804(a) (4)", and inserting in lieu thereof "section 804
(a) (3)".

(v) Section 1561(a) (3) is amended by striking out "sec-
tions 804(a) (4)" and inserting in lieu thereof "sections 804
(a) (3)".

(vi) Section 1564(a) (1) (C) is amended by striking out
"sections 804(a) (4)" inserting in lieu thereof "section 804
(a) (3)".

(K) Section 804(a) (5) (A) is amended by striking out
clause (ii), by inserting "and" at the end of clause (i), and
by redesignating clause (iMi) as clause (ii),

(L) (i) Section 809(d) (8) (A) is amended by striking out
clause (ii), by inserting "and" at the end of clause (i), and
by redesignating clause (iii) as clause (ii).

(ii) Section 809(d) (8) (B) is amended by striking out
"subparagrph (A) (iii)" and inserting in lieu thereof "sub-
paragraph (A) (i)".

(M) 8ertions 804(a) (1),804(a) (5),809 (a) (1),809(b) (1)
(A) and 809(b) (5) (A) are each amended by striking out ",

partially tax-exempt interest,".
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(N) Section 809(e) is amended by striking out paragraph
(6), and by redesignating paragraph (7) as paragraph (6).

(0) Section 815(5)(A)(A) (iii) is amended by striking
out "the deduction for partially tax-exempt interest provided
by section 242 (as modified by section 804(a) (3))," and by
striking out the com ma after "809(d) (8) (B)".

(P) Section 820(c) (2) is amended by striking out "par.
tially tax-exempt interest and".

(Q) Section 822(o) (6) (A) is amended by striking out "or
to the deduction provided in section 24. for partially taw-
exempt interest".

(R) Section 822(c) (7) is amended by striking out "par-
tially tax-exempt interest and to".

(S) Section 82(d) (2) is amended by striking out ", the
deduction provided in subsection (c) (1), and the deduction
allowed by section 242 (relating to partially tax-exempt in-
terest)" and inserting in lieu thereof "and the deduction pro-
vided in subsection (c)( 1)".

(T) Section 832(c) (5) (A) is amended by striking out "or
to the deductions provided in section 242 for partially tax-
exempt interest".

(71) Section 832(c) (12) is amended by striking out "par-
tially tax-exempt interest and to".

(V) Sections 8562(b) (1) and 857(b) (1) are each amended
by striking out the last sentence.

(W) Section 1244(c) (1) (E) is amended by striking out
"sections 172, 242, 243" and inserting in lieu thereof "sections
172, 2943".

(X) Section 1402 (a) (B) is amended by striking out" (other
than interest described in section 35) ".

(Y) Section 1503(b) (3) is amended by striking out sub-
paragraph (C).

(Z) The table of sections for subpart A of part IV of
subchapter A of chapter 1 is amended by striking out the
item relatinq to section 35.

(AA) The table of sections for part VIII of subchapter B
of chapter I is amended by striking out the item relating to
section 242.

(2) AMENDMENT CONFORMING TO REPEAL OF SECTION 5i.-The
table of parts for subchapter A of chapter 1 is amended by strik-
ing out the item relating to part V.

(3) AMENDMENTS CONFORMINO TO ADDITIONS OF SECTIONS 64 AND

(A) Paragraphs (1)(C), (5)(A), (6)(D), and (12) of
section 341(e) are each amended by striking out "gain from
the sale or exchange of property which is neither a capital
asset nor property described in section 1231(b)" each place
it appears and inserting in lieu thereof "ordinary income".

(B) Section 483(f) (3) is amended by striking out "no
part of any gain on such" and inserting in lieu thereof "all of



the gain, if any, on such" and by striking out "gain from the
sale or exchange of a capital asset or property described in
section 1931" and inserting in lieu thereof "ordinary income".

(0) Section 707(b) (2) is amended by striking out "as
gain from the sale or exchange of property other than a capi-
tal asset" and inserting in lieu thereof "as ordinary income".

(D) Paragraphs (1) and (B) of section 735(a) are each
amended by striking out "'ain or loss from the sale or ex-
change of property other than a capital asset" and inserting
in lieu thereof "as ordinary income or as ordinary loss, as the
case may be".

(E) Section 1236(b) is amended by striking out "loss from
the sale or exchange of Foperty which is not a capital asset"
and inserting in lieu thereof "ordinary loss".

(F) Sectons 1249 and 1943 are each amended by striking
out "a loss from the sale or exchange of property which m
not a capital asset" each place it appears and inserting in
lieu thereof "an ordinary loss".I

(G) Section 1944 is amended by striking out "a 1oss from
the sole or exchange of an asset which is not a capital asset"
each place it appears and inserting in lieu thereof "an ordi-
nary ss".

(H) Section 1248(g) (3) (B), as redesignated by this Act,
is amended by striking out "gain from the sale of an asset
which is not a capital asset" and inserting "ordinary income".

(Q The following provisions are each amended by striking
out 'gain from the sale or exchange of property which is not
a capital asset" each place it appears and iserting in lieu
thereof "ordinary income": sections 341(a), 871(a) (1) ((')
(i) and (ii), 881 (a) (3) (A) and (B), 996(d) (1) and (2),
1037(b) (1) (A), 1238(a) (9) (A) and (B), 132(c), 16(a),
and 1385(e) (9) (0).

(J) The following provisions are each amended by strik-
ing out "gain from the sale of property which is not a capital
asset" and inserting in lieu thereof "ordinary income": see-
tions 306(a) (1) (A), 306(a) (1) (B), and 306(f).

(K) The following provisions are each amended by striking
out "gain from the sale or exchange of property which is
neither a capital asset nor property described in section 1931"
each place it appears and inserting in lieu thereof "ordinary
income": sections 80(c) (1), 163(d) (3) and (5), 613(a), 617
(d) (1), 995(b) (1) (C) , 1238, 1245 (a) (1), 1249(a), 1250(f)
and (g), 1251(b) (3) (B), (c) (1), and (c) (9), and 1252(a)
(1).

(4) CLERICAL AMENDMENTS CONFORMING TO ADDITIONS OF SECTIONS
64 AND 65.-

(A) The table of sections for part I of subehapter B of
chapter I is amended by adding at the end thereof the
following new item:

"Sec. 64. Ordinary income defined.
"See. 65. Ordinary loss defined."



(B) The heading for part I of s8uchapter B of chapter 1
is amended by striking out "AND TAXABLE INCOME"
and inserting in lieu thereof ", TAXABLE INCOME, ETC."

(C) The table of parts for subchapter B of chapter I is
amended by striking out "and taxabte income." in the item
relating to part I and inserting in lieu thereof "taxable
income, etc."

(5) AMENDMENT CONFORMING TO REPEAL OF SECTION 76.-The
table of sections for part II of subehapter B of chapter 1 is
amended by striking out the item relating to section 76.

(6) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 103.-
(A) Section 6049(b) (2) (A) is amended by striking out

"section 103 (a) (1) or (3)" and inserting in lieu thereof "see-
lieu thereof "section 103(a)".

(B) Section 852(a) (1)(B), as added by this Act, is
amended by striking out "section 103 (a) (1)" and inserting in
lieu thereof "section 103 (a) ".

(7) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 143'-
(A) (i) Part V of subehapter B of chapter 1 is amended

by striking out section 153 (relating to determination of
marital status) and by redesignating section 154 as section
153.

(ii) The table of sections for part V of subehapter B of
chapter 1 is amended by striking out the items relating to
sections 153 and 154 and inserting in lieu thereof the
following:

"Sec. 153. Cross reterewees.".
(B) Section 152 (a) (9) is amended by striking out "section

153" and inserting in lieu thereof "section 143".
(C) Section 153, as redesignated by subparagraph (A)

of this paragraph, is amended by adding at the end thereof
the following new paragraph:

"(5) For determination of marital status, see section 145."
(8) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 151.-

(A ) The following provisions are each'amended by strik-
ing out educationall institution (as defined in section 151
( e)(4)) "each place it appears and inserting in lieu thereof
"educational organisation described in section 170(b) (1)
(A) (ii)": sections 117(a) (1) (A), 117(b) (1), 117(b) (5)
(A), and 11(b) (2) (B) 152(d), 1
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(g) (1)(B) (as redesig-

nated by subsection (a) (28) (A) (i) of this section), and
403(b) (1) (A) (ii).

(B) Section 103(c) (3) (A), as redesignated by subsection
(a) (17) of this section, is amended by striking out "educa-
tional institution (within the meaning of section 151(e) (4))"
and inserting in lieu thereof "educational organization
described in section 170 (b) (1) (A) (ii) ".

(C) Section 163(b) (1) is amended by striking out "edu-
cational institution (as defined in section 151(e) (4)) and



which is provided for a student of Such institution" and in-
serting in lieu thereof "educational organization described
in section 170(b) (1) (A) (ii) and which is provided for a
student of such organization".

(D) (i) Subparagraphs (A), (B), and (C) of section 415
(c) (4) are each amended by striking out "educational insti-
tution" each place it appears and inserting in lieu thereof
"educational organization".

(ii) Subparagraph (D) (ii) of section 415(c) (4) is
amended to read as follows.-

"(ii) For purposes of this paragraph the term 'edu-
cational organization' means an educational organiza-
tion described in section 170(b) (1) (A) (ii)."

(iii) Section 415(c) (4) is amended by striking out "EDU-
CATIONAL INSTITUTIONS" from the paragraph heading and
inserting in lieu thereof "EDUCATIONAL ORGANIZATIONS".

,(E) Section 508(c) (2) (A) is amended to read as follows:
"(A) educational organizations described in section 170

(b) (1) (A) (ii), and".
(F) Section 512(b) (15) (B), as redesignated by section

1951 (b) (8) (A) of this Act, is amended by striking out "edu-
cational institution (as defined in section 151 (e) (4))" and
inserting in lieu thereof "educational organization described
in section 170(b) (1) (A) (ii)".

(G) Section 1303(d) w amended by striking out "educa-
tional institution (as defined in section 151 (e) ())" each
place it appears and inserting in lieu thereof "educational
organization described in section 170(b) (1) (A) (ii) ".

(H) Sections 4941 (d) (2) (G) (ii) and 4945(g) (1) each
are amended by striking out "educational institution de-
scribed in section 151(e) (4)" and inserting in lieu thereof
"educational organization described in section 170(b) (1)
(A) (ii)".

(9) AMENDMENTS CONFORMING TO THE AMENDMENTS OF SECTION

152.-Sectin B(b) (3) (B) is amended by striking out clause (ii)
by adding "or" at the end of clause (i), and by redesignating
clause (iii) as clause (ii).

(10) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION

172-

(A) Section 374(e) (2) is amended by striking out "see-
tion 172 (I)" and inserting in lieu thereof "172 (g) ".

(B) section 904 (f) (1) (B) (i) and 904 (f) (4) (B) (i), as
amended by this Act, are each amended by striking out
"section 172(k) (1)" and inserting in lieu thereof "section
172(h) ".

(11) AMENDMENTS CONFORMING TO REPEAL OF SECTION 187.-

(A) Section 48(a) (8) (relating to section 38 property) is
amended by strikinq out "187,".

(B) The table of sections for part VI of subehapter (B) of
chapter 1 is amended by striking out the item relating to sec-
tion 187.



(C) Section 10892(a) (2) (B) (relating to basis for deter-
mining gain or loss) is amended by striking out "187,".

(D) Section 1245 (a) (92) (relating to gan from dispositions
of certain depreciable property) is amended by striking out
"187," each place it appears.

(12) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 342.-

(A) Section 551 (f), as redesignated by paragraph (1) (F)
of this subsection, is amended by striking out paragraph (3).

(B) The table of subparts for part 11 of subchapter U of
chapter I is amended by striking out the item relating to Sub-
part C and inserting in lieu thereof:

"Subpart C. Collapsible corporations."

(C) The table of sections for subpart C of part II of sub-
chapter C of chapter 1 is amended by striking out the item re-
lating to section 342 .

(D) The heading of subpart C of part II of subchapter C
of chapter 1 is amended to read as follows:

"Subpart C-Collapsible Corporations".

(13) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 363-

The table of sections for subpart C of part III of subchapter C of
chapter 1 is amended by striking out the item relating to section
363.

(14) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 373.-

(A) Section 372(b) (1) is amended by striking out "373
(b) or".

(B) Section 374(b) is amended to read as follows:"(b) BAsis.-"(1) RAILROAD CORPORATIONS.-If the property of a railroad
corporation, as defined in section 77 (m) of the Bankruptcy Act (11
U.S.C. 205(m)), was acquired after December 31, 1938, in pursu-
ance of an order of the court having jurisdiction of such corpora-
tion-

"(A) in a receivership proceeding, or
"(B) in a proceeding under section 77 of the Bankruptcy

Act,
and the acquiring corporation is a railroad corporation (as de-
fined in section 77(m) of the Bankruptcy Act) organized or made
use of to effectuate a plan of reorganization approved by the court
in such proceeding, the basis shall be the same as it would be in
the hands of the railroad corporation whose property was so ac-
quired, increased in the amount of gain recognized under subsec-
tion (a) (92) to the transferor on such transfer.

"(2) PROPERTY ACQUIRED BY STREET, SUBURBAN, OR INTERURBAN

ELECTRIC RAILWAY CORPORATION.-If the property of any street,
suburban, or interurban electric railway corporation engaged as
a common carrier in the transportation of persons or property in
interstate commerce was acquired after December* 31, 1934, in
pursuance of an order of the court having jurisdiction of such
corporation in a proceeding under section 77 of the Bankruptcy.



Act (11 U.S.C. 501 and following), and the acquiring corpora-
tion is a street, suburban or interurbon electric railway engaged
as a common carrier in tjie transportation of persons or property
in interstate commerce, organized or made use of to effectuate a
plan of reorganization approved by the court in such proceeding,
then, notwithstanding the provisions of section 270 of the Bank-
ruptcy Act (11 U.S.C. 670), the basis shall be the same as it would
be in th hands of the corporation whose property was so acquired."

(C) Section 374(c) (3) is amended by striking out "sub-
section (b) " and inserting in lIeu thereof "subsection (b) (1)".

(D) Section 1232(b)(£) is amended by striking out "8ec-
tion 371, 373, or 374" and inserting in lieu thereof "section
371 or 374".

(E) The table of sections for part IV of subehapter C of
chapter 1 is amended by striking out the item relating to 8eC-
tion 373.

(15) AMENDMENT CONFORMING TO REPEAL OF SECTIONS 391 THROUGH
395.-The table of parts for subchapter C of chapter 1 is amended
by striking out the item relating to part VII.

(16) AMENDMENT CONFORMING TO THE AMENDMENTS OF SECTION
4 81-Section 381 (c) is amended by striking out paragraph (21).

(17) AMENDMENT CONFORMING TO THE AMENDMENTS OF SECTION
54 5.-Section 381 (c) (15) is amended by striking out "subsections
(b) (7) and (c)" and inserting in lieu thereof "subsection (c) ".

(18) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 583.-
The table of sections for part I of 8ubchapter H of chapter 1 is
amended by striking out the item relating to section 583.

(19) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 592.-
The table of sections for part II of subchapter H of chapter 1 is
amended by striking out the item relating to section 59£.

(20) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 601-
(A) Section 535(b) is amended by striking out paragraph

(8).
(B) (i) Section 545(b) is amended by striking out para-

graph (6), and by redesignating paragraph (8) as para-
graph (6).

(ii) Section 545(b) (8) is amended by striking out "para-
graph (8)" and inserting in lisu thereof "paragraph (6)".

(iii) Section 545(c) (5) is amended by striking out "sub-
section (b) (8)" and inserting in lieu thereof "subsection
(b) (6)".

(C) The table of parts for subchapter H of chapter 1 is
amended by striking out the item relating to part III.

(£1) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 615.-

(A) (i) Section 243(b) (3) (C) is amended-
(I) by striking out clauses (ii) and (iii) and inserting

in lieu thereof the following :"(ii) $400,00 limitation for certain exploration ex-
penditures under section 617(h) (1),", and
(1I) by redesignating clauses (iv) and (v) as clauses

(iii) and (iv), respectiely.



(ii) Section 1564(b) (2) (C) is amended by striking out
"section 243(b)(3)(C)(v)" and inserting in lieu thereof
"243(b) (3) (C) (iv)".

(B) Section 381(c) (10) is amended to read as follows:
"(10) TREATMENT OF CERTAIN MINING DEVELOPMENT AND EXPLORA-

TION EXPENSES OF DISTRIBUTOR OR TRANSFEROR CORPORATION.-Theacquiring corporation shall be entitled to deduct, as if it were the
distributor or transferor corporation, expenses deferred under
section 616 (relating to certain development expenditures) if the
distributor or transferor corporation has so elected. For the pur-
pose of applying the limitation provided in section 617(h), if, for
any taxable year, the distributor or transferor corporation was
allowed a deduction under section 617(a), the acquiring corpora-
tion shall be deemed to have been allowed such deduction."

(C) Section 617(h) (1) is amended by striking out "and
section 615(a) and the amounts which are or have been
treated as deferred expenses under section 615(b)" and insert-
ing in lieu thereof "land subsection (a) of section 615 (as in
effect before the enactment of the Tax Reform Act of 1976)".

(D) Section 617(h) (3) is amended to read as follows;
(3) APPLICATION OF PARAGRAPH (2) (R).-Paragraph (2) (B)

shell apply with respect to all amounts deducted before the latest
such transfer from the individual or corporation to the taxpayer.
Paragraph (2) (B) shall apply only if-

"(A) the taxpayer acquired any mineral property from
the individual or corporation under circumstances which
make paragraph (7), (8), (11), (15), (17), (20), or (22)
of section 113(a) of the Internal Revenue Code of 1939 apply
to such transfer; or

"(B) the taxpayer acquired any mineral property from
the individual or corporation under circumstances which
make section 334(b), 362 (a) and (b), 372(a), 374(b) (1),
1051, or 1082 apply to such transfer."

(E) Section 617 is amended by adding at the end thereof
the following new subsection:

"(i) CERTAIN PRE-1970 EXPLORATION EXPENDITTUES.-If-
"(1) the taxpayer receives mineral property in a transaction as

a result of which the basis of such property in the hands of the
transferee is determined by reference to the basis in the hands
of the transferor,

"(2) an election made by the transferor under subsection (e)
of section 615(e) (as in effect before the enactment of the Tax
Reform Act of 1976) applied with respect to expenditures which
were made by him and which were properly chargeable to such
property, and

"(3) the taxpayer has made or makes an election under subsec-
tion (a),

then in the application of this section with respect to the transferee,
the amounts allowed as deductions under such section 615 to the
transferor, which (but for the transferor's election) would be re-
flected in the adjusted basis of such property in the hands of the trans-
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feree, shall be treated as expenditures allowed as deductions under
subsection (a) to the transferor."

(F) Section 703(b) is amended by striking out "under
section 615 (relating to pre-1970 exploration expenditures),".

(G) Section 1016 (a) is amended by striking out paragraph
(10).

(H) The table of sections for part I of subchapter I of
chapter 1 is amended by striking out the item relating to sec-
tion 615.

(29) AMENDMENTS CONFORMING To THE REPEAL OF SECTION 632-

(A) The table of sections for part III of subchapter I of
chapter 1 is amended by striking out the item relating to
section 639.

(B) Section 5(b) is amended by striking out paragraph
(1).

(28) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 771.-
The table of parts for subchapter K of chapter I is amended by
striking, out the item relating to part IV.

(94) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION
802.-Section 815(c) (3) (B) is amended by striking out " ( deter-
mined without regard to section 802(a) (3))".

(25) AMEvDMENT CONFORMING TO THE AMENDMENT OF SECTION
812.--Section 844(b) (2) is amended by striking out "section
812(b) (1) (A) (iii)" and inserting in lieu thereof "section 812(b) (1) (C) ".

(26) AMENDMENTS CONFORMING TO THE AMENDMENTS OF SECTION

864.-
(A) Paragraphs (5) and (6) of section 861 (a) (relating

to items treated as income from within United States) are
each amended by striking out in the heading "SALE" and in-
serting in lieu thereof "SALE OR EXCHANGE", and by striking
out "sale" in the text and inserting in lieu thereof "sale or
exchange".

(B) Section 861(e) (1) (relating to income from certain
aircraft and vessels) is amended by striking out "sale or other
disposition" and inserting in lieu thereof "sale, exchange, or
other disposition".

(C) Paragraphs (5) and (6) of section 862 (a) (relating
to items treated as income from without the United States)
and paragraphs (2) and (3) of section 863(b) (relating tosources of income) are each amended by striking out "sale"
and inserting in lieu thereof "sale or exchange".

(D) Paragraph (2) of section 863(b) (relating to sources
of income) is amended by striking out "sold" each place it
ap pears and inserting in lieu thereof "sold or exchanged".

(27) AMENbMENTS CONFORMING TO THE REPEAL OF SECTION 972.-
(A) Section 970(b) (1) (relating to inclusion of certain

previously excluded amounts of subpart F income) is amend-
ed by striking out "application of section 972" and inserting
in lieu thereof "treatment (under section 972 as in effect be-
fore the date of the enactment of the Tax Reform Act of
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1976) of two or more controlled foreign corporations which
are export trade corporations as a single controlled foreign
corporation".

(B) The table of sections for subpart G of part III of sub-
chapter N of chapter 1 is amended by striking out the item
relating to section 972.

(98) AMENDMENTS CONFORMING To THE AMENDMENT OF SECTION

1001.-

(A) Subsection (c) of section 331 is amended to read as
follows:

"(a) ' SS REFERENCE.-

"For general rule for determination of the amount of gain or loss
recognized, see section 1001."
(B) (i) Section 1002 (relating to recognition of gain or loss)

is revealed.
(is) The table of sections for part I of subchapter 0 of chapter

1 is amended by striking out the item relating to section 1009.
(29) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 1020.-

(A) The third sentence of subsection (a) of section 1016 is
amended by striking out "under section 1090" and inserting
in lieu thereof "under section 1090 (as in effect before the date
of the enactment of the Tax Reform Act of 1976)".

(B) The table of sections for part II of subchapter 0 of
chapter 1 is amended by striking out the item relating to
section 1020.

(30) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 1022.-
(A) Section 1016(a) is amended-

(i) by striking out paragraph (91), and
(ii) by redessgnating paragraphs (90) and (99) as

paragraphs (19) and (90), respectively.
(B) The amendment made by subparagraph (A) (i)

shall aply with respect to stock or securities acquired
from a ecedent dying after the date of the enactment
of this Act.

(0) The table of sections for part 11 of subchapter 0
of chapter 1 is amended by striking out the item relating
to section 1099.

(31) AMENDMENTS CONFORMING TO AMENDMENTS OF SECTION 1033.-
(A) Section 1250(d) (4) (B) is amended by striking out

"1033(a) (3) (A)" and inserting in lieu thereof "1033(a) (9)
(A) ".

(B) Section 1250 (d) (4) (C) and (D) are each amended
by striking out "1033(a) (3)" and inserting in lieu thereof
"1033 (a) (0)".

(C) Section 6212(c) (9) (B) is amended by striking out
"1033(a) (3) (0) and (D)" and inserting in lieu teof
1033(a) (9) (C) ad (D)" ,.

(D) Seetion 6504(4) is amended by striking out 1033(a)
(3) (C) and (D)" and inserting in lseu thereof "1033(a) (9)
(0) and (D)".
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(E) Sections 1071(b) and 1250(d) (4) (D) are each
amended by striking out "1033(c)" and inserting in lieu
thereof "1033(b)".

(32) AMENDMENTs CONFORMING To THE REPEAL OF SECTION 111.-

(A) Section 301 is amended by striking out subsection
(f ), and by redesignating subsection (g) as subsection (e).

(B) (i) Section 312 is amended by striking out subsection
(k), and by redesignating subsections (1) and (m) as sub-
sections (j) and (k), respectively.

( ii) Section 1246 (g) is amended by striking out "31 (l)"
and insertinF in lieu thereof "312(y)".

(iii) Sections 964(a) and 1(48(c) (1) are each amended by
striking out "131 (m) (3)" and inserting in lieu thereof "312
(k) (3)."

(iv) Subsection (d) of section 1377, as added by this Act,
is amended by striking out "132(m)" and inserting in lieu
thereof "312 (k) ".

(C) Section 535(b) is amended by striking out paragraphs
(9) and (10).

(D) Section 543(a) (1) is amended by inserting "and" at
the end o subparagraph (A), and by striking out subpara-
graphs (B) and (C) and inserting in lieu thereof the
f oowino :,

"(B) interest on amounts set aside in a reserve fund under
section 511 or 607 of the Merchant Marine Act, 1936 (46
U.S.C. 1161 or 1177)."1

(E) Section 545(b) is amended by striking out paragraphs
(10) and (11).

(F) Section 553(a) (1) is amended to read as follows:
"(1) DIDENDS, Ec.-Dividends, interest, royalties, and

annuities."
(G) Section 556(b) is amended by striking out paragraphs

(7) and (8).
(H) Section 561(b) is amended to read as follows:

"(b) SPECIAL RULES APPLICABLE.-In determining the deduction
for dividends paid, the rules provided in section 569 (relating to rules
applicable in determining dividends eligible for dividends paid deduc-
tion) and section 563 (relating to dividends paid after the close of the
taxable year) shall be applicable."

(I) The table of parts for subchapter 0 of chapter 1 is
amended by striking out the item relating to part IX.

(33) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 1222.-
(A) Section 57(a) (9) (A) is amended by striking out "the

amount by which the net long-term capital qain exceeds the
net short-term capital loss" and inserting in lieu thereof "the
net capital gain".

(B) So much of the first sentence of section 57(a) (9) (B)
as precedes "by a fraction" is amended to read as follows: "In
the case of a corporation having a net capital gain for the
taxable year, an amount equal to the product obtained by
multiplying the net capital gain".



(0) Section 527(b) (2) is amended by striking out "net
section 1,01 gain" and inserting in lieu thereof "net capital
gain".

(D) Section 535(b) (6) and 5.45 (b) (5) and each amended-
(1) by striking out from the paragraph heading

"LoNG-TERM" and inserting in lieu thereof "N~r",
(2) by striking out from the text "the excess of the net

long-term capital gain for the taxable year over the net
short-term capital lose for such year" each place it ap-
pears and inserting in lieu thereof "the net capital gain
for the taxable year", and
(3) by striking out from the text "such excess" each

place it appears and inserting in lieu thereof "such net
capital gain".

(E) Section 802 (a) (2) is amended-
(i) by striking out "the net long-term capital gain of any

life insurance company exceeds the net short-term capital
loss" and inserting in lieu thereof "any life insurance corn-
pany has a net capital gain", and

(ii) by striking out "such excess" each place it appears and
inserting in lieu thereof "such net capital gain".

(F) Section 804(a) (8) is amended by striking out "by
which the net long-term capital gain exceeds the net short-
term capital loss" and inserting in lieu thereof "of the net
capital gain".

((G) Sections 809(b) (1) (B) and 809(b) (8) (B) are each
amended by striking out "by which the net long-term capital
gain exceeds the net short-term capital loss" and inserting in
lieu thereof "of the net capital gain".

(H) Section 815(b) (8) (A) (ii) is amended by striking out
"by which the net long-term capital gain exceeds the net shrt-
term capital loss" and inserting in lieu thereof "of the net
capital gain".

(I) Section 858(b) (8) (A) is amended by striking out
"the excess, if any, of the net long-term capital gain over the
net short-term capital loss" and inserting in lieu thereof "the
amount of the net capital gain, if any"-

(J)(i) Section 858(b) (3) (A) is amended to read as
follows:

"(A) IMPOSITION oP rAx.-There is hereby imposed for
each taxable year in the case of every regulated investment
company a tax, determined as provided in section 1801 (a), on
the excess, if any, of the net capital gain over the deduction for
dividends paid (as defined in section 561) determined with
referen- to capital aain dividends only."

(ii) The second sentence of section 852(b) (3) (C) is
amended by striking out "excess of the net long-term capi-
tal gain over the net short-term capital loss" each plaee it ap-
pears and inserting in lieu thereof "net capital gain".

(K) The second sentence of section 857(b) (3) (C) is
amended by striking out "excess of the net long-term capital



gain over the net short-term capitaZ loss" each place it appears
and inserting in lieu thereof "net capital gain".

(L) Section lOl(b) is amended by striking out "net sec-
tion 1201 gain" each place it appears and inserting in lieu
thereof "net capital gain".

(M) The first sentence of section 1202 is amended to read
as folZows: "If for any tamable year, a taxpayer other than a
corporation has a net capital gain, 50 percent of the amount of
the net capital gain shall be a deduction from gross income."

(N) Sections 381(c) (3) (B), 3$1(c) (3) (C), 852(d), 4940
(c) (1), and 4940 (c) (4) are each amended by striking out "net
capital gain" and inserting in lieu thereof "capital gain net
income".

(0) Section 1212(a) (1) is amended by striking out "net
ca pital ain" each place it appears and inserting in lieu
thereof 'capital gain net income", and by striking out "net
capital gains" and inserting in lieu thereof "capital gain net
income".

(P) Section 1247 (a) (1) (B) is amended by striking out
"the excess (determined as if such corporation were a domestic
corporation) of the net long-term capital gain over the net
short-term capital lass" and inserting in lieu thereof "the
amount (determined as if Such corporation were a domestic
corporation) of the net capital gain".

(Q) (i) Section 1375(a) (1) is amended by striking out
"the excess of the corporation's net long-term capital gain
over its short-term capital loss" and inserting in lieu thereof
"the corporation's net capital gain".

(ii) The second sentence of section 1375 (a) (1) is amended
by striking out "such excess" and inserting in lieu thereof
"such net capital gain".

(iii) Section 1375(a) (3) is amended by striking out "the
excess of an electing small business corporation's net long-
term capital gain over its net short-term capital loss" and in-
serting in lieu thereof "an electing small business corpora-
tion's net capital gain".

(R) The following provisions are each amended by strik-
ing out "the excess of the net long-term capital gain over the
net short-term capital loss" and inserting in lieu thereof "the
net capital gain": Sections 1247(a) (2) (A) (i), 1247(a) (8)
(C), 12.47(d) (1) and (2), 1378(a) (1), 1378(b) (1), and 1378
(c) (3).

(34) AMENDMENT cONFORMING To THE REPEAL OF SECTION 1240.-
The table of sections of part IV of subchapter P of chapter 1 is
amended by striking out the item relating to section 1240.

(35) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 1315-
The table of sections for part II of subchapter Q of chapter 1 is
amended by striking out the item relating to section 1315.

(36) AMENDMENTS CONFORMINo TO THE REPEAL OF SECTION 1321.-
(A) Section 472 is amended by striking out subsection (f).
(B) Section 6422, as amended by this Act, is amended by
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striking out paragraph (B), and by designating paragraphs
(3) through (13) as paragraphs (B) through (1), respec-
tively.

(C) Section 6504 is amended by striking out paragraph
(1).-

(D) Section 6515 is amended by striking out paragraph
(1).

(E) The table of parts for subchapter Q of chapter 1 is
amended by strkinag out the item relating to part !!.

(37) AMENDMENTS CONFORMING TO THE REPEAL OF SECTIONS 1331

THROUGH 1337.-

(A) The third sentence of section 901 (a) is amended by
striking out "under section 1333 (relating to war loss re-
coveries) or".

(B) Section 936(a) (B), as added by this Act, is
amended-

aJ), by inserting "or" at the end of Subparagraph (C),

(ii) by striking out subparagraph (D).
(C) Section 6212(c) (B) is amended by striking out sub-

paragraph (D).
(D) Section 6515 is amended by striking out paragraph (6).
(E) Section 6515, as amended by this Act, is amended by

striking out paragraph (B), and by redesignating paragraphs
(3), (4), (5), (6), (7), and (8) as paragraphs (1), (B), (3),
(4), (5), and (6) respectively.

(F) The table of parts for subchapter Q of chapter 1 is
amended by striking out the item relating to part IV.

(38) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 1342-
The table of sections for part V of subchapter Q of chapter 1 is
amended by striking out the item relating to section 1342.

(39) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 1346-
(A) The table of sections for part VI of subchapter Q of

chapter I is amended by striking out the item relating to sec-
tion 1346.

(B) Section 6504 is amended by striking out paragraph
(7).

(40) AMENDMENT CONFORMING TO AMENDMENT OF SECTION 1372-
Section 58(d) (B) is amended by striking out ", notwithstand-
ing the provisions of section 1371 (b) (1),".

(41) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 1465.-
The table of sections for subchapter C of chapter 3 is amended
by striking out the item relating to section 1465.

(c) AMENDMENTS TO PROVISIONS REFERRING To TERRITORIES.-
(1) Section 37(f) is amended by striking out "a Territory,".
(B) Sections 105(e) (2), B73, and 454(b) (B) are each amended

by striking out ", a Territory,".
(3) Section 117(b) (B) (A) (iv) is amended by striking out

"a territory,".
(4) Section 162(a) is amended by striking out "territory".
(5) Section 581 is amended by striking out ", of any State, or

of any Ter7itory" and inserting in lieu thereof "or of any Sta",
and by striking out ", Territorial,".



(6) Section 801(b) (3) is amended by striking out "or Terri-
toria".

(7) Section 861(a) (1) is amended by striking out ", any Ter-
ritory, any political subdivision of a Territory,".

(8) Paragraphs (6) and (7) of section 1014(b) are each
amended by striking out "Territory,".

(9) Section 1229 (5) is amended by striking out "or Territory,".
(d) EFFECTIVE DATE.-EXcept as otherwise e expressly provided in

this section, the amendments made by this section shall apply with
respect to taxable years beginning after December 31, 1976.
SEC. 1902. AMENDMENTS OF SUBTITLE B; ESTATE AND GIFT TAXES.

(a) IN GENERAL.-
(1) AMENDMENTS OF SECTION 2o12.--

(A) Section 2012(b) (relating to credit jor gift tax) is
amended-

(i) by striking out "(b) In applying," and inserting
in lieu thereof " (b) VALUATION REDUCTIONS.-In apply-
ing,", and

(ii) by striking out in paragraphs (9) and (3) "deduc-
tion)-then" and inserting in lieu thereof "deduction),
then".

(B) Section 2012(c) (relating to gift by spouse or third
party) is amended by striking out "(c) Where the decedent"
and inserting in lieu thereof "(c) WHERE GIFr CONSIDERED
MADE ONE-HALF BY SPousE.-Where the decedent".

(C) Section 2012(d) (1) (relating to computation of
amount of gift tax) ; s amended by striking out " (d) (1) For
purposes of" and inserting in lieu thereof the following:

C(d COMPUTATION OF AMOUNT OF GIFT TAX PAID.-
"(1) AMOUNT OF TAx.-For purposes of".

(D) Section 2012(d) (2) (relating to credit for gift tax)
is amended by striking out "(9) For purposes" and inserting
in lieu thereof: "(9) AMOUNT oF OFr.-For purposes".

(9) AMENDMENTS OF SECTION 2013.-Section 2013(d)(3) is
amended by striking out ", or the corresponding provision of prior
law,".

(3) AMENDMENT OF SECTION 20s8.-Section 2038 (relating to
revocable transfers) is amended by striking out subsection (c)
(relating to effect of disability in certain cases).

(4) AMENDMENTS OF SECTION 2055.-
(A) Section 9056(b) (relating to powers of appointment)

is amended to read as follows:
"(b) PowERs OF APPoiNrMNT.-Propertv ineludible in the de-

cedent's gross estate under section 9041 (relating to powers of appoint-
ment) received by a donee described in this section shall, for purposes
of this section, be considered a bequest of such decedent."

(B) Section 2055(f) (relating to cross references) is
amended to read as follows:

"(f) CROSS REFEREN0919-
."(I) For option as to time for valuation for purpose of deduction under

this section, see section 2082.
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"(2) For exemption of gifts and bequests to or for the benefit of
Library of Congress, see section 5 of the Act of March 2, 1925, as
amended (2 U.S.C. 161).

"(3) For treatment of gifts and bequests for the benefit of the Ofilce
of Naval Records and History as gifts or bequests to or for the use
of the United States, see section 7222 of title 10, United States Code.

"(4) For treatment of gifts and bequests to or for the benefit of Na-
tional Park Foundation as gifts or bequests to or for the use of the
United States, see section 8 of the Act of December 18, 1967 (16 U.S.C.
191).

"(5) For treatment of gifts, devices, or bequests accepted by the
Secretary of State under the Foreign Service Act of 196 as gifts, de-
vices, or bequests to or for the use of the United States, see section
1021(e) of that Act (22 U.S.C. 809(e)).

"(6) For treatment of gifts or bequests of money accepted by the At-
torney General for credit to 'Commissary Funds, Federal Prisons,' as
gifts or bequests to or for the use of the United States, see section 2 of
the Act of May 15, 1952, as amended by the Act of July 9, 1952 (21 U.S.C.
725s-4).

"(7) For payment of tax on gifts and bequests of United States ob-
ligations to tMe United States, see section 24 of the Second Liberty
Bond Act (31 U.S.C. 757e)."(8) For treatment of gifts and bequests for benefit of the Naval
Academy as gifts or bequests to or for the use of the United States, see
section 6972 of title 10, United States Code.

"(9) For treatment of gifts and bequests for benefit of the Naval
Academy Museum as gifts or bequests to or for the use of the United
States, see section 6974 of title 10, United States Code.

"(10) For exemption of gifts and bequests received by National
Archives Trust Fund Board, see section 2308 of title 44, United States
Code."

(5) AMENDMENTS OF SECTION 2106.-
(A) Section 2106(a) (2) (F) (relating to cross references

con ring the charitable deduction for estate tax purposes)
is amended to read as follows:

"(F) CRoss REFERENCES.-
"(1) For option as to time for valuation for purposes of deduc-

tion under this section
, 
see section 20m2.

"(2) For exemption of certain bequests for the beneft of the
United States and for rules of construction for certain bequests,
see section 2055(f)."

(B) Section 2106 (relating to taxable estate of nonresi-
dents) is amended by striking out subsection (a) (relating to
treatment of United States bonds).

(6) AMENDMENT OF SECTIONS 2107 AND 210.-Section 2107(a)
(relating to estate tax on expatriates) and section 2108(a) (relat-
ing to application of pre-1967 estate tax provisions) are each
amended by striking out "the date of enactment of this section"
and inserting in lieu thereof "November 13, 1966".

(7) AMENDMENT RELA TING TO SECTION 2201.--
(A) Section 6(b) (1) of the Act of January 2, 1975 (Pub-

lic Law 93-597, 88 Stat. 1950) is amended by striking out
"Section 2210" and inserting in lieu thereof "Section 9901".

(B) The amendment made by subsection (A) is effective
July 1, 1973.

(8) REPEAL OF SECTION 2202.-Sertion 9909 (relating to mis-
sionaries in foreign service) is repealed.



(9) AMENDMENT OF SECTION 2204.-The last sentence of sec-
tion 9Z04(b) (relating to the discharge from personal liability of
a fduciary other than the executor) is amended by striking out
"has not been" and inserting in lieu thereof "has been".

(10) AMENDMENT OF SECTION 25o.-Section 2501(a) (1) relat-
ing to imposition of gift tax) is amended to read as follows:

"(1) GENERAL RtULE.-A tat, computed as provided in section
2 i is hereby imposed for each calendar quarter on the transfer
of property by gift during such calendar quarter by any individ-
ual, resident or nonresident."

(11) AMENDMENT OF SECTION 2522.-Subsection (d) of section
259 (relating to cross references) is amended to read as follows:

"(d) CROSS REFERENCE.-

"For exemption of certain gifts to or for the benefit of the United
States and for rules of construction with respect to certain gifts, see
section 2055(f)."

(19) AMENDMENTS TO SECTIONS REFERRING TO TERRITORIES.-
(A) The following provisions are each amended by strik-

ing out "Territory,": sections 2055(a) (1), 2056(c) (2) (B),
a 2106(a) (2) (A) (i).

(B) The following provisions are each amended by strik-
ing out "or Territory": sections 2011(a), 9011 (e), and 2053
(d).

(C) Section 9016 is amended by striking out "Territory
or",.

(D) Sections 2522(a) (1) and 959(b) (1) are each
amended by striking out "Territory,".

(E) Section 2523(f) (1) is amended by striking out "Ter-
rito'y, or".

(b) CONFORMING AND CLERICAL AMENDMENTS.-
(1) AMENDMENT CONFORMING TO REPEAL OF SECTION 2202.-The

table of sections for subchapter C of chapter 11 is amended by
striking out the item relating to section 9909.

(9) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 2055.-
(A) Section 6503, as amended by this Act, is amended by

striking out subsection (e), and by redesignating subsections
(f), (g), (h), and (i) as subsections (e), (f), (g), and (h),
respectively.

(B) Section 6167(h) (2) is amended by striking out "see-
tion 6503(f)" and inserting in lieu thereof "section 6503(e)".

(c) E cmrTI DATES.-
(1) ESTATE TAX AMENDMNr.-The amendments made by

paragraphs (1) through (10), and paragraphs (14) (A), (B), and
(C), of subsection (a), and by subsection (b) shall apply in the
case of estates of decedents dying after the date of the enactment
of this Act, and the amendment made by paragraph (11) of sub-
section (a) shall apple' in the case of estates of decedents dying
after December 31,1970.

(M GIFT TAX AMENDMENTS.-The amendments made by para-
graphs (12), (13), and (14) (D) and (E) of subsection (a) shall
apply with respect to gifts made after December31, 1976.
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SEC. 1903. AMENDMENTS OF SUBTITLE C; EMPLOYMENT TAXES.
(a) IN GENERAL.-

(1) AMEivDMENTS OF SECTION 3101L AND 3111.-
(A) Section 3101(a) (relating to rate of tax on employees

for old-age, survivors, and disability insurance) and section
3111 (a) (relating to rate of tax on employers for such insur-
ance) are each amended by striking out paragraphs (1), (5),
(3), and (4), and by redesignating paragraphs (6) and (6)
as paragraphs (1) and (2), respectively.

(B) Section 3101(b) (relating to rate of tax on employees
for hospital insurance) and section 3111 (b) (relating to rate
of tax on employers for such insurance) are each amended
by striking out paragraphs (1) and (2), and by redesignat-
ing paragraphs (3), (4), (5), and (6) as paragraphs (1),
(2), (3), and (4), respectively.

(2) REPEAL OF SECTION 311 3.-Setion 3113 (reZating to appli-
cation of social security tax on District of Columbia credit unions)
is repealed.
(3) AMENDmENTS OF SECTION 3121.-

(A) Section 3121(b) (relating to employment) is
amended-

(i) by striking out "performed after 1936 and prior to
1955 which was employment for purposes of subchapter
A of chapter 9 of the Internal Revenue Code of 1939
under the law applicable to the period in which such
service was performed, and any service, of whatever na-
ture, performed after 1954" and inserting in lieu thereof
", of whatever nature, performed", and

(ii) by striking out ", in the case of service performed
after 1954,".

(B) Section 3121(b) (1) is amended by striking out "65
Stat. 119;".

(C) Section 3121(b) (6) (B) (v) is amended by striking
out "Secretary of the Treasury" and inserting in lieu thereof
"Secretary of Transportation".

(D) Section 3121(g) (3) (relating to agricultural labor)
is amended by striking out "46 Stat. 1550, § 3;".

(E) Section 3121(k) (1) (relating to exemption of certain
organizations) is amended by striking out subparagraphs
(F) and (H) and by redesignating subparagraph (G) as
subparagraph (F).

(F) Section 3121(1) (2) (relating to employees of foreign
subsidiaries) is amended by striking out ", but in no case prior
to January 1, 1955".

(G) Section 31.l21(m) (1) (relating to service in the uni-
formed services) is amended by striking out "after Decem-
ber 1956".

(4)AMENDMENTS OF SECTION 3122.-The last sentence of section
3122 (relating to Federal service) is amended by striking out
"Secretary" each place it appears and inserting i' lieu thereof
"Secretary of Transportation".



(5) AMENDMENT OF SECTION 3125.-Section 3125(c) (relating
to returns in the case of Governmental employees in the District
of Columbia) is amended by striking out "Commissioners of the
District of Columbia or Such agents as they may designate" and
by inserting in lieu thereof "Mayor of the District of Columbia
or such agents as he may designate".

(6) AMENDMENT OF SECTION 3201.-SeCtion 3201 (relating to
rate of tax on railroad employees) is amended-

(A) by striking out "of the Internal Revenue Code of 1954"
each place it appears;

(B) by striking out "of such Code";
(C) by striking out "after September 30, 1973, as is" and

inserting in lieu thereof "as is"; and
(D) by striking out "any month after September 30, 1973"

a inserting in lieu thereof "any month".
(7) AMENDMENTS OF SECTION 3202.-

(A) The second sentence of section 3202(a) (relating to
reduction of tax by railroad employer) is amended-

(i) by striking out "after September 30, 1973," each
place it appears;

(ii) by striking out "after September 30, 1973 and the
aggregate" and inserting in lieu thereof "and the aggre-
gate";

(iii) by striking out "of the Internal Revenue Code of
1954" each place it appears; and

(iv) by inserting a comma immediately after "for any
month" each place it appears.

(B) Section 3202(b) (relating to indemnification of em-
p 77er) is amended by striking out "made".

(8 MENDMENTS OF SECTION 3211.-Section 3211(a) (relating
to rate of tax on railroad employee representatives) is amended-

(A) by striking out "3111(a), 3111(b)" and inserting in
lieu thereof "3111(a), and 3111 (b)";

(B) by striking out "of the Internal Revenue Code of
1954" each place it appears;

(C) by striking out "rendered by him after September 30,
1973," and inserting in lieu thereof "rendered by him"; and

(D) by striking out "after September 30, 1973".
(9) AMENDMENTS OF SECTION 3221.-

(A) The first sentence of section 3221 (a) (relating to rate
of tax on railroad employers ) is amended-

(i) by striking out "after September 30, 1973," each
place it appears;

(ii) by striking out "after September 30, 1973; except
that" and inserting in lieu thereof ", except that";

(iii) by striking out "after September 30, 1973 of the
aggregate" and inserting in lieu thereof "of the aggre-
gate";

(iv) by Striking out "of the Internal Revenue Code
of 1954" each place it appears; and

(v) by inserting a comma before "the tax imposed".
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(B) Section 3221(b) (relating to rate of tax on railroad
employers) is amended to read as follows:

"(b) The rate of tax imposed by subsection (a) shall be increased
by the rate of tax imposed with respect to wages by section 3111(a)
plus the rate imposed by section 3111 (b)."

(C) Section 3221(c) (relating to additional railroad re-
tirement tax) is amended-

(i) by striking out "(1) at the rate of 2 cents for the
period beginning November1, 1966, and ending March 31,
1970, and (2) commencing April 1, 1970" and

(ii) by strWking out "commencing wRit the quarter be-
ginning April 1,1970".

(10) AMENDMJENTs OF SECTION 3 2 3 1.-
(A) Section 3231 (a) (defining employer) is amended by

striking out "44 Stat. 577;".
(B) Section 3231(b) (defining employee) is amended by

striking out "50 Stat. 312 ;".
(C) Section 3231 (c) (defining employee representative) is

amended by striking out "44 Stat. 577;".
(D) Section 3231(d) (7) (defining service) is amended by

striking out "50 Stat. 308;".
(11) AMENDMENTS OF SECTION 33oi.-Section 3301 (relating to

Federal unemployment tam rate) is amended-
(A) by striking out "the calendar year 1970 and each calen-

dar year thereafter" and inserting in lieu thereof "each calen-
dar year", and

(B) by striking out the last sentence.
(12) AMENDMENTS OF sCTrION 3302.-

(A) Section 3302(a) (relating to credits against tax) is
amended by striking out "(10-month period in the case of
October 31,1972) ".

(B) Section 3309(b) (relating to additional credit) is
amended-

(i) by striking out "(10-month period in the case of
October 31,1972) ", and

(ii) by striking out "12 or 10-month period, as the
case -may be," and inserting in lieu thereof " 12-month
period".

(C) (i) Section 3302(c) (relating to limitation on credits
against unemployment tax) is amended by striking out para-
graph (92) and the unnumbered paragraph immediately fol-
lowing such paragraph (2) (relating to advances made to a
State unmyplyment account before September 13, 1960),
and by redesignating paragraphs (3) and (4) as paragraphs
(92) and (3), respectively.

(ii) Section 3302(c) (9) (relating to advances made to a
State unemployment account after September 12, 1960), as
redesignated by clause (i) of this subparagraph, is amended
by striking out "on or after the date of the enactment of the
Employment Security Act of- 1960", and by striking out
"paragraphs (1) and (9))" and inserting n lieu thereof
"paragraph (1)".



(iii) Section 3302(c) (3) (relating to reductions with re-
spect to certain agreements under the Trade Act of 1974), as
redesignated by clause (i) of this subparagraph, is amended
by striking out "paragraphs (1), (2), and (3)" and inserting
in lieu thereof "paragraphs (1) and (2)".

(iv) Section 3302(d) (3) (relating to effect of repayment
of advances) is amended by striking out I or (3)".

(v) Section 3302(d) (4), (5),and (6) (relating to special
rules) are each amended by striking out "subsection (c) (3)"
each place it appears and inserting in lieu thereof "subsection(c) (B)".

(vi) Section 3302(d) (7) (relating to determination and
certification of percentages) is amended by striking out "sub-
seion (c)(3) ( B) or (0)" and inserting in lieu thereof "sub-
section (c)(2) (B or C)".

(D) Section 3302(d) (relating to special rules for credits
against the unemployment tax) is amended by striking out
paragraph (8) (a cross reference).

(13) AMENDMENTS TO SECTION 3ao0.-Secton 3303(b) (relating
to certification with respect to additional credit allowance) is
amended-

(A) by striking out " (10-month period in the case of Octo-
ber 31, 1972)" each place it appears,

(B) by striking out "12 or 10-month period, as the case may
be," eachplace it appears in paragraphs (1) and (2), and
inserting in lieu thereof "12-month period", and

(C) by striking out "12 or 10-month period, as the case
may be," in paragraph (3) and inserting in lieu thereof "12-
month period,".

(14) AMENDMENToS O SEcTION 3304.-
(A) Section 3304(a) (3) (relating to requirements) is

amended by striking out "49 Stat. 640; 52 Stat. 1104,1105;".
(B) Section 3304 (c) (relating to certification) is amended

by striking out "(10-month period in the case of October 31,
1972e )".

(15) AMENDMENTS OF sEcTzo 330.-
(A) Section 3305(g) (relating to vessels operated by

general agents of the United States) is amended by striking
out "on or after July 1, 1953,".

(B) Section 3305(h) (relating to certain contributions to
States) is amended by striking out "on or after July 1, 1953,
and".

(C) Section 3305 () (relating to denial of credits in cer-
tain cases) is amended by striking out "after December 31,
1971,".

(16) AMxNvDMENToF xSrTzoN 3oe.-
(A) Section 3306(c) (9) (relating to the exclusion of serv-

ice performed by certain employees and employee representa-
tives from the definition of employment) is amended by strik-
ing out"52 Stat. 1094,1095;".

(B) Section 3306(o) (18) (relating to the exclusion of cer-
tain service performed by nonresident aliens from the defini-
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tion of employment) is amended by inserting after the "Im-
migration and Nationality Act, as amended" the following:
"(8 U.S.C. 1101 (a) (15) (F) or (J) ) ".

(C) Section 3306(f) relatei to the definition Of an un-
employment fund) is amended by striking out "49 Stat. 640;
52 Stat. 1104,1105;".

(D) Section 3306(n) (relating to vessels operated by gen-
eral agents of the United States) is amended by striking out"on or after July 1,1953,".

(17) AMENDMENT 01? SECTION 340.-Section 3402(1) (3) (B)
(relating to marital status) is amended by striking out "section
2(b)" and inserting in lieu therof "section 2(a)".

(b) AMENDMENT CONFORMING TO THE REPEAL or SCION 3113.-The
table of sections for subehapter B of chapter 21 is amended by strik-
ing out the item relating to section 3113.

(c) AMENDMENTS To PROVISIONS REFERRING TO TERRIToRmEs.-Sec-

tions 3401 (c) and 3404 are each amended by Striking out "Territory,"
each place it appears.

(d) EFFECTIVE DATEs.-The amendments made -by this section shall
apply with respect to wages paid after December 31,1976, except that
the amendments made to chapter 22 of the Internal Revenue Code of
1954 shall apply with respect to compensation paid for services ren-
dered after December 31, 1976.
SEC. 1904. AMENDMENTS OF SUBTITLE D; MISCELLANEOUS EXCISE

TAXES.
(a) IN GENERAL.-

(1) AMENDMENTS OF CHAPTERs .-
(A) So much of chapter 31 (relating to retailers excise

taxes) as precedes section 4041 is amended to read as follows:

"CHAPTER 31-SPECIAL FUELS

"See. 4041. Imposition of tax."

(B) Section 4041(g) (relating to exemptions from fuel
taxes) is amended to read as follows:

"(g) OTHER ExMPmtoNs.-Under regulations prescribed by the Sec-
retary, no tax shall be imposed under this section-

"(1) on any liquid sold for use or used as supplies for vessels
or aircraft (within the meaning of section 4211(d) (3));

"() with respect to the sale of any liquid for the exclusive use
of any State, any political subdivision of a State, or the District
of Columbia, or with respect to the use by any of the foregoing of
any liquid as a fuel;

"(3) upon the sale of any liquid for export, or for shipment to
a possession of the United States, and in due course so exported
or shipped; and

"(4) with respect to the sale of any liquid to a nonprofit educa-
tional organization for its exclusive use, or with respect to the use
by a nonprofit educational organization of any liquid as a fuel.

For purposes of paraqraph (4), the term 'nonproft educational orga-
nization' means an educational organization described in section 170 (b)
(1) (A) (ii) which is exempt from income tax under section 501(a).



The term also includes a school operated as an activity of an organiza-
tion described in section 501(c) (3) which is exempt from income tax
under section 601 (a), if such school normally maintains a regular
faculty and curriculum and normally has a regularly enrolled body of
pupils or students in attendance at the place where its educational ac-
tivities are regularly carried on."

(C) Section 4041 (relating to tax on fuels) is amended by
adding at the end thereof the following new subsection.,

"(i) SALES BY UNITED STATES, ETc.-The taxes imposed by this sec-
tion shall apply with respect to liquids sold at retail by the United
States, or by any agency or instrumentality of the United States, unless
sales by such agency or instrumentality are by statute specifically ex-
empted from such taxes."

(D) Chapter 31 is amended by striking out section 4045
(a cross reference) and subchapter F (special provisions ap-
plicable to retailers taxes).

(9) AMEVDMENT8 OF SECTION 4216.-
(A) Section 4216 (relating to definition of price) is
amended by redesignating subsections (e), (f), and (g) as

subsections (d), (e), and (f), respectively.
(B) Paragraphs (3), (4), and (5) of section 4216(b) (re-

lating to constructive sales price) are each amended by strik-
zng out "subsections (a) and (f)" each place it appears and
inserting in lieu thereof "subsections (a) and (e) ".

(3) AMENDMENT OF SECTION 4217.-Sectin 4217(d) (relating to
lease treated as sale) is amended by striking out paragraph (4)
(relating to certain 1958 transitional rules).

(4) rEPAL OF SECTION 4226.-Section 4226 (relating to floor-
stock taxes imposed before 1967) is repealed.

(5) AMENDMENr OF SECTION 4227.-Section 4527 (relating to
cross references) is amended to read as follows:

"SEC. 4227. CROSS REFERENCE.
"For credit for taxes on tires and inner tubes, see section 6416(c)'
(6) AMENDMErNT OF SECTION 425.-Section 4253 (relating to ex-

emptions from the taw on communications services) is amended
by adding at the end thereof the following new subsections:

"(i) STATE AND LOCAL GOVERNMENTAL EXFMPTION.-Under regula-
tions prescribed by the Secretary, no tax shall be imposed under sec-
tion 4251 upon any payment received for services or facilities fur-
nished to the government of any State, or any political subdivision
thereof, or the District of Cohrbia

"(j) EXEMPTION FOR NONPROFIT EDucATIONAL ORGANIZATIONS.-
Under regulations prescribed by the Secretary no tax shall be im-
posed under section 4251 on any amount paid iy a nonprofit educa-
tional organization for services or facilities furnished to such organiza-
tion. For purposes of this subsection, the term nonprofitt educational
organization' means an educational orgaization described in section
170(b) (1) (A) (ii) which is exn tf inome tax under section
501(a). The term also includes a school operated as an activity of an
organization described in section 501(c) (3) which is exempt from
income tax under section 501(a), if such school normally maintains
a regular faculty and currilum and normally has a regularly en-



rolled body of pupils or students in attendance at the place where its
educational activities are regularly carried on"

(7) AMENDMENTS OF SECTION 4261.-
(A) Subsections (a) and (b) of section 4961 (relating to

tax on transportation of persons by air) are each amended by
striking out "which begins after June 30, 1970,".

(B) Section 4261 (o) is amended by striking out "and be-
gin after June 30, 1970". 2

(8) AMENDMENT OF SECTION 4271.--eeion 471(a) (relating to
tax on transportation of property by air) is amended by stikisag
out "which begins after JuMe 30,1970,".

(9) REPEAL OF SECTION 4292.-Section 429 (relating to State
and local governmental exemption from the tae on communioa-
tions services) is repealed.

(10) REPEAL OF SECTION 4294.- ection 4994 (relating to ex-
emption of nonprofit educational organizations from the taxo on
communications services) is repealed.

(11) REPEAL OF SECTION 4295.-Section 495 (a cross reference)
is repealed.

(12) AMENDMENT OF CHAPTER 34.-Chapter 34 (relating to docu-
mentary stamp taxes) is amended to read as follows:

"CHAPTER 34-POLICIES ISSUED BY FOREIGN
INSURERS

"Sec. 4371. Imposition ot tam.
"See. 4872. Deflnitions.
"Sec. 4378. Exemption.
"See. 4874. LiabiUty for tax.

"SEC. 4371. IMPOSITION OF TAX.
"There is hereby imposed, on each policy of insurance, indemnity

bond, annuity contract, or policy of reinsurance issued by any foreign
insurer or reinsurer, a tam at the following rates:

"(1) CASUALTY INSURANCE AND INDEMNITY BONDS.-4 cents on
each dollar, or fractional part thereof, of the premium paid on
the policy of casualty insurance or the indemnity bond, if issued
to or or, or in the name of, an insured as defined in, section

"(2) LIFE INSURANCE, SICKNESS AND ACCIDENT POLICIES, AND

ANNUITY CONTRACTS.-1 cent on each dollar, or fractional part
thereof, of the premium paid on the policy of life, sickness, ,o
accident insurance, or annuity contract, unless the insurer is sub-,
ject to tam under section 819; and

"(3) REINsURANCr.-1 cent on each dollar, or fractional part
thereof, of the premium paid on the policy of reinsurance cover-
lng any of the contracts taxable under paragraph (1) or (9).

"SEC. 4872. DEFINITIONS.
"(a) FOREIGN INSURER OR REINSURER.-For purposes of section 4571,

the term 'foreign insurer or reinsurer' means an insurer or reinsurer
who is a nonresident alien individual, or a foreign partnership, or a
foreign corporation. The term includes a nonresident alien individual,
foreign partnership, or foreign corporation which shall become bound



by an obligation of the nature of an indemnity bond. The term does
not include a foreign government, or municipal or other corporation
exercising the taoing tower.

"(b) POLICY OF JASUALF INSURANC.-For purposes Of section
4371(1), the term 'policy of casualty insurance' means any policy
(other than life) or other instrument by whatever name called whereby
a contract of insurance is made, continued, or renewed.

"(C) INDEMNITY BoN.-For purposes of this chapter, the term 'in-
demnity bond' means any instrument by whatever name called where-
by an obligation of the nature of an indemnity, fidelity, or surety bond
is made, continued, or renewed. The term includes any bond for in-
demnifying any person who shall have become bound or engaged as
surety, and any bond for the due execution or performance of any con-
tract, obligation, or requirement, or the duties of any ofce or position,
and to account for money received by virtue thereof where a premium
is charged for the execution of such bond.

"(d) INSuRED.-For purposes of section 4371(1), the term 'insured'
means-

"(1) a domestic corporation or partnership, or an individual
resident of the United States, against, or with respect to, hazards,
risks, losses, or liabilities wholly or partly within the United
States, or

( ,() a foreign corporation, foreign partnership, or nonresident
indiodual, engaged in a trade or business within the United
States, against. or with respect to, hazards, risks, losses, or lia-
bilities within the United States.

"(e) POLICY Op LIFE, SICKNESS, OR ACCIDENT INSURANCE, on ANNUITY
CoNiTRACT.-Fr purposes of section 4371(2), the term 'policy of life,
sickness, or accident insurance, or annuity contract' means any policy
or other instrument by whatever name called whereby a contract of
insurance or an annuity contract is made, continued, or renewed with
respect to the life or hazards to the person of a citizen or resident of
the United States.

"(f) PoLICY oF RESURNC.-FOr purposes of section 4371 (3),the term 'policy. of reinsurance' means any policy or other instrument
by whatever name called whereby a contract of reinsurance is made,
continued, or renewed against, or with respect to, any of the hazards,

rks, losses, or liabilities covered by contracts teaable under paragraph(1) or (9) of sectlon471.

"SEC. ES7. EXEMPTIONS."Th a eet imposed by section 4371 shall not apply to-
"(1) DOMESTI NuaE.-wAny policy, indemnity bond, or annu-

ity contract iqned or countersind by an ocer or agent of the
insurer in a State. or in the Ditrict of Columbia, within which
such insurer is authorized to do business; or

"(9) DENITC GNr.-Any indemnity bond required to be

fled by any person to secure payment of any pension, allowance,
alotmant, relif, or insurance by the United States, or to secure
a duplicate for, or the payment of, any bond, note, certificate
of indehtedness, war-saving certificate, warrant, or check, issued
by the United States.



"SEC. 4374. LIABILITY FOR TAX.

"The tax imposed by this chapter shall be paid, on the basis of a
return, by any person who makes, signs, issues, or sells any of the
documents and instrument subject to the tax, or for whose use or
benefit the same are made, signed, issued, or sold. The United States
or any agency or instrumentality thereof shall not be liable for the
tax."

(13) AMENDMENTS OP SECTION 44983.-
(A) Section 4493(b) (1) (relating to certain persons en-

gaged in foreign air commerce) is amended by striking out
"beginning on or after July 1,1970".

(B) Section 4493(b) (2) is amended by striking out the
last sentence.

(14) AMENDMENT OP CHAPTER 3--So mussch of chapter 37 as
precedes section 4301 (relating to tax on sugar) is amended to read
as follows:

"CHAPTER 37-SUGAR

"Sec. 4501. Imposition of tax.
"Sec. 4502. Definitions.
"See. 4508. Exemptions for sugar manufactured for lome consump-

tion."

(15) REPEAL OF SECTIONS 4591 THROUGH 4597.-Chapter 38 (re-
lating to import taxes on oleomargarine) is repealed.

(16) REPEAL OF SECTIONS 4801 THROUO 480 6.-Subchapter B of
chapter 39 (relating to tam on white phosphorus matches) s
repealed.

(17) REPEAL OF SECTIONS 4811 THROUGH 4826.-Subchapter C of
"chapter 39 (relating to tax on adulterated butter) is repealed.

(18) REPEAL OF SECTIONS 4881 THROUGH 488.-SubchapterE of
chapter 39 (relating to tax on circulation other than of national
banks) is repealed.

(19) AMENDMENT OF SECTION 4901.-Section 4901 (relating to
payment of occupational taoes) is amended by striking out sub-
section (c).

(20) AMENDMENT OF SECTION 490.-Section 4905(a) (relating
to liabilty for occupational taxes in case of death or change of lo-
cation) is amended by striking out "wife" and inserting in lieu
thereof "spouse".

(21) REPEAL OF SECTIONS 4911 THROUGH 4931.-
(A) Chapter 41 (relating to interest equalization ta) is

repealed.
(B) The repeal made by subparagraph (A) shall apply

with respect to acquisitions of stock and debt obligations made
after June 30,1974.

(29) AMENDMENTS OF SECTION 4973.-
(A) So much of section 4973(a) (relating to tax on excess

contributions) as follows "of any individual," in paragraph
(3) thereof is amended to read as follows:

"there is imposed for each taxable year a taw in an amount equal
to 6 percent of the amount of the excess contributions to such i-
dividual's accounts, annuities, or bonds (determined as of the close
of the taxable year). The amount of such tax for any taxable year
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shall not exceed 6 percent of the value of the account, annuity, or
bond (determined as of the close of the taxable year). In the case
of an endowment contract described in section 408(b), the tax
imposed by this section does not apply to any amount allocable to
life health, accident, or other insurance under such contract. The
tax imposed by this subsection shall be paid by Such individual."

(B) Section 4973(c) is amended by striking out "subsec-
tion (a) (3)" and inserting in lieu thereof "subsection (a) (2)".

(b) CONFORMING AND CLERICAL AMENDMENTS.-
(1) AMENDMENTS CONFORMING TO AMENDMENT OF CHAPTER 31.-

(A) Section 6416(a) (1) is amended by striking out "(re-
tailers taxes)" and inserting in lieu thereof " (special fuels)"

"(B) Section 6416 (e) is amended by striking out "subchap-
ter E of".

(9) AMENDMENT CONFORMING TO AMENDMENT OF SECTION 4216.-

Section 6416(b) (1) is amended by striking out "section 4216(f)
(5) and (3)" and inserting in lieu thereof "section 4216(e) (2)
and (3)".

(3) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 4226.-

The table of sections for subchapter G of chapter 39 is amended
by striking out the item relating to section 4896.

(4) AMENDMENT CONFORMING TO THE REPEAL OF SECTIONS 4292,
4294, AND 4295.-The table of sections for subchapter E of chapter
33 is amended by striking out the items relating to sections 49,
4994, and 4995.

(5) AMENDMENTS CONFORMING TO THE AMENDMENT OF CHAPTER 34.-
(A) Section 7270 is amended by striking out "the affling

of stamps on insurance policies, etc." and inserting in lieu
thereof "liability for tax on policies issued by foreign
insurers".

(B) Section 6808 is amended by striking out paragraph (4).
(6) AMENDMENTS CONFORMING TO THE AMENDMENT OF CHAPTER

37.-
(A) Section 7940 is amended by striking out "subchapter

Aofr.
(B) Section 7655(a) is amended-

(i) by striking out "Subchapter A of chapter 37" in
paragraph (5) and inserting in lieu thereof "Chapter
87", an

(ii) by redesignating paragraph (5) as paragraph
(3).

(7) AMENDMENTS CONFORMING TO REPEAL OF SECTIONS 4591 THROUGH

4597.-
(A) Section 6808 is amended by striking out paragraph

(B) (i) Section 7234 (relating to violations of laws con-
oleomargarine or adulterated butter operations) is

(ii) The table of sections for part I of subchapter A of
chapter 75 is amended by striking out the item relating to
'etion 7934.

(C) (i) Section 7265 (relating to other offenses concern ing
oleomargarine or adulterated butter operations) is repealed.
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(ii) The table of sections for subchapter B of chapter 75 is
amended by striking out the item relating to section 7265.

(D) Section 7611(a), as redesignated by this Act, is
amended by striking out paragraph (1).

(E) The table of chapters for subtitle D is amended by
striking out the item relating to chapter 38.

(8) AMENDMENTS CONFORMING TO REPEAL OF SECTIONS 4801 THROUGH

4806-

(A) Section 4905(b) is amended ro read as follows:
"(b) REGISTRATION.-

"For registration in case of wagering, see section 4412."

(B) Section 6808 is amended by striking out paragraph
(12).

(C) Section 7012 is amended by striking out subsection
( e)

(D) (i) Section 7239 (relating to violations of laws COM-
cerning white phosphorus matches) is repealed.

(ii) The table of sections for part II of subchapter A of
chapter 75 is amended by striking out the item relating to
section 7239.

(E) (i) Sections 7267 and 7274 (relating of offenses and
penalties concerning white phosphorous matches) are each
repealed.

(ii) The table of sections for subchapter B of chapter 75
is amended by striking out the items relating to sections 7267
and 7274.

(F) Section 7272(b) is amended by striking out "4804
(d) ,".

(G) Section 7303 is amended by striking out paragraph
(6).

(H) (i) Part II of subchapter C of chapter 75 (relating
to provisions common to foreitures) is amended by striking
out section 7328 (relating to confiscation of white phosphorus
matches), and by redesignating section 7329 (relating to cross
references) as section 7328.

(ii) The table of sections for part 11 of subchapter C of
chapter 75 is amended by striking out the last two items and
inserting in lieu thereof the following:

"'Sec. 7, 8. Cross references."

(9) AMENDMENTS CONFORMING TO REPEAL OF sECTIONS 4811 THROUGH

4826.-

(A) Section 6808 (relating to cross references) is amended
by striking out paragraph (10).

(B) (i) Section 7235 (relating to violations of laws con-
cerning adulterated butter and process or renovated butter)
is repealed.

(ii) The table of sections for part 11 of subchapter A of
chapter 75 is amended by striking out the item relating to
section 7235.

(C) (i) Section 7264 (relating to ofenses concerning reno-
vated or adulterated butter) is repealed.
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(ii) The table of sections for subchapter B of chapter 75
is amended by striking out the item relating to section 7264.

(D) Section 7303 is amended by striking out paragraphs
(3), (4), and (5), and by redesignating paragraphs (7) and
(8) as paragraphs (2) and (3) respectively.

(E) Section 7611(a), as redesignated by this Act, is
amended by striking out paragraph (B), and by redesignat-
ing paragraphs (5) and (6) as paragraphs (1) and (2),

spectively.
(10) AMENDMENTS CONFORMING TO THE REPEAL OF SECTIONS 4911

THROUGH 4981.-
(A,) (1) Section 263, as amended by this Act, is amended

by striking out subsections (a) (3) and (d) (relating to the
allowance of deductions for payment of interest equalization
tam), and by redesignating subsections (e), (f), and (g) as
subsections (d), (e), and (f), respectively.

(II) Section 263(d), as redesignated by clause (i) (I) ofthis mbparagraph, is amended by ing out "subsection(h) " and inserting in lieu thereof "subsection (e) ".

(ii) Section 6011 (relating to requirement of return, state-
ment, or list) is amended by striking out subsection (d)
(relating to interest equalization tax returns, etc.), and by
redesignating subsections (e) and (f) as subsections (c) and
(d), respectively.

(iii) (1) Section 6076 (relating to time for filing interest
equalization tax returns) is repealed.

(II) The table of sections for part V of subchapter A of
chapter 61 is amended by striking out the item relating to
section 6076.

(iv) Section 6611 (relating to interest on overpayments)
is amended by string out subsection (h) (relating to over-
payments of interest equalization tax) and by redesignating
subsection (i) as subsection (h).

(v) Section 6651 (relating to failure to file tax return
or to pay tam) is amended by striking out subsection (e)
(relating to certain interest equalization tam returns).

(vi) (I) Section 6680 (relating to failure to file interest
equalization tax returns) is repealed.

(II) The table of sections for subchapter B of chapter 68
is amended by striking out the item relating to section 6680.

(vii) The amendments made by this subparagraph shall
apply with respect to acquisitions of stock or debt obligations
mde after June 30,1974, except that the repeal of paragraph
(8) of section 6011(d) under clause (ii) shall apply with
resmet to loans and commitments made after such date.

(B) Section 861(a) (1) (G) (relating to income from
sources within the United States) is amended-

(i) by striking out "section 4912(c)" and inserting in
lieu thereof "subsection (c) of section 4912 (as in effect
before July 1,1974"; and

(ii) by striking out "section 4912(c) (2)" and inserting
in lieu thereof "subsection (c) (2) of such section".
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(C) The second sentence of section 1232(b) Z) (relating
to the definition of the issue price of bonds and other evidences
of indebtedess) is amended by striking out "section 4911"
and inserting in lieu thereof "'section 4911, as in effect before
July 1, 1974".

(D) (i) Section 6681 (relating to false equalization tax
certificates) is repealed.

(ii) The table of sections for subehapter B of chapter 68
is amended by striking out the item relating to section 6681.

(iii) The amendments made by this subparagraph shall
apply with respect to actions occurring after June 30, 1974.

(E) (i) Section 6689 (relating to failure by certain foreign
issuers and obligors to comply 'with United States investment
equalization tax requirements) is repealed.

(ii) The table of sections for subch ter B of chapter 68
is amended by striking out the item relating to section 6689.

(iii) The amendments made by thi.subparagraph shall
apply with respect to stock or debt obligations issued after
June 30, 1974.

(F) (i) Section 7241 (relating to penalty for fraudulent
equalization tax certificates) is repealed.

(ii) The table of sections for part II of subchapter A of
chapter 75 is amended by striking out the item relating to
section 7241.

(iii) The amendments made by this subparagraph shall
apply with respect to statements and certificates executed
after June 30, 1974.

(G) The table of chapters for subtitle D is amended by
striking out the item relating to chapter 41.

(c) AMENDMENT TO PROVISION REFERRING To TERRiToRilrs.Section
4482(c) (1) is amended by striking out ", a Territory of the United
States,".

(d) EFFEcTIVE DAT.-Emzept as othe'ise provided in this section,
the amendments made by this section shall take effect on the first day
of the first month which begins more than 90 days after the date of the
enactment of this Act.
SEC. 1905. AMENDMENTS OF SUBTITLE E; ALCOHOL, TOBACCO, AND

CERTAIN OTHER EXCISE TAXES.
(a) IN GENRAL.-

(1) AMENDMENT ON SECTION 5005 .Section 5005 () () (relat-
ing to transfers in bond of distilled spirits) is amended by strik-
ing out the last two sentences and inserting in lieu thereof the fol-
lowing: "Such relief from liability shall be effective from the time
of removal from the transferor's bonded premises, or from the
time of divestment of interest, whichever is later."

(8) AMENDMENTSOF SEcTiON 5005-
(A) Section 5008(b) (1) (relating to abatement, remission,

refund, and allowance for loss of destruction of distilled
spirits) is amended by inserting immediate after "the tax
imposed by this chapter" the following: "or by section 7658".

(B) Section 5008(b) (23) is amended by striking out "the
taxes imposed under section 5001(a) (1)" and all that follows



and inserting in lieu thereof the following: "the taxes im-
posed under section 5001 (a) (1), under subpart B of this part,
or under section 7659 on the spirits so destroyed, to the pro-
prietor of the distilled spirits plant who withdrew the dis-
tilled spirits on payment or determination of tax."

(C) Subsections (e) (1) and (d) (1) of section 5008 are
each amended by inserting immediately after "under section
5001(a) (1)" the following: "or under section 7652".

(D) eton 5008(d) (1) is amended by striking out ", on
or after July 1, 1959,".

(8) AMENDMENT OF SECTION 5oo.---Section 5009(b)(3) is
amended by striking out "46 Stat. 694;".

(4) AMENvDMENT OF zarzoN 5025.-Section 5025(j) (relating to
stabiliation of distilled pirits) is amended by striking out "the
bottling of distilled spirvts ," and inserting in lieu thereof "the
bottling of distilled spirits, or preparatory to exportation,".

(5) AMrNDmENr OF SECTION 5054.-ection 5054 (relating to
determination and collection of tax on beer) is amended by strik-
ing out subsection (c) (relating to stamps or other devices as
evidence of payment of tax) and by redesignating subsection (d)
as subsection (c).

(6) AM ENDMENrS OF SECTION 5o .-
(A) Section 5061(a) (relating to collections of alcohol

taxes) is amended by striking out the last sentence.
(B) Section 5061 (b) (relating to methods of collection) is

amended to read as follows:
"(b) ExoprrioN.-Notwithetanding the provisions of subsection

(a), any taxes imposed on, or amounts to be paid or collected in respect
of, distilled spirits, wines, rectified distilled spirits and wines, and
beer under-

"(1) section 5001(a) (5), (6), or (7),
"(9) section 5006(c) or (d),
"(8) section 5026(a) (),

4 section 5041 (d),
"()section 5043(a) (8),

6) section 5054 (a) (3) or (4), or
"(7) section 5505(a),

shall be immediately due and payable at the time provided by such
provisions (or if no specific time for payment is provided, at the time
the event referred to in such provision occurs). Such taxes and amounts
shall be assessed and collected by the Secretary on the basis of the
information available to him in the same manner as taxes payable
by return but with respect to which no return has been filed."

S(C) Section 5061 (c) (relating to applicability of other pro-
visions of law) is amended to read as follows:

"(c) IMPORT DuriEs.-The internal revenue taXes imposed by this
part shall be in addition to any import duties unless such duties are
specifically designated as being in lieu of internal revenue tax."

(7) AMENDMENT OF SECTION 5 la.--Section 5113 (f) (1) (relat-
ing to retail dealers in liquors) is amended by striking out "wines
or beer" and inserting in lieu thereof "distilled spirits, wines, or
beer".



(8) AMENDMENTS OF SECTION 511 7.-Section 5117 (relating to

prohibited purchases by dealers) is amended by redesignating
subsection (b) as subsection (c) and by inserting a!er 8uoseeton
(a) the following new subsection:

(b) LIMITED RETAIL DFALERS.-A limited retail dealer may law-

fully purchase distilled spirits for resale from a retail dealer in
liquors."

(9) AMENDMENT OF SECTION 6121.-Section 5121 (c) (relating
to limited retail dealers) is amended to read as follows:

"(c) LIMITED RETAIL DEALERs.-Every limited retail dealer shall
pay a special tax of $4.50 for each calendar month in which sales are

made as such dealer; except that the special tax shall be $.90 for each
calendar month in which only sales of beer or wine are made."

(10) AMENDMENTr OF SECTION 5122.-Section 5122(c) (relating
to definition of limited retail dealer) is amended by striking out
"beer or wine" each place it appears and inserting in lieu thereof
"distilled spirits, wine, or beer".

(11) AMENDMENT OF SECTION 611.-Section 5131(a) (relating
to eligibility for drawback) is amended by striking out "produced
in a domestic registered distillery or industrial alcohol plant and
withdrawn from bond, or using distilled spirits withdrawn from
the bonded premises of a distilled spirits plant,".

(12) AMENDMENT OF SECTION 6142.-Section 514 (c) (relating
to payment of occupational taxes) is amended to read as follows:

"(c) How PAID.-
" (1) PAYMENT BY RETUN.-The special taxes imposed by this

part shall be paid on the basis of a return under such regulations
as the Secretary shall prescribe.

"(2) STAMP DENOTING PAYMENT OF T4x.-After receiving a prop-

erly executed return and remittance of any special tax imposed

by this subpart, the Secretary shall issue to the taxpayer an ap-
propriate stamp as a receipt denoting payment of the tax. This
paragraph shall not apply in the case of a return covering liability
for a past period."

(13) AMENDMENTS OF SECTION 5171.-Section 5171(b) (relatinq
to permits for operation of businesses as distillers, etc.) is
amended-

(A) in paragraph (1), by striking out "49 Stat. 978;1, and
(B) by striking out paragraph (3) (relating to continuafwe

of business after June 30, 1959, pending application for
permit).

(14) AMENDMENT OF sECToN 5174.-Section 5174(a) (2) (A)
(relating to withdrawal bonds for distilled spirits) is amended bt
striking out "such spirits" and inserting in lieu thereof "distilled
spirits from bond".

(15) AMENDMENT OF SECTION 5232.-Section 5232(a) (relating
to transfer of imported distilled spirits) is amended by striking
out "and the importer" and inserting in lieu thereof "and the im-
porter, or the person bringing such distilled spirits into the United
States,"

(16) AMENDMENT OF SECTION 5233.-Secton 5233(b) (4) (relat-
ing to bottling requirements) is amended by striking out "49
Stat. 977;".



(17) AMENDMENT OF SECTION 5234.-The first sentence of section
5234(a) (2) (relating to the miiq of distilled spirits) is
amended by striking out "8 year'anJ inserting in lieu thereof
"20 years".

(18) AMENDMENT OF SECTION 5314.-Section 5314(a) (2) (relat-
ing to application of certain provisions to Puerto Rico) is
amended by striking out "section 5001 (a) (4) " and inserting in
lieu thereof "section 5001 (a) (10) "

(19) REPEAL OF SECTION 5a3i.-Section 5315 (relating to the
status of certain distilled spirits on July 1, 1959) is repealed.

(80) AMENDMENTS OF SECTION 5368.-
(A) The heading of section 5368 is amended to read as

follows:
"SEC. 5*68. GAUGING AND MARKING."

(B) Section 5368(b) (relating to removal of wines) is
amended to read as follows:

"(b) MARKIN.-WineS s,,all be removed in such containers (in-
cluding vessels, vehicles, and pipelines) bearing such marks and labels,
evidencing compliance with this chapter, as the Secretary may by
regulations prescribe."

(91) AMENDMENT OF SECTION 5392.--SectiOt 5392(f) (defining
own production) is amended by striking out "49 Stat. 990;".

(92) AMENDMENT OF SECTION eo,.-Section 5601(b) (relating
to presumptions in the case of Criminal penalties) is amended to
read as follows:

"(b) PRERumrnOv.-Whene,er on trial for 'violation of Subsection
(a) (4) the defendant is shown to have been at the site or place where,
and at the time when, the business of a distiller or rectifier was so
engaged in or carried on, such presence of the defendant shall be
deemed su,fcient evidence to authorize Conviction, unless the defendant
explains such presence to the satisfaction of the jury (or of the court
when tried without jury)."

(93) AMENDMENTS OF SECTION 568 5.-
(A) Section 5685(a) (relating to penalty for possession

of devices for entitting gas, smoke, etc.) is amended by strik-
ing out "section 5848" and inserting in lieu thereof "section
5845".

(B) Section 5685(c) (relating to forfeiture of firearms,
devices, etc.) is amended by striking out "section 5862" and
inserting in lieu thereof "section 5872'.

(C) Sertion 5685 (d) (relating to the definition of machine
gun) is amended to read as follows:

"(d) DEFINITION OF MACHiNE Gu.-As used in this section, the term
'machine gun' mean a machine gun as defined in section 5845(b)."

(94) AMENDMENT OF SECTION 570 .- Section 5701 (e) (relating
to imported tobacco products, etc.) is amended by striking out
"such articles" and inserting in lieu thereof "such articles, unless
such import duties are imposed in lieu of internal revenueta"

(25) A MENDMENTS OF SECTION 5 70 3.-
(A) Section 5'703(a) (9) (relating to transfer of liability

for tobacco taxes) is amended by adding at the end thereof
th following new sentence: "All provisions of this chapter
applicable to tobacco products and cigarette papers and tubes
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in bond shall be applicable to such articles returned to bond
upon withdrawal from the market or returned to bond after
previous removal for a tax-exempt purpose."

(B) The second sentence of section 5703(b) (relating.to
method of payment of tobacco taxes) is amended by striking
out ", except that the taxes shall continue to be pad by stamp
until the Secretary or his delegate provides, by regulations,
for the payment of the taxes on the basis of a return".

(C) Section 5703 is amended by striking out subsection (c)
(relating to stamps to evidence tobacco taxes) and by re-
designating subsections (d) and (e) as subsections (c) and
(d), respectively.

(26) AMENDMENTS OF SECTION 5704.-S ubsection (c) and (d)
section 5704 (relating to exemptions from tobacco taxes) are eac
amended by inserting after "to a manufacturer of tobacco prod-
ucts or cigarette papers and tubes" the following: "or to the pro-
prietor of an export warehouse".

(27) AMENDMENr OF SECTION 5712.-Section 5712 (relating to
application for permit) is amended by striking out the last sen-
tence.

(98) AMENDMENTS or SECTION 5723.--
(A) The heading of section 5793 is amended by striking

out "NOTICES, AND STAMPS" and inserting in lieu thereof
"AND NOTICES".

(B) Section 5723(b) (relating to marks, and so forth, on
packages) is amended to read as follows:

"(b) MARKS, LABELS, AND NoriES.-Every package of tobacco prod-
ucts or cigarette papers or tubes shall, before removal, bear the marks,
labels, and notices, if any, that the Secretary by regulation prescribes."

(b) CONFORMINO AND CLERICAL AMENDMENTS.-
(1) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 5054-

(A) Section 5676 (relating to beer stamp penalties) is
repealed.

(B) The table of sections for part III of subehapter J of
chapter 51 is amended by striking out the item relating to
section 5676.

(9) AMENDMENTS CONFORMING To THE AMENDMENTS OF SECTION
5061.-

(A) Section 5007(b) (1) is amended by striking out the
second sentence.

(B) Section 5096(b) is amended by striking out "Exeept
as provided in subsection (a) (2), the taxes" and inserting
in lieu thereof "The taxes".

(C) Section 5043(b) is amended by striking out "Except
as provided in subsection (a) (3), the taxes" and inserting in
lieu thereof "The taxes".
(D) Section 5662 is amended by striking out "stamp,"

each place It appears.(E)() SectIon 5689 (relating to penalty and forfeiture
for tampering with a stamp machine) is repealed.

(ii) The table of sections for part IV of subehapter J of
chapter 51 is amended by striking out the item relating to
section 5689.



( Siii) Section 5061 is amended by striking out subsection
(3) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 5142.-

(A) (i) Section 5104 (relating to method of payment of
tai on stills) is repealed.

(ii) The table of sections for subpart C of part II of sub-
chapter A of chapter 51 is amended by striking out the item
relating to section 5104.

(B) Section 5111 (a) is amended by striking out the second
sentence.

(C) Section 5121(a) is amended by striking out the second
sentence.

(D) (i) Section 5144 (relating to supply of stamps) is
repealed.

(ii) The table of sections for subpart G of part II of sub-
chapter A of chapter 51 is amended by striking out the item
relating to section 5144.
(E) Section 5148(3) is amended by striking out "pen-

altis" and inserting in lieu thereof "penalties, authority
for assessments,".

(4) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 5-315.-
The table of sections for part III of subchapter E of chapter 51
is amended by striking out the item relating to section 5315.

(5) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION
53s.-The item relating to section 5368 in the table of sections
for part If of subchapter F of chapter 51 is amended to read as
follows:

"'Sea. 5368. Geughv and marling."

(6) AMENDMENTS CONFORMING TO THE AMENDMENT OF SECTION
5601.-

(A) Section 5105(b) (2) is amended by striking out ", 5601
(b) (1),".

(B) Section 5177(b) (9) is amended by striking out "5601
(b) (B)," and inserting in lieu thereof "5601(b),".

(C) Section 5179() (1) is amended by striking out ", 5601
(b) (1),".

(D) Section 5222(d) is amended by striking out"5601(b)
(3),5601(b) (4),".

(E) Section 5505(i) is amended by striking out "5601(b)
(1),".

(7) AMENDMENTS CONFORMING TO THE AMENDMENT OF SECTION

5723.-
(A) Paragraphe (B) and (3) of section5751(a) are each amend-

ed by striking out "notices, and stamps" and inserting in lieu
thereof "and notices".

(B) (i) Section 5752 is amended to read as follows:
"SEC. 5152. RESTRICTIONS RELATING TO MARKS, LABELS, NOTICES,

AND PACKAGES.
"No person shall, with intent to defraud the United States, destroy,

obliterate, or detach any mark, label, or notice prescribed or authorized,
by this chapter or reg nations thereunder, to appear on, or be affloed
to.,.any package of tobacco products or cigarette papers or tubes, before

*yh package is emptied."
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(ii) Section 5762 (a) is amended by striking out paragraph
(6), (7), (8), (9), (10),and (11) and inserting in iu thereof
the following:

"(6) DESTROYING, OBLITERATING, OR DETACHING MARKS, L4BEL$,

OR NOTICES BEFORE PACKAGES ARE EMPTIED.-VOlates any provision

of section 5752;".
(iii) The item relating to section 5752 in the table of see-

tions for subehapter E of chapter 57 is amended to read as
follows:

"Sec. 5755. Restrictons relating to marks, labels, notices, and
packages."

(C) (i) Section 5763(a) (2) is amended by striking out
"notices, and stamps" and inserting in lieu thereof "and
swtice8".

(ii) Section 5763(b) is amended by striking out "internal
revenue stamps,".

(D) The item relating to section 5793 in the table of sections
for subehapter C of chapter 52 is amended to read as follows:

"See. 5725. Packages, mark, labels, and noties."
(C) AMENDMENTS TO PROVISIONS REFERRING TO TzRRzTORIS.-

(1) Section 5114(b) is amended by striking out "or Territory"
each place it appears and by striking out "Territories,".

(2) Section 514(a) (2) is amended by striking out "or Ter-
ritory" each place it a appears.

(3) Section 5279(b) is amended by striking out "and Ter-
ritories".

(4) Section 5362(c) (9) is amended by striking out "and
Territories".

(5) Section 5551(b) (9) is amended by striking out "Territory,
or".

(6) Section 5685(a) is amended by striking out "Territory
or".

(d) EFFECTIVE DArE.-Te amendments made by this section shall
take effect on the first day of the first month which begins more than
90 days after the date of the enactment of this Act.
SEC. 1905. AMENDMENTS OF SUBTITLE F; PROCEDURE AND ADMIN-

ISTRATION.
(a) IN GENERAL.-

(1) AMENDMENTS OF SECTION 6018.-
(A) Section 6013(b) (9) (C) (relating to petition to the

Tax Court) is amended by striking out "of the United
States".

(B) The heading of section 6013(d) is amended to read
as follows:

"(d) SPECIAL RuLES.-".
(C) Section 6013(d) (1) (relating to joint return after

death of one spouse) is amended by striking out "and" at
the end of subparagraph (A) and inserting in lieu thereof
"or", and by striking out "and" at the end of the subpara-
graph (B).

(2) AMENDMENT OF sEcTIoN 6o1.-Secton 6015 (relating to
declaration of estimated tax by individuals) is amended by strik-
ing out subsection (j) (relating to an effective date provision).
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(8) AMENDMENT F SECTION 6087.-Section 6087 (relating to
returns of subchapter S corporations) is amended by striking out
"section 1371(a) (2)" and inserting in lieu thereof "section
1371(b)".

(4) AMENDMENT OF SECTION 6046.-Section 6046(e) (relating to
information as to organization of foreign corporation) is
amended to read as follows:

"(e) LIMITATIoN.-NO information shall be required to be furnished
under this section with respect to any foreign corporation unless such
information was required to be furnished under regulations which
have been in effect for at least 90 days before the date on which the
United States citizen, resident, or person becomes liable to file a
return required under subsection (a)."

(5) AMENDMENTOF SECrON 6o0.-Section 6051(a) (relating to
information required to be furnished to employees) is amended by
striking out "and" where it appears at the end of paragraph (6).

(6) AMENDMENTS OF SECTION 6o6.-Seton 6065 (relating to
verify 'n of returns) is amended by striking out subsection (b)
ratingg to veri nation by oath), and by striking out in subsection
(a) the jolloing: "(a) PENALTIES OF PE u.-y-".

(7) REPzAL OF SECTION sl10.-Section 6105 (relating to compila-
tion of data for certain e cess profits tax cases) is repealed.

(8) AMENDMENT OF SECTION 6i11i.-Section 6111 (relating to
cross references), as redesignated by this Act, is amended to read
as foows:

"SEC. 6111. CROSS REFERENCE.
"For tspection of records, returns, etc., concerning gasoline or lubri-

cating oils, see section 4102.
(9) AMENDMENT OF SECrION 612.-Section 6152(a)(1) (re-

lating to installment payments by corporations) is amended to
read as follows:

"(1) CosRoRATioNs.-A corporation subject to the taxes imposde
by chapter 1 may elect to pay the unpaid amount of such taxes in
two equal installments."

(10) AMENDMENTS OF SECTION 6154.-
(A) Section 6154(c) (1) (B) (relating to definition of esti-

mated tax) is amended-
(i) by adding "and" after the comma at the end of

clause (i), and
(ii) by striking out clauses (ii) and (iii) and inserting

in lieu thereof the following:.
"(ii) in the case of a taxable year beginning before

January 1, 1977, the amount of the corporation's tempo-
rary estimated tax exemption for such year."

(B) Section 6154(c) (2) (A) (ii) (relating to temporary
estimated tax payments) is amended by striking out "clauses
(ii) and (iii)" and inserting in lieu thereof "clause (ii)".

(C) Section 6154(c) () (B) (relating to estimated tam)
is amended by striking out the following:
'1968, 1969, 1970, 1971, and 1975 ----------------- 100 percent
1973 --------------------------------------------- 80 percent
1974 --------------------------------------------- 60 percent".
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(D) Section 6154(c) (relating to estimated tax) is
amended by striking out paragraph (3) (relating to transl-
tional exemption for taxable years beginning before 1975).

(11) AMENDMENTS OF SECTION 6157.-
(A) Section 6157 (relating to payment of Federal unem-

ployment tax) is amended by striking out subsection (c)
(relating to special rules for 1970 and 1971), and by redesig-
noting subsection (d) as subsection (c).

(B) Section 6157(a) is amended by striking out "subsec-
tions (c) and (d) " and inserting in lieu thereof "subsection
(c) ".

(12) REPEAL OF SECTION 6162.-Section 6165 (relating to pay-
ment of tax on gain on liquidation of certain personal holding
companies) is repealed.

(18) AMENDMENT O SECTION 620.-Section 6205(a) (4) (relating
to District of Columbia as employer) is amended by striking out
"Commissioners of the District of Columbia and each agent
designated by them" and inserting in lieu thereof "Mayor of the
District of Columbia and each agent designated by him".

(14) AMENDMENT OF SECTION 6207.-Section 6507 (relating to
cross rejerenes) is amended by striking out paragraph (7).

(15) AMENDMENT O SECTION 6213.-Section 6213(a) (relating
to time for filing petition with the Tax Court) is amended by
striking out "States of the Union and the District of Columbia"
and inserting in lieu thereof "United States".

(16) AMENDMENT OF SECTION 6215.-Section 6215(b)(5) (a cross
reference) is amended by striking out "60 Stat. 48;".

(17) AMENDMENT OF SECTION 6302.-Section 6302(b) (relating to
collection of certain excise taxes) is amended by striking out "sec-
tions 4501 (a) or 4511 of chapter 37, or section 4701 or 4751 of
chapter 39" and inserting in lieu thereof "section 4501 (a) of chap-
ter 37"-

(18) REPEAL OF SECTION 6304.-Section 6304 (relating to a cross
reference) is repealed.

(19) AMENDMENT OF SECTION 6313.-Section 6313 (relating to
fractional parts of a cent) is amended by striking out "not payable
by stamp".

(50) AMENDMENTS O SECTION 6326.-
(A) Paragraph (5) of section 6356 (cross references) is

amended by striking out "55 Stat. 851;".
(B) Paragraph (3) of section 6326 is amended by striking

out "55 Stat. 867;".
(C) Paragraph (4) of section 6356 is amended by striking

out "55 Stat. 867-877;".
(D) Paragraph (5) of section 6356 is amended by striking

out "55 Stat. 938;".
(21) AMENDMENT OF SECTION 6365.-Section 6865(b) (relating

to definition of governor) is amended by striking out "Commi-
sioner of the District of Colusmbia" and inserting in lieu thereof
"Mayor of the District of Columbia".

(25) AMENDMENT OF SECTION 6412.-Secton 6412(a) (relating
to floor stock refunds) is amended by redesignating paragraphs
(2) and (4) s paragraphs (1) and (5),respectively.



(58) AMENDMENTs OF SECTION 641.-

(A) Section 6413(a) (4) (relating to District of Columbia
as employer) is amended by striking out "Commissioners of
the District of Columbia and each agent designated by them"
and inserting in lieu thereof "Mayor of the District of Colum-
bia and each agent designated by him".

(B) (i) Section 6413(c) (1) (relating to refunds of certain
employment taxes) is amended to read as follows:

"(1) IN ORNERA.-If by reason of an employee receiving wages
from mre than one employer during a calendar year the wages
received by him during such year exceed the contribution and
benefit base (as determined under section 230 of the Social Se-
curity Act) which is effective with respect to such year, the em-
ployee shall be entitled (subject to the provisions of section 31 (b) )
to a credit or refund of any amount of tax, wit& respect to such
wages, imposed by section 3101 or section 3.01, or by both Such
sections, and deducted from the employee's wages (whether or
not paid to the Secretary), which exceeds the tax with respect
to the amount of such wages received in such year which is equal
to such contribution and benefit base. The term 'wages' as used
in this paragraph shall, for purposes of this paragraph, include
'compensation' as defined in section 3231 (e)."

(ii) So much of section 6413(c) (2) (A) (relating to Fed-
eral employees) as follows "and the term 'wages' includes"
is amended to read as follows: "for purposes of this sub-
section the amount, not to exceed an amount egual to the
contribution and benefit base (as determined under section

30 of the Social Security Act) for any calendar year with
respect to which such contribution and benefit base is effective,
determined by each such head or agent as constituting wages
paid to an employee."

(iii) The amendments made by clauses (i) and (ii) shall
apply with respect to remuneration paid after December 31,
1976.

(C) Section 6413(c) (2) (F) (relating to government em-
ployees in the District of Columbia) is amended by striking
out "Commissioners of the District of Columbia and each
agent designated by them" and inserting in lieu thereof
"Mayor of the District of Columbia and each agent desig-
nated by him".

(D) Section 6413(c) (3) (relating to special refunds) is
amended by striking out "after 1967".

(24) AMENDmENTs OF SECTION 6416.-
(A) Section 6416(a) (3) (relating to special rules for re-

fund of overpayment of tax) is amended by redesignating
sub paragraphs (C) and (D) as subparagraphs (A) and
•(B . respectively.

(B) (i) Section 6416(b) (2) (relating to overpayments of
certain excise taxes) is amended by striking out subpara-
graphs (G), (H), (I), and (J), and by redesignating sub-
paragraphs (F), (K), (L), (M), (R), and (5) as 8ubpara-
graphs (E), (F), (G), (H). (I), and (J), respectively.



(ii) The repeals made by clause (i) shall apply with re-
spect to the use or resale for use of liquids after December 31,
1.974.

(25) REPEAL OF SECTION 6417.-etion 6417 (relating to coco-
nut and palm oil) is repealed.

(26) AMENDMENTS OF SECTION 6420.-
(A) Section 6420(b) (relating to time for fdling refund

claims on gasoline) is amended to read as follows:
"(b) TIME sos FzLIrG CLAIMS; PERIOD COVEBE.-Not more than

one claim may be filed under this section by any person with respect to
gasoline used during his taxable year, and no claim shall be allowed
under this section with respect to gasoline used during any taxable year
un'ess filed by such person not later Man the time prescribed by law for
filing a claim for credit or refund of overpayment of income tax for
such taxable year. For purposes of this subsection, a person's taxable
year shall be his taxable year for purposes of subtitle A."

(B) Section 6420(e) (1) (relating to application of other
laws) is amended by striking out "apply in in respect" and
inserting in lieu thereof "apply in respect".

(C) (i) Section 6420 is amended by striking out subsection
(g) (relating to effective date) and by redesignating sub-
sections (h) and (i) as subsections (g) and (h), respectively.

(ii) Section 6420(a) is amended by striking out "subsec-
tion (h)" and inserting in lieu thereof "subsection (g) ".

(D) Section 640(g) (relating to income tax credit in lieu
of gas tax refund), as redesignated by subparagraph (C) (i)
of this paragraph, is amended by strLking out "with respect to
gasoline used after June 30, 1965," and "for gasoline used
after June 30,1965".

(27) AMENDMENTS O SECTION 6421-
(A) (i) Subsections (a) and (e) (3) of section 6421 (relat-

ing to nonhighway use of gasoline) are each amended by
striking out "after June 30,1970,".

(ii) The amendments made by clause (i) shall only apply
with respect to gasoline used as a fuel after June 30, 1970.

(B) Section 6421(c) (relating to nonhighway use of gaso-
line) is amended to read as follows:

"(c) TIMB POE FrLING CLAIMS; PERIOD COVERED.-
"(1) IN OENRAL.-Except as provided in paragraph (2), not

more than one claim may be fited under subsection (a), and not
more than one claim may be filed under subsection (b), by any
person with respect to gasoline used during his taxable year; and
no claim shall be allowed under this paragraph with respect to
gasoline used during any taxable year unless filed by such person
not later than the time prescribed by law for filin a claim for
credit or refund of overpayment of income tax for such taaable
year. For purposes of this subsection, a person's taxable year shall
be his taxable ear for purposes of subtitle A.

"(2) ExcEPrION.-IJ $1,000 or more is payable under this
section to any person with respect to gasoline used during any of
the first three quarters of his taxable year. a claim may be filed
under this section by such person with respect to gasoline used dur-
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ing such quarter. No claim filed under this paragraph shall be al-
lowed unless filed on or before the last day of the first quarter
followingthe quarter or which the claim is filed."

(C) action 641(h) (relating to effective dates) is
amended by striking out "after June 30, 1956, and".

(D) Section 641 (i) (relating to income tax credit in lieu
of refund) is amended-

(i) by striking out, in paragraph (1), "with respect to
gasoline used after June 30,1965,",

(ii) by striking out, in paragraph (2), "subsection (c)
(3) (B)" and inserting in lieu thereof "subsection (c)
()", and

(i) by striking out, in paragraph (3), "for gasoline
used alter June 30,1965."

( A8) AMENDMENTS OF SECTION 6422.- (
(A rg) arraph) of section 6/2 (relating to cross ref-

erenes) as redesignated by section 1901(b) (36)(B), is
amended by striking out "60 Stat. 42;".

( By) Paragraph (11) of section 642, as so redesignated, is
amended by striking out "47 Stat. 1516;"

(29) AMENcDMiS O SECTION 6423.-
(A) Section 623(b ) (relating to filing of refund claim in

case of alcohol and tobacco taes) is amended to read as
follows:

"(b) FLci oF CLoInS.-No credit or refund of any amount to which
subsection (a) applies shall be allowed or made unless a claim therefore
has been filed by the person who paid the amount claimed, and unless
such claim is filed within the time prescribed by law and in accordance
with regulations prescribed by the Secretary. All evidence relied upon
in support of such claim shall be clearly set forth and submitted with
in Claim."

(B) Section 6423 is amended by striking out subsection (c)
(relating to suits barred on A prl 30, 1958) and by redesig-
nating subsections (d) and (e) as subsections (c) and (d),
respectively.

(C) Section 6423(c) (relating to application of section), as
redesignated by subparagraph (B) of this paragraph, is
amended by adding "and" at the end of paragraph (1), by
striking out ", and" at the end of paragraph (2) and insert-
ing in lieu thereof a period, and by striking out paragraph
(j).

(30) AMENDMENTS OP ACTION 6424.--

(A) The last sentence of section 6424(b) (1) (relating to
refund claims with respect to lubricating oil) is amended by
stri king out ", except that a person's first taxable year begin-
ning after December 31, 1965, shall include the period after
December 31, 1965, and before the beginning of such first
taxable year".

(B) Section 6424 (relating to lubricatina oil not used in
highway motor vehicles) is amended by striking out subseC-
tion (f) (relating to effective date of section), and by re-
designating ubsections (g) and (h) as subsections (f) and
(g), respectively.



(81) AMENDMENTs OF SECTION 6427.-
(A) Subsections (a), (b), and (c) of section 6497 (re-

ng to fuels not used for taxable purposes) are each
amended by striking out ", alter June 80, 1970,"

(B) The amendments made by subparagraph (A) shall
apply only with respect to fuel used or resold after June 80,
1970.

(32) AmENDmrT oF FsEcTroN e604.-
(A) Section 6504 (relating to Cross references) is amended

by striking out paragraphs (13) and (14) and inserting in
lieu thereof:

"(1) Assessments to recover excessive amounts pad under sec.
tion 6420 (relating to gasoline used on farms), 6421 (relating to

gasoline use for certain nonhlghway purposes or bg local transit
systems), 6424 (relating to lubricating oil not used in highway
motor vehicles), or 642? (relating to fuels not used for taxable
purposes) and assessments of civil penalties under section 6675
for excessive claims under section 6420, 6421, 6424, or 6427, see
section 6206."

(B) Section 6504, as amended b this Act is further
amended by redesignating paragraph (9), (3), (4), (5),
(9), (10), (11), (12), (13), and (15) as paragraphs (1),
(2), (3), (4), (5), (6), (7), (8), (9), and (10), respectively.

(88) AMENDMENTS DF sRcTIoN 6611.-
(A) Section 6511(d) (9) (A) (ii) (relating to net oper-

ating loss carryback) is amended by striking out "September
1, 1959, or" and by striking out ", whichever is the later".

(B) Section 6511(d)(5) is amended by striking out "the
later of the following dates: (A)", and by striking out ",
or (B) December 31,1965".

(84) AMENDMENT oF sEcTroN 66O.-Section 6601(h) (relating
to interest on estimated tax payments) is amended by striking
out "(or section 59 of the Internal Revenue Code of 1939)"

(85) AMENDMENT or SECTION *e54.-Section 6654 (relating to
payment of estimated income tax) is amended by striking out
subsection (h) (relating to applicability of section).

(86) AMENDMENT OF SECTION 682.-Section 6802(2) (relating
to supply and distribution of stamps) is amended by striking
out the semicolon at the end and inserting in lieu thereof a
period.

(87) AMENDMENT OF SECTION ess.-Setion 6808 (relating to
accounting and safeguarding) is amended to read as follows:

"SEC. 6803. ACCOUNTING AND SAFEGUARDING.
f"(a) BOND.-In cases coming within the provisions of paragraph (2)

o section 680, the Secretary may require a bond, with suffloimt
sureties, in a sum to be fined by the Secretary, conditioned for the
faithful return, whenever so required, of all quantities or amounts
undisposed of and for the payment monthly for all quantities or
amounts sold or not remaining on hand.

"(0) REGoU ATIONS.-The Secretary may .from time to time make such
regulations as he may find necessary to insure the safekeeping or
prevent the illegal use of all adhesive stamps referred to in paragraph
(2) of section 6802."
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(88) AMENDMENT OF SECTION 6868.-SeCtion 6863(b)(8) (re-
latng to stay of sale of seized property pending Tax Court
decision) is amended by striking out subparagraph (C) (relating
to effective date).

(89) AMENDMENT OF SECTION 7012.-Section 7012 (relating to
cross references), as amended by section 1904(b) (8) (C) of this
Act, is amended to read as follows:

"SEC. 701. CROSS REFERENCES.
"(1) For provisions relating to registration in connection with fire-

arms. see sections 5802, 5841, and 5861."(2) For special rules with respect to registration by persons engaged
in receiving wagers, see section 4412.

"(3) For provisions relating to registration in relation to the produc-
tion or importation of gasoline, see section 4101.

"(4) For provisions relating to registration in relation to the manu-
lacture or production of lubricating oils, see section 4101."(5) For penalty for failure to register, see section 7272.

"(6) For other penalties for failure to register with respect to wager-
ing, see section 7262."

(40) AMENDMENT OF SECTION 71o.-Section 7108 (relating to
cross references regarding bonds) is amended by striking out sub-
section (d).

(41) AMENDMENTS OF SECTION 7271-Section 7271 (relating
to penalties for offenses concerning stamps) is amended by strik-
mag out paragraph (2), and by redesignating paragraphs (3) and
(4) as paragraphs (2) and (3), respectively.

(42) AMENDMENT OF SECTION 7272.-Section 7272(b) (relating
to cross references) is amended by striking out "4722, 4758,".

(48) AmENDMENTS OF SECTION 7826.-Setion 7826 (relating to
disposal ofjorfeited property) is amended-

(A) by striking out "section 5862(b)" and inserting in
lieu thereof "section 5872 (b) ", and

(B) by redesignating subsection (c) as subsection (b).
(44) AMENDMENTS OF SECTION 7422-Section 7422(c) (relating

to suits against collection officers) is amended by striking out
"instituted after June 15, 1942,", and by striking out "where the
petition to the Tax Court was filed after such date".

(45) AMENDMENTS OF SECTION 742 8.-
(A) Paragraph (1) of section 7428 (cross references), as

redesignated by this Act, is amended by striking out "52
Stat. 851;".

(B) Paragraph (2) of such section 7428 is amended by
striking out "52 Stat. 867;".

(C) Paragraph (3) of such section 7428 is amended by
striking out "5 Stat. 876-877;".

(D) Paragraph (4) of such section 7428 is amended by
striking out "52 Stat. 938;".

(46) AMENDMENTS OF SECTION 7 44 S.-
(A) Subsection (a) (6) of section 7448 (relating to an-

nuities to widows and dependent children of tax court
judges) is amended--

(i) by striking out "The term 'widow' means a surviv-
ing wife of' and inserting in lieu thereof "The term
'surviving spouse' means a surviving spouse of"; and



(ii) by striLing out "the mother of issue" and insert-
ing in lieu thereof "a parent of issue".

(B) Section 7448 (h) is amended-
(i) by striking out "suvivng widow or widower"

and inserting in lieu thereof "sunnviving spouse";
(ii) by striking out "such widow" each place it appears

and inserting in lieu thereof "such surviving spouse";
(iii) by stk out "a ,widow" each place it appears

and inserting in iu thereof "a surviving spouse";
(vv) by striking out "widow's" each plae it appears

and inserting in lieu thereof "surviving spouse's"; and
(v) by striking out "surviving her" and inserting in

lieu thereof "surviving such spouse".
(0) Sections 7448 (h) and (o) are each amended by strik-

ing out "she" and inserting in lieu thereof "such spouse".
(D) Section 7448(o) is amended by striking out "her" and

inserting in lieu thereof "such spouses".
(E)Setions 744 (d), (j), (m), (n?, (o), and (q) are

each amended by strikig out "widow' each place it ap-
pears and inserting in lieu thereof "surviving spouse".

(F) The section heading for section 7448 is amended by
str king out "WIDOWS" and inserting in lieu thereof "SUR.
VIVING SPOUSES".

(47) AMENDMENTs oF SZCTZON 7471.-
(A) Subsection (a) of section 7471 (relating to Tax Court

employees) is amended by striking out "is authorized in ac-
cordance with the civil service laws to appoint, and in ac-
cordance 'with the Classifwation Act of 1949 (63 Stat. 954;
5 US.C. chapter 21), as amended, to fr the compensation
of," and inserting in lieu thereof "is authorized to appoint,
in accordance with the provisions of title 5, United States
Code, governing appointment in the competitive service, and
to fix the basic pay of, in accordance with chapter 51 and
subchapter III of chapter 53 of such title,".

(B) Subsection (b) of section 7471 is amended by striking
out "as provided in the Travel Expense Act of 1949 (63 Stat.
166; 5 U.S.C. chapter 16)." and inserting in lieu thereof "as
provided in chapter 57 of title 5, United States Code."

(48) AMENDMENT oF SECTION 7476.-Setion 7478(a) (relating
to declaratory judgments) is amended by striking out so much
thereof as follows paragraph (2) (B) and inserting in lieu there-
of the following:

"upon the fling of an appropriate pleadin, the Tam Court may
make a decoration with respect to such initial qualification or con-
tinuing qualification. Any such declaration shall hae the force and
effect of a decision of the Tar Court and shall be reviewable as
such."

(49) AMENDMENT OF SECTION 7602.-SeCtion 750(b) (relating
to timely mailing treated as timely filing and paying) is amended
by 8trikng out "United State Post O'ee" and inserting in lieu

reof "United States Postal Servie a n g



(50) AMENDMENTS OF SECTION 7507.-Paragraphs (2) and (8)
of section 7507(c ( relatng to insolvent banks) are each amended
by striking out 'after May 28, 1938,"-

(51) AMENDMENTS OF SECTION 7508.-
(A) The heading of section 7508 (relating to time for

performing certain acts) is amended by striking out "BY
REASON OF WAR" and inserting in lieu thereof "BY REASON
OF SERVICE IN COMBAT ZONE".

(B) Section 7508(a) (relating to time to be disregarded)
is amended by striking out "States of the Union and the
District of Columbia" each place it appears and inserting in
lieu thereof "United States".

(52) AMENDMENTS OF SECTION 7509.-Section 7509 (relating to
expenditures incurred by the Post Offce Department) is
amended-

(A) in the section heading, by striking out "POST OFFICE
DEPARTMENT" and inserting in lieu thereof "UNITED STATES
POSTAL SERVICE";

(B) by striking out "Post Office Department" each place it
appears and inserting in lieu thereof "United States Postal
Service" ;

(0) by striking out "such Department" and inserting in
lieu thereof "suck Service"; and

(D) by striking out ", together with the receipts required
to be deposited under section 6803(a),".

(58) AMENDMENT OF SECTION 7621.-Section 7621(b) (relating
to boundaries of internal revenue districts) is amended to read
as follows:

"(b) BouNDARIEs.-For the purpose mentioned in subsection (a), the
President may subdivide any State or the District of Columbia, or
may unite into one district two or more States."

(54) REPEAL OF SECTION 7641.-S'ubehapter C of chapter 78
(relating to supervision of operations of certain manufacturers) is
repea"ea.

(55) AMENDMENTS OF SECTION 7652.-Section 7652(b)(8) (re-
lating to disposition of internal revenue collections) is amended-

(A) by striking out subparagraph (B) and by redesignat-
ing subparagraph (C) as subparagraph( B),

(B) by Striking out "approved emergency relief purposes
and essential public projects as provided in subparagraph
(B)" and inserting in lieu thereof "emergency relief purposes
and essential public projects, with the prior approval of the
President or his designated representative", and

(C) by striking out ", including payments under subpara-
graph (B),".

(56) AMENDMENT OF SECTION 7653.-Section 7658(d) (a cross
reference) is amended by striking out "c. 512, 64 Stat. 892, section
80;"

(57) AMENDMENTS OF SECTION 7701.-
(A) Section 7701(a) (11) (relating to definition of Sec-

retary) is amended to read as follows:



"(11) SECRETARY OF THE TREASURY AND SECRETARY.-
"(A) SECRETARY OF THE TREASURY.-The term 'Secretary

of the Treasury' means the Secretary of the Treasury, per-
sonally, and shall not include any delegate of his.

"(B) SRCRETARY.-The term 'Secretary' means the Secretary
of the Treasury or his delegate.".

(B) Section 7701 (a) (12) (A ) (relating to definition of
Secretary or his delegate) is amended to read as follows:

"(A) IN GENERAL .- The term 'or his delegate'-
"(i) when used with reference to the Secretary of the

Treasury, means any officer, employee, or agency of the
Treasury Department duly authorized by the Secretary
of the Treasury directly, or indirectly by one or mom
redelegations of authority, to perform the function men-
tionedor described in the context; and

"(ii) when used with reference to any other ofal of
the United States, shall be similarly construed."

(58) AMENDMENT OF SECTION 7808.-Section 7803 (relating to
other personnel) is amended by redesignating subsection (d) as
Subsection (c).

(59) AMENDMENT OF SECTION 79og.-Section 7809 (a) (relating
to deposit of collections) is amended by striking out "4735, 4762,"-

(b) CONFORMING AND CLERICAL AMENDMENTS.-
(1) AMENDMENT CONFORMING TO THE REPEAL OF SECTION

1o.-The table of sections for subchapter B of chapter 61 is
amended by striking out the item relating to section 6105.

(5) AMENDMENT CONFORMING TO AMENDMENT OF SECTION 6110.-
The item relating to section 6110 in the table of sections for sub-
chapter B of chapter 61 is amended to read as follows:

"See. 6110. Cross reference."

(8) AMENDMENTS CONFORMING TO AMENDMENTS OF SECTION
614.-

(A) Paragraph (1)(B) of section 6655(e) is amended:
( i)..by add'. "and" at the end of clause (i), and
ii) _by striksmg out clauses (ii) and (iii) and insert-

ing in lieu thereof the following :
"(ii) in the case of a table year beginning before

Jawmary 1,1977, the amount of the corpo tions tempo-
rary estimated tax e emption for Such year."

(B) Paragraph (2)(B)of section 6656(e) is amended by
striking out "clauses (ii) and (iii)" and inserting in lieu
thereof "clause (ii)".

(0) (i) Section 6655e) is amended by striking out para-
graph (3) and by redesignating, paragrapht (4) as paragraph
(3).

00i Section 243(b) (3) (0) (iv), as redesignated by section
1901 (b) (20) (A) of this Act, is amended by strLWin out "sec-
tiom 6154 (c) (2) and (3)"1and inserting in lieu thereof "s8ec-
tion 6154(c) (2)", and by striking out "sections 6655(e) (8)
and (3)" and inserting in lieu thereof "section 6655(e) (8) .



(4) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 6162.-
The table of sections for subchapter B of chapter 62 is amended
by 8ing out the item relating to section 6161.

(5) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 6304.-
The table of sections for subchapter A of chapter 64 is amended
by striking out the item relating to section 6804

(6) AMENDMENTS CONFORMING TO THE AMENDMENT OF SEC-
TION 6416.-

(A) Subparagraph (A) of section 64O(c) (3) is amended
to read as follows:

"(A) by the owner, tenant, or operator of a farm, in con-
nection with cultivating the soil, or in connection with raising
or harvesting any agricltural or horticultural commodity,
including the raising, shearing, feeding, caring for, training,
and management of livestock, bees, poultry, and fur-bearing
animals and wildlife, on a farm of which he is the owner,
tenant, or operator; except that if such use is by any person
other than the owner, tenant, or operator of such farm, then
for purposes of this subparagraph, in applying subsection
(a) to this subparagraph, the owner, tenant, or operator of
the farm on which gasoline or a liquid taxable under section
4041 issued shall be treated as the user and the ultimate pur-
chaser of such gasoline or liquid;".

(B) The amendments made by subparagraph (A) shall ap-
ply with respect to the use of liquids after December 31,1976.

(7) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 6417.-
The table of sections for subchapter B of chapter 65 is amended by
striking out the item relating to section 6417.

(8) AMENDMENT CONFORMING TO AMENDMENT OF SECTION 6420.-
Section 39(a) (1) is amended by striking out "section 6420 (h)"
and inserting in lieu thereof "section 6420 (g) ) ".

(9) AMENDMENT CONFORMING TO AMENDMENT OF SECTION 624.-
Section 39(a) (3) is amended by Striking out "section 6424(g)"
and inserting in lieu thereof "section 6424 (f) ".

(10) AMENDMENT CONFORMING TO AMENDMENT OF SECTION
744s.--The item relating to section 7448 in the table of sections
for part I of subchapter C of chapter 76 is amended to read as
follows:

"See. 7448. Annuities of surviving spouses and dependent children,".
(11) AMENDMENT CONFORMING TO AMENDMENT OF SECTION

7os.-The item relating to section 7508 in the table of sections
for chapter 77 is amended to read as follows:

"See. 7508. Time for performing certain acts postponed by reasons of
service in combat zone.".

(12) AMENDMENT CONFORMING TO AMENDMENT OF SECTION
7509.-The item relating to section 7509 in the table of sections
for chapter 77 is amended to read as follows:

"See. 7509. Bopenditures incurred by the United States Postal Serv-
lee.".

(18) AMENDMENT CONFORMING TO REPEAL OF SECTION 7641.-
The table of subchapters for chapter 78 is amended by striking
out the item relating to subchapter C.
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(A) The Internal Revenue Code of 1954, as amended by
this Act, is amended by striking out "Secretary or his
delegate" each place it appears and inserting in lieu thereof
"Secretar".

(B) The following provisions are each amended by strik-
ing out "Secretary" each place it appears and inserting in
lieu thereof "Secretary of the Treasury": sections 4293, 4483
(b), 5551, 7801 (b), 7802(a), 9006(a), 9006(b), and 9007(d).

(C) The following provisions are each amended by striking
out "to the Secretary" each place it appears and inserting -n
lieu thereof "to the Secretary of the Treasury": sections 3151
(b) (12) (B),3303(b),3304(a) (3),3304(c),3305(j?,3306(c)
(12) (B), 9005 (a), 90017(b), 9010(b) an 0 e 3).

(D) Section 31(b) (1) is amended by striking out "(or his
delegate) ".

(E) The last sentence of section 3304(c) is amended by
striking out "the Secretary shall" and inserting in lieu thereof
"the Secretary of Labor shall".

(F) Section 3310(d) (2) is amended by striking out "the
Secretary's action" each place it appears and inserting in lieu
thereof "the Secretary of Labor's action".
(G) Section 3221(a) and 3221(c) are each amended by

striking out "of the Treasury" each place it appears.
(H) Section 3310(e) is amended by striking out "of the

Secretary" and inserting in lieu thereof "of the Secretary of
Labor".

(I) Section 441(c) is amended by striking out "he or his
delegate" and inserting in lieu thereof "the Secretary".

(J) Section 5845(f) is amended by striking out "of the
Treasury or his delegate".

(K) Section 6405(b) is amended by striking out "(or his
delegate) ".

(L) Section 7458 is amended by striking out "nor his
delegate".

(M) Section 7514 is amended by striking out "functions of
the Secreta " and inserting in lieu thereof "functions of the
Secretary of the Treasury".

(c) AmENDMENTB TO SECTIoNs REFERRING TO TERRITORIEs.-
(1) Section 6871 (a) is amended by striking out "or Territory".
(5) Section 7655(b) is amended by striking out ", Territory,".
(3) Section 7701 (a) (4) is amended by strking out "or

Territory".
(d) EFFrcTiVE DATE.-

(1) GENERAL RuLE.-Except as otherwise expressly provided
in this section, the amendments made by this section shall take
effect on the flrst day of the first month which begins more than
90 days after the date of the enactment of this Act.

(5) AMENDMENTS RELATING TO iNCOME rA.-The amendments
made by this section, when relating to a tax imposed by chapter
1 or chapter 2 of the Internal Revenue Code of 1954, shall take



efect with respect to taxable years beginning after December 31,
1976.

SEC. I9W. AMENDMENTS OF SUBTITLE G; TE JOINT COMMITTEE ON
INTERNAL REVENUE TAXATION.

(a) IN Gzxrzzj.i.-
(1) AMENMENT OF SECTION 8001.-Section 8001 (relating to

creation of the Joint Committee) is amended by string out
"Joint Committee on Internal Revenue Taxation" and inserting
in lieu thereof "Joint Committee on Taxation".

(2) AMzNDMENT OF SECTION soo4.-SeetiOn 8004 (relating to
compensation of staif) is amended by striking out "Compensation
of a clerk" and inserting in lieu thereof "compensation of the
Chief of Staff of the Joint Committee".

(8) AMENDMENr OF SECTION so2i.-Section 8021(d) (relating
to author to make expenditures) is amended to read as follows:

"(d) To MAKE EXPENDITURES.-The Joint Committee, or any
subcommittee thereof, is authorized to make such expenditures as it
deems advisable.".

(4) AxENDMENT Op SECTION 802s.-Section 8028(c) (relating
to reorganization plans) is amended to read as Jollows:

"(c) APPLrCATION OF SUBSECTIONS (a) AND (b).-Subsections (a)
and (b) shall be applied in ccordance with their provision without
regard to any reorganisation plan becomi0n0 effective on, before, orafter the date of the enctment of this subsectzon.".

(5) All references in any other statute, or in any rule, regula-
tin, or order, to the Joint Committee on Internal Revenue Tava-
tion shall be considered to be made to the Joint Committee o
Taxation.

(b) AMENDMENTS COOORMNG TO THE AMENDMENT oF SECTION
8001 .

(1) The heading of subtitle G is amended by striking out
"Internal Revenue".

(2) The table of subtitles for the Internal Revenue Code of
1954 is amended by striking out the item relating to subtitle G
and inserting in lieu thereof the following:

"SUBTiTLE G. The Joint Committee on Taxation".
(c) EFFECTIVE DATE.-The amendments made by this section shall

take effect on the first day of the first month which begins more than
90 days after the date of the enactment of this Act.

SEC. 1908. EFFECTIVE DATE OF CERTAIN DEFINITIONS AND DESIGNA-
TIONS.

For purposes of any amendment made by any provision of this Act
(other than this title)-

(1) which contains a term the meaning of 'which is defined in or
modified by any provision of this title, and

(2) which has an effective date earlier than the effective date of
the provision of this title defninE or modifying such term,that definition or modifation shall e considered to take effect as of

such earlier effective date.



Subtitle B-Amendments of Code Provisions With Limited
Current Application: Repeals and Savings Provisions

SEC. 1951. PROVISIONS OF SUBTITLE A.
(a) RBFERENCES TO INTERNAL REVENUE CODB.-Except as otherwise

expressly provided, whenever in this section a reference is made to a
section or other provision, the reference shall be considered to be made
to a section or other provision of the Internal Revenue Code of 1954.

(b) AMENDMENTS.-
(1) AMENDMENT O1 SECTION 72.-

(A) REPEAL.-Sectien 72 (relating to annuities) is amended
by striking out subsection (i) (relating to joint and Survvor
annuities where first annuitant died in 1951, 1952, or 1953).

(B) SAVINGS PRovIsioN.-Notuwithstanding subparagraph
(A), if the provisions of section 72(i) applied to amounts
received in taxable years be *nning before January 1, 1977,
under an anuity contract, then amounts received under such
contract on or after such date shall be treated as if such pro-
visions were not repealed.

(2) AMBNDmENTS OF SECTION 108.-
(A) REPEA.-Section 108 (relating to income from discharge

of indebtedness) is amended by striking out subsection (b)
(relating to certain railroad corporations) and by strikMg
out of subsection (a) the following: "(a) SPE AL RULE or
EXCLUSION.-.

(B) SAVINGS PRoVISION.-IJ any discharge, cancellation, or
modification of indebtedness of a railroad corporation occurs
in a taxable year beginning after December 31, 1976, pur
suant to an order of a court in a proceeding referred to in
section 108(b) (A) or (B) which commenced before Janu-
ary 1, 1960, then, notwithstanding the amendments made by
subparagraph (A), the provisions of subsection (b) of see-
tion 108 shall be considered as not repealed with respect to
Such discharge, cancellation, or modification of indebtednsss.

(3) AMENDmENTs OF SECTION 164.-
(A) REPEAL.-SeCtion 164 (relating to taxes) is amended by

striking out subsection (f) (relating to payments for MU-
nicipal services in atomic energy Communitiss) and by, re-
designating subsection (g) as subsection (f).

(B) SAVINGS PROVISION.-Nothwithstanding subparagraph
(A), any amount paid or accrued in a taxable year beginning
after December 31, 1976, to the Atomic Energy Commisson
or its successors for municipal-type sereiees shall be allowed
as a deduction under section 164 if such amount would have
been deductible by reason of section 164(f) (as in effect for
a. taxable year ending on December 31, 1976) and if the
amount is paid or accrued with respect to real property in
a comMunsty (within the meaning of section 21 b. of the
Atomic Energy Community Act of 1955 (42 U.S.C. 2304
(b)) in which the Commission on December 31, 1976, was
rendering municipal-type services for which it received com-
pensation from th owners of property within such
community.



(4) REpzEAL O SECTION 168.-
(A) RxzPxL.-Section 168 (relating to amortization of emer-

ge, facilities) is repealed.
)SAvrNos Pzoviso.-Notwithstanding the repeal made

a subparagraph (A), if a certificate was issued before
nuary 1, 1960, with respect to an emergency facility which

is or has been placed in service before the date of the enact-
ment of this Act, the provisions of section 168 shall not, 'with
respect to such facility, be considered repealed. The benefit
of deductions by reason of the preceding sentence shall be
allowed to estates and trusts in the same manner as in the
ease of an individual. The allowable deduction shall be ap-
portioned between the income beneficiaries and the fiduciary
in accordance with regulations prescribed under section
642(f).

(5) AMENDMENT OP sECTIoN 171.-
(A) REPEAL.-

(i) Section 171(b) (1) (B) (relating to amount of
bond premium) is amended by striking out clause (iii)
(relating to certain bonds acquired before 1958).

(ii) Section 171(b) (1) (B) (i) is amended by striking
out "clause (ii) or (iii) applies," and inserting in lieu
thereof "clause (ii) applies, or", and by inserting "and"
at the end thereof.

(iii) Section 171(b) (1) (B) (ii) is amended by strik-
ing out ", or" and inserting ", and" in lieu thereof.

(iv) The second sentence in section 171(b) (2) is
amended by striking out "or (iii)".

(B) SA vINas PRovisroN.-Notwithstanding the amendments
made by subparagraph (A), in the case of a bond the interest
on which is not excludable from gross income-

(i) which was issued after January 22, 1951, with a
call date not more than 3 years after the date of such
issue, and

(ii) which was acquired by the taxpayer after Jan-
uary 22, 1954, and before January 1, 1958,

the bond premium for a tamable year beginning after Decem-
ber 31, 1975, shall not be determined under section 171(b)
(1) (B) (i) but shall be determined with reference to the
amount payable on maturity, and if the bond is called before
its maturity, the bond premium for the year in which the
bond is called shall be determined in accordance with the
provisions of section 171(b) (2).

(6) AM.,vDM.JT OP SzCTION s-
(A) RxPsrA.-Section 888 (relating to election as to recogni-

tion of gain in certain liquidations) is amended by striking
out subsection (g) (relating to the liquidation of certain
personal holding companies).

(B) SrAINGS PyovisioN.-Notwithstonding subparagraph
(A), if any corporation meets all the requirements of sec-
tion 333(g) (0) (B), as in effect before its repeal by this Act,
the liquidation of such corporation shall be treated as if
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paragraphs (B), (3), and (4) of section 333(g) had not
been repealed.

(C) PHASE-IN OF 19o-MONTH HOLDING PERIOD REQUIREMENT.-
For purposes of subparagraph (B ), the period for holding of
stock specified insection 333(g) ()(A)(ii), as in effect
before such repea, shall-

(i) in the case of taxable years beginning in 1977, be
Considered to be "9 months"; and

(ii) in the case of taxable years beginning after De-
cember 31, 1977, be considered to be "1 year".

(7) AMEND ENT OF SECTION 46.-
(A) REPSAL.-Section 453 (b) (2) (relating to limitation

on use of installment sales method) is amended to read as
follows:

"(2) LIMITATIoN.-Paragraph (1) shall apply only if in
the taxable year of the sale or other disposition-

"(A) there are no payments, or
"(B) the payments (exclusive of evidences of indebted-

ness of the purchaser) do not exceed 30 percent of the selling
price..%

(B) SAVIN S pRovisIoN.-Notitthstandinp subparagraph
(A), in the case of installment payments received during tax-
able years beginning after December 31, 1976, on account of
a sale or other disposition made during a taxable year begin-
ning bef ore January 1, 1954, subsection (b) (1) of section
4653 (relating to sales of realty and casual sales of person-
alty) shall apply only if the income was (by reason of sec-
tion4Z4( b ) of the Internal Revenue Code of 1939) returnable
on the basis and in the manner prescribed in section 44(a)
of such Code.

(8) AMENDMENTS OF SECTION 512.-
(A) REPEAL.-Section 512(b) (relating to unrelated busi-

ness taxable income) is amended by striking out paragraphs
(13) and (14) and by redesignating paragraphs (15), (16),
and (17) as paragraphs (13), (14), and (15), respectively.

(B) SAVINoS PRovsioN.-Notwithstanding subparagraph
(A), income received in a taxable year beginning after De-
cember 31, 1975, shall be excluded from gross income in
determining unrelated business taxable income, if such in-
come would have been excluded by paragraph (13) or (14)
of section 510(b) if received in a taxable year beginning be-
fore such date. Any deductions directly connected with income
excluded under the preceding sentence in determining unre-
lated business taxable income shall also be excluded for such
purpose.

(9) AMENDMENT OF SECTION 545.-
(A) REPEAL.-Section 545(b) (relating to adjustments in

computing undistributed personal holding company income)
is amended by striking out para praph (9) (relating to deduc-
tions on account of certain liens in fvor of the United
States).



(B) SAviNas PEovIszoN.-Notwithstanding subparagraph
(A), if any amount was deducted under paragraph (9) of
section 5W (b) in a taxable year beginning before January 1,
1977, on account of a lien which is satisfied or released in a
taxeable year beginning on or after such date, the amount so
deducted shall be included in income, for purposes of section
545, as provided in the second sentence of such paragraph.
Shareholders of any corporation which has amounts included
in its income by reason of the preceding sentence may elect
to Compute the income tax on dividends attributable to
amounts so included as provided in the third sentence of such
paragraph.

(10) AMENDmENTs oF SECTION 691.-
(A) REPAL.--Section 691 (relating to income in respect

of decedents) is amended by striking out subsection (e) (re-
lating to certain install ent obligations transmitted at death)
and by redesignating subsection (f) as subsection (e).

(B) SAvI Ns PROVISION.-NotWithstanding subparagraph
(A), any election made under section 691(e) to have subsec-
tion (a) (4) of such section apply in the case of an installment
obligation shall continue to be effective with respect to tam-
able years beginning after December 31,1976. Section 691 (c)
shall not app y in respect of any amount included in gross in-
come by reason of the preceding sentence. The liability under
bond filed under section 44(d) of the Internal Revenue Code
of 1939 (or corresponding provisions of prior law) in re-
spect of which such an election applies is hereby released with
respect to taxable years to which such election applies.

(11) AMENDMENTS OF SECTION 817.-
(A) REPsAL.-Section 817 is amended by striking out

subsection (d) (relating to certain gains occurring before
1959).

(B) SAzVIGs PRoVISiN.-Notwithstanding subparagraph
(A), any gain in a taxable year beginning after Decem-
ber 31, 1976, from any sale or other disposition of property
prior to January 1,1959, would be emelded or not taken into
account for purposes of part 1 of subehapter L of chapter
1 if subsection (d) of section 817 of such Code were still in
efect for such taxable year, such gain shall be excluded for
purposes of such part.

(15) REPEAL OF SECTION 1847.-
(A) REPZAL.-Section 1847 (relating to certain claims filed

against the United States before January 1,1958) is repealed.
(B) SAVINGS PSovisioN.-Notwithsltanding subparagraph

(A), if amounts received in a taxable year beginning after
December 31, 1976, would have been subject to the provisions
of section 1347 if received in a taxable year beginning before
such date, the tam imposed by section 1 attributable to such
receipt shall be computed as if section 1347 had not been
repealed.
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(18) REPEAL OF SECTION 1471.-
(A) REPEAL.-Subehapter A of chapter 4 (relating to

recovery of excessive profits on certain Government con-
tracts) is repealed.

(B) SAVINGS PROVISZON.-If the amount of profit required
to be paid into the Treasury under section 938 or 7300 of
title 10, United States Code, is not voluntarily paid, the Sec-
retary of the Treasury or his delegate shall collect the same
under the methods employed to oollect taxes under subtitle
A. All provisions of law (including penalties) applicable
with respect to such taxes and not inwonsistent with section
2382 or 7300 of title 10 of such Code, shall apply with respect
to the assessment, collection, or payment of excess profits to
the Treasury as provided in the preceding sentence, and to
refunds by the Treasury of overpayments of ecess profits
into the Treasury.

(14) AMENDMENT OF sEcTIoN 141-.
(A) REPEAL.-Section 1481 (relating to mitigation of effect

of renegotiation of government contracts) is amended by
striking out subsection (d) (relating to renegotiation for
years prior to 1954).

(B) SAVINGS PROVlSO.-If, during a taxable year begin-
ning after December 31, 1976, a recovery of excessive profits
through renegotiation which relates to profits of a taxable
year subject to the Internal Revenue Code of 1939, the ad-
justments in respect to such renegotiation shall be made under
section 3806 of such Code.

(c) CONFORMING AND CLERICAL AMENDMENTS.-
(1) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION
8os.-Section 1017 is amended by striking out "section 108(a)"

each time it appears therein and inserting in lieu thereof "section
108".

(9) AMENDMENTS CONFORMING TO REPEAL OF SECTION 168.-
(A) Section 1238 is amended by striking out "(relating to

amortization deduction of emergency facitis)" and insert-
ing in lieu thereof "(as in effect before its repeal by the Tam
Reform Act of 1976) ".

(B) Sections 642(f) and 1089(a) (9) (B) are each amended
by striking out "168,".

(C) Sections 1 45 (a) (2) and 1250 (b) (3) are each amended
by striking out "168," each place it appears and inserting in
lieu thereof "168 (as in effect before its repeal by the 'Tax
Reform Act of 1976),".

(D) The table of sections for part VI of ubchapter B of
chapter 1 is amended by striking out the item relating to
section 168.

(8) AMENDMENTS CONFORMING TO THE REPEAL OF SEC-
TION 1847.-

(A) Section 5(b) is amended by striking out paragraph
(5) and by redesignating paragraphs (2), (3), and (4), as
paragraphs (1), (9), and (3), respectively.



(B) The table of sections for part VI of subchapter Q of
chapter 1 is amended by striking out the item relating to
section 1347.

(C) The heading of part VI of subchapter Q of chapter 1
is amended to read as follows:

"PART VI-MAXIMUM RATE ON PERSONAL SERVICE
INCOME."

(D) The table of parts for subchapter Q of chapter 1 is
amended by striking out the item relating to part VI and
inserting in lieu thereof the following:

"Part VI. Maemum rate on personal service income."
(4) AMENDMENT CONFORMINO TO THE REPEAL OF SECTION 1471.-

The table of subchapters for chapter 4 is amended by striking
out the item relating to subchapter A.

(d) EFFzcTIvB DATE.-Ezcept as otherwise expressly provided, the
amendments made by this section shall apply with respect to taxable
years beginning after December 31,1976.
SEC. 1953. PROVISIONS OF SUBCHAPTER D OF CHAPTER 39; COTTON

FUTURES.
(a) SHORT TTL.-Tiffs section may be cited as the "United States

Cotton Futures Act".
(b) REPEAL OF TAx ON COTTON FUTuREs.-Subchapter D of chap-

ter 89 (relating to tax on cotton futures) is repealed.
(c) DEnrNrTio.-For purposes of this section-

(1) COTToN FUTURES coNTRAcr.-The term "cotton futures con-
tract" means any contract of sale of cotton for future delivery
made at, on, or in any exchange, board of trade, or similar ingtitu-
tion or place of business which has been designated a "contract
market" by the Commodity Futures Trading Commission pur-
suant to the Comodity Exchange Act and the term "contract of
sale" as so used shall be held to Include sales, agreements of sale,
and agreements to sell.

(2)' FUTURE DLzVRY.-The term "future delivery" shall not
include any cash sale of cotton for deferred shipment or delivery.

(3) PRRoN.-Te term "person" includes an individual, trust,
estate, partnership, association, company, or corporation.

(4) SrCRTARY.-The term "Secretary" means the Secretary
of Agriculture of the United States.

(5) STANDARDS.-The term "standards" means the ofcial cotton
standards of the United States established by the Secretary pur-
suant to the United States Cotton Standards Act, as amended.

(d) BONA FIDE SPOT MARKrETS AND) CONrnsRCIAL DiFFFRYNeFs.-
(1) DrFjI"oN.-For purposes of this section, the only markets

which shall be considered bona fide spot markets shall be those
which the Secreta" shall, from time to time, after investigation,
determine and designate to be such, and of which he shall give
public notice.

(s) DET RmINATiN.-In determining, pursuant to the provi-
one of this section, what markets are bona fide spot markets, the



Secretary is directed to consider only markets in which spot cotton
is sold in such volume and wnder such conditions as customarily
to reflect accurately the value of middling cotton and the differ-
ences between the prices or values of middling cotton and of other
grades of cotton for which standards shall haae been established
by the Secretary; except that if there are not sufficient places, in
the markets of which are made bona fide sales of spot cotton of
grades for which standards are established by the Secreta~y, to
enable him to designate at least five spot markets in accordYan e
with subsection (f) (3), he shall, from data as to spot sales col-
lected by him, make rules and regulations for determining the
actual commercial differences in the value of spot cotton of the
grades established by him as reflected by bona fide sales of spot
cotton, of the same or different grades, in the market selected and
designated by him, from time to time, for that purpose, and in
that event differences in value of cotton of various grades involved
in contracts made pursuant to subsection (f) (1) and (2) shall be
determined in compliance with such rules and regulations. It shall
be the duty of any person engaged in the business of dealing in
cotton, when requested by the Secretary or any agent acting under
his instructions, to answer correctly to the best of his knowledge,
under oath or otherwise, all questions touching his knowledge of
the number of bales, the classifcation, the price or bona fide price
offered, and other terms of purchase or sale, of any cotton involved
in any transaction participated in by him, or to produce all books,
letters, papers, or documents in his possession or under his control
relating to such matter.

(3) WITHHOLDING INFoRNAToN.-Any person engaged in the
business of dealing in cotton who shall, within a reasonable time
prescribed by the Secretary or any agent acting under his intruc-
tions, willfully fail or refuse to answer estions or to produce
books, letters, papers, or documents, as required under paragraph
(B) of this subsection, or who shall wilful y give any answer
that is false or misleading, shall, upon convictin thereof, be fined
not more than $500.

(e) FoM AND VALIDITY OF COTTON FUTURES CONTRAcr.-Each
cotton futures contract shall be a basis grade contract, or a tendered
grade contract, or a specific grade contract as specified in subsectios
(f), (g), or (h) and sha be in writing plainly stating, or evidenced
by written memorandum showing, the terms of such contract, includ-
ing the quantity of the cotton involved and the names and addresses
of the seller and buyer in such contr at, and shall be signed by the
party to be charged, or by his agent in his behalf. No cotton futures
contract which does not conform to such requirements shall be enforce-
able by, or on behalf of, any party to such contract or his privies.

(f) BAass GRADE CONTRACr.-

(1) CONDTmONS.-Each basis grade cotton futures contract shall
comply with each of the following conditions:

(A) CoNFoRmrr WITH ROEULATIONS.-Conform to the regu-
lations made pursuant to this section.

(B) SPECIFICATION OF GRADE, PRICE, AND DATES OF SALE AND

RETTEMENTr.-Specify the basis grade for the cotton involved



in the contract, which shall be one of the grades for which
standards are established by the Secretary, except grades pro-
hibited from being delivered on a contract made under this
subsection by subparagraph (E), the price per pound at

'Which the cotton of such basis grade is contracted to be bought
or sold, the date when the purchase or sale was made, and
the month or months in which the contract is to be fulfilled
or settled; except that middling shall be deemed the basis
grade incorporated into the contract if no other basis grade
be'specified either in the contract or in the memorandum
evidencing the sene.

(6) PROVISION FOR DELIVERY OF STANDARD GRADES ONLY.-

Provide that the cotton dealt with therein or delivered there-
under shall be of or within the grades for which standards
are established by the Secretary except grades prohibited
t m being delivered on a contract made under th subsection
y subparagraph (E) and no other grade or grades.

(D) PROVISION FOR SETTLEMENT ON BASIS OF ACTUAL COMMER-

cIAL DiFFERNcEs.-Provide that in case cotton of grade other
than the basis grade be tendered or delivered in settlement
of such contract, the differences above or below the- contractprice which the reeivet shall pay for such grades other than
the basis grade shall be the actual commercial differences,
determined as hereinafter provided.

(E) PROHIBITION OF DELIVERY OF INFERIOR corroN.-Pro-
vide that cotton that, because of the presence of extraneous
matter of any character, or irregularities or defects, is re-
duced in value below that of low middling, or cotton that is
below the grade of low middling, or, if tinged, cotton that is
below the grade of strict middling, or, if yellow stained, cot-
ton that is below the grade of good v m the grades men-
tioned being of the ofial cotton standards of the United
State, or cotton that is less than seven-eighthe of an inch in
length of staple, or cotton of perished staple, or of imma-
ture staple, or cotton that is "gin cut" or oeginned, or cotton
that is repackedd" or "false packed" or "mixed packed" or
"water packed", shall not be delivered on, under, or in settle-
ment of such contract.

(F) PROVISIONS FOR TENDER IN FULL, NOTICE OF DELIVERY
DATE, AND CERTIFICATE OF GRADE.-Provide that all tenders of
cotton under such contract shall be the full number of bales
involved therein, except that such variatcias of the number
of bales may be permitted as is necessary to bring the total
weight of the cotton tendered within the provisions of the
contract as to weight; that, on the fifth business day prior
to delivery, the person making th tender shall give to the
person recerring the same written notice of the date of de-

livery, and that, on or prior to the date so fled for delivery,
and in advance of final settlement of the contract, the person
making the tender shall furnish to the person receiving the
:am a written notice or certificate stating the grade of each
individual bale fb be delivered and, by means of marks or
numbers, identifying each bale with its grade.



(G) PROVISION FOR TENDER AND SETTLEMENT IN ACCORDANCE
WITH GOVERNMENT CLAssIFIATION-Provide that al tenders
of cotton and settlements therefor under such contract shall
be in accordance with the classifcation thereof made under
the regulations of the Secretary by such ofFer or offlocrs of
the Government as shall be designated for the purpose, and
the costs of such classification shall be fed, assessed cel-
lected, and paid as provided in such regulations. The 3S6ec-
tary is authorized to prescribe regulations for carrying out
the purposes of this subparagraph and the certificates of the
offcers of the Government as to the classification of any cot-
ton for the purposes of this subparagraph shall. be accepted
in the courts of the United States in all suits between the
parties to such contract, or their privies, as prima facis evi-
dence of the true classification of the cotton involved.

(5) INCORPORATION OF CONDITIONS IN CONTRACTS.-The provi-
som Z/paragraph (1) (0), (D), (E), (F), and (0) shall be
deemed fully incorporated into any such contract if there be
written or printed thereon, or on the memorandums evidencing
the same, at or prior to the time the same is signed, the phrase
"Subject to United States Cotton Futures Act, subsection (f)."

(3) DELIVERY ALLoWANCES.-FOr the purpose of this subsection,
the differences above or below the contract price which the re-
ceiver shall pay for cotton of grades above or below the basic
grade in the settlement of a contract of sale for the future de-
livery of cotton shall be determined by the actual commercial
differences in value thereof upon the sixth business day prio to
the day fled, in accordance with paragraph (1) (F),for the de-
livery of cotton on the contra t, establighed by the sale of spot
cotton in the spot markets of not less than five places designated
for the purpose from time to time by the Secretary, as such ahes
were established by the sales of'spot cotton, in such designated
flve or more markets. For purposes of this paragraph, such values
in the such spot markets shall be based upon the standards for
grades of cotton established by the Secretary. Whenever the value
of one grade is to be determined from the sale or sales of spot cot-
ton of another grade or grades, such value shall be fixed in accord-
ance with rules and regulations which shall be prescribed for the
purose by the Secretary.

(g)ENDE D GRADE CONTRACTS.
(1) CONDITIONS-Each tendered grade cotton future contract

shall comply with each of the following conditwns:
(A) CoMPLI rsANCE WH SCTo (f) .-Comply with all

the tern and conditions of subsection (f) not inconsistent
with this subsection; and

(B) PROVISION poR CoNTINoNr SPECIFIc PERFORMANCE.-
Provide that, in case cotton of grade or grades other than the
basis grade specified in the contract shall be tendered in per-
forance of the contract, the parties to such contract may
agree, at the time of the tender, as to the price of the g
or grades. so tender, and that if they sa not then age
as to such price, then, a n itt that eVent, the buyer of "aid



contract shall have the tight to demand the specifte fulfill-
ment of such contract by the actual delivery 'of cotton of
the baSis grade named therein and at the price specified for
such bdai grade in said contract.

(8) INCORPORATION OP CONDITIONS IN CONTRAcT.-Contracts made
in compliance with this subsection shall be known as "subsection
(g) Contracts". The provisions of this subsection shall be deemed

ily incorporated into any such contract if there be written or
ed thereon, or on the memorandum evidencing the same, at

prior to the time the same is signed, the phrase "Subject to
United States Cotton Futures Act, subsection (g)".

(8") APPLICATION OF iTBSecTIO.-NOthing in this subsection
shall be so constructed as to authorize any contract in which, or in
the settlement of or in respect to which, any device or arrange-
ment whatever is resorted to, or any agreement is made, for the
determination or adjustment of the price of the grade or grades
tendered" other than the basis grade specified in the contract by
any "fmed difference" System, or by arbitration, or by any other
method not provided for by this section.

(h) SPECIFIC GRADE CONTRACTS.-
(1) COxDITO .- Each specify grade cotton futures contract

shal omply 'with each of the following conditions:
(A)" CONFORM TY WITH RULES AND REcULATIoNs.-Conform,

tothe rules and regulations made pursuant to this section.
(B) SPECIFICATION OP GRADE, PRICE, DATES OP SALE AND DE-

LIRVERY.-pecif thgrVd, type, sample, or description of
the cotton invoaled in the contract, the price perwpound at
which suchacotton is contracted to be bought or so the date
Of the purchase or sale, and the time when shipment or de-
liv,! of Such cotton isto be Made.
. (0) PROHIBITION OF DELIVERY OF OTHER THAN. SPECIFIED
oRADr.-Provide that cotton of or within the grade or of the
type, or coording to the sample or description, sjeoified in
the contat shal be delivered thereunder, and that no cot-
ton %qhioh does not conform to the type, sample, or descrip-
tion, or, which is not of or within the grade pecifed in the
contract shall be tendered or delivered therener.

(D) PROVISION FOR sPrCIPIC PERFoRmANCE.-Provide that
the delivery of cotton under the contract shall not be effected
by means of "seto" or "ring" settlement, but only by the
actual transfer of the specified cotton mentioned in the
contract.

(8) INCORPORATION OF CONDITIONS IN CONTRA cT.-The provisions
of paragraph (1) (A), (C), and (D) shall be deemed fully in-
corporated into any Such contract if there be written or printed
thereon, r on the document or memorandum evidencing the same,
at or prior to the time the same is entered into, the words "Sub-
ject to United States Cotton Futures Act, subsection (h) ".

(8) APPLICATION OF suRSEcrTON.-This subsection shall not be
construed to apply to any contract of sale made in compliance with
ubsection (f) or (g).



(i) LIABILITY OF PRINCIPAL FOR AcTs oF Aosr.-When construing
and enforcing the provisions of this section, the act, omission, or failure
of any official, agent, or other person acting for or employed by any
association, partnership, or corporation within the scope of his employ-
ment or office shall, in every case, also be deemed the, act, omission, or
failure of such association, partnership, or corporation, as well as that
of the person.

(j) RAcULATioNs.-The Secretary is authorized to make such regula-
tions with the force and effect of law as he determines may be neces-
sary to carry out the provisions of this section and the powers vested
in him by this section.

(k) VIOLATIoNs.-Any person who knowingly violates any regula-
tion made in pursuance of this section, shall upon conviction thereof,
be flned not less than $100 nor more than $500, for each violation there-
of, in the discretion of the court, and, in case of natural persons, may,
in addition be punished by imprison nent for not less than 30 days nor
more than 90 days, for each violation, in the discretion of the court
except that this subsection shall not apply to violations subject to sub-
section (d) (3).

(1) APPLICABILITY TO CONTRACT PRIOR TO EFFEcTIvE DATE.-The
provisions of this section shall not arply to any cotton futures contract
entered into prior to the effective date of this section or to any act or
failure to act by any person prior to such effective date and all such
prior contracts, acts or failure to act shall continue to be governed by
the applicable provisions of the Internal Revenue Code of 1964 as in
efect prior to the enactment of this section. All designations of bona
ide spot markets and all rules and regulations issued by the Secretary
pursuant to the applicable provisions of the Internal Revenue Code of
1954 which were in effect on the effective date of this section, shall re-
mai fully effective as designation and regulatio under this section
until superseded, amended, or terminated by the Secretary.

(im) A Tvo ZAzo.-There are authorized to be appropriated such
sums as may be necessary to carry out this section.

(nA) CONFORMING AND CLERICAL AMENDMNS-
(1) Section 6808 (relating to cross references) is amended by

striking out paragraph (2), and by redesignating paragraphs
(3), (6), and (11) as paragahs (1), (), and (3),repectively.

(2) (A) Section 7233 (relating to failure to pay tax on cotton
futures) is repealed.

(B) The table of sections for part II of subchapter A of chapter
75 is amended by striking out the item relating to section 7233.

(3) (A) Section 7263 (relating to penalties concerning cotton
futures) is repealed.

(B) The table of sections for subchapter B of chapter 75 is
amended by striking out the item relating to section 7263.

(4) (A) Subchapter E of chapter 76 (relating to miscellaneous
provisions regarding cotton futures contracts) is repealed.

(B) The table of subchapters for chapter 76 is amended by
striking out the items relating to subchapter E.

(5) Chapter 39 (relating to regulatory taxes) is amended by
striking out the chapter heading and the table of subchaptera.

(6) The table of chapters for subtitle D is amended by striking
out the item relating to chapter 39.



,-1(o) EFFEcrvz DArz.-The provisions of this section shall take
efect on the 90th day after the date of the enactment of this Act.

And the Senate agree to the same.
A4-endment numbered 34:
That the House recede from its disagreement to the Senate amend-

ment numbered 21, and agree to the same with an amendment as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

TITLE XXI-TAX EXEMPT
ORGANIZATIONS

SEC. 2101. DISPOSITION OF PRIVATE FOUNDATION PROPERTY UNDER
- TRANSITION RULES OF TAX REFORM ACT OF 1969.
(a) IN GENsE L.-Paragraph (2) of section 101(1) of the Tax

Refor .m Act of 1969 (relating to private foundations savings provi-
sione) is amended-

(1) by striking out "and" at the end of subparagraph (D);
.0) by striking out the period at the end o subparagraph (E)

and inserting in lieu thereof "; and"; and
"(3 by adding at the end thereof the following new ubpara-

"(F) the sale, emchange, or other disposition (other than
by lease) of property which is owned by a private foundation
to a disgw,2sflei person if-

"(i) such foundation is leasing substantially all of
such property under a lease to which subparagraph (0)
applies,

"1 (ii) the disposition to such disqualifled person occurs
bef ore January 1,1978, and

."(ii) such foundation receives in return for the dis-
position to such disqualified person an amount which
equals or eq:ceeds the fair market value of such property
,at the time of, the disposition or at the time (after
June 30, 1976) a contract for the disposition was previ-
.ously executed in a transaction which would not consti-
tute a prohibited transaction (within the meaning of
section 503(b) or any corresponding provision of priorlaw )."

(b) EFFeCtirV DArE.-The amendments made by subsection (a)
shal apply to dispositions after the date of the enactsent of this Act
in tacoable years ending after such date.
SEC. 2102. NEW PRIVATE FOUNDATION SET-ASIDES.

(a) IN GENFRAL.-Secion .4942(g) (2) relatingo to definition of
qualifying distributions) is amended to read as follows:

"(2) ERTAZ RET-ASIDE.-
"(A,) IN EoNRAL.-For all taxable years beginning on or

after January 1, 1975, subject to such terms and conditions
las may ,be prescribed by the Secretary, an amount set aside
for a specific project which comes within one or more pur-



poses described in section 170(o) (8) (B) may be treated as
a qualifying distribution if it meets the requirements of sub-

pararaph (B).
"( ) REQUIREENT.-An amount set aside for a specific

project shall meet the requirements of this subparagraph if
at the time of the set-aside the foundation establishes to
the satisfaction of the Secretary that the amount will be
paid for the specific project within 5 years, and either--

"(i) at the time of the set-aside the private foundation
establishes to the satisfaction of the Secretary that the
project is one which can better be accomplished by such
set-aside than by immediate payment of funds, or

"(ii) (I) the project will not be completed before the
end of the taxable year of the foundation in which the
set-aside is made,

"(II) the private foundation in each taxable year be-ginning after December 31, 1975 (or after the end of
the fourth taxable year following the year of its crea-
tion, whichever is later), distributes amounts, in cash
or its equivalent, equal to not less than the distributable
amount determined under subsection (d) (without re-
gard to subsection (i)) for purposes described in section
170(c) () (B) (including but not limited to payments
with respect to set-asides which were treated as qualify-
ing distributions in one or more prior years), and

"(11) the private foundation has distributed (includ-
ing but not limited to payments with respect to set-asides
which were treated as qualifying distributions in one
or more prior years) during the four taxable years im-
mediately preceding its first taxable year beginning after
December 31, 1975, or the fifth taxable year following
the year of its creation whichever is later an aggregate
amount, in cash or its eqivalenIt of not less than the sum
of the following. 80 percent of the first preceding taz-
able year's distributable amount; 60 percent of the sec-
ond preceding taxable year's distributable amount; 40
percent of the third preceding taxable year's distrib-
utable amount,; and 20 percent of the fourth preceding
taxable year's distributable amount.

"(C) CERTAIN FAILURES TO ISTRIRBUTE.-If, for any taxable
year to which clause (ii) (ii) of subparagraph (B) appies,
the private foundation fails to distribute in cash or its equiv-
alent amounts not less than those required by such clause
and-

"(i) the failure to distribute such amounts was not
willful and was due to reasonable cause, and

"(ii) the foundation distributes an amount in cash or
its equivalent which is not less than the difference be-
tween the amounts required to be distributed under clause
(ii) (I) of subparagraph (B) and the amounts actually
distributed in cash or its equivalent during that ta4able



year within the initial correction period provided in sub-
section (j) (2),

such distribution in cash or its equivalent shall be treated for
the purposes of this subparagraph as made during such year.

"( D) REDUCTION IN DISTRIBUTION AMOUNT.-If, during the
tau-able years in the adjustment period for which the organi-
zation is a private foundation, the foundation distributes
amounts in cash or its equivalent which exceed the amount
required to be distributed under clause (ii) (II) of subpara-
graph (B) (including but not limited to payments with re-
spect to set-asides which were treated as qualifying distribu-
tions in prior years) then for purposes of this subsection the
distribution required under clause (ii) (YI) of subparagraph
(B) for the taxable year shall be reduced by an amount equal
to such excess.

P(H) ADJUSTMENT PERIO.-For purposes of subparagrah
(D), with respect to any taxable year of a private fou
tion, the taxable years in the adjustment period are the tax-
able years (not exceeding 5) beginning after December 31,
1975, and immediately preceding the taxable year.

In the case of a set-aside which satisfies the requi nts of clause
(i), of subparagraph (B), for good cause shown, the period for
paying the amount set aside may be extended by the Secretary."

(b)TIAWrTE oF LIITA TroNs.-Subsection (n) of section 6501 (relat-
ing to limitations on assessments and collections) is amended by add-
ing at the end thereof the following new paragraph:

"(3) CERTAIN SET-ASIDES DESCRIBED IN SECTION 4942(g) (B).-In
the case of a deficiency attributable to the failure of an amount
set aside by a private foundation for a specific project to be
treated as a qualifying distribution under the provisions of sec-
tion 4942(g) (B) (B!) (i) (11), such deficiency may be assessed at
any time before the expiration of 2 years alter the expiration of
the period within which a deficiency may be assessed for the taxa-
ble year to which the amount set aside relates."

4c) EPFrCTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1974.
SEC. 2103. MINIMUM DISTRIBUTION AMOUNT FOR PRIVATE FOUN-

DATIONS.
(a) IN GENERAL.- ubseOtiOn (e) of section 4942 (relating to mini-

mum investment return) is amended to read as follows:
"'(e) MINIMUM INVESTMENT RETURN.-

"(1) IN oENRA'.-For purposes of subsection (d). the mini-
mum investment return for any private foundation for any tax-
able year is 5 percent of the excess of-

"(A ) the aggregate fair market value of all assets of the
foundation other than those which are used (or held for use)
directly in carrying out the foundation's exempt purpose,
over

"(B) the acquisition indebtedness with respect to such
assets (determined under section 514(c) (1) without regard
to the taxable year in which the indebtedness was incurred).

"(2) VALUATION.-



"(A) IN GENERAL.-For purposes of paragraph (1) (A),
the fair market value of securitis for which market quota-
tions are readily available shall be determined on a monthly
basis. For all other assets, the fair market value shall be deter-
mined at such times and in such manner as the Secretary shall
by regulations prescribe.

"(B) REDUCTIONS IN VALUE FOR BLOCKAGE OR SIMILAR FAC-
ToRs.-In determining the value of any securities under this
paragraph, the fair market value of such securities (deter-
mined without regard to any reduction in value) shall not be
reduced unless, and only to the extent that, the private fowt-
dation establishes that as a result of-

"(i) the size of the block of such securities,
"(ii) the fact that the securities held are secwities in a

closely held corporation, or
"(iii) the fact that the sale of such securities would re-

sult in a forced or distress sale,
the securities could not be liquidated within a reasonable
period of time except at a price less than such fair market
value. Any reduction in value allowable under this subpara-
graph shall not exceed 10 percent of such fair market value."

(b) EFFECTIVE DATE.-The amendment made by this section applies
to taxable years beginning after December 31, 1975.
SEC. 2101. EXTENSION OF TIME tO AMEND CHARITABLE REMAINDER

TRUST GOVERNING INSTRUMENT.
(a) ExTFNSiON OF TniE.-Section 2055 (e) (3) (relating to the allow-

ance of deductions in certain cases) is amended-
(1) by striking out "September 21, 1974," and inserting in lieu

thereof "December 31, 1977,", and
(0) by striking out "December 31, 1975" each place it appears

and inserting in'lieu thereof "December 31, 1977".
(b) ExTENSION OF PERIOD FOR FILING CLAIM FOR REFUND OF ESTATE

TAx PAI.-A claim for refund or credit of an overpayment of the tax
imposed by section 2001 of the Internal Revenue Code of 1954 allow-
able under section 2055(e) (3) of such Code (as amended by subsec-
tion (a)) shall not be denied because of the expiration of the time for
filing such a claim under section 6511(a) if such claim is filed notlater than June 30,1978.

(.) EFFECTlI DA T.-Te amendments made by this section shall
apply in the Case of decedents dying after December 31, 1969.
SEC. 2105. UNRELATED TRADE OR BUSINESS INCOME OF TRADE

SHOWS, STATE FAIRS, ETC.
(a) IN GENERAL.-Section 513 (relating to unrelated trade or burs-

ness) is amended by adding at the end thereof the following new
subsection:

"(d) CERTAIN ACTIVITIES OF TRADE SHOWS, STATE FAIRS, ETC.-
"(1) GENERAL RULE.-The term 'unrelated trade or business'

does not include qualified public entertainment activities of an
organization described in paragraph (2) (C), or qualified conven-
tion and trade show activities of an organization described in
paragraph (3) (C).



"(2) QUALIFIED PUBLIC ENTERTAINMENT AcriviTiE.-For pur-
Poses of, this subsection-ps( ) PUB Rz ENTERTAINMENT ACTIVITY-The tfPrm 'public

entertainment actilfity' means any entertainment or recrea-
tional activity of a kind traditionally conducted at fairs or
expositionspromoting agricultural and educational purposes,
including, but not limited to, any activity one of the pur-
poses of which is to attract the public to fairs or expositions
or to promote the breeding of animals or the development of
products or equipment.

"(B) QUALIFIED PUBLIC ENTERTAINMENT ACTvTIT.-The
term 'qualified public entertainment activity' means a public
entertainment 'activity which is condctedby a qualifying
organization described in subparagraph (C) in-

"(i) conjunction with an international, national, State,
regional, or local fair or exposition,

'(ii) accordance with the provisions of State law
which permit the activity to be operated or conducted
solely by such an organization, or by an agency, instru-
mentality, or political subdivision of such State, or

c(iii) accordance with the provisions of State law
which permit such an organization to be granted a license
to conduct 'not more than 20 days of such activity on
payment to the State of a lower percentage of the reve-
nue ,from such licensed activity than the State requires
'from organizations not described in section 501(c) (3),

,, (4), or (5).
"(C) QUALIFYING ORGANIZATION.-FOr purposes of this

paragraph, the term 'qualifying organization' means an or-
ganization which is described in section 501(c) (3), (4), or
(5) which regularly conducts, as one of its substantial exempt
purposes, an agricultural and educational fair or exposition.

(3) QUALIFIED. CONVENTION AN? ) TRADE SHOW ACTIvrTs.-
"(A) CONVENTION AND TRADE' SHOW ACTIVITY.-The term

'convention and trade show activity' means any activity of a
kind traditionally conducted at conventions, annual meetings,
or trade shows, including, but not limited to, any activity one
of the purposes of which is to attract persons in an industry
generally (without regard to membership in the sponsoring
organization) as well as members of the public to the show
for the purpose of disp laying industry products or to stimu-
late interest in, and demand for, industry products or serv-
ices, or to educate persons engaged in the industry in the
development of new products and services or new rules and
regulations affecting the industry.

"(B) QUALIFIED CONVENTION AND TRADE SHOW ACTIVlTY.-

The term 'qualifd convention and trade show activity' means
a convention and trade show activity carried out by a qualify-
ing organization described in subparagraph (C) in conuw-
tion with an international, national, State regional, or local
convention, annual meetzg, or show onducted by an orga-
nization described in subparagraph (C) if one of the purposes
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of such organization in sponsoring the activity is the promo-
tion and stimulation of interest in, and demand for, the prod-
ucts and services of that industry in general, and the show is
designed to achieve such purpose through the character of the
exhibits and the extent of the industh product displayed.

"(C) QUALIFYING ORGANIZATION.-For Purposes Of this

paragraph, the termn 'qualifying organization' means an orga-
nization described in section 501(c) (5) or (6) which regu-
larly conducts as one of its substantial exempt purposes a
show which stimulates interest in, and demand for, the prod-
ucts of a particular industry or segment of Such industry.

(4) SUC UO ACTIVITIES NOT TO AFFECT EXEMPT STATUS.-An orga-
nization described in section 501(c) (3), (4), or (5) shall not be
considered as not entitled to the exemption allowed under section
501 (a) solely because of qualified public entertainment activities
conducted by it."

(b) EFFECTIVE DATEs.-The amendments made by subsection (a)
apply to qualified public entertainment activities in taxable years be-
ginning after December831,1962, and to qualified convention and trade
show activities in taxable years beginning after the date of enactment
of this Act.
SEC. 2106. DECLARATORY JUDGMENTS WITH RESPECT TO SECTION

501(c)(5) STATUS AND CLASSIFICATION.
(a) GENERAL RULE.-Subchapter B of chapter 76 (relating to pro-

ceedings by taxpayers and third parties) is amended by redesignating
section 7428 as 7430, and by inserting after section 7457 the following
new section:
"SEC. 7428. DECLARATORY JUDGMENTS RELATING TO STATUS AND

CLASSIFICATION OF ORGANIZATIONS UNDER SECTION
501(c)(3), ETC.

"(a) CREATION OF RwED.-In a case of actual controversy
involving-

"(1) a determination by the Secretary-
"(A) with respect to the initial quaiflcation or conti n ag

qualification of an organization as an organization described
in section 501 (c) (8) which is exempt from tax uicder section
501 (a) or as an organization described in section 170(c) (9),

"(B) with respect to the initial classification or continuing
classification of an organization as a private foundation (as
defined in section 509 (a)), or

"(C) with respect to the initial classifieation or continu-
ing classification of an organization as a ivate operating
foundation (as defined in section 494.(j)(3)), or

"(2) a failure by the Secretary to make a determination with
respect to an issue referred to in paragraph (1),

upon the filing of an appropriate pleading, the United States Tax
Court, the United States Court of Claims, or the district court of the
United States for the District of Columbia may make a declaration
with respect to such initial Qualification or continuing qualification or
with respect to such initial classification or continuing classifications
Any such declaration shall have the force and effect of a decision of
the Tax Court or a final judgment or decree of the district, court or



the Court of Claim, as the case may be, and shall be reviewable as

"(b) L-mzrATmOS.-
"(1) PTZrONZR.-A pleading may be filed under this section

on jby the organization the qualifieation or classification of
which is at issue.
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to an issue referred to in subsection (a) (1) to the organization
referred to in paragraph (1), no proceeding may be initiated
tnder this section by such organization unless the pleading is
filed before the91st day after the date of such mailing.

"(c) VAInatO OF ERaI tONTRIBUTIOn MaDE Dta RIen PieD-

DENlOT OF PROCEEDINO.-"(1) Lv OERNR At.-If-
"(A) the issue referred to in subsection (a) (1) involves

.the revocation of a determination that the organization is
described in section 170(c) (5),

"(B) a proceeding under this section is initiated within
the time provided by subsection ( Ubn) (3), and

"(C) either---
.the a devc sion of the Ta , Court has become final

(within the meaning of section 7481), or
"(ii) a ddgment of the distrirt court of the United

States for the District of Columbia has been entered, or
"(iii) a judgment of the Court of Claims has been

entered,".
and such decision or judgment, as the case may be, deter-
mines that the organization was not described in section
170(c) (2),

then. notniithetandinq such derision or judgment, such orqaniza-
tion hall be treated as having been described in section 170(c) (2)
for purposes of section 170 or the period beginning on the date
on whioh the notice of the revocation was published and ending
on the date on which the court first determined in such proceed-
ing that the organization was not described in section 170(c) (2).
"(B) LzMirArmoz.-Paragraph (1) shall apply only-

"(A) with respect to individuals, and only to the extent
that the aggregate of the contribution made by any individ-



ual to or for the use of the organization during the period
specified in paragraph (1) does not exceed $1,000 (for this
purpose treating a husband and wife as one contributor), and

"(B) with respect to organizations described in section
170(c) (2) which are exempt from tax under section 501(a)
(for this purpose excluding any such organization with re-
spect to which there is pending, a proceeding to revoke the
determination under section 170 (c) (9) ).

"(3) EzosPTIoN.-This subsection shall not apply to any indi-
vidual who was responsible, in whole or in part, for the activities
(or failures to act) on the part of the organization which were
the basis for the revocation.".

(b). TFCONICAL AND CONFORMING AMzNDMNT.-
(1) Section 7451 (relating to fee for filing petition) is amended

by inserting before the period at the end thereof the following:
"or under section 748".

(B) Section 7459(c) (relating to date of decision) is amended
by inserting after "under part IV of this subehapter" the follow-
ing: "or under section 7428".

(3) Section 7476(c) (relating to use of Tax Court commistion-
ers) is amended by striking out "this section" and inserting in lieu
thereof "this section or section 748".

(4) Section 7482(b) (1) (relating to venue for review of Taa
Court decisions) is amended by striking out "or" at the end of
subparagraph (C), by striking out the period at the end of sub-
paragraph (D) and inserting in lieu thereof ", or", and by insert-
ing after subparagraph (D) the following new subparagrapk:

"(E) in the case of an organization seeking a declaratory
decision under section 7428, the principal o#ice or agency of
the organization.".

(5) Section 748(b)(1) is further amended by striking out
section 7476" in the last sentence and inserting in leu thereof

",section 748, 7476,".
(6) The table of sections for ubehapter B df chapter 76 is

amended by striking out the item relating to section 7498 and
inserting in lieu thereof the following:

"Sec. 7428. Declaratory Judgments relating to status and olasetfact"
of organizations under section 501 (c) (8), etc.

"Se. 7430. Oross references."
(7) Section 1,146(e) of title 98, United States Code (relating

to jurisdiction of district courts with the United States as de-
fendant), is amended by inserting "or section 748 (in the case of
the United States district court for the District of Colunbia)"
immediately after "section 746".

(8) Section 2201 of title 98, United States Code (relating to
creation of declaratory judgment remedy), is amended by strik-
Ing out "taxes" and inserting in lieu thereof "taxes other than
actions brought under section 7428 of the Internal Revenue Code
of 1954".

(9) (A) Chapter 92 of title 28, United States Code, is amended
by adding at the end thereof the following new section:



§ 1507. Jurisdiction for certain declaratory judgments
"The Court of Claims shall have jurisdiction to hear any suit for

and issue a declaratory judgment under section 7428 of the Internal
Revenue Code of 1954 '.

(B) The table of sections for such chapter is amended by add-
ing at the end thereof the following new item:

"1507. Jurisdiction for certain declaratory judgments."

(c) EFFrcTivE DArT.-The amendments made by this section shall
apply with respect to pleading filed with the United States Tax Court,
the district court of the United States for the District of Columbia,
or the United States Court of C7&ims more than 6 months after the
date of the enactment of this Act but only with respect to determina-
tions (or requests for determinations) made after January 1, 1976.

And the Senate agree to the same.
Amendment numbered 36:
That the House recede from its disagreement to the amendment

of the Senate numbered 36, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

TITLE XXIII-OTHER AMENDMENTS
SEC. 2$01. OUTDOOR ADVERTISING DISPLAYS.

(a) In General.-Section 1033(g) (relating to condemnation of
real property held for productive use in trade or business or for in-
vestment) is amended by adding at the end thereof the following new
paragraph:

"1(8) ELECTION To TRA'AT OUTDOOR ADVERTISING DISPLAYS AS REAL
P*OP'Ri"y.-

"(A) I OENERAL.-A taxpayer may elect, at such time
and in such manner as the Secretary may prescribe, to treat
property which constitutes an outdoor advertising display
as real property for purposes of this chapter. The election
provided by this subparagraph may not be made with re-
spect to any property with respect to which the credit al-
lowed by section 38 (relating to investment in certain depre-
ciable property) is or has been claimed or with respect to
which an election under section 179(a) (relating to addi-
tional first-year depreciation alowance for small business)
is in effect.

"(B) ELEcTION.-An election made under subparagraph
(A) may not be revoked without the consent of the Secre-
tary.

"r(C) OUTDOOR ADVERTISING DISPLAY Y.-For purposes of this
paragraph, the term 'outdoor advertising display 'means a
rigidly-asseobled sign;-display, or device permanently af-
ftmed to the ground or permanently attached to a building or
other inherently permanent- structure constituting, or used
for the display of, a commercial or other advertisement to
the public.



" (D) CHARACTER OF REPLACEMENT PROPERTY.-For purposes
of this section, an interest in real property purchased as re-
placement property for a compulsorily or involuntarily con-
vrted outdoor advertising display deflned in subparagraph
(C) shall be considered property similar or related in service
or use to the property converted without regard to. whether
the taxpayer's interest in the replacement property is the
same kind of interest the taxpayer held in the converted
property."

(b) EFFEcTrvr DATE.-The amendment made by this section shall
apply to taxable years beginning after December 31, 1970.
SEC. 2302. TAX TREATMENT OF LARGE CIGARS.

(a) IN GENERAL.So much of section 5701(a) (relating to the
manner of taxation and the rates of tax on cigars) as follows para-
graph (1) is amended to read as follows:

"(2) LARGE CIGARS.-On cigars weighing more than 3 pouIsjd
per thousand, a tax equal to 81 percent of the wholesale price, but
not more than $20 per thousand.

Cigars not exempt from tax under this chapter which are removed but
not intended for sale shall be taxed at the same rate as similar cigars
removed for sale."

(b) DEFNITION OF WHOLESALE PRicE.-Section 5702 is aTendqd by
adding at the end thereof the following new subsection:

"(in) WHOLESALE PIcE.-'Wholesale price' means the manufactur-
er's, or importer's, suggested delivered price at which the &igaATare to
be sold to retailers, inclusive of the tax imposed by this chapter or see-
tion 7659, but exclusive of any State or local taxes imposed on-cigart
as a commodity, and before any trade, cash, or other discounts, or any
promotion, advertising, display, or similar allowances. Where the
manufacturer's or importer's suggested delivered price to retailers is
not adequately supported by bona fide arm's length sales, or where the
manufacturer or importer has no suggested delivered price to retailer,
the wholesale price shall be the prwe for which cigars of comparable
retail price are sold to retailers in the ordinary course of -trade as
determined by the Secretary."

(c) RECoRD ErPNG REqunmRENT.-Section 5741 is amended to read
as follows:
"SEC. 5741. RECORDS TO BE MAINTAINED.

"Every manufacturer of tobacco products or cigarette papers and
tubes, every importer, and every export warehouse propietor shall
keep such records in such manner as the Secretary shall by regulation
prescribe. The records required under this sectionshall be available
for inspection by any internal revenue .officer during business hours."

(d) CLERICAL AmFNDMENT.-
(1) The heading of subchapter D of chapter 52 is amended to

read as follows:

"Subchapter D-Records of Manufacturers and Importers of
Tobacco Products and Cigarette Papers and Tubes, and
Export Warehouse Proprietors".

"(9) The table of subehapters for chapter 59 is amended by
.striking out the item relating to subchapter D and inserting in
lieu thereof the following:



"SUB HAPTER D. Records of manufacturers and importers of to-
bacco products and cigarette papers and tubes,
and export warehouse proprietors."

'(e) EFFErTcrV DAT.-The amendments made by this section shall
take effect on the first month which begins more than 90 days after the
date of the enactment of this Act.
SEC. U03. TREATMENT OF GAIN FROM SALES OR EXCHANGES BE-

TWEEN RELATED PARTIES.
(a) IN GENER4L.--Section 1239 (relating to gain from sale of cer-

tain property between spouses or between an individual and a con-
trolled corporation) is amended to read as follows:
"SEC. 1259. GAIN FROM SALE OF DEPRECIABLE PROPERTY BETWEEN

CERTAIN RELATED TAXPAYERS.
"(a) TRsATmENT OF GAIN AS ORDINARY INcONE.-In the case of a

saWe or exchange of property, directly or indirectly, between related
person, any gain recognized to the transferor shall be treated as ordi-
nary income if such property is, in the hands of the transferee, sub-
ect to -the allowance for depreciation provided in section 167.

"(b) RELATED PERsoNs.-For purposes of subsection (a), the term
'related persons' means-

"(1) a husband and wife,
"(8) an individual and a corporation 80 percent or more in value

of the outstanding stock of which is owned, directly or indirectly,
by or for such individual, or

"(3) two or more corporations 80 percent or more in value of
the'outstanding stock of each of which is owned, directly or in-
direotly, by 6r for the same individual.

"(c) CONSTRUCTIVE OwNEselIp OF Srocr.-Section 318 shall apply
in determning the ownership of stock for purposes of this section,
except that sections 318(a) (2)(C) and 318(a) (3) (C) shall be applied
without regard to the 50-percent limitation contained therein."

(b) EFFECTIVE DArr.-The amendment made by this section shall
apply to sales or exchanges after the date of the enactment of this Act.
For purposes of the preceding Sentence, a sale or exchange is considered
to have occurred on or before such date of enactment if such sale or
exchange is made pursuant to a binding contract entered into before
that date.
SEC. 2$0. APPLICATION OF SECTION 117 TO CERTAIN EDUCATION

PROGRAMS FOR MEMBERS OF THE UNIFORMED SERVICES.
Subsection (c) of section 4 of the Act entitled an Act to suspend

until the close of ,une 30 1975, the duty on certain carboxymethyl
cellulose salts, and for other purposes, approved October 26, 1974 (88
Stat. 1457; Public Law 93-483), is amended by striking out "and
175" and inserting in lieu thereof the following: "and 1975, and, in
the case of a member of a uniformed service receiving training in
program described in subsection (a) during calendar year 1976, with
respect to amounts received during cal"ndar years 1976,1977,1978, and
1979."
SEC. 2505. EXCHANGE FUNDS.

(a) CORPORATE REoRGANzATINs.-Paragraph (91) of section 368(a)
(s al rules rlatng to definition ot reorganization) is amended by

adding at the end thereof the following new Subparagraph:



"(F) CERTAIN TRANSACTIONS INVOLVING 2 OR MORE INVEST-
MENT COMPANIES.-

"(i) If immediately before a transaction described in
paragraph (1) (other than subparagraph (E) thereof),
0 or more parties to the transaction were investment com-
panies, then the transaction shall not be considered to be
a reorganization with respect to any such investment
company (and its shareholders and security holders)
unless it was a regulated investment company, a real
estate investment trust, or a corporation which meets the
requirements of clause (ii).

c'(ii) A corporation meets the requirements of this
clause if not more than 25 percent of the value of its total
assets is invested in the stock and securities of any one
issuer, and not more than 50 percent of the value of its
total assets is invested in the stock and securities of 5 or
fewer issuers. For purposes of this clause, all members of
a controlled group of corporations (within the meaning
of section 1563(a)) shall be treated as one issuer.

"(iii) For purposes of this subparagraph the term
'investment company' means a regulated investment com-
pany, a real estate investment trust, or a corporation
more than 50 percent of the value of whose total assets
are stock and securities and more than 80 percent of the
value of whose total assets are assets held for invest-
ment. In making the 50-percent and 80-percent deter-
minations under the preceding sentence, stock and secu-
rities in any subsidiary corporation shall be disregarded
and the parent corporation shall be deemed to own its
ratable share of the subsidiary's assets, and a corporation
shall be considered a subsidiary if the parent owns 50
percent or more of the combinedvoting power of all
classes of stock entitled to vote, or 50 percent or more of
the total value of shares of all classes of stock
outstanding.

"(iv) For purposes of-this subparagraph, in deter-
mining total assets there shall be excluied cash and cash
items (including receivables), Government securities,
and, under regulations prescribed by the Secretary, assets
acquired (through incurring indebtedness or otherwise)
for purposes of meeting the requirements of clause (ii)
or ceasing to be an investment company.

"(v) This subparagraph shall not apply if the stock of
each investment company is owned substantially by the
same persons in the same proportions.

"(vi) If an investment company which is not diversi-
fled within the meaning of clause (ii) acquires assets of
another corporation, clause (i) shall be applied to such
investment company and its shareholders and security
holders as though its assets had been acquired by such
other-c orporation. If such investment company acquires
stock of another corporation in a reorqanization de-
scribed in section 368(a) (1) (B) (hereafter referred to
as the 'actual acquisition'), clause (i) shall be applied to



the 8hareholder and security holders of such investment
company as though they had exchanped with such other
corporation all of their stock in such investment company
for a percentage of the value of the total outstanding
stock of the other operation equal to the percentage of
*the value of the ttaloutstanding stock of such invest-
ment company which such shareholders own immediately
after the actual acquisition, For purposes of section 1001,
the deemed acquisition or exchange referred to in the two
preceding sentences shall be treated as a sale or exchange
of property by the corporation and by the shareholders
and securityholders to which clause (s) is applied."

(b) PARTNRsHvPs.-Section 791 (relating to nonrecognition of gain
or loss on transfers to partnerships) is amended to read as follows:
"SEC. 721. NONRECOGNITION OF GAIN OR LOSS ON CONTRIBUTION.

"(a) GENERAL RtuL .- NO gain or loss shall be recognized to a part-
nership or to any of its partners in the case of a contribution of prop-
erty to the partnership in exchange for an interest in the partnership.

"(b) SPECIAL RULE.-Subsection (a) shall not apply to gain realized
on a transfer of property to a partnership which would be treated as an
investment company (within the meaning of section 351) if the part-
nership were incorporated."

(c) CoNpo~wNo AMENDMEN.-ections 729 and 793 (relating to tax
basis) are each amended by striking out "contribution." and inserting
ip lieu thereof !contribution increased by the amount (if any) of gain
recognized to the contributing partner at such time."

(d) CoMMoN Thusr FUND.-Subsection (e) of section 584 (relating
to admission to and withdrawal from a common trust fund) is
,amended by inserting after the firet sentence the following new sen-
tence: "The admission of a participant shall be treated with respect to
the participant as the purchase of, or an exachange'for, the participat-
ing interest."

(e) T aas.-
(1) IN aEwA'AL.-Section 683 (relating to-applicability of pro-

visions) is handed to read as follows:
"SEC. 688. USE OF TRUST AS AN EXCHANGE FUND.

"(a) GENARAL RULE.-Ezcept as provided in subsection (b), if
property is transferred to a trust in exchange for an interest in other
trust property .and if the trust would be an investment company
(within -the meaning of section 351) if it were a corporation, then
gain shall be recognized to the transferor.

"(b) ExcEPTiON FOR POOLED INCOME FuNvs.-Subsection (a) shall
not apply to any transfer to a pooled incoime fund (within the mean-
ing of section 64 (c) (5) )."

(9) CONrORMIavO A ENAPMNT.-The table of sections for subpart
F of part I of subchapter J of chapter 1 is amended by striking
out the item relating to section 683 and inserting in lieu thereof
the following:

"Sec. 688. Use of trust as an exchange fund."
()Eprrcr DATES.-

(1) Except, as provided in parag% ph (9), the amendment
made by subsection (a), shall apply to transfers made after
February 17, 1976, in taxable years ending after such date.



(5) The amendment made by subsection (a), hall not apply
to transfers made in accorda ce with a ruling issued by the In-
ternal Revenue Service before February 18, 1976, holding that
a proposed transaction would be a reorganization described in
paragraph (1) of section 368(a) of the Internal Revenue Code
of 1954.

(3) Eecept' as provided in paragraph (4), the amendments
made by subsections (b) and (c) shall apply to transfers made
after February 17,1976, in taxable years ending after such date.

(4) The amendments made by subsections (b) and (c) shall
not apply to transfers to a partnership made on or before the
90th day after the date of the enactment of this Act if-

(A) either-
(i) a ruling reqst with. respect. to such 'transfers

was filed with the internal Revenue Service, before
March $7,1976, or

(ii) a registration statement with respect to such
transfers was filed with the Securities and Exchange
Commission before March 27,1976,

(B) the securities transferred' were deposited on or be-
fore the 60th day after the date of the enactment of t4ie Act,
and

(0) either-
(i) the aggregate value (determined as of the close of

the 60th day referred to in subparagraph (B), or-if
earlier, the close of the deposit period), of the securities
so transferred does not exceed $100,00,000, or

(ii) the securities transferred were all on deposit on
February 59, 1976, pursuant to a registration statement
referred to in subparagraph (A) (ii).

(5) If no registration statement was required to be filed with
the Securities and Exchange Commission with respect to the
transfer of securities to any partnership, then paragraph (4)
shall be applied to such transfers-

(A) as if paragraph (4) did not contain subparagraph
(A) (ii) thereof, and

(B) by substituting "$55,000,000" for $100,00,000" in sub-
paragraph (0) (i) thereof.

(6) The amendments made by subsections (d) and (o) shall
takes efect on April 8, 1976, in taxable years ending on or aftersuch date.

SEC. 2306. DISTRIBUTIONS BY SUBCHAPTER S CORPORATIONS.
(a) IN GEsERAL.-Section 1377 (relating to special ru'es appTicable

to earnings and profits of electing small business corporations) is
amended by adding at the end thereof the following new subsection:

" (d) DISTRIBUTIONS OF UNDISTRIBUTED TAXABLE INeOME PREVIOUSLY
TAXED TO 811 'BLIOLDFS.-For pu, poses of determining whether a
distribution by an electing small business corporation constituts a
distribution of such corporation's undistributed tavable income pre-
viously taxed to shareholders (as provided for in section1375(d)),, the
earnings and profits of such corporation for the taxable year in which
the distribution is made shall be computed without regard to section
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312(m). Such computation shall be made without regard to section
31%m ) Only for such purposes."

( ) EAW9'7TIVE VAA'.-l'he amendmenIt made by subsection (a)
shall apply to taxable years beginning after December 31, 1975.

And the Senate agree to the same.

Amendment numbered 37:
That the House recede from its disagreement to the amendment of

the Senate numbered 37, and agree to ,the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

TITLE XXIV-UNITED STATES INTERNA-
TIONAL TRADE COMMISSION

SEC. 2401. UNITED STATES INTERNATIONAL TRADE COMMISSION.
(a) Timms o OFIbtrn-The last sentence -of section 330(b) of the

Tariff Act of 1930 (19 U.S.C'. 1330(b)) is amended to read as follows:
"The term of office of each commas.ioner appointed after such date
shall expire 9 years from the date of the expiration of the term for
which his predecessor was appointed, ewre$ that--

"(1) ahy commisione* apponted to fill a vacancy occurring
prior to the expiration of the term for which his predecessor was
appointed shall be appointed for the remainder of such term, and

(2) any commissioner May continue to serve as a commissioner
after the expiration of his term of office until his successor is
appointed and qualified."

(b) VOTING PBoczDUBls.-Section 830(d) of the Tariff Act of 1930
is amended by-

(1) redesignating paragraph (2) as paragraph (5); and
(5) striking out paragraph (1) and inserting in lieu thereof

the following new paragraphs:
" (1) In a peoceeding in which the Commission is required to

determine- -"(A) under section £01 of the Trade Act of 1974, whether
increased imports of an article are a substantial cause of
serious inry, or the threat thereof, as described in sub-
section (bj)(1) of that section (hereafter in this subsection
referred to as 'serious injury'), or

" [2) "under s8btion 406 of such Act, whether market dis-
ruption exists,

and the oomisio'ners voting are equally divided with respect
to such determination, then the determination agreed upon by
either group of commissioners may be considered by the President
as the determination of the Commission,

"(5) If under section 201 or 406 of the Trade Act of 1974 there
is an affmative determination of the Commission, or a determina-
tion 1WJ the Commission which the President may. consider an
affirmative determination under paragraph (1), that serious in-
jury or market disruption exists, respectively, and a majority of



the commissioners voting are unable to agree on a finding or rec-
onwmndation described in section 201 d)(1), of such Act or the
finding described in setion4 O6(a) (J)"of uAct, as the cas may
be (hereafter in this subsection rferre d to as a 'remedy finding'),
then--

"(A) if a plurality of not Wes than three comissioners so
voting agree on a &e.sdy fading, such remedyfinding shall,
for purposes of section 202 and 903 of suck Act, be treated as
the remedy finding of the Commission, or

"(B) if two groups, both of which include not lee than 3
commissbonere, each agree upon a remedy finding and. the
President reports under section 203(b) of such Act that--

"(i) hre is taking the action agreed upon by one suat
group, then the remedy fmding agreed upon by the other r
group shall, for Purposes of sections- 50 and 203 of
such Act, be treated as the remedy finding of the Con-
msion, or

"(ii) he is taking action which differs fro the action
agreed upon by both such groups, or that he w not
take any action, then the remedy finding agreed upon
by either such gr op may be considered by the Congress
as the remedy finding of the Commission and shall, for
purposes of sections 90 and 203 of such Act, be treated
as the remedy finding of the Coni s n "

"(3) In any proceeding to which p A -h(1) applies in
which the commissioners voting are egual4 divided on a deter-
mination that serious n sts, o tha market dirtion
exists, the Commisson shall report to the President.the deter-
mination of each group of commissionere. In any, proceeding to
which paragraph (9) applies, the Comonission shall report to the
President the remedy fiding of each group of commissioners
voting.

"(4) In a case to which paragraph (O)(B)(ii) applies, for
purposes of section 03(c) (1) of the Trade ACt of 1974, notfwith_
standing section 152(a) (1) (A) of such Act, the second blank
space in the concurrent resoution described in such section 159
shall be filled with the appropriate date and the following: 'The
action which shall take effect under section 263(c) (1) of the
Trade Act of 1974 is the finding or recommendation agreed upon
by Commissioners - ,and-
The three blank spaces shall be flled with the names of the appro-
priate Commissoners.. .

(c) EFrrsEcli- DArA.-The amendments made by subsection (b)
shall apply to determinations, findings, and recommendations made
under sections 201 and 406 of the Trade 4ct of 1974.after the date of
the enactment of this Act.

And the Senate agree to the same.
Amendment numbered 38:
That the House recede from its disagreement to the amendment of

the Senate numbered 38, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the'Senate amend-
ment insert the following:



TITLE XXV-ADDITIONAL MISCEL-
LANEOUS PROVISIONS

SEC. 2501. CERTAIN DISABILITY INCOME.
(a) IN GsevERAL.-Section 104(a) (relating to compensation for in-

jures or sickness) is amended-
(1) by striking out "and" at the end of paragraph (3);
() by striking out the period at the end of paragraph (4) and

inserting in lieu thereof a semicolon and the word "and"; and
(3) by adding at the end thereof the following nw paragraph:
"(5) amounts received by an individual as disability income

attributable to injuries incurred as a direct result of a violent at-
tack which the Secretary of State determines to be a terrorist
tack and which occurred while such individual was an employee
of the United States engaged in the performance of his oftwial
duties outside the United States."

(b) EFFCrVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31,1976.
SEC. 2M. CONTRIBUTIONS OF CERTAIN GOVERNMENT PUBLICATIONS

(a) ls' GxzzA L.-Section 1221 (relating to definition of capital asset)is amended by-
(1) striking out "or" at the end of paragraph (4);

) tricking out the period at the end of paragraph (5) and in-
serting in lieu thereof "; or", and

(3) adding after paragraph (5) the following new paragraph:
"(6)a publication of the United States Government (including

the Congressional Record) which is received from the United
States Government or any age" thereof, other than by purchase
at the pp at which it is offeredfor sale to the public, and whichi held by-

6t A) a taxpayer who so received such publication, or
"(B) a taxpayer in whose hands the basis of such publica-

tion is determined, for purposes of determining gain from a
sale or exchange, in whole or in part by reference to the basis
of aucAh publication in the hands of a taxpayer described in
subparagraph (A).".

(b) EFrzCTzV DAT.-The amendment made by subsection (a) shall
apply to Sales, exchanges, and contributions made after the date of
enactment of this Act.
SEC, 2503. LOBBYING BY PUBLIC CHARITIES.

(a) Loss oF ExEmpr STATUS.-
(1) Loss OF EXEMPT STATUS BECAUSE OF SUBSTANTIAL LOBBY-

INa.-Section 501 (relating to exemption from income taz) is
amended by redesignating subsection (h) as Subsection (i) and by
inserting after subsection (g) the following new subsection:

"(h) EXPENDITURES BY PUBLIC CHARITIES TO INFLUENCE

"(1) GBNERAL RUL.-In the case of an organization to which
this subsection applies, exemption from taxation under subsection
(a) shall be denied because a substantial part of the activities of

'-oah organization consists, of carrying on propaganda, or other-



'wise-attempting, toinfltenc legislation, but only if such organi-
zation normally-

" (A) makes lobbying expenditures in excess of the lobbying
ceiling amount for such organisation for each taxable year. or

" (B) makes grass root* expenditures in excess of the grass
roots ceiling amount for such organization for each taxable
year.

"(9) DzixNiTxoNs.-For purposes of this subsection-
"(A) LOBBYINo EXPRAITuR5's.-The term 'lobbying ex-

penditures' means expenditures for the purpose of influencing
legislation (as defined in section 4911 (d)g

"(B) LOBBYING CEILI'G A ouNRT.-The lobbying ceiling
amount for any organization for any taxable year i 150 per-
cent of the lobbying nontaxable amount for such o ganiza-
tion for such taxable year, determined under setioU& 4911.

"(0) GRASS RooTs EXPENDTrES.-The term 'gras.roots
expenditures' means expenditures for the purpose of influ-
encing legislation (as defined in section 4911 (d) without re-
gard to paragraph (1) (B) thereof).

" (D) GRA.SS ROOTS CEILINO AMOU .- The'gras root8 ceiling
amount for any orgaoiiation for any taxable year is 160 per-
cent of the grass roots nontaxable amount for-suv-.organiza-
tion for such taxable year, determined under section 4911.

"(3) ORGANIZATIONS TO WHICH THIS SUBSECTION APPLIE-Thi
subsection shall apply to an}y organization which has elected (in
such manner and at such time as the Secretary may prescribe)
to have the provisions of this subsection apply to such oryaniza-
tion and which for the taxable year which includes the date the
election is made;, is described in subsection (c) (5,) and-

"(A) is described in paragraph ( ). and
"(B) is not a disqualified organization under paragraph

(5).
"(4) 0 cGvIZ.ATIONS PERMITrED O ELEYT TO HAVE THIS SUB-

SECTION APPLY.-An organization is described in this paragraph if
it is described in-

"(A) section 170(b) (1) (A) (ii) (relating to educational
institutions),

"(B) section 170 (b) (1) (A) (iii) (relating to hospitals and
medical research organizations),

"(6') section 170(b) (1) (A) (iv) (relating to organiza-
tions supporting government schools),

"1(D) section 170 (b) (1) (A) (vi) (relating to organizations
publicly supported by charitable contributions),

"(iE) section 609(a) (23) (relating to organizations publicly
supported by admission, sales, etc.), or

"(F) section 509 (a) (3) (relating to organizations support-
ing certain types of public charities), exc ep that for pur
poses of this subparagraph, section 509 (a)(3) shall be
applied w thout regard to the last sentence of, section 509 (a).

"(5) DIsQUALIpF D OeoANIZA'ioNs.-For purposes of paragraph
(8), an organization is a disqualified organization if it is--

"(A) described in section 170(b) (1) (A') (i) (reltng to
churches),



" (B) an integrated auxiliary of a church or of a conven-
tion or association of churches, or

" (C) a member of an afliated grou f organizations
withinn the meaning of section 4911(f) (;)) if one or more
members of Such group is described in subparagraph (A)
or.(B).

"(6) YEARS FOR WHICH ELECTION IS EFFECTVE.-An election
by an Organization under this Subsection shall be effective for all
taxable years of such organization which--

"(A) end after the date the election is made, and
"B) begin before the date the election is revoked by such

organization (under regulations prescribed by the
Secrtary).

"(7) No EPECT ON CERTAIN ORANIEATZONS.-With respect to
any organization jor a taxable year i gr which-

"(A) such organization is a diselifed organization
withinn the meaning paragraph (5),or

"(B) an electionunder this subsection is not in effect for
such Organisation,

nothing in this Subsection or in section 4911 shall be construed
to affect the interpretation of the phrase, 'no substantial art ofthe activities of which i carrying on propaganda, or otherwise
attempting, to influence legistion,' under subsection (c) (3).

"(8) AFFILIATED ORGANIZATIONS.

"For rules regarding affiliated organizations, see section -911(t).".
(2) STATUS OF ORGANIZATION WH.CH CEASES TO QUALIFY FR

EXEMPTION UNDER SECTION 501 (C) 13) BECAUSE OF SUBSTANTIAL
LoBBY N.-Part I of subchapter F of chapter 1 relating to general
riles as to exempt organizations) is amended by adding at the
end thereof the following newoaection:

"SEC. 501. STATUS AFTER ORGANIZATION CEASES TO QUALIFY FOR
EXEMPTION UNDER SECTION 50J1(c)(3) BECAUSE OF SUB-
STANTIAL LOBBYING.

Gta) GENERAL RuL.-An organization which-
"9(1) -was exeempt (or was determined by the Secretary to be

"xempt) from taxation under section 501 (a) by reason of being
an organization described in section 501c () (3)e, and
s ( )) is not an organization described in section 501(c) (3) by

eason of carrying on propaganda, or otherwise attempting, to
influence legislation.

shall not at any time thereafter be treated as an organization described
inse.'tion 501 (c) (4).

"(6) REGULATIONS To PREVENT AVOIDANCE.-The Secretary shal
prescribe such regulations as may be necessary or appropriate to pre-
vent the avoidance of subsection (a), including regulations relating to
a direct or indirect transfer of all or part of the assets of an organi-
ation to an Organization controlled (directly or indirectly) by the

Same person or persons who control the transferor organization.
"(c) CHURCHES, ETc.-Subsection (a) shall not apply to any orga-

nization, which is a disqualified organization within the meaning of
section 501 (h) (5) (relating to churches, etC.) for the taxable year



immediately preceding the first taxable year for which such organioa-
tion is described in paragraph (2) of subsectn (a) .

(8) RULES OF INTERPETTION.-It is th4 intent of Congress that
enactment of this section is not to be regarded *n any way as an
approval or disapproval of the decision of the Court of Apeals
for the Tenth, Circuit in Christian Echoes Natioodl Ministry,
Inc. versus United States, 470 F. 2d 849 (1979), or of the reason-
ing in any of the opinions leading to that decision."

(4) DzscLosruB.-Section 6088(b) (relating to information re-
quired to be furnished annually by certain exempt organizations)
is amended by striking out "and" at the end of paragraph (6),
by striking out the period at end of paragraph (7) and inserting
in lieu thereof ", and", and by adding at the end theeof'the fol-
lowinq :

"(8 in the case of an organization with respect to which an
election under section 501 (h) is effective for the taxable year, the
following amounts for such organization for such taxable year:

"(A) the lobbying expenditures (as defined in section 4911
(c) (1)),

"(B) the lobbying nontaxable amount (as defined in sec-
tion 4911 (c) (2) ),

"(0) the grass roots expenditures (as defined in section
4911 (c) (3)), and

"(D) the grass roots nontaxable amount (as defined in see-
tion 4911 (c) (4) ).

For purposes of paragraph (8), if section 4911(f) applies to the orga-
nization for the taxable year, such organization shall furnish the
amounts with respect to the affiliated group as well as with respect to
such organization.".

(b) TAxEs ov ExcEss EXPENDITURES To INPLUENcE LEGISLATION.-
Subtitle D (relating to miscellaneous excise taxes) is amended.by
inserting before chapter 42 the following new chapter: '

"CHAPTER 41-PUBLIC CHARITIES

"Sec. 4911. Tax on excess expenditures to influence legislation.

"SEC. 4911. TAX ON EXCESS EXPENDITURES TO INFLUENCE LEGISLA-
TION.

"(a) TAX IMPOSED.-
"(1) IN oENEBAL.-There is hereby imposed on the excess lobbying

expenditures of any organization to which this section applies a
tax equal to 25 percent of the amount of the excess lobbying es-
penditures for the taxable year.

"(2) ORGANIZATIONS To WHICX THIS SECTION APPLIEs.-This

section applies to any organization with respect to which an elec-
tion under section 501 (h) (relating to lobbying expenditures by
public charities) is in effect for the taxable year.

"(b) ExcEss LOBBYING EXPENDITURES.-For purposes of this section,
the term 'excess lobbying expenditures' means, for a taxable year, the
greater of-



"(1) the amount by which the lobbying expenditures made by
the organization during the taxable year exceed the lobbying non-
taxabe amount for sUch organization for such taxable year, or

' () the amount by which the grass roots expenditures made
by the organization during the taxable year exceed the grass roots
nontaxable amount for suchA organization for such taxable year.

"(c) DsPINITIONS.-For purposes of this section-
"(1) LOBBYING ExP.NDir~ruEs.-The term 'lobbying expendi-

tures' means expenditures for the purpose of influencing legisla-
tion (as defined in subsection (d) ).

"(2) LOBBYING NONTAXABLE AMOUNT.-The lobbying nontaxable
amount for any organization for any taxable year is the lesser of
(A) $1,0,000 of (B) the amount determined under the follow-
ing table:
"If the proposed ex- The lobbying nontaxable

penitures are- amount is--
Not over $500,000 ------------ 0 percent of the exempt purpose ex-

penditures.,
Over $500,000 but not over

$1,000,000 $100,000, plus 15 percent of the excess
of the exempt purpose expenditures
over $500,000.

Over $1,000,000 but not over
$1,500,000 ------------------ $175,000 plus 10 percent of the excess

of the exempt purpose expenditures
over $1,00,000.

Over *1,500,000 --------------- $225,000, plus 5 percent of the excess of
the exempt purpose expenditures over
$1,500,000.

"(3) GRASS ROOTS EXPENDITUREs.-The term 'grass roots
expenditures' means expenditures for the purpose of influencing
legislation (as defined in subsection (d) without regard to para-
graph (1) (B) thereof).

"(4) GRASS ROOTS NONTAXABLE AMOUNT.- The grass roots
nontaxable amount for any organization for any taxable year is
95 percent of the lobbying nontaxable amount (determined under
paragraph (2) ) for such organization for such taxable year.

"(d) INFLUENCING LEGISLATION.-"(1) GENERAL RULE.-Except as otherwise provided in para-
graph (2), for purposes of this section, the term 'influencing legic-
lation' means-

"(A) any attempt to in.unce any legislation through an
attempt to affect the opinions of the general public or any
segment thereof, and

"(B) any attempt to influence any legislation through com-
munication with any member or employee of a legislative
body, or with any government official or employee who may
participate in the formulation of the legislation.

"(2) ExcEPTIoN.-For purposes of this section, the term
influencingg legislation', with respect to an organization, does not
include-

"(A) making available the results of nonpartisan analysis,
study, or research;



"(B) providing of technical advice '61- assistance (where
such advice would otherwise constitute the influ encig 6f leg-
islation) to a governmental body or to a oomnmittee. or other
subdivision thereof in response to a written request by such
body or 8ubdivision, as the case may be', I .

"( C) appearances before, or communications to,4any legis-
tive body with respect to a possible decision of such body
which might affect the existence of the organiadtin4 its pow-
ers and duties, tax-exempt status, or the deduction of con-
tributions to the organization;

"(D) communications between the organization and its
bona fide members with respect to legislation or proposed
legislation of direct interest to the organisation aid such
members, other than communications described in paragraph
(3);and

"(E) any communication with a government ofical or em-
ployee, other than--

"(i) a communication with a member or employee of a
legislative body (where such communication would
otherwise constitute the influencing of legislation), or

"(ii) a communication the principal purpose of which
is to influence legislation.

"(8) COMMUNICATIONS WITH MEMERS.-
"(A) A communication between an organization and any

bona fide member of such organization to directly encourage
such member to communicate as provided in paragraph (f)
(B) shall be treated as a communication described in para-
graph (1) (B).

"(B) A communication between an organization and any
bona fide member of'such organization to directly encourage
such member to urge persons other than members to com-
municate as provided in either subparagraph -(A) or sub-
paragraph (B) of paragraph (1) shall be treated as a com-
munication described in paragraph (1) (A).

"(e) OTHER DEFINITIONS AND SPECIAL RuLE.-For purposes of this
section-

"(1) EXEMPT PURPOSE EXPENDITURES.-
"(A) IN GENERAL.-The term 'exempt purpose expenditures'

means, with respect to any organization for any taxable year,
the total of the amounts paid or incurred by such organiza-
tion to accomplish purposes described in section 170(c) (B)
(B) (relating to religious, charitable, educational, etc.,
purposes).

"(B)' CERTAIN AMOUNTS INCLUDED.-The term 'exempt
purpose expenditures' includes-

"(i) administrative expenses paid or incurred for pur-
poses described in section 170(c) (2) (B), and

"(ii) amounts paid or incurred for the purpose of in-
fluenczng legislation (whether or not for purposes de-
scribed in section 170(c) (2) (B) ).

"(C) CERTAIN AMOUNTS EXCUDED.-The term 'exempt
purpose expenditures' does not include amounts paid or in-
curred to or for-



"(i) a separate fundraising unit of such organization,
or

"(ii) one or more Other organizations, if such amounts
are paid or incurred primarily for fundraising.

"(9) 'LGozsL AoN.-The term 'legislation' includes action with
respect to Acts, bills, resolution, or similar items by the Congress,
any'State legislature, any local council, or similar governing body,
or by the public in a referendum, initiative, constitutional amend-
ment, or similar procedure.

"(8) AcTION.-The term 'action' is limited to the introduction,
amendment, enactment, defeat, or repeal of Acts, bills, resolutions,
or similar item.

"(4) DEPRECIATION, ETC., TREATED AS EXPENDITURES.-In
computing expeniditures aid or incurred for the purpose of
in cng legislation (within the meaning of subsection (b) (1)
or (b) (9)) or exempt purpose expenditures (as defined in para-
graph (1)), amounts properly chargeable to capital account shall
notbe ten into account. There shall be taken into account a rea-
sonable .aowan- for exhaustion, wear and tear, obsolescence, or
amortization. Such allowance shall be computed only on the basis
of the straight-linc method of depreciation. For purposes of this
section, a determination of whether an amount is properly charge-
able to capital account shall be made on the basis of the principles
that apply under subtitle A to amounts which are paid or incurred
in a trade or business.'

"(f) AFFILIATED ORaANIZATIONS.-
"(1) IN azNERAL.-Eacept as otherwise provided in paragraph

,(4), if for a taxable year two or more organizations described
in section 501 (b) (3) are members of an affiliated group of organi-
zations as defied in paragraph (i), and an election under sec-
tion 501 (h) is effective for at 'least one such organization for
such year, then-

"(A) the determination as to whether excess lobbying
expenditures have been made and the determination as to
whether the expenditure limits of section 501(h)(1) have
been exceeded shall be made as though, such affiliated group
is one drganization,'

"(B) if such group has excess lobbying expenditures,
each such organization as to which an election under section
501(h) is effective for such year shall be treated as an or-
ganization which has excess lobbying expenditures in an
amount which equals such organization's proportionate share
of such group's excess lobbying expenditures,

" (C) if the expenditure limits of section 501(h) (1) are
exceeded, each such organization as to which an election
under section 501 (h) is effective for such year shall be treated
as an organization which is not described in section 501 (c)
(3) by reason of the application of 501(h), and

"(D) subparagraphs (0) and (D) of subsection (d) (2),
paragraph (3) of subsection (d), and clause (i) of subsec-
-tion (e) (1) (C) shall be applied as if such affliated group
were one organization. '



"(2) DEFINITION OF AFFILIATrION.-For purposes of paragraph
(1), two organizations are members of an affiliated group of or-
ganizatione but only if-

"(A) the governing instrument of one such organization
requires it to be bound by decisions of the oter organization
on legislative issues, or

"(B) the governing board of one s*ch organizatolt in-
ctudes persons who--

"(i) are specifically designated representatives f an-
other such organization or are members of the govern-
ing board, officers, or paid executive staff members of
such other organization, and

"(ii) by aggregating their votes, have su/flcient voting
power to cause or prevent action on legislative issues by the
first such organization.

"(3) DIFFERENT TAXABLE YEARS.-If members of an affliated
group of organizations have different taxable years, their expen-
ditures shall be computed for purposes of this section in a man-
ner to be prescribed by regulations promulgated by the Secretary.

"(4) LIMITED CONTROL.-f two or more organizations are
members of an a liated group of organizations (as defined i par-
agraph (9) without regard to subparagraph (B) thereof), no
two members of such aff iated group are affliated (as defined in
paragraph (2) without regard to subparagraph (A) thereof),
and the governing instrument of no such organization requires it
to be bound by decisions of any of the other such organizations on
legislative issues other than as to action with respect to Acts, bills,
resolutions, or similar items by the Congress, then-

"(A) in the case of any organization whose decisign8 bind
one or more members of such affiliated group, director in-
directly, the determination as to whether such organization
has paid or incurred excess lobbying expenditures and the de-
termination as to whether such organization has exceeded the
expenditure limits of section 501(h) (1) shall be made as
though such organization has paid or incurred those amounts
paid or incurred by such members of such affllated group to
influence legislation with respect to Acts, bW4, resolutions, or
similar items by the Congress, and

"(B) in the case of any organization to which subpara-
graph (A) does not apply, but which is a member of such
affiliated group, the determination as to whether Such organi-
zation has paid or incurred excess lobbying expenditures and
the determination as to whether such organization has ew-
ceeded the expenditure limits of section 501(h) (1) shall be
made as though such organization is not a member of such
affiliated group.".

(c) DISALLOWANCE op DEDUCTION FOR CONTRIBrION TO IrNFLURNCE
LEOISLATZON.-SeCtiOn 170(f) (relating to disallowance of charitable
contribution deductions in certain cases) is amended by striking out
-paragraph (6) and inserting in lieu thereof the following:

"(6) DEDUCTIONs FOR OUT-OF-POCKET EXPENDITOES.-No de--
duction shall be allowed under this section for an out.of-poocket



expenditure made by any person on behalf of an organization de-
scribed in subsection (c) (other than an organization described in
section 501 (h) (5) (relating to churches, etc.)) if the expenditure
is made for the purpose of influencing legislation (within the
meaning of section 501 (c) (3)).".

(d) TECHNICAL AMEvDMENTs.-
(1) AMAY ENTs CONFORMING TO NEW SECTION o ( h).-

(A) Section 501 (c) (3) is amended by striking out "no sub-
stantial part of the activities of which is carn3nng on propa-
ganda, or otherwise attempting, to influence legislation," and
inserting in lieu thereof "no substantial part of the activities
of which is carrying on propaganda, or otherunse attempting
to influence legislation (except as otherwise provided in sub-section (g) ),".(B) flowing sections are amended by striking out

"no substantial part of the activities of which is Carrying on
propaganda, or otherwise attempting, to influence legisla-
tion," each place it appears and inserting in lieu thereof in
each such ?l ae "which is not dis qualified for tax exemption
under section 501 (c) (3) by reason of attempting to influence
legislation,":

(i) section 170(c) (2) (D) (relating to the definition of
charitable contributions);

(ii) section 5055(a) (2) (relating to transfers for pub-
lie, charitable, and religious uses) I

(iii) section 2106(a) (5) (A) (ii) (relating to transfers
for public, charitable, and religious uses);

(iV) section 2525(a) (2) (relating to charitable and
similar gifts of citizens or residents) ; and

(v) section 5555(b) (.) (relating to charitable and
similar gifts of nonresidents).

(0) Sections 2055(a) (3) and 2106(a) (2) (A) (iii) (relat-
ing to transfers for public, charitable, and religious uses) are
amended by striking out "no substantial part of the activities
of such trustee or trustees ,,or of such fraternal society, order,
or association, is carrying on propaganda, or otherwise at-
tempting, to influence legislation," each place it appears and
inserting in lieu thereof in each such place "such trust, fra-
ternal society, order, or association would not be disqualified
for tax exemption under section 501(c) (3) by reason of
attempting to influence legislation,".

(5) AMENDMENTS CONFORMNO TO NEW CHA PTER 4 1.-
(A) Paragraph (6) of section 275(a) (denying deductions

for certain taxes), as amended by this Act, is amended to read
as follows:

"(6) Taxes imposed by chapters 41,45,43, and 44."
(B) Section 6104(c) (1) (B) (relatiAg to notification of

state offer regarding taxes imposed on certain exempt or-
ganizations), is amended by striking out "chapter 42" and
inserting in lieu thereof "chapter 41 or 45".

(G) Section 6161(b) (relating to extensions of time for
paying tax) is amended-



(i) in paragraph (1) by striking out "19" and in-
serting in lieu thereof "1,411"; and

(ji) in the second sentence by striking out "4." and
inserting in lieu thereof "4, 42,' .'

(D) Section 6201(d)" (relating to assessment authority)

is amended by striking out "chapter 42, and Chapter 43 tdaes"
and iserting in lieu thereof "and certain excise taxes .

(E) Section 6211(a) (defining deftienAcy) is amended by
striking out "chapters 42" -and inserting in lieu thereof
"chapters 41, 42,".

(F) The following sections are amended by striking out
"chapter 42, each place it appears and inserting in lieu

thereof in each such place "chapter 41, 42,"
(i) subsections (a) and (b) (9) of section 6911 (de-

fining deficiency) ;
(ii) section 6212(a) (relating to notice of deficienct);
(iii) section 6213(a) (relating to restrictions applic-

able to deficiencies and petitions.to Taa Court) _
(iv) subsections (c) and (d) 6f serlion 6914 (relating

to determinations by Tax Court);
'(v) section 6344(a) (1) (relating to cross references);
(vi) section 6501(e) (3) (relating to limitations on

assessment and collection);
(vii) subsections (a) and (b) (1) of section 6519 (re-

lating to limitations in cae of peitonto. 2'a 0Ourt);
and

(Viii) section 7422(e) (relating to ciiil actions fr
refund).,

(G) Section 6091 (relating to notice of defiiency) is
amended--

(i) in subsection (b) (1) by striking out "chapter 42"
each place it appears and inserting in lieu thereof in each
place "chapter 4, chapter 42" ; and

(ii) in subsection (c) (1) by st'riking out "of chapter
43 tax for the same taxable years," and inserting in lu
thereof "of chapter 41 tax for the same taxable year, of
chapter 43 taw for the same taxable year,".

(H) The headings of section 6214(c) (relating to deterre-
nations by Ta, 'Court) and 6601 (c) (relating to interest on
underpayments, etc.) are amended by striking out "Chapter
42" and inserting in lieu thereof in each such place "Chapter
41, 42,".

(8) AmENDMENTS TO TAAL. Of CHAPTERs AND ScTIoNs.--
(A) The table of chapters for subtitle D is amended by

inserting before the item relating to chapter 42 the following:
"Chapter 41. Public charitles."
(B) The table of'sections for part I of subchapter F of

chapter 1 is a Vded by adding at the end thereof the fo,-
lowing:

"See. 504. Status after organization ceases to quolfy for exemp-
tion under section 501 (c) (3) because of substantial
lobbying."



(e) EFPSCr2IVE DATE.-The amendments made by this section shall
apply-

(1) except as otherwise specified in paragraph (2), in the case of
amendments to subtitle A, to taxable years beginning after De-
cember 31,1976;

(2) in the case of the amendment made by subsection (a) (2),
to activities occurring after the date of the enactment of this Act,;

(3) in the case of amendments to chapter 11, to the estates of
decedents dying after December 13, 1976;

(4) in the case of amendments to chapter 10, to gifts in calendar
years beginning after December'31,1976;

(5) in the case of amendments to subtitle D. to taxable years
beginning after December 31,1976; and

(6) in the case of amendments to subtitle F., on and after the
date of the enactment of this Act.

SEC. 2501. TAX LIENS, ETC., NOT TO CONSTITUTE ACQUISITION
INDEBTEDNESS.

(a) G NERAL RuLE.-Seetion 514(c) (2) (relating to property acquired
subject to mortgages, etc.) is amended by adding at the end thereof
the following new subparagraph:

"(C) LIENSs FOR TAXES OR ASSESSMETs.-Where State law
provides that-

"(i) a lien for taxes, or
"(ii)a lien for assessments,

made by a State or a political subdivision thereof attaches to
property prior to the tine when such taxes or assessments
become due and payable, then such lien shall be treated as
similar to a mortgage (within the meaning of subparagraph
(A)) but only after. such taxes or assessments become due
and payable and the organization has had an opportunity to
pay swh taxes or assessments in accordance 'with State law.".

(b) EFFEcrivE DATE.-The amendment made by this section shall
apply to taxable years ending after December 31, 1969.
SEC. 2505. EXTENSION OF SELF-DEALING TRANSITION RULES FOR

PRIVATE FOUNDATIONS.
(a) EXTENsION OF RULE.-Section 101(l) (2)(B) of the Tax Reform

Act of 1969 is amended by striking out "January 1, 1975" and insert-
ing in lieu thereof "January 1,1977".

(b) EFFECTrVE DATE.-The amendment made by this section
shall apply to dispositions made after the date of the enactment of this
Act.
SEC. 2506. IMPUTED INTEREST.

(a) GENERAL R mE.-Section 4942(f) (2) (relating to income modi-
fications) is amended-

(1) by striking out "and" at the end of subparagraph (B),
(2) by striking out the period at the end of subparagraph (C)

and inserting in lieu thereof "; and", and
(3) by adding at the end thereof the following new subpara-

graph:
"(D) section 483 (relating to imputed interest) shall not

apply in the case of a binding contract made in a taxable year
beginning before January 1,1970.".



(b) EFFECTIVE DAT.-The amendments made by this section shall
apply to taxable years ending after the date of the enactment of this
Act.
SEC. 2507. TAX INCENTIVES STUDY.

(a) STuDIy.-The Joint Committee on Taxation, in consultation
with the Treasury, shall make a full and complete study and compara-
tive analysis of the cost effectiveness of different kinds of tax incentives,
including an analysis and study of the most effective way to use tax
cuts in a period of business recession to provide a stimulus to the
economy.

(b) REpoc.-The Joint Committee on Taaation shall submit to the
Committee on Finance of the Senate and to the Committee on Ways
and Means of the House of Representatives a final report of its study
and investigation together with its recommendations, including
recommendations for legislation, as it deems advisable.

(c ) REPORTIG DATE.-The final report called for in subsection (b)
of this sectiOn suall be submitted no later than September 30,1977.

And the Senate agree to the same.
Amendment numbered 39:
That the House recede from its disagreement to the amendment of

the Senate numbered 39, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

TITLE XXVI-OTHER MISCELLANEOUS
AMENDMENTS

SEC. 2601. PREPAID LEGAL EXPENSES.
(a) ExciusioN.-Part III of subchapter B of chapter I is amended

by inserting after section 119 the following new section:
"SEC. 120. AMOUNTS RECEIVED UNDER QUALIFIED GROUP LEGAL

SERVICES PLANS.
"(a) EXCLUSION BY EMPLOYEE FO CONTRIBUTIONS AND LEGAL SERI-

css PRovIDED BY EMPLoYER.-Gross income of an employee, his spouse,
or his dependents, does not include-

" (1) amounts contributed by an employer on behalf of an em-
ployee, his spouse, or his dependents under a qualified group legal
services plan (as defined in subsection (b) ) ; or

"(2) the value of legal services provided, or amounts paid for
legal services, under a qualified group legal services plan_(asde-
fined in subsection (b)) to, or with respect to, an employee, his
spouse, or his dependents.

"(b) QUALIFED GRouP LEGAL SERVIcES PLAN.-For purposes of this
section, a qualified group legal services plan is a separate written plan
of an employer for the exclusive benefit of his -employees or their
spouses or dependents to provide such empldyees, spouse's, or depend-
ents with specified benefits consisting of personal legal services through
prepayment of, or provision in advance for, legal fees in whole or in
part by the employer, if the plan meets the requirements of subsec-
tion (c).



"(c) )+71RVtZtREENTS.-
"(1) DlscRimiNArzoN.-The contributions or benefits provided

under the plan shall not discriminate in favor of employees who
are oFicers, shareholders, self-employed individuals, or highly
cornpeated.

"(,B) ELIOIBILry.-The plan shall benefit employees who qual-
ify under a classification set up by the employer andfound by
the Secretary not to be discriminatory in favor of employees who
are described in paragraph (1). For purposes of this paragraph,
there shall be excluded from consideration employees not included
in the plan who are included in a unit of employees covered by
an agreement which the Secretary of Labor finds to be a collec-
tive bargaining agreement between employee representatives and
one or more employers, if there is evidence that group legal serv-
ices plan benefits were the subject of good faith bargaining be-
tween -such employee representatives and such employer or
employers.

"(3) OCONTeIBUIriO LIMITATiON.-Not more than £5 percent of
the amounts contributed under the plan during the year may be
provided for the class of individuals who are shareholders or
owners (or their spouses or dependents), each of whom (on any
day of the year) owns more than 5 percent of the stock or of the
capital or profits interest in the employer.'(4) NorzFrzvzoN.-The plan shall give notice to the Secre-
tary, in such manner as the Secretary may by regulations pre-
scribe, that it is applying for recognition of the status of a
qualified group legal services plan.

"(5)on mnurzoNs.-Amount8 contributed under the plan
shall be paid only (A) to insurance companies, or to organiza-
tions or persons that provide personal legal services, or indem-
nification against the cost of personal legal services, in exchange
for a prepayment or payment of a premium, (B) to organizations
or trusts described in section 501(c) (20), (C) to organizations
described in section 501(c) which are permitted by that section
to receive payments from an employer for support of one or more
qualified group legal services plan or plans, except that such or-
ganizations shall pay or credit the contribution to an organiza-
tion or trust described i section 501 (c) (20), (D) as prepayments
to providers of legal services under the plan, or (E) a combina-
tion of the above.

"(d) OrER DEFzNITzONS AND SPEczIAL RutEs.-For purposes of this
section-

"(1) SELT-EzpLoy nreDio lry 4L; D .uL PoYF.- The term 'self-
employed individual' means, and the term 'employee' includes,
for any year, an individual who is an employee within the mean-
ing of section 401 (c) (1) (relating to self-employed individuals).

"(2) EmPLOYER.-An individual who owns the entire interest
in an unincorporated trade or business shall be treated as his own
employer. A partnership shall be treated as the employer of each
partner who is an employee within the meaning of paragraph

"(8) ALLocArzoNe.-Allocation of amounts contributed under
the plan shall be made in accordance with regulations prescribed



by the Secretary and sha8l take into account th expected relative
utilization of benefits to be provided from su.ch contribution or
plan assets and the manner in which any premium or other charge
was developed.. -
" (4) DEPEADFNT.-The term 'dependent' has the meaning given

to it by section 159..
"(5) EzoL sIrzsw BENrFI.-In the case of a plan to which con-

tributions are made by more than one emplyer, in determinig
whether the plan is for the exclusive benefit of an employer's em-
ployees or their spouses or dependents, the loyees of any em-
ployer who maintains the pla.k shall be caslemd to be the em-
ployees of each employer who maintains the plan.

"(6) ATTRIBUTION RULrrs.-FOr purposes of this section-
"(A) ownership of stock in a corporation shall be deter-

mined in acordance with the rules provided under subsec-
tione (d) and (e) of section 1563 (without regard to section
1563(e) (3) (C) ), and

"(B) the interest of an employee in a trade or business
which is not incorporated shall be determined in accordance
with regulations prescribed by the Secretary, which shall be
based on principles similar to the principles which apply
in the case of subparagraph (A).

"(7) TImE OF NOriCE rO SECRETARY.-A plan shall not be a quali-
fled group legal services plan for any period prior to the time
notification was provided to the Secretary in accordance with
subsection (c) (4), if such notice is given after the time prescribed
by the Secretary by regulations for giving such notice."

(b) ExEmPT SrAr.-etion 501(c) (relating to exempt orga-
nizations) is amended by adding at the end thereof the following new
paragraph:

"(20) an organization or trust created or organized in the
United States, the exclusive function of which is to form part of
a qualified group legal services plan or plane, within the meaning
of section 120. An organization or trust which receives contribu-
tions because of section 120(c) (5) (C) shall not be prevented from
qualifying as an organization described in section 501 (c) (SO)
merely because it provides legal services or indemnification
against the cost of legal services unassociated with a qualifed
group legal services plan."

(c) TiCHACAL AENDmiNT.-The table of sections for part III of
zubehapter B of chapter 1 is amended by inserting after the item relat-
ing to section 119 the following new item:

"See. 120. Amounts received under quajfleel group Iegai servkces plans."

(d) STUDY AND REPORT By SEcRETARmes op TEASRYI A"N LABOR.-
(1) A complete study and investigation with respect to the desir-

ability and feasibility of continuing the exclusion from income of
certain prepaid group legal services benefits under section 120 of
the Internal Revenue Code of 1954 shall be made by the Secretary
of Labor and by the Secretary of the Treasury.

(2) The Secretary of Labor and the Secretary of the Treasury
shall report to the President and the Congress with respect to the



study and investigation conducted under paragraph (1) not later
than December31,1980.

(e) EpprcTrvE DATES.-
(1) IN GENERAL-Ewcept as provided in paragraph (9), the

amendments made by this section shall apply to taxable years
beginning after December 31,1976, and eding before January 1
1989.

(9) Nozc REQVIREMENT.-For purposes of section 120(d) (6)
of the Internal Revenue Code of 1954 the time prescribed by the
Secretary of the Treasury by regulations for giving the notice
required' by section 120(c) (4) of such Code shall not expire be-
fore the 90th day after the day on which regulations described
under such section 120(c) (4) rt become fnld.

(3) EZi TiNo PLAYB.--
(A) For purposes of section 120 of the Internal Revenue

(ode of 1954, a written group legal services plan which was
in existence on June 4,1976, shall be considered as satisfying
the requirements of subsections (b) and (c) of such section
190 for the period ending with the compliance date (deter-
mined under subparagraph (B)).

(B) COMPLIANCE DArT.-For purposes of this paragraph,
the term "compliance date" means-

(i) the date occurring 180 days after the date of the
enactment of this Act, or

(ii) if later, in the case of a plan which is maintained
pursuant to one or more agreements which the Secre-
tary of Labor flnds to be collective bargaining agree-
ments, the earlier of December 31, 1981, or the date on
which the last of the collective bargaining agreements
relating to the plan terminates (determined without re-
gad to any extension thereof agreed to after the date of
the enactment of this Act).

SEC. 2602. CERTAIN HOSPITAL SERVICES.
(a) IN G N eAL.-Bection 513 (relating to unrelated trade or busi-

ness) is amended by adding at the end thereof the following new
8ubsecta..
"l(e)' RTA N HosPiTAL AS'iveicrs.-In the case of a hospital de-

scribed in section 170(b) (1) (A) (iii), the term 'unrelated trade or
business' does -not include the furnishing of one or more of the services
described in section 501 ().(1) (A) to one or more hospitals described
in section 170(b) (1) (A) (iii) if-

"(1) such services are furnished solely to such hospitals which
have facilities to serve not more than 100 inpatients ;

"(9) such services, if performed on its own behlfby the re-
cipiet hospital, would institute activities in exercising or per-
forming the purpose or function constituting the basis for its
exemption; and

"($) such services are provided at a fee or cost which does not
exceed the actual cost of providing such services, such cost includ-
ing straight line depreciation and a reasonable amount for return
on capital goods used to provide such services."
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(b) EFFECTIVE DArT.-The amendment made by this section shall
apply to all taxable years to which the Internal Revenue Code of
1954 applies.
SEC. 2603. CLINICAL SERVICES OF COOPERATIVE HOSPITALS.

(a) IN GNERAL.-Sect on 501(e) (1) (A) (relating to cooperative
hospital service organisations) is amended by .inserting "clinical,"
after "food,".

(b) EFprorvE DAr.-The amendment made by this section shall
apply to taxable years ending after Decerber 31, 1976.
SEC. 2604. SPECIAL RULE FOR CERTAIN CHARITABLE CONTRIBUTIONS

OF INVENTORY AND OTHER PROPERTY.
(a) IN G

T
NERAL.-Section 170(e) (relating to certain contributions

of ordinary income and capital gain property) is amended by adding
a, the end thereof the following new paragraph:

"(3) SPECIAL RULE FOR CERTAIN CONTRIBUTIONS OF INVENTORY

AND OTHER PROPERTY.-

"(A) QUALIIEv coNrrauRoNs.-For purposes of this
paragraph, a qualified contribution shall mean a charitable
contribution of property described in paragraph (1) or (5)
of section 121, by a corporation (other than a corporation
which is an electing small business corporation within the
meaning of section 1371 (b)) to an organisation which is de-
scribed in section 501(c) (3) and is exempt under section
501(a) (other than a private foundation, as defined in section
509(a), which is not an operating foundation, as defend in
section 4942(j) (3)), but only if-

"(i) the use of the property by the donee is related to
the purpose or function constituting the basis for its ex-
emption under section 501 and the property is to be used
by the donee solely for the care of the ill, the needy, or
infants;

"(ii) the property is not transferred by the donee in
exchange for money, other property, or serve ces;.

"(iii) the taxpayer receives from the donee a written
statement representing that its use and disposition of the
property will be in accordance with the provisions of
clauses (i) and (i); and

"(ir) in the case where the property is subject to regu-
lation under the Federal Food, Drug, and Cosmetic Act,
as amended, such property must fully satisfy the applic-
able requirements of such Act and regulations promul-
gated thereunder on the date of transfer and for one
hundred and eighty days prior thereto.

"(B) AMovNT oF REDucrTo.-The reduction under para-
graph (1) (A) for any qualified contribution (as defined in
subparagraph (A)) sAal be no greater than the sum of-

"(i) one-half of the amount computed under para-
graph (1) (A) (computed without regard to this para-
graph), and

"(ii) the amount (if any) by which the charitable con-
tribution deduction under this section for any qualified



contribution (computed by taking into account the
amount determined in clause (i), but without regard to
this clause) exceeds twice the basis of such property.

"(C) This paragraph shall not apply to so much of the
amount of the gain desrbed in 'argraph (1)(A) which
would be long-term capital gan but for the application of
section 617,145, 1950,1551, or 1555."

(b ) E oirrvE DAir.-The amendment made by this section applies
to charitable contributions made after the date of enactment of this
Act, in taxable years ending after such date.

And the Senate agree to the same.
Amendment numbered 41:
That the House recede from its disagreement to the amendment of

the Senate numbered 41, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2701. EMPLOYEE STOCK OWNERSHIP PLANS.

The Congress, in a series of laws (the Regional Rail Reorganization
Act of 1973, the Employee Retirement income Security Act of 1974,
the Trade Act of 1974, and the Tax Reduction Act of 1975) and this
Act has made clear its interest in encouraging employee stock owner-
ship plans as a bold and innovative method of strengthening the free
private enterprise system which will solve the dual problems of secur-
ing capital funds for necessary capital growth and of bringing about
stock ownership by all corporate employees. The Congress is deeply
concerned that the objectives sought by this series of laws will be made
unattainable by regulations and rulings which treat employee stock
ownership plans as conventional retirement plans, which reduce the
fredom, of the employee trusts and employers to take the necessary
steps to implement the plans, and which otherwise block the establish-
ment and success of these plans. Because of the special purposes for
which employee stock ownership plans are established, it is consistent
with the intent of Congress to permit these plans (whether structured
as pen ion, stock bonus, or profit-sharing plans) to distribute income
on employer securities currently.

And the Senate agree to the same.
Amendment numbered 43:
That the House recede from its disagreement to the amendment of

the Senate numbered 43, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2702. EXEMPTION OF CERTAIN AMATEUR ATHLETIC ORGANIZA-

TIONS FROM TAX.
(a) IN GENERA.-Paragraph. (3) of section 501(c) (relating to

e0sept religious, charitable, etc:, organizations) is amended by insert-
ing after "or educational purposes," the following: "or to foster na-
tional or international amateur sports competition (but only if no
part of its activities involve the provision of athletic famlities or
equipment) ,".



(b) TREATmENT OF GIFTS TO SUCH ORGANIZATIONS FOR INCOmE, ESTATE
AND GIFT TAX PURPOSES.

(1) Subparagraph (B) of section 170(c)-(B) (relating to deft-
nition of charitable contribution) is amended by inserting after
"or educational purposes" the following: ", or to foster national
or international amateur sports copetition (but onZy if no part
of its activities involve provision of athletic facilities or
equipment) ,".

(2) Paragraph (2) of section 2055(a) (relating to transfers
for public, charitable, and religious uses) is amended by inserting
after "the encouragement of art" the following: ", or to foster
national or international amateur sports competition (but only
if no part of its activities involve the provision of athletic facili-
ties or equipment) ,".

(3) Paragraph (2) of section 2522(a) (relating to charitable
and similar gifts) is amended by inserting after "or educational
purposes" the follqwinq: ", or to foster national or international
amateur sportf.t~ bpeitio (but onZy if no part of its activities
involve the provisoe of 0 tVhec~ facilitiess or equipment),".

(e) An organization which (upitheut regard to the amendments
made by this section) is an organization described in section 170 (c) (B)
(B), 501(c) (3), 2055(a) (B), or 2522(a) (2) 4f the Internal Revenue
Code of 1954 shall not be treated as an organization not so described as
a result'of the amendmentS made by this section.

(d) EFFECTIVE DATE.-7'4e amendments made by this section shall
apply on the day following.the date of the enactment of this Act.

And the Senate agree to the same.
Amendment numbered 44:
That the House recede from its disagreement to the amendment of

the Senate numbered 44, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2703. TAXABLE STATUS OF PENSION BENEFIT GUARANTY

CORPORATION.
(a) IN GENERA.-Section 4

0
02(.q) (1) of the Employee Retirement

Inome Security Act of 1974 (29 U.S.C. 1302(f) (1)) is amended by
;iiserting "by the United States (other than taxes imposed under chap-
ter 21 of the Internal Revenue Code of 1954, relating to Federal Insur-
once Contributions Act, and chapter 23 of such Code, relating to Fed-
ral Unemployment Tax Act), or" immediately after "imposed".

(b) E rFEcTIVE DATE.-The amendment mde by subsection (a)
shall take effect on September 2, 1974.

And the Senate agree to the same.
Amendment numbered 45:
That the House recede from its disagreement to the amendment of

the Senate numbered 45, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:



SEC. 2704. LEVEL PREMIUM PLANS COVERING OWNER-EMPLOYEES.
(a)'IN GENERAL.-Section 415(c) (relating to limitation for defined

contribution plans) is amended by adding after paragraph (6) the
following new paragraph.:

"(7) CERTAIN LEVEL PREMIUM ANNUITY CONTRACTS UNDER PLANS
arENrFirNO oWNER-EMPLoYEEs.-Paragraph (1) (B) shall not
apply to a contribution described in section 401 (e) which is made
on behalf of a participant for a year to a plan which benefits an
owner-employee (within the meaning of section 401 (c) (3)), if-

"(A) the annual addition determined under this section
with respect to the participant for such year consists solely
of such contribution, and

"(B) the participant is not an active participant at any
time during such year in a defined benefit plan maintained
by the employer.

For purposes pf this section and section 401(e), in the case of a
plan which provides contributions or benefits for emloyees who
are not owner-e"mployees, such plan will not be treated as fail
to satisfy section 401(a) (4) merely because contributions
on behalf of employees who are not owner-employee are not
permitted to exceed the limitations of paragraph (1) (B)."

(b) EFFECTIVE DATE.-The amendment made by this section shall
apply for years beginning after December 31, 1975.

And the Senate agree to the same.
Amendment numbered 46:
That the House recede from its disagreement to the amendment of

the Senate numbered 46, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2705. LUMP-SUM DISTRIBUTIONS FROM QUALIFIED PENSION, ETC.

PLANS.
(a) IN GENERAL.-Section 402(e) (4) (relating to definitions and

special rules) isamended by adding at the end thereof the following
new, subparagraph:

"(L) ELECTION To TREAT PRE-1974 PARTICIPATION AS POST-1973
PARTICIPATIN.-For purTposes of subparagraph (E) subsection
(a) (2), and section 403(a) (2), if a taxpayer elects (at the time
and in the manner provided under regulations prescribed by the
Secretary), all calendar years of an employee's active participa-
tion in all plans in'which the employee has been an active partici-
pant shall be considered years of active participation by such
employee after December 31, 1973. An election made under this
subparagraph, once made, shall be irrevocable and shall apply
to all lump-sum distributions received by the taxpayer with respect
to the employee. This Subparagraph shall not apply if the taxpayer
received a eyp-sum. distribution in a previous taxable year of the
employee beginning after December 31, 1975, unless no portion of
sucA lump- um distribution was treated under section 402 (a) (2)
or 403(a) (2) as gain from the sale or exchange of a capital asset
Held for mare than 6 months."
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(b) EFFECTIyF DATE.-The amendment made by this section shall
apply to distributions and payments made after December 31,1975, in
taxable years beginning'after such date.

And the Senate agree to the same.
Amendment numbered 48:
That the House recede from its disagreement to the amendment of

the Senate numbered 48, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
jlent insert the following:
SEC. 2706. TAX TREATMENT OF THE GRANTOR OF OPTIONS OF STOCK,

SECURITIES, AND COMMODITIES.
(a) Section 1234 (relating to options to buy or sell) is amended to

read as follows:
"SEC. 1224. OPTIONS TO BUY OR SELL.

"(a) TREATmENr OF GAIN OR Loss IN THE CASE OF THE PvRcHAgSR.-
"(1) GENERAL RULE.-Gan or loss attributable to the sale or

e-change of, or loss attributable to failure to exercise, an option
to buy or sell property shall be considered gain or loss from the
sale or exchange of property which has the same character as the
property to which the option relates has in the hands of the tav-

hayer (or would have in the hands of the taxpayer if acquired
him).
(9) SPECIAL RULE FOR LOSS ATTRIBUTABLE TO FAILURE TO IXER-

cISE oprioz.-For purposes of paragraph (1), if loss is attribu-
table to failure to exercise an option, the option shall be deemed
to have been sold or exchanged on the day it expired.

"(3) NONAPPLICArON OF SUBSEcrION.-Thi5 subsection shall not
apply ta--

"(A) an option which consitutes property described in
paragraph (1)of section 191;

"(B) in the case of gain attributable to the sale or em-
change of an option, any income derived in connection with
such option which, without regard to this subsection, is
treated as other than gain from the sale or exchange of a
capital asset; and

"(C) a loss attributable to failure to exercise an option
described in section 1233 (a).

"(b) TREATMENT OF GRANTOR OF OPTION IN THE CASE OF STOCK, SRCU
I?ITIES, OR COMMODITIES.-

"(1) GENERAL RULE.-In the case of the grantor of the option
gain or loss from any closing transaction with respect to, and
gain on lapse of, an option in property shall be treated as a gain
or loss from the sale or exchange of a capital asset held not mare
than 6 months.

"(2) DEFINIIONS.-FOr purposes of this subsection-
"(A) CLOSINO TRANSACION.-The term closingg transac-

tion' means any termination of the ta payer's obligation un-
der an option in property other than through the exercise or
lapse of the option.

"(B) PROPERTY.-The term 'property' means stocks and
securities (including stocks and securities dealt with on a
'when issued' basis), commodities, and commodity futures.
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"(3) NONAPPLICATION OF 8SBURSTION.-7'hi8 subsection shall not
apply to any option granted in the ordinary course of the tax-
payer's trade or business of granting options."

(b} EFFECTlvp DAr.-The amendment made by subsection (a) shall
apply to options granted after September 1, 1976.

And the Senate agree to the same.
Amendment numbered 49:
That the House recede from its disagreement to the amendment of

the Senate numbered 49, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2707. EXEMPT-INTEREST DIVIDENDS OF REGULATED INVEST-

MENT COMPANIES.
(a) GENERAL.--Section 852 (a) (1) (relating to regulated investment

companies) is amended to read as follows:
"(1) the deduction for dividends aid during the taxable year

(as defined in section 561, but witcout regard to capital gain
dividends) eguals or exceeds the sum of-

"(A) 90 percent of its investment company tameable income
for the taxable year determined without regard to subsection(b2() (D) ; and

.()90 percent of the excess of (i) its interest income

eac"udable from gross income under section 103(a) (1) over
(ii) its deductions disallowed under sections 265,171(a) (2),
and".

(b) DiVIDrNDs PAI DsrDucT.oN--Section 852(b) (2) (D) (relating
to ta able income) is amended to read as folloue:

"(D) the deduction for dividends paid (as defined in sec-
tion 561) shall be allowed, but shall be computed without
regard to capital gain dividends and exempt-interest
dividends."

(c) EXzsPr-l Er sST DiVIDrND.-Section 852(b) (relating to
method of taxation of regulated investment companies and sMare-
holders) is amended by inserting after paragraph (4) the following
new parag h (5):

"(5)zxwPr-NrErs'sr DiVmADS.-If , at the close of each quarter
of its taxable year, at least 50 percent of the value (as defined in
section 851(c) (4)) of the total assets of the regulated investment
company consists of obligations described in section 103(a) (1),
such company shal be qualified to pay eempt-inierest dividends,
as defined herein, to its shareholders.

"(A) DE INrIOv.-An eoempt-nterest dividend means
any dividend or part thereof (other than a capital gain
dividend) paid by a regulated investment company and de-
signated by it as an exemt-interest dividend in a written
notice mailed to its shareholders not later than 45 days after
the close of its taxable year. If the aggregate amount so des-
ignated with respect to a tamable year of the company (in-
cluding exempt-nterest dividends paid after the close of the
taxable year as des ribed in section 855) is greater than the
excess Of-

" (i) the amount of interest excludable from gross in-
come under section 103(a) (1), over
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"(ii) the amounts disallowed as deductions under see-
tions 265 and 171 (a) (2),

the portion of such distribution which shall constitute as
exempt-interest dividend shall be only that proportion of the
amount so designated as the amount of such excess for such
taxable year bears to the amount so designated.

"(B) TREATMENT OF EXEMPT-INTEREST DIVIDENDS BY SHARE-

HoLDERs.-An exempt-intere8t dividend shall be treated by,
the shareholders for all purposes of this subtitle as an item
of interest excludable from gross income under section 103(a)
(1). Such purposes include but are not limited to-

"(i) the determination of gross income and taxable
i"ome,

"(ii) the determination of distributable net income
under subchapter J,

"(iii) the allowance of, or calculation of the amount
of, any credit or deduction, and

"(iv) the determination of the basis in the hands of
any shareholder of any share, of stock of the company."

(d) TECHNICAL AmENemENr.-Section 103(g), as redesignated by
section 1305 of this Act (relating to exclusions from cross income of
interest on certain government obligations) is amended by inserting
after paragraph (23) the following new paragraph:

"(24) Exempt-interest dividends-For treatment of exempt-interest
dividends, see section 852(b)(5)()."

(e) DISALLOWANCE OF DEDUCrioNs.-Section 265 (relating to non-
allowance of deductions for expenses and interest relating to tax-ex-
empt income) is amended by adding at the end thereof the following
new paragraphs:

"(3) CERTAIN REGULATED INVESTMENT COMPANIES.--In the case
of a regulated investment company which distributes during
the taxable year an exempt-interest dividend (including exempt
interest dividends paid after the close of the taxable year as de-
scribed in section 855), that portion of any amount otherwise al-
lowable as a deduction which the amount of the income of such
company wholly exempt from taxes under this subtitle bears to
the total of such exempt income and its gross income (excluding
from gross income, for this purpose, capital gain net income, as
defined in section 1222(9)).

"1 (4) INTEREST RELATED TO EXEMPT-INTEREST DzvIDENDs.-Interest

on indebtedness incurred or continued to purchase or carry shares
of stock of a regulated investment company which during the tax-
ale year of the holder thereof distributes exempt-interest divi-
dends."

(e) EFFECTIVE DATF.-The amendmnents made by this section shall
apply to taxable years beginning after December31, 1975.

And the Senate agree to the same.
Amendment numbered 52:
That the House recede from its disagreement to the amendment of

the Senate numbered 52, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
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SEC. 2708. COMMON TRUST FUND TREATMENT OF CERTAIN CUSTODIAL
ACCOUNTS.

(a) IN GrNERAL.--'ection 584(a) (1) (relating to definition of com-
mon trust fund) is amended to read as follows:

"(1) eclgively for the collective investment and reinvestment
of moneys ontributed thereto by the bank in its capacity-

A as a trustee, executor, administrator, or guardian, or
"(B as a custodian 0 accounts-

"(i) which the :ecretary determine8 are established
pursuant to a State law which is substantially s8iilar to
the uniform Gifts to Minors Act as published by the
AmericavnLaw Institute, and

"(ii) with respect to which the bank establishes, to the
satisfaction of the Secretary, that it has duties and re-
sponsibilities similar to duties and responsibilities of a
trustee or guardian; and"-

And the Senate agree to.the same.
Amendment numbered 54:
That the House recede from its disagreement to the amendment of

the Senate numbered 54, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to .be inserted by the Senate amend-
ment insert the following:
SEC. 2709. TRANSFERS OF OIL AND GAS PROPERTY WITHIN THE SAME

CONTROLLED GROUP OR FAMILY.
(a) IN GENERAL.-Subparagraph (B) of section 613A(c) (9) (re-

lating to transfer of oil or gas property), as amended by this Act, is
amended--

(1) by striking out "or" at the end of clause (ii),
(B) by striking out the period at the end of clause (iii) and

inserting in lieu thereof a comma, and
(3) by adding at the end thereof the following:

"(iv) a transfer of property between corporations
which are members of the same controlled group of cor-
porations (as defined in paragraph (8) (D) (i) ,or

"(v) a transfer of property between business entities
which are under common control (within the meaning
of paragraph (8) (B)) or between related persons in the
same family (within the meaning of paragraph (8) (C)),
or

"(vi) a transfer of property between a trust and re-
lated persons in the same family (within the meaning of
paragraph (8) (C)) to the extent that the benefciarzes
of that trust are and continue to be related persons in the
family that transferred the property, and to the extent
that the tentative oil quantity is allocated among the
members of the family (within the meaning of para-
graph (8) () ).

Clause (iv) or (v) shall apply only so long as the tentative oil
uancity determined under the table contained in paragraph (3)
(B ) is allocated under paragraph (8) between the transferor and
transferee."
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(b) EffEcrIVE DATE.-The aendments made by tM section shall
take effect on January 1, 1975, and shall apply to taxable years ending
after December 31, 1974.

And the Senate agree to the same.
Amendment numbered 55:
That the House recede from its disagreement to the amendment of

the Senate numbered 55, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2710. SUPPORT TEST FOR DEPENDENT CHILDREN OF DIVORCED

ETC., PARENTS.
(a) IN GRwRAL.-Section 152 (relatin to definition of depend-

ents) is amended by striking the word "al in section (e) (2) (B)
(i) thereof and inserting in lieu thereof "each".

(b) EFFEcTIvE DATE.-The amendment made by this section shall
apply to taxable years beginning after the date of the enactment of
this Act.

And the Senate agree to the same.
Amendment numbered 56:
That the House recede from its disagreement to the amendment of

the Senate numbered 56, and agree -to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

SEC. 2711. STUDY OF EXPANDED STOCK OWNERSHIP.
(a) IN GENR'AL.-Section 302 (a) of the Envployee Retirement In-

come Security Act of 1974 (relating to duties of Joint Pension Task
Force) is amended-

(1) by resignting pragraphe (4) and (5) as (5) and (6),
and

(2) by inserting after paragraph (3) the following new
paragraph:

"(4) the broadening of stock ownership, particularly with re-
gard to employee stock ownership plans (as defined in section
4975(e) (7) of the Internal Revenue (ode of 1954 and section 407
(d) (6) of this Act) and all other alternative methods for broaden-
ing stock ownerhip to the American labor force and others;".

(b) CmHANa OF TITLE.-
(1) Subtitle B o/ title III of such Act is amended-

(A) by striking out "Pension" in the caption of such sub-
title and inserting in lieu thereof "Pension, Profit-sharing,
and Employee Stock Ownership Plan",

(B) by striking out "PENSION" in the caption of part 1 of
such subtitle and inserting in lieu thereof the following:
"PENSION, PROFIT-S'HARING, AND EMPLOYEE
STOCK OWNERSHIP PLAN", and

(C) by striking out "Joint Pension" each place it appears
in sections 3021 and 30222 and inserting in lieu thereof the
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following : "Joint Pension, Profit-sharing, and Employee
Stock Ownership Plan".

(2) The table of contents of such Act is amended-
(A) by striking out "PENSION" in the items relating to

title III and inserting in lieu thereof the following: "PEN-
SION, PROFIT-SHARING, AND EMPLOYEE STOCK OWNERSHIP
PLAN",

(B) by striking out "Pesion" in the item relating to sub-
title B of title III and inserting in lieu thereof the following:
"Pension, Proftt-sharing, and Employee Stock Ownership Plan", and

(6') by striking out "PsNa-" in the item relating to part
1 o1 subtitle B of title III and inserting in lieu thereof
"PENSION, PROFIT-SHARINO, AND EMPLOYEE STOCK OWNERSHIP PLAN".

And ,the Senate agree to 'the same.
Amendment numbered 58:
That the House recede from its disagreement to the amendment of

the Senate numbered -58, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2712. INVOLUNTARY CONVERSIONS OF REAL PRCPERTY.

(a) IN GEgzEAL.-Section 1033(g) (relating to involuntary con-
versmns), as a7iended by this Act, is amended by adding at the end
thereof the following new paragraph:

"(4) SPECIAL RULE.-In the case of a compulsory or involun-
tary conversion described in paragraph (1), subsection (a) (3)
(B) (i) shall be applied by substituting '3 years' for '2 years' ".

(b) EFECTrvE DATE.-The amendment made by this section shall
asply with respect to an dipostion of coner~'d property (within
the meaning of section 1033(a) (2) of the Internal Revenue (ode of
1954) after December 31,1974, unless a condemnation proceeding with
repeat to such property began before the date of the enactment of
this Act.

And the Senate agree to the same.
Amendment numbered 59:
That the House recede from its disagreement to the amendment of

the Senate' numbered 59, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 271L SALE OF RESIDENCE BY ELDERLY.

(a) IN GEeRAL.-Section 121(b) (1) (relating to gain from sale
or change of residence of individual who has attained age 65) is
amen.ed by str- out "$,0,000" each place it appears therein and
inserting in lieu thereof "$35 p00".

(b) EmEcaivs DArr.-The amendmrents made by subsection (a)
shall aply to taxable years beginni4 after December 31, 1976.

And the Senate agree to the same.
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That the House recede from its disagreement to the amendment of

the Senate numbered 62, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2714. ADDITIONAL CHANGES IN SURCHAPTER S SHAREHOLDER

RULES.
(a) ESTATE OF DrCEAsED SPOUSE Nor To BE TREATED AS SHARE-

lozDER.-Subsection (a) of section 1371 (relating to stock owned by
husband and wife) is amended to read as follows:

"(c) SToCK OWNED By HUSBAND AND WIE.-For purposes of sub-
section (a) (1) stock which-

"(1) is community property of a husband and wife (or the i-
come from which is community income) under the applicable corn.-
munity property law of a State,

"() is held by a husband and wife as joint tenants, tenants by
the entirety, or tenants in common,

"(3) was, on the date of death of a spouse, stock described in
paragraph (1) or (2), and is, by reason of such death, held by the
estate of the deceased spouse and the surv in, spouse, or by the
estates of both spouses (by reason of thelr death on the same
date), in the same proportion as held by the spouses before such
death or

"(4 was, on the date of the death of a surviving spouse, stock
described in paragraph (3), and is, by reason of such death, held
by the estates of both spouses in the same proportion as held by
the spouses before their deaths,

shall be treated as owned by one shareholder."
(b) BROADENING CLASSES OF PERMISSIBLE SARENOLDERS To INCLUDE

CERTAIN TRUSTS.-
(1) Section 1371 (relating to definitions for purposes of sub-

chapter S) is amended by ding at the end thereof the following
new subsection:

"(f) CERTAIN TRUSTS PERMITTED AS SHAREHOLDER.-Fr purposes
of subsection (a), the following trusts may be shareholders:

"(1) A trust all of which is treated as owned by the grantor
under subpart E of part I of subehapter J of this chapter.

"() A trust created primarily to exercise the voting power of
stock transferred to it.

"(3) Any trust with respect to stock transferred to it pursuant
to the terms of a will, but only for the 60-day period beginning on
the day on which such stock is transferred to it.

In the case of a trust described in paragraph (2), each beneficiary of
the trust shall, for purposes of subsection (a) (1), be treated as a
shareholder.".

(!) Paragraph (2) of section 1371(a) is amended by striking
out' (other than an estate)" and inserting in lieu thereof "(other
than an estate and other than a trust described in subsection (f) ) ".

(c) Nrw SHAREHOLDERS MUST AFIRMATIVELY ELECT To TERMINATE
ELEcrioN.-Paragraph (1) of section 1372(e) (relating to termina-
tion of election) is amended to read as follows:



"(1) NEw SHAREHOLDERS.-
, "(A) An election under subsection (a) made by a small
business corporation shall terminate if any person who was
not a shareholder in such corporation-

"(i) on the first day of the first taxable year of the
corporation for which the election is effective, if such
election is made on or before such first day, or

"(ii) on the day on which the election is made, if such
election is made after such fwst day,

becomes a shareholder in such corporation and afmatively
refuses (in such manner as the Becretary shall by regulations
prescribe) to consent tp such election on or before the 60th
da on which he acquires the stock.

'(B) If the person acquiring the stock is the estate of a
decedent, the period under subparagraph (A) for afrma-
lively refusing to consent to the election shall expire on the
60th day after whichever of the following is the earlier:

(i) The day on which the executor or administrator of
the estate qua ifles; or

"(ii) The last day of the taxable year of the corporation
in which the decedent died.

"(C) Any termination of an election under subparagraph
(A) by reason of the affIrmative refusal of any person to con-
sent to such election shall be effective for the taxable year of
the corporation in which such person becomes a shareholder
in the corporation and for all succeeding taxable years of the
corporation.".

(d) EFFECTIVA DATE.-The amendments made by this section apply
to taxable years beginiWng after December 31,1976.

And the Senate agree to the same.
Amendment numbered 63:
That the House recede from its disagreement to -the amendment of

the Senate numbered 63, and agree to the same with an amendment,
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2715. PARTICIPATION BY VOLUNTEER FIREFIGHTERS IN INDI-

VIDUAL RETIREMENT ACCOUNTS, ETC.
(a) IN GENFeAL.Section 219(c) (4) (relating to participation in

governmental plans by certain individuals) is amended by adding at
the end thereof the following new subparagraph:

"(B) VOLUNTEER FIREFJGHTERs.-An individual whose par-
t Wpation in a plan described in subsection (b) (3) (A) (iv)
is based solely upon his activity as a volunteer firefighter and
whose accrued benefit as of the beginning of the taxable year
is not more than an annual benefit of $1,800 (when expressed
as a single life atnuity commencing at age 65) is not consid-
ered to be an active participant in such a plan for the taxable
year."

(b) EFFECT vE DAr.-The amendment made by this section applies
to taxable years beginning after December 31, 1975.

And the Senate agree -to the same.



Amendment numbered 66:
That the House recede from its disagreement to the amendment of

the Senate numbered 66, and agree to the same with an amendment, as
follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:
SEC. 2716. LIVESTOCK SOLD ON ACCOUNT OF DROUGHT.

(a) IN GENERAL.-Sectioln 451 (relating to general rules for taxable
year of incaion) is amended by adding at the end thereof the fol-
lowing new subsection:

"(e) SPECIAL RULE FOR PROCEEDs FROm LivrETocK SOLD ON ACCoUNr
OF DROUGHT.-

"(1) IN GENERAL.-In the case of income derived from the sale
or exchange of livestock (other than livestock described in see-
tion 1231 (b) (3)) in excess of the number the taxpayer would sell
if he followed his usual business practices a taxpayer reporting
on the cash receipts and disbursements method of accounting may
elect to include such income for the taxable year following the
taxable year in which such sale or exchange occurs if he estab-
lishes that, under his usual business practices, the sale or exchange
would npt have occurred in the taxable year in which it occurred
if it were not for drought conditions, and that these drought con-
ditions had resulted in the area being designated as eligible for
assistance by the Federal Government.

"(2) LImiTATioN.-Paragraph (1) shall apply only to a tax-
payer whose principal trade or business is farming (within the
meaning of section 64B0(o) (3))."

(b) EFFECTIVE DATE.-The amendment made by this section applies
to taxable years beginning after December 31, 1975.

And the Senate agree to the same.
That the amendment of the Senate numbered 35 is reported in

disagreement.
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JOINT EXPLANATORY STATEMENT OF THE COMMITTEE
OF CONFERENCE

The Managers on the part of the House and the Senate at the con-
ference on the disagreeing votes of the two houses on the amendments
of the Senate to the bill (H.R. 10612) to reform the tax laws of the
United States, submit the following joint statement to the House and
the Senate as an explanation of the effect of the action agreed upon by
the Managers and recommended in the accompanying conference
report:
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Senate amendment numbered 38: Additional miscellaneous provisions_ --- 532
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Senate amendment numbered 40 ------.....-- 538
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Senate amendment numbered 41:
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com petition ................................................ 542
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SENATE AMENDMENT NUMBERED 1

Hou8se bil.-No provision.
Senate amendvet.-The Senate amendment includes the table of

contents.
Conference agreement.-The conference agreement omits the Senate

table of contents. (The table of contents is inserted wider Senate
amendment numbered 2.)

SENATE AMENDMENT NUMBERED 2

Hse biZ.-The House bill includes a short title, the table of con-
tents, and the limitation on artificial losses (bAL). LAL provides a
limit on accelerated deductions which may be taken currently to the
net income from the property. It applied to real estate, farming, oil
and gas, movies, equipment leasing, and sports franchises. The amount
of the accelerated deductions not allowed currently to be deferred and
made available in subsequent years to the extent of net income from
the property in a subsequent period.

Under present law, interest and taxes on real property during the
construction period may be deducted currently or may be capitalized
and depreciated over the life of the property. The House bill applies
LAL to interest and taxes during the construction period and to ac-
celerated depreciation (in excess of straight-line depreciation) on a
consolidated basis for all real property. Generally, this provision ap-
plied to construction beginning after 1975. An exception is provided
for residential construction begun before January 1, 1978 (if there is
a binding commitment before 1977), and for governmentally subsi-dized hosing on which construction begins before January 1, 1981
(if a binding commtment is obtained-before 1979).

Sente amendmnt-The Senate amendment includes "findings"
that it is the sense of the Senate to deal with the problems of convert-
ing ordinary income into captial ain and the deferral of tax result-
ing from the use of tax shelter the minimum tax, at risk provi-
sions, recapture provisions, capitalization provisions in certain cases,
and partnership provisions.

.The Senate amendment does not apply LAL to construction period
interest and taxes or to the accelerated depreciation on real property
in excess of straight-line depreciation. However, a Senate amendment
restricts the amount of partnership liabilities which may be included
in a limited partner's basis in his partnership interest to an amount
equal to any further contributions (over and above any actual con-
tributions) which the limited partner is obligated to make pursuant
to the partnership agreement. The effect of this'provision is to limit
deductions which may be passed through to a limited partner to the
amount of investment which he actually has and will have at risk in
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the partnership. (In addition, a Senate amendment included interest
during the construction period as a preference item in the minimum
tax.)

Conference agreement.-The conference agreement includes the
short title and inserts a table of contents which conforms to the con-
ference action. In the case of real estate, the coifereince agreement
adopts a substitute for both the House bill and the Senate amend-
ment, as follows:

SENATE AMENDMENT NUMBERED 3

House bi.i-No provision.
en ate amendmet.-The Senate amendment includes a short tlik

a reference to the fact that the provisions included in the bill refer to
the provisions of the Internal Revenue Code of 1954, and a provision
which requires the Secretary of the Treasury or his delegatetoaiumit
to the Committee on Ways and Means, not later than 90 days afterd44
of enactment of the Act, a draft of any technical and conformiw
changes necessary to reflect the substantive provisions provided by thp
Act.

Conference agreement.-Under the conference agreement, the shor
title and the reference to the Internal Revenue Code of 1954 are in-
cluded in Senate Amendment Numbered 2. The conference agremet
does not include the provision requiring the Treasury to submit a draft
of changes.

SENATE AMENDMENT NUMBERED 4

201. Recapture of Depreciation on Real Property
House bi l.-Under present law, special rules are provided for the

recapture of depreciation allowed (or allowable) as a deductiqe with
respect to real estate. In the case of non-residential real estate,,sny
gain realized is treated or "recaptured" as ordinary income to the ex-
tent of post-1969 depreciation taken in excess of straight-line, dep reci
ation. In the case of residential property generally, this rule aplisto

property held during the first 100 months (8/ years) with phaseout
during the next 100 months; that is, no recapture after 16%.years For
governmentally subsidized housing, acquired or construedd before
January 1, 1976, the phaseout begins at 20 months (1% years),and
is completed at 120 months (10 years).
103. Capitalization and Amortization of Real Property Construc-

tion Period Interest and Taxes

Under the conference agreement, construction period interest and
taxes are to be capitalized in the year in which they are paid or in-
curred and amortized over a 10-year period. A portion of the' amount
capitalized may be deducted for the taxable year in which paid or in-
curred. The balance must be amortized over the remaining yeAtis in the.
amortization period beginning with the year in which the pr rty is
ready to be placed in service or is ready to be held for sale. j.

The provision is not to apply to any amount that is capitalized at the
election of the taxpayer as a carrying charge under present law (sec.
266). In addition, the provision is not to apply to interest or taxes paid



or incurred with respect to property that is not held (or will not be
held) for business or investment purposes (e.g., the taxpayer's
residence).

Under the conference agreement, separate transitional rules are
provided for non-residential real estate, residential real estate, and
government subsidized housing.

In the case of nonresidential real estate, this provision is to apply
only to property where the construction period begins after Decem-
ber 31, 1975. In the case of residential real estate (other than certain
low-income housing), this provision is to apply to construction period
interest and taxes paid or accrued after December 31, 1977, and, in
the case of low-income housing, to construction period interest and
taxes paid or accrued after December 31, 1981. For this purpose, the
definition of low-income housing is to be the same as the Senate
amendment relating to depreciation recapture.

In addition, the length of the amortization period is to be phased-in
over a 7-year period. The amortization period is to be 4 years in the
case of interest and taxes paid or accrued in the first year to which
these rules apply. The amortization period increases by one year for
each succeeding year after initial effective date until the amortization
period becomes 10 years (i.e., the 10-year period is fully phased-in for
construction period interest and taxes paid or accrued in 1982, in the
case of non-residential real estate; 1984, in the case of residential real
estate, and 1988, in the case of government subsidized housing). As a
transition rule for 1976, the amount that may be deducted currently
is 50 percent and the remaining 50 percent is to be amortized over a
3-year period beginning in the year the property is ready to be placed
in service or is ready to be held for sale.

The application of the general transitional rules and the phase-in
of the amortization period can be illustrated by the following exam-
ple. Assume that $120,000 of interest and taxes are paid or accrued in
1980 with respect to the construction of residential real estate (other
than government subsidized) and that the property is ready to be
placed in service in 1982. For taxable year 1980, the $120,000 must be
capitalized under this provision, but a deduction is to be allowed for
$20,000 (1/6 of the amount capitalized). The remaining $100,000 (i.e.,
% of the total) is to be deducted ratably over a 5-year period begin-
ning in 1982 (the year in which the property is placed in service).
Thus, $20,000 is to be allowed as a deduction for taxable year 1982
and in each of the next 4 years.

In the case of a sale or exchange of property, the unamortized bal-
ance of the construction period interest and taxes is to be added to the
basis of the property for purposes of determining gain or loss on the
sale or exchange. In the case of a nontaxable transfer or exchange (i.e.,
a transfer to a partnership or controlled corporation, a like-kind ex-
change, or a gift), the transferor is to continue to deduct the amortiza-
tion allowable over the amortization period remaining after the trans-
fer. Thus, in these cases, the allowance of the deduction is considered
to be personal to the taxpayer who paid or incurred the interest and
taxes because the deduction would have been allowed to him currently
but for the capitalization requirement.



The House bill modifies the existing rules relating to the recapture
of depreciation on real estate. In the case of residential real estate,
the House bill provides for the recapture of all post-1975 deprecia-
tion in excess of straight-line, in the same manner as is presently the
case for non-residential real estate. In the case of government sub-
sidized housing, the bill provides full recapture of post-1975 depre-:
ciation in excess of. a straight-line for the first 100 months (8% years)
and a phaseout of the amount recaptured during thescond 100 months
(up to 16% years). There will be no recapture thereafter.

Senate amendmnt-In the case of residential real estate (other
than government subsidized housing), the Senate amendment is the
same as the House bill. In the case of government subsidized housinm,
the Senate'amendment provides full recapture where the construction'
of the property commences after 1981. In the case where the codii
struction of the property commenced before 19892 (or pursuant to a
binding contract entered before such date), the amount of recapture
attributable to accelerated depreciation taken after 1975 is to be the
present 100-month rule for residential real property. The Senate
amendment extends the definition of low-income housing to include
subsidized housing programs administered by the Farmers Home
Administration.

Conference agreement.-The conference agreement follows the
House bill with one modification. With respect to the definition of
low-income housing, the conference agreement- adopts the definition
provided in the Senate amendment.
201A. Five-year Amortization foiLow-income Housing

House bU. -Special rules are provided under present law to permit
the rapid amortization of expenditures to rehabilitate low-income
renal housing. In the case of low-income rental housing, taxpayers
can elect to compute depreciation on certain rehabilitation expendi-
tures over 60 months if the additions or improvements have a useful
life of 5 years or more. The aggregate rehabilitation expenditures,
to any housing must not exced $15,000 per dwelling unit and the um
of the rehabilitation expenditures for two consecutive taxable yea.
must exceed at least $3,000 per dwelling unit. This special 5-year amor-;
tization rule for low-income rental housing expired on December 81,
1975.

The House bill extends the special 5-year depreciation rule for two
years (until January 1, 1978). Also the aggregate rehabilitation ex-
penditure that can be taken into account per dwelling unit is increased
from $15,000 to 20,000.

Senate ame ment-The Senate amendment is the same as the
House bill except that it provides that rehabilitation expenditures that
are made pursuant to a binding contract entered into before January 1,
1978, would qualify for the 5-year amortization rule even though the
expenditures are actually made after December 31, 1977. The amend-
ment also modifies the definition of families and individuals of lo*
income by providing that the income limits would be determined in
a manner consistent with those presently established for the leased
housing program under sec. 8 of the 1937 Housing Act.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.



SENATE AMENDMENT NUMBERED 5

202. Limitation on Deductions to Amount at Risk
Hou e blL-Under present law, the amount of losses a taxpayer

may claim on any investment activity is generally limited to the tax-
payers cost or other basis in the activity. Basis includes not only the
taxpayer's actual cash investment in the property and liabilities the
taxpayer is obligated to pay, but also costs financed through non-
recourse. loans for which the taxpayer will not be held personally
liable. The taxpayer's actual risk of economic loss may also be further
limited by other contractual arrangements (such as guarantees or
repurchase agreements). As a result, a taxpayer is, in many situations,
entitled to deduct losses which substantially exceed the amount he is
actually "at risk" in an activity.

The Mouse bill provides that the amount of any loss (otherwise
allowable for the year) which may be deducted in connection with
(1) the raising of livestock (other than poultry) and the raising or
harvesting of grain, oil seed, fiber, pasture, tobacco, silage, or forage
crops, or (2) the trade or business of producing, distributing or dis-
playing a motion picture, television film or series for public entertain-
ment cannot exceed the aggregate amount with respect to which the
taxpayer is at risk in each such business at the close of the taxable
year.

In general, this provision applies to losses incurred after Septem-
ber 10, 1975, in taxable yeArs ending after that date. In the case of
films or television tapes, this provision does not apply if the principal
photography had begun before September 11, 1975, or if a binding
contract for nonrecourse financing of the film was in effect before
that date. Also, this provision does not apply to films produced in the
United States if the principal photography had begun before Jan-
uary 1, 1976, if certain commitments with respect to that film were
made by September 10,1975.

The Rouse bill also provides that the amount of any deduction
(otherwise allowable for the year) for intangible drilling and devel-
opment costs with respect to oil and gas property may not exceed
the agge ate mount with respect to which the taxpayer is at risk at
the cose of the taxable year. This provision applies to intangible drill-
ing and development costs paid or incurred after December 81, 1975,
in taxable years ending after that date.

Beswt asnedme.-The Senate amendment provides that the
amount of any loss (otherwise allowable for the year) which may be
deducted in connection with one of certain activities cannot exceed
the aggregate amount with respect to which the taxpayer is at risk
in each such activity at the close of the taxable year. This "at risk"
limitation applies to the following activities: (1) farming (exceptfarming operations involving trees other than fruit or nut trees);

(2) extlonng for, or exploiting, oil and gas resource; (3) holding,producing, or distributing motion picture films. or deo tapes; and4)uiment leasing. The limitation applies to all taxpayers (otheran corporations which are not subchapter S corporations) incluing
individuals and sole proprietorships, estates, trusts, shareholders in



subchapter S corporations, and partners in a partnership which can
ducts an activity described in this provision 1

Under this provision, a taxpayer is generally 'to be considered "at
risk" with respect to an activity to the extent of his cash and the ad-
justed basis of other property contributed to the activity, any amounts
borrowed for use in the activity with respect to which the taxpayer has
personal liability for payment from his personal assets, and his net
fair market value of personal assets which secure nonrecourse hwowt
rowings. The Senate amendment applies to losses attribUtable to
amounts paid or incurred in taxable years beginning after, Decem-
ber 31, 1975.

Conference agreement.-The conference agreement generally fol-
lows the Senate amendment.

In applying the at risk provision to farming operations, 2 the con-
ferees intend that the existence of a governmental target price pro-
gram (such as provided by the Agriculture and Consumer Prote -
tion Act of 1973) or other governmental price support program with
respect to a product grown by a taxpayer does not, m the absence of
agreements limiting the taxpayer's costs, reduce the amount which
such taxpayer is at risk.

In general, the at risk provisions apply to losses attributable to
amounts paid or incurred (and depreciation or amortization allowed
or allowable) in taxable years beginning after December 31, 1975.
However, with respect to equipment leasing activities, the conferees
agreed that the at risk rule would not apply to net leases under bind-
ing contracts finalized on or before December 31, 1975, and to oper*t
ing leases under binding contracts finalized onor before ApritM, 1
1976. With respect to motion picture activities, the conferees alp,
agreed that the at risk provision does not aply to a film purchase
shelter if the principal protography began be ore September 11, 1975,j
there was a binding written contract for the purchase of the film
that date, and the taxpayer held his interest in the film on that dat*
The at risk rule also does not apply to production costs, etc., if the
principal photography began before September 11, 1975, and the in-
vestor had acquired his interest in the film before that date. In addi-
tion, the at risk provision does not apply to a film produced in the
United States if the principal photography -began before January
1, 1976, if certain commitments with respect to the film had been made
by September 10,1975.

In applying the at risk provisions to activities which were begun in
taxable years beginning before January 1, 1976 (and not exempted
from this provision by the above transition rules), amounts paid.or in-
curred in taxable years beginning prior to that date and deducted in
such taxable years will generalybe treated as reducing first that por-
tion of the taxpayer's basis which is attributable to amounts not at
risk. (On the other hand, withdrawals made in taxable years begin-
ning before January 1, 1976, will be treated as reducing the amount
which the taxpayer is at risk.)

' since, except for subchapter S corporations, this provfion does not limit the deducli-

bity of amounts paid or incurred by corporations, the provision would not a apply to a
partnership In which all the partners are corporations lother than sobeaperla
corporations)

'The conference agreement follow the Senate amendment's definition of fanning.
Thus, the at risk provision does not apply to forestry or the growing of timber.



202A. The Recapture of Intangible Drilling Costs for Oil and Gas
Wells

Roue bi.-The House bill requires that amounts deducted for
intangible drilling expenses on productive wells are to be recaptured
upon disposition of the oil or gas property by treating those amounts
as ordinary income to the extent that they exceed the amounts which
would be allowed if the intangible expenses were capitalized and
amortized over the useful life of the well. The provision applies with
respect to costs paid or incurred after December 31, 1975.

Be e 5.-No provision.
Conference agreement-The conference agreement follows the

House bill.

SENATE AMENDMENT NUMBERED 6

203. Termination of Additions to Excess Deductions Accounts
(EDA)

House bit--Present law (sec. 1251) provides, in general, that where
a taxpayer has generated substantial losses from farming operations
in excess of his income from farming operations (in the same or later
years than the losses), he may have to treat certain farm income he
later realizes as ordinary income rather than capital gain. The amount
of potential recapture is measured by the farm losses in the taxpayer's
excess deductions account (EDA). The House bill provides that there
will be no further additions to EDA accounts in taxable years begin-
ning after December 31, 1975.

Senate amendment.-The Senate amendment is the same as the
House bill with respect to further additions to EDA accounts. The
Senate amendment adds a provision allowing divisive "D" reorga-
nizations without triggering EDA recapture. In these reorganizations,
the entire EDA account is applied to both the transferor corporation
and the transferee corporation. This provision applies to reorganiza-
tions occurring after December 31, 1975.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.

SENATE AMENDMENT NUMBERED 7

204 (a) and (b). Limitations on Deductions for Farming Syndi-
cates and Capitalization of Certain Orchard
and Vineyard Expenses

Howe bill.-No provision. (However, the House bill applies LAL
to farming operations and subjected farming syndicates to more re-
strictive rules than other farming enterprises.)

Senate amenedmet.-The Senate amendment requires farming syn-
dicates (1) to deduct expenses for feed, seed, fertilizer, and other farm
supplies only when used or consumed (not when paid) ; (2) to capital-
ize costs of poultry; and (3) to capitalize the costs of planting, culti-
vating, maintaining and developing a grove, orchard or vineyard
which are incurred prior to the year the grove, orchard or vineyard
becomes productive. This provision applies generally to taxable years
beginning after December 31, 1975, except that it does not apply to
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farming syndicates in which securities have been registered for sale
with the Securities and Exchange Commission prior to April 15,1976.
The rules apply to orchards, groves and vineyards planted after De-
cember 31,1975.

Conference agreement.-The conference agreement generally fol-
lows the Senate amendment. However, the definition of "farming
syndicate" is revised. A farming syndicate includes (1) a partnership
or any other enterprise (other than a corporation which has not
elected to be taxed under subchapter S) engaged in the trade or busi-
ness of farming if at any time interests in the partnership or other
enterprise 'have been offered for sale in an offering required to be reis-
tered with any Federal or State agency having authority to regulate
the offering of securities for sale or (2) a partnership or any other
enterprise (other than a corporation which has not elected to be taxed
under subchapter S) engaged in the trade or business of farming if
more than 35 percent of the losses during any period are allocmble to
limited partners or limited enterpreneurs.2 In general, a limited en-
trepreneur means a person who has an interest in an enterprise other
than a partnership and who does not actively participate in the man-
agement of the enterprise.

The determination of whether a person actively participates in the
operation or management of a farm depends upon the facts and cir-
cumstances. Factors which tend to indicate active participation include
participating in the decisions involving the operation or management
of the farm, actually working on the farm, living on the farm, or hir-
ing and discharging employees (as compared to only the farm man-
ager). Factors which tend to indicate a lack of active participation
include lack of control of the management and operation of the farm
having authority only to discharge the farm manager, having a farm
manager who is an independent contractor rather than an employee,
and having limited liability for farm losses.

The provision specifies four cases where an individual's activity
with respect to a farm will result in his not being treated as a limited
partner or limited entrepreneur. These cases cover the situations
where an individual-

(1) has an interest attributable to his active participation for
a period of not less than 5 years in the management of a trade or
business of farmin1 ;

(2) lives on the arm on which the trade or business of farming
is being carried on;

(3) actively participates in the management of a trade or busi-
ness of farming which involves the raising of livestock (or is
treated as being engaged in active management pursuant to one
of the first two exceptions set forth above), and the trade or
business of the partnership or any other enterprise involves the
further processing of the livestock raised in the trade or business
with respect to which he is (actually or constructively) an ac-
tive participant; or

The term "partnership" is used only in a descriptive sense: it is not intended that
this definition of farming syndicate operate to prclnde the Internal revenue Servie
from applying the regulations nder section 7701 to an orraniatin deocrihed In soch
definition to determine its proper classification (as a partnership or corporation) fr
Federal tax purposes.



(4) is a member of the family (within the meaning of section
267(c) (4)) of a grandparent o an individual who would be ex-
cepted under any of the first three cases listed above and his
interest is attributable to the active participation of such
individual.

For purposes of the farming syndicate rules, activities involving
the growing or raising of trees (other than fruit or nut trees) are
not considered farming. Thus, this provision does not apply to forestry
or the growing of timber.

The provisions of the conference agreement relating to prepaid
feed and other farm supplies and poultry expenses apply generally
to amounts paid or incurred in taxable years beginning after Decem-
ber 31, 1975. In the case of farming syndicates in existence on Decem-
ber 31, 1975 (but only if there is no change in membership in the
farming syndicate between December 31, 1975, and the end of the
syndicate's last taxable year beginning before January 1, 1977), these
provisions apply to amounts paid or incurred in taxable years begin-
ning after December 31, 1976. The provisions relating to orchards,
groves and vineyards do not apply where the trees or vines were
planted or purchased for planting prior to December 31, 1975, or where
there was a binding contract to purchase the trees or vines in effect
on December 31, 1975.2

204(c). Accrual Accounting for Farm Corporations
House bill.-Ijpder present law, any taxpayer engaged in farming

may use the cash method of accounting and generally can deduct pre-
productive period expenses. The House bill generally requires any
corporation (other than a subchapter S corporation or a family corpo-
ration) and any partnership in which a corporation is a partner to
use the accrual method of accounting and to capitalize preproductive
period expenses. This provision applies to taxable years beginning
after December 31,1975.

Senate amerdment.-N6 provision.
Conference agreement.-The conference agreement follows the

House bill with several modifications.
The exception for family corporations is broadened by providing

that a corporation can qualify if the members of one family own,
directly or through attribution, at least 50 percent (rather than 66%
percent) of the voting stock and of all other classes of stock of such
corporation. (The lowering of this percentage makes unnecessary twospecial rules in the House bill, relating to "two-fanily" ownership and

existing stockholdings of certain employees.) The family corporationexception in the House bill is also broadened by allowing attribution

of stock ownership, under certain circumstances, through two tiers ofcorporations.1

'The conference agreement provides that if a farming syndicate is eaged in planting,
cultIvating. malntane or developing a citrus or almond grove, the provision, of sec-tin 278(a) whIch requ ir capitalisation of costs which are attrmhotnhle to planting. culti-

vating. msaintalning or deysloping the grove and which are incurred before the close ofthe fourth taxahie year from the year of planting apply pris to the capitaliuotion roles
of section 278th) (whIch requires the costs to he capitalized if they ore incurred prior
to the tirst year in which the grove bears a crop or yold In commercial oaotitles).

ciIn determining family ownorhip inder Ohios rovisioon. the pouferees h ove t.t If the
trustee of a trust ho discretion to distribute income or principal to family members orcharities and If the trustee has made no distribhtiocs (or ishen deductions for set-asides)
to charities family bheneharies should he treated as she sole beneficiaries of the trust.
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The conference agreement also added an exception to cover small
corporations since a principal justification for use of the cash method
of accounting in agriculture is that small enterprises should not be
required to keep books and records on the accrual method of account-
ing. The provision exempts any corporation whose gross receipts
(when combined with the gross receipts of related corporations) do
not exceed $1,000,000 per year. However, once this level of receipts is
exceeded for a taxable year beginning after December 31, 1975, the
corporation must change to the accrual method of accounting for sub-
sequent taxable years and may not change back to the cash method of
accounting for subsequent taxable years even if its, receipts subse-
quently fall below $1,000,000.

The conference agreement also adds an exception to the retired
accrual accounting rules for nurseries. Thus, a corporation which is
engaged in the business of operating a nursery will not be required to
utilize the accrual method of accounting by reason of this section of the
conference agreement. No inference is intended, however, with respect
to any business operation which is required to utilize the accrual
method of accounting under provisions of existing law.

Similarly, the conference agreement makes it clear that for purposes
of this provision, a corporation engaged in forestry or the growing of
timber is not thereby engaged in the business of farming! C-onsequent-
ly, this provision is not intended to affect the method of accounting (or
treatment of preproductive period expenses) of corporations engaged
in forestry or the growing of timber.

The conference agreement also adds special rules which provide that
if a corporation (or its predecessors) has, for a 10-year period prior
to the date of enactment, used an "annual" accrual method of account-
ing (in which prproductive period expenses are either deducted cur-
rently or charged to the current year's crops), it may continue to use
this method of accounting. Also, a taxpayer who has used, for a 10-year
period, the static value method of accounting for the costs of deferred
crops may change to the annual accrual method of accounting and be
treated as if it had used such method of accounting for that 10-year
period.

Under the conference agreement, this provision applies to taxable
years beginning after December 31, 1976.1

SENATE AMENDMENT NUMBERED 8

205. Prepaid Interest
House bi.-Under present law, a taxpayer reporting his income on

the accrual method of accounting can deduct prepaid interest only in

'This exclusion of forestry or the growing of timber from "farmnitng" is consistent with
the distinction drawn in regoltios relating to provisions of the Code allowing taxpayers
engaged in the trade or business of farming to deduct currently expenditures for sil or
water conservation, fertilizer for land used in farming, and land clearing (sees. 175 180,
182 and Rgs. 11 i75-i,1 180-1(b), and 1.182-2).

. A partnership with a corporate general partner may be required to ose the accrual
method of accounting and may also be a farming syndicate subject to limitations on
deductible expenses for prepaid feed and other farm supplies, expenses for poliltry. and
certain expenses of orchards. groves and vineyards. However, feed and other farm supplies
arc required to be Inventoried tnder the accrual method of accounting, and the expenses
(of poultry, orchards. groves and vineyards) that must be capitalized under the famine
syndicate rules are als cspitalizable preproductive period expenses tinder the accrual
method of aceo,tinc (as required by this provision). Consequently. the application of
both prnvislons is not inconsistent; the farming syndicate rules do.not appear to impose
any additional requirements for an organization subject to this provision.
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theeriod or periods in which the interest represents the cost of using
t ns, during that period. However, generally, a cash method tax-
payer can deduct expenses in the year he actually pays them. It is un-
settled, however, whether a cash method taxpayer can deduct prepaid
interest in full in the year paid. Recent court decisions have supported
the Internal Revenue Service in requiring a cash method taxpayer to
allocate his deductions for prepaid interest over the period of the loan.

The House bill requires a cash method taxpayer to deduct prepaid
interest over the period of the loan to the extent the interest represents
the cost of using the borrowed funds during each period. The House
bill also requires points paid on a loan to be deducted ratably over the
term of the loan, except in the case of a mortgage incurred i connec-
tion with the purchase or improvement of, and secured by, the tax-
payer's principal residence. The House bill applies to prepayments
made after September 16, 1975, except for prepayments made before
January 1,1976, pursuant to a binding contract or loan commitment in
existence on September 16, 1975 (and at all times thereafter).

Senate atnendment.-The Senate amendment is the same as the
House bill, except that the rule permitting current deductibility of
points on a home mortgage is amended to apply only if points are
generally charged in the geographical area where the loan is made and
to the extent of the number of points generally charged in that area
for a home loan. The Senate amendment applies to prepayments of
interest on and after January 1, 1976, except for interest paid before
January 1,1978, pursuant to a binding contract or written loan commit-
ment in existence on September 16,1975.

Conference agreemnt.-The conference agreement follows the Sen-
ate amendment: however, the exception for prepayments of interest
pursuant to a binding contract or written loan commitments in exist-
ence on September 16, 1975, applies only to prepayments made before
January 1, 1977.

SENATE AMENDMENT NUMBERED 9

206. Limitation on deduction of investment interest
House bi7.-Under present law, the deduction for interest on invest-

ment indebtedness is limited to $25,000 per year plus the taxpayer's
net investment income and long-term capital gain plus /2 of any
interest in excess of these amounts. The House bill limits the interest
deduction for nonbusiness interest (i.e., personal plus investment inter-
est) to $12,000 per year plus the amount of a taxpayer's net investment
income and long-term capital gain. However, in no case can personal
interest in excess of $12,000 be deducted in any year. Any investment
interest which is not deductible because of this limitation may be car-
ried forward and deducted in future years. (There is no carryover of
any unused personal interest.)

Senate amendment.-The Senate amendment has no limitation on
the deductibility of personal or investment interest (although invest-
ment interest in excess of investment income, but not capital gains, is
made a preference for purposes of the minimum tax).

Conference agreemnent.-Under the conference agreement, interest
on investment indebtedness is limited to $10,000 per year, plus the tax-
payer's net investment income. No offset of investment interest is
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permitted against long-term capital gain. An additional deduction of
up to $15,000 more per year is permitted for interest paid in connection
with indebtedness incurred by the taxpayer to acquire the stock in a
corporation, or a partnership interest, where the taxpayer, his spouse,
and his children have (or acquired) at least 50 percent of the stock or
capital interest in the enterprise. Interest deductions which are dis-
allowed under these rules are subject to an unlimited carryover and
may be deducted in future years (subject to the applicable limitation).
Under the conference agreement, no limitation is imposed on the
deductability of personal interest.

Generally, these rules are applicable to taxable years beginning after
December 31, 1975. However, under a transition rule, present law (sec.
163 (d) before the amendments made under the conference agreement)
continues to apply in the case of interest on indebtedness which is at-
tributable to a specific item of property, is for a specified term, and
was either incurred before September 11, 1975, or is incurred after
that date under a binding written contract or commitment in effect on
that date and at all times thereafter (hereinafter referred to as "pre-
1976 interest"). As under present law, interest incurred before De-
cember 17, 1969 ("pre-1970 interest") is not subject to a limitation.

Under the conference agreement, carryovers are to retain their char-
acter. Thus, carryovers of pre-1976 interest will continue to be de-
ductible under the limitation of present law. Carryovers of post-1975
interest will be subject to the new rules adopted under the conference
agreement.

In a case where the taxpayer 'has interest which is attributable to
more than one period (pre-1970, pre-1976, and post-1975), the tax-
payer's net investment income is to be allocated between (or among)
these periods. For example, assume a taxpayer has $30,000 of pre-1976
interest and $60,000 of post-1975 interest; also assume that the tax-
payer has $45,000 of investment income. Under the conference agree-
ment, one-third of the investment income ($15,000) is to be allocated
to the pre-1976 interest, which would be fully deductible (the $25,000
allowance, plus the $15,000 of net investment income-exceeds the
$30,000 of pre-1976 interest, which is therefore fully deductible). Two-
thirds of the net investment income ($30,000) is allocated to the post-
1975 interest; this amount, added to the $10,000 allowance provided
under the conference agreement, would result in a total deduction of
$40,000 for the post-1975 interest. The remaining amount, ($20,000)
could be carried forward.

SENATE AMENDMENT NUMBERED 10

207. Amortization of Production Costs of Motion Pictures, Books,
Records, and Other Similar Property

Hose bil.-No provision. (The House bill applies LAL to depre-
ciation or amortization of a film or video tape and also applies LAL to
costs of producing, displaying and distributing a film or video tape.)

Senate ame-nmet.-The Senate amendment does not have a LAL
provision. The Senate amendment does apply an at risk rule to the
film production shelter (see Senate amendment numbered 5). In addi-
tion, the Senate amendment contains a capitalization rule, which
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requires individuals and subehapter S corporations to capitalize the
costs of producing and distributing motion pictures, books, records
and other smilar property and permits them to deduct these capital-
ized costs over the life of the income stream generated from the produc-
tion activity. The amendment applies to amounts paid or incurred
after December 31, 1975, with respect to property the principal pro-
duction of which begins after December 31, 1975.

Confe nce agreement.-The conference agreement generally fol-
lows the capitalization rules of the Senate amendment. However, the
rules are to apply only to production costs (including the costs of
making prints of the film or distribution) and not to distribution
cesta

SENATE AMENDMENT NUMBERED 11

208. Clarification of Definition of Produced Film Rents
House bill-Under present law "produced film rents" is one cate-

gory of personal holding company income. Generally, this category
covers payments received by a corporation from the distribution and
exhibition of motion picture films if these rents arise from an "inter-
est" in the fim acquired before the completion of production. Produced
film rents are not treated as personal holding company income, how-
ever, if such rents constitute 50 percent or more of the corporation's
ordinary gross income.

The House bill clarifies any ambiguities inpresent law regarding
whether a qualifying "interest" in a film includes interests other than
depreciable interests. Under the House bill, in the case of a producerwho actively participates in producing a film, the term "produced
film rents" includes an interest in the proceeds or profit from the
film, but only to the extent that this interest is attributable to active
participation in production activities.

Senate amendmen-The Senate amendment is the same as the
House bill.

Conference agreement.-The conference agreement follows the
House bill and the Senate amendment.

SENATE AMENDMENT NUMBERED 12

209. Sports Franchise Provisipns
House bill.-Under present law, depreciation taken with respect

to player contracts is recaptured on a contract-by-contract basis. In
addition, no provision under present law prescribes definitive rules
relating to the allocation of a portion of the purchase price for a
franchise to depreciable player contracts. Finally, under present law,
no portion of the depreciation (if. player contracts is treated as a tax
preference for purposes of the minimum tax.

The House bill applies LAL trdepreciation (or amortization) of a
specified portion of the basis in player contracts. In the case of the
sale or exchange of a sports franchise, the House bill provides that the
amount allocable to player contracts by a purchaser could not exceed
the amount of the sales price allocated to these contracts by the seller.
The House bill also provides a presumption that in the case of the sale
or exchange of a sports franchise, not more than 50 percent of the
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consideratioir would be allocable to player contracts unless the tax-
payer can satisfy the Secretary of the Treasury that (under the facts
and circumstances of the particular case) it is proper to allocate an
amount in excess of 50 percent.

Senate amendment.-With respect to the allocation of basis 6w
player contracts, the Senate amendment is the same as the House bill,
except that it adds a provision in the case of a one-year corporate
liquidation to take into account for purposes of computing the ad-
justed basis of player contracts, gain realized by the corporation (but
only to the extent gain is recognized by the shareholders), and-it does
not contain the 50-percent presumption rule.

With respect to recapture of depreciation, the Senate amendment
is the same as the House bill except that (1) the pool recapture of de-
preciation and deductions for losses taken With respect to player con-
tracts applies only in the case of the sale or exchange of the entire
sports franchise and (2) the amount subject to recapture on the sale
of the entire spq9ts franchise would be limited to the greater of (a)
the sum of the dopriti9 4 take plus any deductions taken for losses
attributable to platier 'cotrW&s initially acquired as a part of the
original acquisition of the fratnthise, or (b) the amount of deprecia-
tion'taken on those player contracts owed by the seller at the time
of sale of the franchise; but not in excess 'df the gain, if any, attribut-
able to player contracts. This provision would apply to transfers of
player -contracts in connection with any sale of a franchise after De-
cember 31, 1975.

Conference agreement.-The conference agreement generally fol-
lows the Senate amendment. However, the conference agreement
adopts the 50-percent presumption rule contained in the House bill
which is made applicable to the allocation of basis to player con-
tracts acquired in connection with the purchase of a sports franchise.

SENATE AMENDMENT NUMBERED 13
PARTNERSHIP PROVISIONS

210(a). Dollar Limitation with Respect to Additional First Year
Depreciation for Partnerships

House bill.-Under present law, an owner of certain tangible per-
sonal property is eligible to elect, for the first year the property is
depreciated, a deduction for additional first-year (or "bonus") depre-
ciation of 20 percent of the cost of the property. The maximum bonus
depreciation deduction is limited to $2,000 ($4,000 for an individual
filing a joint return). Where the owner is a partnership, the election
for bonus depreciation is made by the partnership; however, the dollar
limitation described above is applied to each individual partner
rather than to the partnership as a whole.

Under the House bill, the amount of the additional first-year de-
preciation that a partnership can pass through to its partners in any
taxable year is limited to $2,000. This provision applies in the case of
partnership taxable years beginning after December 31,1975.

Senate amendment.-The Senate amendment is the same as the
House bill.

Conference agreement.-The conference agreement is the same as
the House bill and the Senate amendment.



210(b). Partnership Syndication and Organization Fees
House bil.-Until recently, it has been common for limited partner-

ships to claim a deduction for payments made to a general partner
for services rendered by him with respect to the syndication and or-
gamzation of the limited rtnership. Recently, the Service ruled
(Rev. Rul. 75-214, 1975-1 .. 185) that these payments represent
capital expenditures and, as such, are not currently deductible. More-
-over, in a recent case the United States Tax Court disallowed the de-
duction for payments of this type made to a general partner. (Jackson
E. Cagle Jr., 63 T.C. 86 (1974), on appeal to C.A. 5.)

The House bill requires that fees paid in connection with the organi-
zation and syndication of a partnership be capitalized. This provision
applies to all taxable years to which the Internal Revenue Code of
1954 applies.

Senate amendmet.-The Senate bill is the same as the House bill
with respect to syndication fees, but allows the amortization of or-
ganization fees over a 5-year period. The provisions in the Senate
amendment apply to taxable years beginning after December 31, 1975.

Conference agreement.-The conference agreement follows the Sen-
ate amendment but the provision permitting the amortization of or-
ganization fees is delayed until taxable years beginning after Decem-
ber 31, 1976. The conferees intend that no inferences should be drawn
as to the deductibility (when paid) of partnership organization and
syndication fees paid or incurred in taxable years beginning before
Janury 1, 1976.
210(c). Retroactive Allocations of Partnership Income or Loss

Houe blfl.-Presently, investments in tax shelter limited partner-
ships are commonly made toward the end of the year. It is also com-
mon for the limited partnership to have been formed earlier in the
year on a skeletal basis with one general partner and a so-called "dum-
my" limited partner. In many cases, the limited partnership incurs
substantial deductible expenses prior to the year-end entry of the
limited partner-investors. In these cases, a full share of the partner-
ship's losses for the entire year is usually allocated to these limited
partners. These are referred to as "retroactive allocations." It is not
clear under present law whether retroactive allocations are permis-
sible, although in practice they are frequently utilized.

The House bill provides that income or losses wil be allocable to a
partner only for the portion of the year he is a member of a partner-
ship. In determining the income, loss or special item allocable to an
incoming partner, the partnership will either allocate on a daily basis
or separate the partnership year into two (or more) segments and
allocate income, loss or special items in each segment among the per-
sons who were partners during that segment. This provision applies to
partnership taxable years beginning after December 31, 1975.

Senate ame ment-The Senate amendment is the same as House
bill. except for changes adding clarifying language.

Conference agreement-The conference agreement follows the Sen-
ate amendment.
210(d). Partnership Special Allocations

House bill.-Under present law, a partnership agreement may al-
locate income, gain, loss, deduction, or credit (or items thereof) among
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the partners in a manner that it disproportionate to the capital con-
tributions of such partners. These are referred to as "special alloca-
tions" and, with respect to any taxable year, may be ma'de by amend-
ment to t'he partnership agreement at any time up to the initial due
date of the partnership tax return for that year. A partnership agree-
ment special allocation of "any item of income, gain, loss, deduc-
tion, or credit" will not be recognized, however, if its principal pur-
pose is to avoid or evade any income tax. Since this provision applies
to allocations of item. of income, gain, loss, deduction, or credit, it
has been argued that the provision does not apply to, and would not
preclude, allocations of taxable income or loss, as opposed to specific
items of income, gain, deduction, loss or credit.

The House bill provides that an allocation of taxable income or loss,
as well as any item of income; gain, loss, deduction or credit, will be
controlled by the partnership agreement only if the partner receiving
the allocation can demonstrate that the allocation has a business pur-
pose and that no significant tax avoidance or evasion results from the
allocation. If an allocation made by the partnership is set aside, a
partner's share of the income, gain, loss, deduction or credit (or item
thereof) will be determined in accordance with the partnership's per-
manent method of allocating the taxable income or loss, or, if there is
no such method, in accordance with the partner's interest in the part-
nership. These provisions apply to partnership taxable years beginning
after December 31, 1975.

Senate amnendment.-The Senate. amendment is the same as the
House bill except in two minor respects..First, the Senate amendment
disallows a special allocation only if it-lacks "substantial economic
effect", while the House bill does so with-raspect to a special-allocation
if it lacks "a business purpose" or if significantt avoidance or evasion
of any tax... results from such allocation." Second, in the event of a
disallowance of a special allocation, the Senate amendment provideflor
reallocation only in accordance with the partner's interest in the part-
nership, thereby deleting the House bill's alternative method of real-
locating in accordance with the partnership's. permanent method of
allocating taxable income or loss.

Conference agreement.-The conference agreement follows the
Senate amendment.
210(e). Treatment of Partnership Liabilities Where a Partner Is

Not Personally Liable
House bi71l-No provision.
Senate amendment.-Under present law, a limited partner may di-

duct his allocable share of all the deductible items of the partnership,
but not more than the amount of the basis for his interest in the part-
nership. A limited partner's basis in his partnership interest is in-
creased (in the same proportion as he shares profits) by any partner-
ship liability with respect to which there is no personal liability on the
part of any of the partners. Consequently, a limited partner may sub-
stantially increase the basis in his partnership interest, and thus the
amount of partnership losses he may deduct, by a portion of the part-
nership liabilities with respect to which he has no personal liability.
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This rule enables limited partners to deduct amounts exceeding the
amount of investment they have at risk in the partnership.

The Senate amendment restricts the amount of partnership liabili-
ties which may be included in a limited partner's basis in his partner-
ship interest to an amount equal to any further contributions (over and
above any actual contributions) which the limited partner is obligated
to make pursuant to the partnership agreement. The effect of this
provision is to limit deductions which may be passed through to a
limited partner to the amount of investment which he actually has
and willhave at risk in the partnership. This provision applies to
limited& partnerships formed after June 30, 1976, except in the case
of low-income and moderate-income housing limited partnerships,
where it will apply to limited partnerships formed after December 31,
1981.

(Jonferewe vreeimet.-The conference arement generally fol-
lows the Senate amendment, providing that for purposes of the lim-
itation on allowance of losses under section 704(d) of the Code, the
adjusted basis of a partner's interest will not include any portion of
any partnership liability with respect to which the partner has no per-
sonal liability.

It is intended that in determining whether a partner has personal
liability with respect to any partnership liability, rules similar to the
rules of section 465 (relating to the limitation on deductions to amounts
at risk in case of certain activities) will apply. Thus, for example,
guarantees and similar arrangements will be taken into account in de-
termining whether there is personal liability.

This provision will not apply to any activity to which section 465
(relating to the limitation on deductions to amounts at risk in case of
certain activities) applies, nor will it apply to any partnership the
principal activity of which involves real property (other than mineral
property).

It is contemplated that this provision and the specific at-risk rules
of section 465 could apply to a partnership carrying on more than one
activity. For example, a partnership involved in equipment leasing,
to which the at-risk provisions of section 465 would apply, may also
be indebted on a nonrecourse basis with respect to activities which
are unrelated to the equipment leasing activity of the partnership.
In this instance, separate computations for purposes of allowance
of losses would have to be made under both sections 465 and 704 (d).

Under the conference agreement, this provision would apply to lia-
bilities incurred after December 31,1976.

SENATE AMENDMENT NUMBERED 14

211. Scope of Waiver of Statute of Limitations in Case of Hobby
Loss Elections

House bilL-Present law provides generally that if an activity makes
a profit in two out of five years, it is presumea not to be a hobby (which
would be subject to the limitations on deductions for hobby losses). In
certain circumstances, a taxpayer may elect to have the results of cer-
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tain years be relevant to the existence of this presumption for earlier
years.

The House bill provides that a taxpayer need not waive the statute
of limitations for unrelated items on his return in order to take advan-
tage of this special presumption. This provision applies to taxable
years beginning after December 31,1969, except that it does not reopen
taxable years with respect to which the statute of limitations has ex-
pired and does not limit general waivers of the statute of limitations.

Senate wmendment.-The Senate amendment is the same as the
House bill.

Conference agreenent.-The conference agreement follows the
House bill and the Senate amendment.



SENATE AMENDMENT NUMBERED 15

301(a). Minimum Tax for Individuals
House bilL-Under present law, individuals and corporations pay

a minimum tax, in addition to their regular income tax, equal to 10
percent of their items of tax preference, reduced by a $30,000 exemp-
tion and their regular tax liability. The tax preferences subject to
the minimum tax are: (1) the excluded one-half of capital gains; (2)
the excess of percentage depletion over the basis of the property;
(3) accelerated depreciation on real property; (4) the bargain ele-
ment of stock options; (5) accelerated depreciation on personal prop-
erty subject to a net lease; (6) the excess of amortization of on-the-job
traimng and child care facilities over regular depreciation; (7) the
excess of amortization of pollution control facilities over regular de-
predation; (8) the excess of amortization of railroad rolling
stock over regular depreciation; and (9) excess bad debt reserves of
financial institutions. Regular taxes not used to offset preferences
in the current year may be carried over for up to 7 additional years.

The House bill raises the minimum tax rate to 14 percent, abolishes
the deduction for regular taxes, and reduces the exemption to $20,000
(with a phaseout as preferences rise to $40,000). The House bill adds
the following new preferences: (1) itemized deductions in excess of
70 percent of adjusted gross income; (2) intangible drilling costs for
oil and gas wells in excess of the deduction if costs were capitalized;
(3) construction period interest and taxes; (4) accelerated deprecia-
tion on all leased personal property (including ADR and bonus first-
year depreciation) ; and (5) depreciation on player contracts of sports
teams acquired in connection with a franchise purchase. A deduction
is not subject to the minimum tax if deferred under the Limitation
on Artificial Losses (LAL). These changes apply only to individuals;
estates and trusts.

Also, the House bill directs the Secretary of the Treasury to issue
regulations under which neither individuals nor corporations would
be subject to the minimum tax on a tax preference if they received no
tax benefit from the preference.

Senate amendmet.-The Senate amendment raises the minimum
tax rate to 15 percent and reduces the exemption to $10,000 or regular
tax liability, whichever is greater. It eliminates the carryover of regu-
lar taxes. Also, it adds the following new preferences: (1) itemized
deductions (other than medical and casualty deductions) in excess of
60 percent of adjusted gross income; (2) intangible drilling costs in
excess of the amount deductible if capitalized and in excess of net
income from oil production; (3) construction period interest; (4)
accelerated depreciation on all personal property subject to a lease
(excluding ADR and bonus first-year depreciation, as under present
law); and (5) investment interest in excess of investment income

(425)
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(with income and interest expense of limited partners considered to
be investment income and expense). Transition rules are provided for
preferences (3) and (5) as applied to low- and moderate-income hous-
ing and to houses held as inventory for sale.

Conference agree snt.-The conference agreement raises the mini-
mum tax rate to 15 percent. It reduces the exemption to $10,000 or
one-half of regular tax liability, whichever is greater, in place of the
$30,000 exemption and deduction for regular taxes under existing law.
It repeals the carryover of unused regular taxes. Also, it includes the
tax benefit rule from the House bill. It adds new preferences for: (1)
itemized deductions (other than medical and casualty deductions)
in excess of 60 percent of adjusted gross income; (2) intangible drill-
ing costs in excess of the amount deductible if capitalized and written
off over 10 years; and (3) accelerated depreciation on all personal
property subject to a lease (including ADR but not bonus first-year
depreciation).

The new preference for intangible drilling expenses applies to those
expenses in excess of the amount which could have been deducted had
the intangibles been capitalized and either (1) deducted over the life
of the well as cost depletion, or (2) deducted ratably over 10 years;
the taxpayer may choose whichever of these two methods of capitaliza-
tion is most favorable. This preference does not apply to taxpayers
who elect to capitalize their intangible drilling costs. Nor does it apply
to nonproductive wells. For this purpose, nonproductive wells are
those which are plugged and abandoned without having produced oil
and gas in commercial quantities for any substantial period of time.
Thus, a well which has been plugged and abandoned may have pro-
duced some relatively small amount of oil and still be considered a
non-productive well, depending on the amount of oil produced in
relation to the costs of drilling.

In some cases it may not be possible to determine whether a well
is in fact nonproductive until after the close of the taxable year in
question. In these cases, no preference is included in the minimum tax
base with respect to any wells which are subsequently determined to be
nonproductive. Thus, if a well is proved to be nonproductive after the
end of the taxable year but before the tax return for the year in ques-
tion is filed, that well can be treated as nonproductive on that return.
If a well is not determined to be nonproductive by the time the return
for the year in question is filed, the intangible expenses with respect
to that well are to be subject to the minimum tax. However, the tax-
payer may later file an amended return and claim a credit or refund
for the amount of any minimum tax paid with respect to that well
if the well subsequently proves to be nonproductive.
301(b). Minimum Tax for Corporations

House bill. -No provision.
Senate amendment.-Under present law, the minimum tax for cor-

porations is the same as that for individuals, except that the capital
gains preference equals 18/48 of capital gains (rather than one-half
of such gains) and the preference for accelerated depreciation on per-
sonal property subject to a net lease does not apply. The Senate amend-
ment raises the corporate minimum tax rate to 15 percent and reduces
the exemption to $10,000 or regular tax liability, whichever is greater.
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It eliminates the carryover of regular taxes, effective for taxable years
beginning after December 31, 1975. It adds new preferences for con-
struction period interest and accelerated intangible drilling costs in
excess of related income. Timber -is exempt from the increase in the
minimum tax, and commercial banks are exempt from the increase in
1976 and 1977. For 1976, only one-half of the increase in the minimum
tax applies. Subehapter S corporations and personal holding com-
panies are treated like individuals under the Senate amendment, not
corporations.

Con/eresie agreement.The conference agreement follows the
Senate amendment with several modifications. First, timber is
made subject to the minimum tax on the same basis as other indus-
tries, but certain adjustments are allowed that have the effect of re-
taining the old minimum tax for timber. Second, the preferences for
construction period interest and accelerated intangible drilling costs
are not added to the base of the minimum tax. Third, the delayed
effective date for commercial banks is extended to all financial institu-
tions with excess bad debt reserves.

The conference agreement provides special rules for timber income
of corporations, including both gains from the cutting of timber and
long-term gains from the sale of timber. These rules have the
effect of exempting timber income from the increase in the minimum
tax for corporations. These rules provide that the item of tax pref-
erence for timber gains is to be reduced by one-third and then further
reduced by $20,000. Also, the deduction for regular taxes is to be
reduced by the lesser of (a) one-third or (b) the preference reduction
described above. In effect, the adjustments compensate for the general
minimum tax rate increases from 10 percent to 15 percent by scaling
down the entire minimum tax base, as it relates to timber, by one-third
and then subjecting that lower base to a 15-percent rate. This gives the
same result as subjecting the normal tax base to a 10-percent rate. The
reduction in timber preferences by $20,000 (two-thirds of $30,000), in
effect, compensates timber for the loss of the $30,000 exemption.

The agreement also retains a regular tax carryover for timber. Tax-
payers will first have to determine how much of their corporate in-
come tax is attributable to timber income (including both gains from
the cutting of timber and long-term gains from the sale of timber).
This allocation is to be made under regulations prescribed by the
Secretary of the Treasury. This allocation must be made for years
prior to 1976 as well as future years, in order to determine how much
of a corporation's existing regular tax carryover remains available for
use in 1976 and subsequent years. The conferees do not intend that
there be a carryover of regular taxes not attributable to timber income.
To the extent that regular corporate income taxes attributable to
timber exceed the items of tax preference in a taxable year, they
may be carried forward for up to 7 additional years. The amount
of the carryover that may be deducted in a subsequent year is
limited to timber tax preferences in that year, reduced by the timber
preference reduction described above, minus the regular tax deduction
for the year (as reduced by the regular tax adjustment described
above). This has the effect of permitting a carryforward of timber-
related regular taxes that are not used in the current year and limiting
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the use of that carryforward to the part of the minimum tax base that
is attributable to timber.

In accordance with the Senate amendment, the effective date of these
changes is delayed for two years for commercial banks, and the delay
is extended to other financial institutions. The conferees expect the
Secretary of the Treasury to issue regulations dealing with ow the
minimum tax is to be computed for taxpayers who file consolidated
returns with financial institutions. These will involve separating the
minimum taxes of the corporations in the group for the years 1976
and 1977, and applying the new rules to preferences of corporations
other than financial institutions and the old rules to financial institu-
tions for these years.

In accordance with the Senate amendment, the general carryover of
regular taxes is repealed effective for taxable years beginning after
December 31, 1975.

SENATE AMENDMENT NUMBERED 16

302. Maximum Tax
House bill.-No provision.
Senate amendment.-Under present law, there is a maximum mar-

ginal tax rate of 50 percent on earned income. The amount of earned
income eligible for the maximum tax is reduced by current year tax
preferences (or, if greater, one-fifth of tax preferences for past five
years) in excess of $30,000.

The Senate amendment eliminates the $30,000 exemption to the
preference offset and the 5-year averaging provision. It adds the new
minimum tax preferences to the preference offset. It also extends
the maximum tax to pensions, annuities and deferred compensation.

Conference agreement.-The conference agreement follows the Sen-
ate amendment with certain technical modifications. The additional
preferences are those added to the minimum tax in the conference
agreement, not the Senate amendment.



SENATE AMENDMENT NUMBERED 17

EXTENSIONS OF INDIVIDUAL INCOME TAX
REDUCTIONS

401(a). General Tax Credit
House bil.-The Revenue Adjustment Act of 1975 included a

credit equal to the greater of $35 per capita or 2 percent of the first
$9,000 of taxable income. This applied for the first half of 1976. The
House bill, which was passed before the Revenue Adjustment Act was
enacted, includes a tax credit for 1976 equal to the greater of 2 per-
cent of the initial $12,000 of taxable income or $30 per capita.

Senate amendment.-The Senate amendment extends the general
tax credit in the Revenue Adjustment Act for the second half of 1976
and for calendar 1977.

Confemnee agreemet.-The conference agreement follows the Sen-
ate amendment.
401(b). Standard Deduction

House bl.-Prior to 1975, the minimum standard deduction was
$1,300; the percentage standard deduction was 15 percent; and the
maximum standard deduction was $2,000. The Tax Reduction Act
of 1975 raised the minimum standard deduction to $1,600 for single
returns and $1,900 for joint returns; raised the percentage standard
deduction to 16 percent; and raised the maximum standard deduction
to $2,300 for single returns and $2,600 for joint returns. These in-
creases applied to 1975.

The Revenue Adjustment Act of 1975 raised the minimum standard
deduction to $1,700 for single returns and $2,100 for joint returns; the
percentage standard deduction to 16 percent; and the maximum
standard deduction to $2,400 for single returns and $2,800 for joint
returns. These changes applied only to the first half of 1976.

The House bill makes permanent the increases in the standard
deduction from the Tax Reduction Act of 1975.

Senate amendment.-The Senate amendment makes permanent the
larger increase in the standard deduction from the Revenue Adjust-
ment Act of 1975.

Cyonferwwe agreement.-The conference agreement follows the
Senate amendment.
401(c). Earned Income Credit

House bi.-No provision.
Senate amendment-Under present law, the earned income credit

equals 10 percent of the first $4,000 of earnings. It is phased out as
adjusted gross income rises from $4,000 to $8,000 and is refundable.
The credit is available only to people who maintain a household for
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a dependent child who is either under 19 or a student and for whom
they are entitled to claim a personal exemption. This credit applied
to 1975 and to the first 6 months of 1976.

The Senate amendment makes the earned income credit permanent.
Also, it extends eligibility for the credit to people with adult disabled
dependents and to people who maintain a household for a child who is
either a student or under age 19 but who are not entitled to claim a
personal exemption for the child.

Conference agreement.-The conference agreement follows the Sen-
ate amendment, except that it extends the earned income credit only
through calendar years 1976 and 1977.
402. Disregard of Earned Income Credit

House bill.-Under present law, refunds result from the earned
income credit received before July 1, 1976, are to be disregarded in
determining eligibility for any benefits under Federal or federally
assisted aid programs if the recipient is a beneficiary in the month
prior to the refund.

The House bill provides a permanent "disregard" without the
requirement of present law that the recipient be a beneficiary of the
program in the month before he receives the refund.

Senate amendmenwt.-The Senate amendment provides a permanent
"disregard" identical to the one that applied under present law.

Conference agreemnt.-The conference agreement follows the Sen-
ate amendment for calendar years 1976 and 1977, as the conference
agreement extends the earned income credit only through calendar
1977.



SENATE AMENDMENT NUMBERED 18

TAX SIMPLIFICATION FOR INDIVIDUALS

501. Revision of Tax Tables for Individuals
House bill.-Under present law, the tax tables are used by taxpayers

who use the standard deduction and who have adjusted gross incomes
below $10,000 ($15,000 for 1975 only). The House bill adopts new tax
tables based on taxable income of $20,000 or less to be used by both
standard deductors and itemizers, effective for taxable years begin-
ning after December 31,1975.

Senate amendment.-The Senate amendment is the same as the
House bill.

Conference agreement.-The conference agreement is the same as
the House bill and the Senate amendment.
502. Deduction for Alimony

House bill.-Under present law, taxpayers claiming a deduction for
alimony payments must claim them as an itemized deduction. The
House bill changes the alimony deduction from an itemized deduction
to a deduction in arriving at AGI. The change applies to taxable years
beginning after December 31, 1975.

Senate amendent.-The Senate amendment is the same as the
House bill except that it applies to taxable years beginning after
December 31, 1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
503. Revision of Retirement Income Credit

House bill.-Under present law, for taxpayers age 65 or over, and
for taxpayers under 65 who receive a public retirement system pension,
a tax credit is provided equal to 15 percent of retirement income up
to $1,524 for a single person and $2,286 for a married couple. The
maximum amount of retirement income must be reduced on a dollar-
for-dollar basis for social security and other types of exempt pension
income. For taxpayers age 62 or over and under age 72, these base
amounts for the credit are also reduced by one-half of the annual
amount of earned income over $1,200 and under $1,700, and by the
entire amount of earned income in excess of $1,700.

The House bill simplifies the rules on eligibility for the credit and
increases the maximum base for the credit for a single person to $2,-
500 and for a married couple to $3,750. It also eliminates the parallel
to social security by making the credit available for earned income as
well as retirement income and renames the credit "credit for the
elderly." The bill reduces the maximum amount of the credit base by
one-half of AGI in excess of $7,500 for a single person and $10,000
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for a married couple filing a joint return. The maximum amount is
also reduced by exempt social security and exempt retirement income.
Similarly, for public retirement system retirees under age 65, the base
for the credit is increased but no change is made in the definition of
retirement income. (In the case where one spouse is under 65 and one
is over 65, they may elect this treatment or the new provision.)
These changes are effective for taxable years beginning after.Decem-
ber 31, 1975.

Senate amendment-.The Senate amendment is the same as the
House bill.

Conference agreement.-The conference agreement is the same as
the House bill and the Senate amendment.

504. Credit for Child Care Expenses
House bill-Under present law, taxpayers may claim as an item-

ized deduction expenses incurred for the care of a child or disabled
dependent or spouse up to $4,800 a year. The maximum deduction is
reduced by one dollar for every two dollars of income in excess of
$35,000. Payments to relatives are not deductible.

The House bill converts the deduction to a tax credit of 20 percent
of eligible expenditures, It limits the maximum eligible expenses to
$2,000 for one dependent and $4,000 for two or more; and eliminates
the $35,000 income limit. The bill extends the credit to married couples
where one spouse works part-time or is a student and to divorced or
separated parents who have custody of a child. The bill also makes
payments torelatives who are not dependents of the taxpayer deducti-
ble if: (1) they do not live in the taxpayer's home and (2) their pay
for child care is subject to social security tax. These changes apply to
taxable years beginning after December 31, 1975.

Sente amendntent.-The Senate amendment is the same as the
House bill except that the credit is refundable and payments to rela-
tives who are members of the taxpayer's household are eligible.

Conference agreement.-The conference agreement follows the Sen-
ate amendment except that the credit is not refundable.
505. Sick Pay and Certain Disability Pensions

House bill.-Under present law, an employee may exclude from in-
come up to $100 a week received under wage continuation plans when
he is absent from work on account of injury or sickness. Military per-
sonnel can exclude from income pensions for personal injuries or sick-
ness paid by the Department of Defense (as well as all Veterans
Administration disability compensation).

The House bill repeals the sick pay exclusion and provides an ex-
clusion of up to $5,200 a year for retirees under age 65 who are per-
manently and totally disabled. The bill reduces this $5,200 exclusion
dollar-for-dollar for AGI (including disability income) in excess of
$15,000. It also eliminates the exclusion for non-combat related- dis-
ability pensions for those who joined the armed forces after Septem-
ber 24, 1975, but continues the exemption for V.A. disability compen-
sation or an equivalent amount paid by the Deportment of Defense.
These changes apply to taxable years 'beginning after December 31,
1975.

Senate anendment.-The Senate amendment retains the present
law sick pay exclusion but adds a dollar-for-dollar phaseout of the
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exclusion for adjusted gross income (including sick pay) in excess of
$15,000. The Senate amendment also includes separate language ex-
tending the sick pay provision to civilian Federal employees, regard-
less of age, who by the date of enactment retired, or were entitled to
retire, on disability, and who were either totally or partially disabled
by the date of enactment.

In the case of the military, the amendment, like the House bill, elim-
inates the exclusion for noncombat-related disability pay, and allows
disability payments for injuries to civilian government employees
resulting from acts of terrorism the same exclusion granted military
disability payments for combat-related injuries.

Conference agreement.-The conference agreement follows the
House bill. (The Conference agreement also includes a separate Senate
provision regarding the exclusion for disability payments for injuries
to civilian government employees resulting from acts of terrorism;
this provision is included in section 2501, Senate amendment 38.)

The conference agreement also includes a clarifying technical amend-
ment applicable to partially disabled individuals who were retired on
disability before January 1, 1976, and were entitled to a sick pay ex-
clusion on December 31, 1975. For purposes of the section 72 annuity
exclusion, such an individual's annuity starting date shall not be
deemed to occur before the beginning of the taxable year in which the
taxpayer attains age 65, or before the beginning of an earlier taxable
year for which the taxpayer makes an irrevocable election not to seek
the benefits of the sick pay exclusion for such year and all subsequent
years.
506. Moving Expenses

House biZl.-Under present law, a taxpayer may deduct expenses of
up to $2,500 for house-hunting, the sale of a residence, and temporary
lodging, related to moving to a new place of work which is 50 miles
farther from his former residence than was his former place of work.
As a result of the lapse of the moratorium (provided by legislation)
on the application of the Tax Reform Act of 1969 with respect to the
new moving expense rules in the case of the military, in-kind mov-
ing services and moving expense reimbursements for members of the
armed forces are includible in income and deductible under the same
rules as civilians.

The House bill increases the $2,500 maximum deduction to $3,000
and decreases the 50-mile test to 35 miles. It exempts in-kind or reim-
bursed moving expenses for members of the armed forces on active
duty moved by military orders. The changes apply to taxable years
beginning after December 31,1975.

Senate amendment.-The Senate amendment is the same as the
House bill except that it increases the $3,000 maximum to $3,500
and expands the provision for the military to include (a) the cost of
moving a spouse to a place in the United States when the member
is stationed overseas and (b) the cost of storing personal effects
of military personnel who are forced to relocate when such costs are
borne by the armed services. The Senate amendment changes apply
generally for taxable years beginning after December 31, 1976, except
that the military provisions apply for years after 1975.

Conference agreement.-The conference agreement generally fol-
lows the Senate amendment except that the $3,000 limit of the House



bill is adopted. With regard to military moves, the conference agree-
ment also exempts military moves from the time and mileage require-
ments and excludes from income cash reimbursements or allowances to
the extent of expenses actually paid or incurred, as well as all in-kind
services provided by the military. The Armed Services are exempted
from the reporting requirements under section 82 with regard to in-
kind moving services, reimbursements and allowances provided to
members. In addition, the conference agreement provides that when a
military member is required to relocate and the member's spouse and
dependents cannot accompany the member and must move to a dif-
ferent location, all in-kind moving and storage expenses, and reim-
bursements and allowances (to the extent of moving expenses actually
paid or incurred) provided by the military to move the member and
the spouse and dependents both to and from their separate locations
are excluded from income. In cases where the military moves the mem-
ber and the member's spouse and dependents to or from separate loca-
tions and they incur unreimbursed expenses, their moves are treated
as a single move to a new principal place of work for purposes of sec-
tion 217.
507. Tax Simplification Study by Joint Committee

Houe bil.-No provision.
Senate aiendment.-Present law (sec. 8022 of the Code) provides

that the Joint Committee on Internal Revenue Taxation is to investi-
gate the operation and effects of the Federal system of internal reve-
nue taxes, including studies for the simplification of the income tax.
The Joint Committee is to publish its proposals and report the results
and any recommendations to the Finance and Ways and Means
Committees.

The Senate amendment requires the Joint Committee to conduct a
study on "simplifying and indexing the tax laws" (including whether
tax rates can be reduced by repealing any or all tax deductions, exemp-
tions or credits). A report is to be submitted to the Senate Finance
and House Ways and Means Committees within 18 months of the date
of enactment.

Conference agreement.--The conference agreement follows the
Senate amendment except that the report is to be submitted by
June 30, 1977.

Section Omitted from Senate Amendment No. 18:

Treasury Report on Simplification of Income Taxes
Hose bill.-No provision.
Senate awnd ment.-The Senate amendment requires the Secretary

of the Treasury to submit a final report on its study on tax simplifica-
tion (including an analysis of the integration of corporate and indi-
vidual income taxes) to the Senate Finance and House Ways and
Means Committees.

Conference agmeemnt.-The conference agreement omits this provi-
sion, as the Treasury Department is planning to submit its report in
January 1977.



SENATE AMENDMENT NUMBERED 19

BUSINESS-RELATED INDIVIDUAL INCOME TAX
PROVISIONS

601(a). Deductions for Expenses Attributable to Business Use of
Homes

House bill.-The House bill provides definitive rules relating to
deductions for expenses attributable to the business use of homes.
Under the House bill, a taxpayer is not permitted to deduct any
expenses attributable to the use of his home for business purposes
except to the extent attributable to the portion of the home used ex-
clumvely on a regular basis as: (a) the taxpayer's principal place of
business, or (b) a place of business which is used for patients, clients,
or customers in meeting or dealing with the taxpayer in the normal
course of business. Further, in the case of an employee, the business
use of the home must be for the convenience of his employer. An excep-
tion to the exclusive use test is provided where the dwelling unit is the
sole fixed location of a trade or business which consists of selling prod-
ucts at retail and the taxpayer regularly uses a separate identifiable
portion of the residence for inventory storage. An overall limitation
is provided which limits the amount of the deductions to the income
generated by the business activity of the taxpayer in his home. The
provision applies after 1975.

Senate amendment.-The Senate amendment is the same as the House
bill except a deduction is allowed for the portion of the dwelling unit
which is exclusively used on a regular basis (a) as the sole fixed loca-
tion of the taxpayer's trade or business of selling goods or services at
retail or wholesale, but only if the portion is used in connection with
the sale of goods or services, (b) in the case of a separate structure
which is not attached to the dwelling unit, in connection with the
taxpayer's trade or business, or (c) if the employer provides no
office "or fixed location for the use of the employee in the employer's
trade or business (in connection with such trade or business). In addi-
tion, the Senate amendment provides that the business use of home in-
cludes in its meaning the use of the home in connection with the man-
agement, conservation, or maintenance of property held for the
production of income and which is the substantial business of the
taxpayer.

Conference agreement.-The conference agreement follows the
House bill but includes the exception under the Senate amendment for
a separate structure exclusively used on a regular basis in connection
with the taxpayer's trade or business. In addition, the conference
agreement permits the exception for inventory storage to apply in
the case of a wholesale business as well as a retail business.
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601(b). Rental of Vacation Homes
Houe bill.-Under present law, there are no definitive rules relat-

ing to how much personal use of vacation property will result in the
disallowance of losses because the rental activities are not engaged in
for profit. The House bill provides a limitation on the amount allow-
able to a taxpayer for the deductions attributable to the rental of a
vacation home if the home is used by a taxpayer for personal purposes
in excess of the greater of 2 weeks or 5 percent of the actual business
use (that is, its rental time). In this case, the deductions allowed in
connection with a vacation home cannot exceed the gross income from
the business use of the'vacation home, except expenses which are al-
lowable in any event (such as interest and taxes). The provision ap-
plies after 1975.

Senate amendment.-The Senate amendment is the same as the
House bill except that: (1) one of the tests relating to the determina-
tion of personal use is increased from 5 percent to 10 percent of the
number of days during the year for which the vacation home is rented;
and (2) if a vacation home is actually rented for less than one month
during the year, then no business deductions nor income derived from
the use of the vacation home are to be taken into account in the tax-
payer's return for the year.

Conference agreement.-The conference agreement follows the Sen-
ate amendment but reduces the rental period from less than one month
to less than 15 days in the case where neither business deductions nor
income from the use of the vacation home is to be taken into account
in the taxpayer's return for the year.
602. Deductions for Attending Foreign Conventions

House bilL-Generally, to be deductible under present law, travel-
ing expenses (domestic and foreign) must be ordinary and necessary
in the conduct of the taxpayer's business and directly attributable to
the trade or business. If a trip is primarily related to the taxpayer's
business, the entire traveling expenses (including food and lodging)
to and from a destination are deductible. If a trip is primarily per-
sonal in nature, the traveling expenses to and from the destination are
not deductible even if the taxpayer engages in business activities while
at the destination. With respect to expenses incurred in attending a
convention or other meeting, deductibility depends upon the facts and
circumstances of each case.

The House bill modifies the facts and circumstances test under exist-
ing law and provides definitive rules for the deductibility for expenses
incurred in attending certain conventions or similar meetings. Deduc-
tions would be allowed for expenses incurred in attending not more
than two conventions, educational seminars, or similar meetings out-
side the United States, its possessions and the Trust Territory of the
Pacific.

The amount of the deduction for transportation expenses to and
from these foreign conventions could not exceed the cost of airfare
based on coach or economy class charges. Transportation expenses
would be deductible in full only if more than one-half of the total
days of the trip (excluding the days of transportation to and from
the site of the convention) are devoted to business-related activities.
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If less than one-half of the total days of the trip are devoted to busi-
ness-related activities, a deduction would be allowed for transporta-
tion expenses only in the ratio of the business time to total time.

In addition, deductions for subsistence expenses, such as meals,
lodging, and other ordinary and necessary expenses, paid or incurred
while attending the convention would be limited to the fixed amount
of per diem allowed to government employees at the location where
the convention is held. However, in order to deduct subsistence ex-
penses up to this limitation for a day, there must generally be at least
6 hours of business-related activities scheduled daily (or 3 hours for a
deduction for one-half day) and the taxpayeranust attend two-thirds
of these activities. The provision applies to conventions held after
December 31, 1975.

Senate anendment.-The Senate amendment provides that no de-
duction is to be allowed for expenses allocable to a convention, seminar
or other meeting held outside the North American area unless, taking
certain factors into account, it is more reasonable for the meeting to
be held outside the North American area than within it. Generally,
this requirement would be satisfied if the application of these factors
demonstrated a compelling need to hold the meeting outside the
North American area. In addition, no deduction would be allowed for
a convention, etc., held on a cruise ship. The amendment applies gen-
erallv to meetings held after June 30, 1976. However, it does not apply
to any trip which begins before 1978, if it is established that the meet-
ing was publicly announced before 1976 and that accommodations
for the meeting were booked before 1976.

Conference agreement.-Tbe conference agreement follows the
House bill with two modifications and the addition of certain report-
ing requirements. The House bill rule limiting the deduction for
travel expenses to an amount not in excess of the lowest coach or
economy rate charged by any commercial airline is modified to allow
a deduction for reasonable costs of travel within the United. States.
Additionally, in the case where the taxpayer travels coach or economy
class on a regularly scheduled flight operated by a commercial airline,
the conferees intend that the deductible transportation cost taken into
account will generally be limited to the coach or economy rate charged
by the airline for.

The conference agreement provides that no deduction is to be
allowed unless the taxpayer complies with certain reporting require-
ments in addition to present law substantiation requirements. Under
these reporting requirements, the taxpayer must furnish information
indicating the total days of the trip exclusive of the transportation
days to and from the convention, the number of hours of each day that
he devoted to business-related activities, attach a program or agenda
of the convention activities (and a brochure describing the convention,
if available), and furnish any other information required by regula-
tions. In addition, the taxpayer must attach a statement signed by an
appropriate officer of the organization to his income tax return which
must include a schedule of the business activities of each convention
day, the number of hours of business-related activities that the tax-
payer attended each day and any other information required by
regulations.
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Under the conference agreement the provision is to apply to con-
ventions, seminars and similar meetings, which take place after
December 31, 1976.

603. Qualified Stock Options
House bill.-The House bill repeals qualified stock option treatment

and subjects qualified stock options to the same rules as presently
apply in the case of nonqualified options. The bill generally applies
to options granted after September 23, 1973, but contains certain tran-
sition rules for options granted after that date under preexisting plans.

Senate amenwndnt.-The Senate amendment is generally the same
as the House bill, including the transition rules, but applies to options
granted after May 20, 1976. In addition, however, the Senate amend-
ment contains a provision which allows an employee to elect early val-
uation of an option which does not have a readily ascertainable fair
market value at the time it is granted. If the election is made, the op-
tion is to be valued and be subject to tax at the time it is granted.
Otherwise, tax recognition is to be postponed until the option is
exercised.

Conference agreemnt.-Under the conference agreement, the qual-
ified stock option provisions are repealed. The additional provision in
the Senate amendment dealing with an election for early valuation
of an option which does not have a readily ascertainable fair market
value when granted is not included in the bill (but see discussion be-
low.) The agreement adopts the effective date of the Senate amend-
ment. In interpreting the transition rules, the conferees agree with the
statement in the Senate Finance Committee Report (p. 164) that if a
corporation adopted an option plan in 1974 and is reorg- ized in 1977
into a holding company with one or more operating subsidiarks, the
holding company may adopt the 1974 option plan ai,l continue to
rant qualified stock options to the extent permissible had the reorge-

nizatioj not occurred.
Under the conference agreement, for the future, all options are to

be governed under the rules which apply under present law for non-
qualified stock options. This means that if the option has a "readily
ascertainable fair market value" at the time it is granted, then the
value of the option will constitute ordinary income to the employee at
that time, but any gain later realized by the employee upon the sale
of any stock acquired under the option will generally be treated as
capital gain. On the other hand, if the option does not have a readily
ascertainable fair market value at the time it is granted, it would not
constitute income to the employee at that time, but if the option is
subsequently exercised, and if the fair market value of the stock ex-
ceeds the option price, this excess will constitute ordinary income to
the employee at the time the option is exercised.

The conferees intend that in applying these rules. for the future,
the Service will make every reasonable effort to determine a fair mar-
ket value for an option (i.e., in cases where similar property would be
valued for estate tax purposes) where the employee irrevocably elects
(by reporting the option as income on his tax return or in some other
manner to be specified in regulations) to have the option valued at the
time it is granted (particularly in the case of an option granted for a
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new business venture). The conferees intend that the Service will pro-
nulgate regulations and rulings setting forth as specifically as possi-
ble the criteria which will be weighed in valuing an option which the
employee elects to value at the time it is granted.

The conferees intend that under these rules, the value of an option
would be determined under all the facts and circumstances of a par-
ticular case. Among other factors that would be taken into account
would be the value of the stock underlying the option (to the extent
that this could be ascertained), the length of the option period (the
longer the period, the greater the chance the underlying stock might
increase in value), the earnings potential of the corporation, and the
success (or lack of success) of similar ventures. Corporate assets, in-
cluding patents, trade secrets and knowhow would also have to be
taken into account.

The conferees anticipate that under the Service's rules, certain
options, such as those traded publicly, would be treated as having a
readily ascertainable fair market value, regardless of whether the
employee makes an election. However, the regulations could provide
that in certain other cases the option would ordinarily not be valued
at the time it is granted unless the employee so elects.
604. Deduction for Legislators' Travel Expenses Away From Home

House bilL-Under present law, the place of residence of a Member
of Congress within the Congressional district he represents in Con-
irrcss is considered his tax home. However, amounts expended by the
Member within the tax year for living expenses away from home are
not deductible in excess of $3,000. The House bill modifies the $3,000
limitation presently allowed to Members of Congress to provide that
deductionsby a Member of Congress would be limited to an amount
determined by the IRS. The- IRS is to establish an annual amount
taking into account the number of days that the Members are away
from home, the cost of living in Washington, D.C., and the amount
normally allowed businessmen in similar circumstances.

The rule under present law (as described above) for determining
the tax home of a Member of Congress does not apply in the case of
a State legislator. The tax home of a State legislator is determined
by taking into account a number of factors, such as: (a) the total time
ordinarily spent by the taxpayer at each location, (b) the degree of
business activity at each location, (c) the amount of income ordinarily
spent by the taxpayer at each location, etc. The House bill provides
that the tax home of a State legislator is his place of residence within
the legislative district he represents. The allowable deduction for liv-
ing expenses is limited to an amount determined by the IRS. The IRS
is to determine a daily amount taking into account the cost of living
at the place where the State legislature meets and the amounts nor-
mally allowed businessmen under similar circumstances. A State leg-
islator is allowed to deduct up to this daily amount multiplied by
the number of days of his legislative participation during the calendar
year.

This provision generally applies for taxable years beginning after
December 31, 1974. For taxable years beginning before December 31,
1974, a State legislator can elect to have the above rules apply. If an
election is made, the legislator is to be treated as having expended for



living expenses an amount equal to the daily per diem allowed U.S.
Government employees of the Executive branch multiplied by the
number of days the State legislature was in session. However, the
total amount of deductions allowable cannot exceed the amount al-
ready claimed on the State legislator's tax return for the year in
question.

Senate amendment.-The Senate amendment deletes the provision
in the House bill relating to Members of Congress; thus, the present
$3.000 limitation is retained.

In the case of State legislators, the Senate amendment is the same
as the House bill except that it (1) provides that the Secretary of
Labor (rather than the IRS) is to establish the daily amount allow-
able as a deduction for State legislators, and (2) modifies the defini-
tion of a legislative day for taxable years beginning on or before
January 1, 1976, to include any day in which the State legislature
was not in session for a period of 4 consecutive days or less.

Conference agreement.-The conference agreement follows the
Senate amendment in the case of Members of Congress. In the case
of State legislators, the conference agreement follows the Senate
amendment but only for taxable years beginning before January 1,
1976.
605. Nonbusiness Guaranties

House bill-Where a taxpayer has a loss arising from the guaranty
of a loan, he would receive the same treatment as where he has a loss
from a loan which he makes directly. If the guaranty arose out of
the guarantor's trade or business, the loss would be treated. as an or-
dinary loss. If the guaranty were a transaction entered for profit by
the guarantor (but not as part of his trade or business), the loss would
be treated as a short-term capital loss. The provision applies to taxable
years beginning after 1975.

Senate amendment.-No provision.
Conference agreement.-The conference agreement follows the

House bill. This provision applies to losses for taxable years beginning
after December 31, 1975, in connection with guaranties made after
that date.



SENATE AMENDMENT NUMBERED 20

701. Accumulation Trusts
House bill.-Under present law, distributions by a trust of previ-

ously accumulated income are taxed substantially the same as if they
were distributed when earned, i.e., "thrown back" to the year earned.
The tax on the distributions of previously accumulated income is
computed under either the "exact method" or the "short-cut" method.
Under the "exact method", the tax on the accumulation distribution
is the sum of the additional taxes that would have been payable by the
beneficiary if the income had been distributed when earned and if the
tax on the beneficiary had been entirely recomputed. Under the "short-
cut" method, the tax on the accumulation distribution is computed by
averaging the accumulation distribution over the number of years dur-
ing which the accumulated income was earned by the trust, including
this average amount in the beneficiary's income for each of the 3 im-
mediate prior years, and then multiplying the average additional tax
for those years by the number of years during which the accumulated
income was earned. Under both methods, the beneficiary is entitled to
a credit for taxes paid by the trust on the accumulation distribution.
The "throw-back" rules also apply to distributions of accumulated
capital gains.

The House bill repeals the "exact method" of computing the tax
on accumulation distributions. It also modifies the "short-cut" method
by throwing back the average accumulation distribution to 3 of the 5
preceding years, excluding those years with the highest and lowest
incomes. It does not permit refunds of excess taxes paid by the trust.
In addition, the House bill provides that income accumulated prior
to the beneficiary's attaining the age of 21 and the years a beneficiary
was not in existence are not subject to the throw-back rule. The House
bill also provides special rules for multiple trusts. Finally, the House
bill repeals the capital gain throw-back rules, but taxes the "built-in"
gain on sales occurring within 2 years of the transfer to the trust as
short-term capital gain. The provision applies to distributions made in
taxable years beginning after 1974.

Senate amendrtent.-The Senate amendment generally follows the
Honse bill, except that instead of a 2-year holding period, the trust
is taxed at the grantor's rate brackets on "built-in" gain on sales or
exchanges occurring within 2 years of the transfer to the trust. In
addition, the Senate amendment delays the House effective date one
year so that the modifications apply to distributions made in taxable
years beginning after December 31, 1975. An exception is made to
apply the new rules to distributions actually made after 1975 in those
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cases where the distributions are deemed to have been made before
1977. The special rule for gain on property transferred to - trust
applies to transfers made after May 21,1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment, except that it deletes one of the effective date provi-
sions in the Senate amendment which would have made the modifica-
tions in the accumulation distribution rules applicable to deemed
distributions made before 1977, if the actual distributions were made
after 1975.



SENATE AMENDMENT NUMBERED 21

CAPITAL FORMATION

801. Extension of $100,000 Limitation on Used Property for the
Investment Credit

House bill.-Prior to 1975, up to $50,000 of the cost of used prop-
erty could be taken into account as qualified investment for purposes
of the investment tax credit for a taxable year. The Tax Reduction
Act of 1975 increased the amount to $100,000 for 1975 and 1976. The
House bill extends the limit of $100,000 on used property for 4 addi-
tional years, through December 31,1980.

Senate amendment.-The Senate amendment makes permanent the
increased limitation of $100,000 on used property.

Conference agreement.-The conference agreement follows the
House bill.
802(a). Extension of 10-Percent Investment Credit

House bill.-Present law provides a permanent investment credit of
7 percent (4 percent for certain utility property) for qualified invest-
ment. The Tax Reduction Act of 1975 increased the credit to 10 per-
cent for all qualified property (including utility property) through
December 31, 1976.

The House bill extends the 10-percent credit for 4 years, through
December 31, 1980.

Senate amendment.-The Senate amendment makes permanent the
10-percent credit.

Conference agreement.-The conference agreement follows the
House bill.
802(b). First-in-First-out Treatment of Investment Credits

House bMl.-No provision.
Senate amendsment.-Present law provides in general that the

amount of investment credit used in any year cannot exceed $25,000
of tax liability plus 50 percent of any liability in excess of $25,000. A
3-year carryback and 7-year carryforward is then applied to credits
which are not used because-of the tax liability limitation. (A 10-year
carryforward is available for pre-1971 credits.) Generally, investment
credits earned in a particular year are applied first to the tax liability
for that year, after which carryovers and carrybacks of unused credits
from other years may be applied.

Under the Senate amendment, credits carried over are used first and
then credits earned currently are used; after that, any carryback
credits may be applied. If there is more than one carryforward or
carryback to a particular year, the oldest credit is generally used
first. The amendment applies to taxable years beginning after Decem-
ber 31, 1975.
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Conference agreement.-The conference agreement follows the Sen-
ate amendment.
803. ESOP Investment Credit Provisions

House bill.-No provision.
Senate amendment.-Under present law an extra percentage point

of investment credit (11 percent rather than 10 percent) is allowed
where the additional credit amount is contributed to an employee stock
ownership plan (ESOP). The additional credit expires after 1976. The
Senate amendment increases the additional ESOP credit to 2 percent-
age points permanently, for taxable years beginning after December
31. 1976.

The Senate amendment also makes a series of modifications in the
case of ESOPs. It (1) prevents flow-through of the investment credit
contributed by a public utility to an ESOP; (2) permits employer
securities to be contributed to an ESOP as the credit is allowed rather
than when it is claimed; (3) provides that future contribution under
the investment credit rules may be reduced if investment credits
which have been contributed to an ESOP are recaptured or disallowed;
(4) permits use of stock of "bh-other-sister" corporations, "second-tier"
subsidiaries and corporations whichwould be affiliates except for non-
voting preferred stock to be contributed to an ESOP under the invest-
ment credit rules; (5) excludes employer stock held by an ESOP for
purposes of determining whether corporations are sufficiently affiliated
to permit the filing of consolidated returns; (6) permits ESOPs to be
considered permanent plans even though contributions are contingent
upon the availability of the additional investment credit; (7) doubles
the dollar amount the overall limitation on contributions permitted to
be made to an ESOP and provides that employee compensation for
purposes of the ESOP rules is the same as that under the overall
limitations; (8) permits a limited amount of "start up" and adminis-
trative expenses to be charged against the additional investment credit
contributed to an ESOP; ad (9) permits an employer to qualify for
the additional 1975 investment credit if the additional credit is con-
tributed to an ESOP not later than 90 days after date of enactment.
These nine provisions are generally effective for taxable years begin-
ning after December 31, 1974.

Conference agreement.-The conference agreement follows the Sen-
ate amendment but limits the additional credit program to qualified
investments made before January 1, 1981, and limits the additional'
credit generally to 1 percentage point. An additional one-half percent-
age point is available only if the first percentage point is contributed to
the ESOP. and only to the extent the one-half percent is matched by
employee contributions to the ESOP. Under the conference agree-
ment, separate accounting would be required for matching employee
and employer contributions continuing present law treatment, an em-
ployer contribution for a taxable year in excess of the amount attri-
butable to the additional credit allowed for such year is deductible for
that year, subject to the usual rules for deduction of contributions to
employee plans.

Under the conference agreement, employer and employee contribu-
tions to an investment credit ESOP are subject to overall limitations
on contributions and benefits under tax-qualified pension, etc. plans.
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These limitations may restrict the amount of additional investment
credit allowable

The conferees intend that employee contributions can be taken into
account for the additional credit if they -are contributed to the plan
before the end of the year in which the credit is allowed or if the
contributions are pledged by the employees to be paid within 2 years
after the close of that year and the pledge is made before the return
is filed. If employee contributions are made in excess of the amount
pledged and matched with employer contributions, -additional credit
can be claimed by the employer for the year the property giving rise
to the credit was placed in service. Under the agreement, employee
contributions made under the matching rules are to be invested in
employer securities under the same rules that apply to employee
contributions.

If the plan provides, the agreement permits funds contributed by
the employer to be withdrawn from an investment credit ESOP (1)
to refund employer contributions which are not matched by employee
contributions within the period specified, or (2) to permit the em-
ployer to recover from the ESOP any portion of the employer's con-
tribution which is recaptured from the employer under the invest-
ment credit rules (for example, where the property for which the
credit is claimed is disposed of prematurely). The conferees intend
that the withdrawal of employer contributions made under the one-
half percent credit rules because they are not matched by employee
contributions, or a withdrawal of employer contributions under the
recapture rules should not cause the plan to be considered as other
than for the exclusive benefit of employees and that employee rights
to employer-derived benefits under the plan should not be considered
forfeitable merely because employer contributions of investment
credit may be withdrawn under the matching or recapture rules. Re-
covery of recaptured investment credit would not be permitted unless
the employer contributions for each year are separately accounted for
(all contributions made before enactment of the Act could be aggre-

gated for this purpose).
Under the conference agreement, employee funds contributed to an

ESOP are subject to employee withdrawal unless they are nmacthed
by employer contributions under the one-half percent credit rules.
For example, if matching employer contributions cannot be made be-
cause of the overall limitations on benefits and contributions (sec. 415
of the Code) the unmatched employee contributions would be re-
funded to the employee (unless he instructs the plan to the contrary).

Also, under the agreement employee contributions to an investment
credit ESOP are subject to the same antidiscrimination rules as apply
to employee contributions under a tax-qualified pension plan, and
matched employee contributions are subject to the same restrictions
on distribution as employer contributions (generally, no withdrawal
is permitted for 84 months).

Employee contributions may not be compulsory; that is, employee
contributions may not be made a condition of employment or a condi-
tion of participation in the plan. Of course, the level of employer-
derived benefits under the matching rules may depend upon employee
contributions.



446

The conference agreement follows the Senate amendment on items
(1) through (8) above, but provides that the non-flow through rule
applies to credits claimed for taxable years after 1975. The agreement
also provides that on recapture a deduction for the employer or
recovery of the recaptured contribution from the ESOP are avail-
able as additional alternatives. To use the option of recapture from
an ESOP for any year's contribution, the ESOP must establish sep-
arate accounts for that year's contribution. Under (8), the ESOP
may pay "start up" and ongoing administrative expenses, but an
annual ceiling of $100,000 was agreed to with respect to ongoing
expenses (in addition to the limits by the Senate amendment). The
grace period under (9) was not agreed to. The conferees agreed that
contributions could be made to a plan contingent upon an Internal
Revenue Service determination that the plan qualifies under the in-
vestment credit and employee plan rules.

The conferees understand that some employers may have reduced
their estimated tax payments in anticipation of the enactment of the
90-day grace period provision (item (9)) or anti-flow through pro-
visions of the Senate amendment. Because that provision was not
agreed to, the agreement provides that no penalties are to be imposed
for underpayment of the tax where the underpayment is caused by
the taxpayer's inability to avail itself of the grace period or anti-flow
through provisions.

The conference agreement follows the Senate amendment on items
(1) through (8) above, but provides under (3) that on recapture a de-
duction for the employer and recapture from the ESOP are available
as alternatives. Under (8), the ongoing expenses may not exceed
$100,000 (in addition to the limits in the Senate amendment). The
flow-through provisions under (1), will be effective only for taxable
years ending after December 31,1975.
804. Investment Credit for Movie and Television Films

House bil.-The House bill provides that for the future, as a gen-
eral rule, taxpayers will receive %'s of a full investment credit for all
their films regardless of the actual useful life of any particular film.
For the past, taxpayers may elect to take a 40-percent compromise
credit for all of their films, regardless of the actual useful life or for-
eign use of any particular film. Alternatively, taxpayers may determine
their investment credit on a film-by-film basis.
. Senate amendment.-The Senate amendment is generally the same
as the House bill. However, the amendment clarifies that the invest-
ment credit is to be available for educational films as well as entertain-
ment films. It also deletes a restriction imposed by the House bill on
investment credit carryovers. Unlike the House bill, the Senate amend-
ment permits participations to be included in the credit base of an 80
percent or more U.S. produced film, but not in excess of (a) $1 million
with respect to any one individual for any one film and (b) not in ex-
cess of the lesser of (i) 50 percent of participations qualifying under
rule (a) or (ii) 25 percent of the production costs of the taxpayer's
films for the year. The amendment also provides that any taxpayer who
filed a petition in a court by January 1, 1976, may have his investment
credit for prior years determined under present law (rather than



under the rules of the bill) if he elects present law treatment within 30
days after the date of enactment.

Cosfereswe agreement.-The conference agreement follows the Sen-
ate amendment except in two respects. First, in the case of participa-
tions the conference agreement provides one-half of the amount of
participations permitted to be included in the credit base by the Sen-
ate amendment. As a result, under the conference agreement, partici-
pations are limited to the lesser of (a) $1,000,000 with respect to any
one individual for any one film, but (b) not in excess of the lesser of (i)
25 percent of participations qualifying under rule (a) or (ii) 12
percent of the production costs of the taxpayer's films for the year.
Second, a taxpayer who wishes to elect present law treatment for prior
years may do so within 90 days from the date of enactment if the tax-
payer had filed a petition in a court by January 1,1976.

In addition, the conferees wish to clarify that under certain circum-
stances, it may be possible for the rights to the film to be leased under
section 48(d) before the film is placed in service. However, it is in-
tended that this right is to be available only where the lessee acqires
full rights to exploit the movie or film for its estimated useful life
through a particular medium or in a particular graphic area; it is
not to be available where the lessee is precluded (by law, regulation or
governmental action) from acquiring all rights to commercially ex-
ploit the film or tape.
805. Investment Tax Credit for Certain Vessels

House bil-No provision.
Senate amendment.-Under current law the tax on income deposited

into a capital construction fund (established under section 21 of the
Merchant Marine Act of 1970) for the construction of certain vessels
is deferred. When the funds are withdrawn to purchase a qualified
vessel, there is no tax basis in the purchased vessel to the extent of the
withdrawal. This reduces the amount of investment credit available
on the purchased vessel. The Senate amendment provides that the
amount of investment tax credit is not to be reduced because of a
deposit in, or qualified withdrawal from, a capital construction fund.
The Senate amendment takes effect for taxable years beginning after
December 31, 1969.

Conferewe aqreemet.-The conference agreement provides for an
investment credit of one-half the regular credit on the tax-deferred
amounts withdrawn from the capital construction fund which are
used to purchase qualified vessels. In addition, the conferees intend
that taxpayers are to have the right to obtain a court determination
as to whether they are, under already existing law, also eligible for the
other one-half of the regular investment credit. The conferees intend
that no inferences be drawn either way on this issue from the action
taken here.

If a taxpayer claims the full investment credit on its tax return, it
is expected that the Internal Revenue Service will provide, by regula-
tions, procedures which will require the taxpayer to indicate on its re-
turn that the full investment credit is being claimed. This will alert
the Internal Revenue Service as to the position taken by the taxpayer
on this point. If the IRS asserts a deficiency in this case, the taxpayer
will have the option of pursuing its claim for the full credit in the tax



court. In addition, the taxpayer may file a claim for a refund which
would allow the taxpayer to pursue its claim with the Court of Claims
or in the District Courts.

Where a taxpayer purchases a ship with borrowed funds and uses
the capital construction fund to pay off the indebtedness, there ini-
tially would be allowed a full investment credit and then subsequently
there is to be a recapture of no more than 50 percent of the amount of
the investment credit taken on the purchase price of the ship repre-
senting the indebtedness which is being liquidated with tax deferred
amounts from the capital construction fund.

The conference agreement applies to taxable years beginning after
December 31, 1975. This is not intended to provide any inference as to
the application of existing law with respect to the availability of the
credit for prior (as well as future) years.
806(a). Net Operating Loss Carryover and Carryback Election

House bill.-No provision.
Senate anendnnt.-Present law provides that taxpayers in gen-

eral are allowed to carry a business net operating loss back to the
preceding 3 years and forward to the 5 years following the year of
the loss. Differing carryback and/or carryover periods are allowed
for certain specific types of taxpayers and certain types of losses.

Under the Senate amendment, taxpayers who are presently allowed
a 3-year carryback (business taxpayers in general, regulated trans-
portation corporations and insurance companies) may elect to convert
their carryback period into 3 additional carryover years. This
extended carryover election will also apply to losses which occur dur-
ing the carryover period for the loss to which the election first applies,
but may be revoked for subsequent losses. The amendment applies to
net operating losses incurred in tax years ending in 1976 or later.

Conference agreevnnt.-The conference agreement provides two
additional carryover years for business taxpayers in general and in-
surance companies (making a 7-year carryover), as well as for regu-
lated transporation corporations (making a 9-year carryover).
In addition, all taxpayers presently entitled to carryback periods for
their net operating losses may elect to forego the entire carryback
period for a net operating loss in any taxable year. This conference
agreement applies to net operating losses incurred in tax years ending
in 1976 or later.
806(b). Limitations on Net Operating Loss Carryovers

House bill.-No provision.
Senate amendmnt.-Present law provides that where new owners

buy over 50 percent of the stock of a loss corporation during a 2-yer
period, its loss carryovers from prior years are allowed in full if the
company continues to conduct its prior trade or business. It may add
or begin a new business, however, and apply loss carryovers incurred
by the former owners against profits from the new business (unless
tax avoidance can be shown to be the principal purpose for the acqui-
sition). If the same business is not continued, however, loss carryovers
are completely lost. In the case of a tax-free reorganization, loss carry-
overs are allowed on a declining scale. If the former owners of the
loss company receive 20 percent or more of the value of the stock of
the acquiring company, the loss carryovers are allowed in full. For



each percentage point -less than 20 which the former owners receive,
the loss carryover is reduced by 5 percentage points. It is immaterial
whether the business of the loss company is continued after the
reorganization.

The Senate amendment provides parallel rules for taxable acquisi-
tions and tax-free acquisitions of a loss company. In both cases, the
test for carryovers will no longer depend on whether the loss company
continues its same trade or business. The required continuity of own-
ership by the former owners of a loss company is increased to 40
percent. For each percentage point less than 40 which the owners of
the loss company get (or retain), the allowable loss carryover will
by reduced by 21/2 percentage points. These rules apply both where
new owners take over a loss company in a taxable purchase of stock
or in a tax-free reorganization.

Several technical revisions to present law are also made:
(1) The transactions which trigger the loss limitations are

expanded.
(2) The limitations can no longer be escaped by using a con-

trolled subsidiary of a profit company to acquire a' loss company.
(3) The period in which taxable purchases of a loss company's

stock may bring the limitations into play is increased from 2 to
3 years.

(4) The losses affected by the limitations are broadened to in-
elude operating losses in the acquisition year itself.

(5) In a reorganization the former owners of a loss company
must receive a participating stock interest in the acquiring com-
pany (nonvoting preferred stock will not be sufficient).

(6) The limitations will now apply to stock-for-stock ("B")
reorganizations not now covered.

The Senate amendment applies generally to reorganizations and
other changes in stock ownership occurring after the date of
enactment.

Conference agreement.-The conference agreement generally fol-
lows the Senate amendment with a series of technical revisions. The
schedule under which net operating loss carryovers will be limited fol-
lowing a reorganization, purchase of stock, or other change in owner-
ship of a loss corporation is revised. Under the revision, for each
percentage point increase in stock ownership above 60 and up to 80
which new owners buy in a loss company, the loss carryover will be
reduced by 3% percentage points. Above an 80-point increase in per-
centage. points, the carryover will be reduced by 11/2 percentage points
for each 1 percentage point increase within that range. A parallel
change is made in the continuity of ownership required for the former
owners of a loss company following a taxfree reorganization.

Under the revision, the continuity of ownership requirements are to
be measured by reference to the ownership by the former owners of a
loss company of the lesser of participating stock of the loss company
(or, in the case of a reorganization, of the acquiring company) or of
the fair market value of all the stock of that company.

Where stock of a loss company changes hands other than in a taxfree
reorganization, the group of new owners whose stock ownership causes
a reduction in loss carryovers is increased from 10 to 15 persons. The
transactions which trigger the limitations are also expanded to cover



several technical gaps in present law, such as cases where a new in-
vestor acquires a partnership interest directly from a partnership (as
well as from other partners) which owns stock in the loss corporation
and where two or more partnerships merge with each other.

Consistent with the new 40-percent continuity of ownership rule,
loss carryovers will not be reduced from any acquisition year (or from
any earlier or later taxable year) of a loss company if the new owners
owned at least 40 percent of the stock of the loss company during all
of the last half of any such year. Exceptions are also made from the
new purchase rules for start-up losses of a newly formed corporation,
exchanges in which creditors of a financially troubled company take
over the equity, recapitalizations (including changes in the ownership)
of a family corporation), and acquisitions of employer stock by key
employees or by a qualified profit-sharing plan or employee stock
ownership plan. Acquisitions of stock by gift or inheritance are also
excepted.

In the case of taxfree reorganizations, the conference agreement adds
a rule to cover a situation under which the new rules could otherwise
be escaped by using a holding company (which owns one or more loss
companies as controlled subsidiaries) as a party to the reorganiza-
tion. Another rule is added to prevent avoidance of the new rules by
combining a taxable purchase of stock with a later taxfree reorganiza-
tion involving a corporation controlled by the shareholder who made
the purchase. Special rules are added for the technical problems which
arise in limiting carryovers following a "B"-type (stock-for-stock)
reorganization. The common ownership exception in present law (see.
382(b) (3)) is revised so that this rule will operate in a more realistic
fashion.
The conference agreement also changes the definition of "stock" in

present law in order to -limit the present exception for certain kinds
of preferred stock to fixed-dividend stock which is not convertible into
other stock and the redemption and liquidation rights of which are
limited generally to paid-in capital or par value. The term "partici-
pating stock" is also redefined.

The conferees agree with the discussion of the Libson Shops case on
page 206 of the Senate Finance Committee report. The conferees
intend that no inference should be drawn from that discussion con-
cerning the applicability or nonapplicability of the Lisbon Shops case,
either generally or as to specific types of transactions, in determining
net operating loss carryovers to tax years governed by present law.
(The conferees do not intend the amendments in the bill to affect the
"continuity of business enterprise" requirement, which the courts and
the Treasury have long established as a' condition for basic ronrecog-
nition treatment of a corporate reorganization (see sec. 368-1(b) of
the regulations)). The conferees also agree with the discussion on page
206 of the Senate report concerning the general tax avoidance test in
section 269 of the Code.

In order to allow a reasonable time for the Internal Revenue Serv-
ice to issue regulations under the new rules, the conference agreement
delays the effective date of the new rules generally for one year. The
revised rules will apply, in the case of taxfree reorganizations, to re-
organizations pursuant to plans adopted by one or more of the parties
on or after January 1, 1978. (A reorganization plan will be considered



adopted on the date the board of directors adopts the plan or recom-
mends its adoption to the shareholders, or on the date the shareholders
approve the plan, whichever is earlier). If the new limitations affect a
reorganization occurring in 1978, net operating losses incurred in 1977
will not be limited, but carryovers of such losses to 1978 and later
years may be limited.

In the case of ptirchases of stock of a loss company and other acquisi-
tions subject to sec. 882 (a), the new rules take effect for taxable years
of a loss corporation beginning after June 30, 1978. However, the
"lookback" period under these rules may be made to earlier taxable
years. The earliest lookback point, however, is January 1, 1968. For
example; section 382 (a) as amended will take effect for a calendar year
corporation during calendar 1979. However, the first "lookback" period
under the new rules will be a transitional 24-month period from De-
cember 31, 1979, back to January 1, 1978. In 1980, when the new rules
become fully effective, the lookback period will cover three years so
that at the end of 1980, reference will be made back to the first day
of that year and then back to January 1, 1979, and then to January 1,
1978.

In this example the present rules of section 382(a) will govern the
allowance of loss carryovers of the company to its calendar years 1977
and 1978. The now rules will govern loss carryovers from 1978 and
earlier years to 1979 and later years. Although the new rules will
thus not actually limit losses in this example until 1979, the new limita-
tions will affect loss carryovers to 1979 from earlier years. Also,
changes in stock ownership occurring during 1978 will be taken into
account as part of the lookback period from December 31, 1979, for
purposes of testing loss carryovers to 1979 and later years.

For a fiscal year corporation whose taxable year begins, for ex-
ample, on July 1, the rules of present law will govern loss carryovers
to fiscal 1977 and 1978. The new rules will govern loss carryovers to
fiscal 1977 and 1978. The new rules will govern loss carryovers to
fiscal 1979, and for this purpose changes in stock ownership measured
by reference back to stock ownership on July 1, 1978, and on Janu-
ary 1,1978, will be taken into account.
807. Small Commercial Fishing Vessel Construction Resei-ves

House il.--No provision.
Senate amendmen.-Under current law, domestic shipping vessels

must be of 5 net tons or more to be eligible for the capital construction
fund. The Senate amendment reduces the minimum weight displace-
ment required to 2 net tons or more, to be effective upon date of
enactment.

Conference agreei.ant.-The conference agreement follows the Sen-
ate amendment.

Sections Omitted in Senate Amendment No. 21:

Extension of Expiring Investment Credits
House big.-No provision.
Senate amendnt-Present law generally provides a 3-year carry-

back and a 7-year carryforward of unused investment credits. (Unused
credits earned before 1970 may be carried forward 10 years.)
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The Senate amendment extends for two additional years investment
credits which would otherwise expire in 1976.

Conference agreement.-The conference agreement omits this
provision.

Credit for Artist's Donations of Own Work to Charitable Orga-
nizations
House bill.-No provision.
Senate amend wnt.-Under present law, an artist may deduct only

the basis (generally, the out-of-pocket expenses) in art works which
he creates and which he contributes to charities.

The Senate amendment allows an artist to claim a 30-percent credit
for the full value (up to $35,000 value annually) of charitable con-
tributions of his own literary, musical or artistic compositions. The
credit may not exceed the tax on related income (aggregated over all
prior years) from the sale of art works; nor may it offset in any one
year more than the greater of $2,500 of income tax liability or 50per-
cent of income tax liability. Contributions in excess of the maximum
amount eligible for the credit may be carried forward 5 years. No
credit is allowed for works produced as a public employee. The amend-
ment applies to taxable years beginning after December 31, 1976.Oonlerence agreement-The conference agreement omits the Senate
amendment.



SENATE AMENDMENT NUMBERED 22

901. Small Business Provisions
House bi.-Prior to the 1975 Tax Reduction Act, corporate tax-

able income was subject to a 22-percent normal tax and a 26-percent
surtax, with a surtax exemption of $25,000. The Tax Reduction Act
and the Revenue Adjustment Act increased the surtax exemption to
$50,000 and reduced the normal tax to 20 percent on the first $25,000
of taxable income. These provisions expired on July 1,1976. The House
bill extends the reduction in corporate tax rate and the increase in
the surtax exemption through December 31,1977.

Senate amendment.-The Senate amendment makes permanent the
changes in corporate tax rates and increase in surtax exemption. In
addition it applies these changes to mutual insurance companies effec-
tive for taxable years ending after December 31, 1974.

Conference agreement.-The conference agreement follows the
Senate amendment but with the House expiration date of December 31,
1977.

(453)



SENATE AMENDMENT NUMBERED 23

CHANGES IN THE TREATMENT OF FOREIGN INCOME

1011. Income Earned Abroad by U.S. Citizens Living or Residing
Abroad

House bilL-Under present law U.S. citizens working abroad may
exclude from their income up to $20,000 of earned income ($25,000
in some cases). U.S. citizens may claim credit directly against U.S.
tax for the foreign taxes paid on the excluded earned income. Any
employee is entitled to exclude from gross income lodging furnished
by the employer on the business premises if the employee is required
to accept it as a condition of employment.

The House bill generally phases out the exclusion over 4 years (ex-
cept for employees of U.S. charitable organizations who work abroad),
and provides in lieu thereof a deduction for individuals who incur ex-
penses in providing education for their children and an exclusion for
the value of employer-supplied municipal-type services. Individuals
working on foreign construction projects do not have the exclusion
reduced during the phaseout period. The amount of foreign taxes paid
on income which is eligible for the exclusion would not be allowed as
a foreign tax credit against U.S. income tax. The House bill applies to
taxable years beginning after December 31, 1975.

Senate amendment.-The Senate amendment retains the earned in-
come exclusion subject to the following modifications: (1) foreign
taxes paid on income which is eligible for the exclusion would not be
allowed as a foreign tax credit against U.S. income tax (same as House
bill); (2) income derived beyond the income eligible for exclusion
would be subject to U.S. tax at the higher rate brackets which would
apply if the excluded income were also subject to tax; and (3) income
earned abroad which is received outside of the country in which earned
in order to avoid tax in that country would be ineligible for the exclu-
sion. The Senate amendment also provides an exclusion for income at-
tributable to certain housing which is either furnished to the employee
by the employer or reimbursed by the employer. Under the Senate
amendment a taxpayer may make a permanent election not to have
the earned income exclusion apply in the year of the election and
all subsequent years.

Conference agreement.-The conference agreement follows the Sen-
ate amendment except that (1) the earned income exclusion is limited
to $20,000 for all employees of U.S. charitable organizations and is
reduced to $15,000 for all other taxpayers and (2) the special exclu-
sion for housing is eliminated.



1012. Income Tax Treatment of Nonresident Alien Individuals
Who Are Married to Citizens or Residents of the United
States

Home bill.-Under present law, a joint return may not be made by
a husband and wife if either one of them at any time during the taxable
year was a nonresident alien. If a husband and wife are subject to com-
munity property rules, one-half of the earned income of one spouse is
treated as being the income of the other spouse and is not subject to
U.S. taxation if the other spouse is a nonresident alien and if the in-
come is from foreign sources. The House bill provides that a U.S.
citizen or resident married to a nonresident alien would be allowed to
file a joint return provided that an election is made by both individuals
to be taxed on their worldwide income. Where the election to be taxed
on worldwide income is not made, certain community property laws
are to be made inapplicable for income tax purposes. The provision
applies to taxable years ending on or after December 31, 1975, in the
case of an election, otherwise to taxable years beginning after Decem-
ber3l, 1975.

Senate amendnent.-The Senate amendment is the same as the
House bill. In addition, a modification is made to the general require-
ment that nonresident aliens file estimated tax returns by April 15 of
the year in question, although they have until June 15 to file the income
tax return for the previous year. The Senate amendment provides that
in the case of nonresident alien individuals not subject to wage with-
holding, the due date for filing the estimated tax return is not to be
any earlier than the due date for the tax return for the previous year.
The Senate amendment applies to taxable years beginning after
December 31, 1976, except that individuals would be allowed to file
joint returns for all open years beginning after December 31, 1971.

Conference agraenet.-The conference agreement follows the Sen-
ate amendment except that the effective date for joint returns follows
the House date of taxable years ending on or after December 31, 1975.
1013. Foreign Trusts Having One or More United States Beneficia-

ries To Be Taxed Currently to Grantor
House bill.-Under present law, a trust is taxed in a manner similar

to nonresident alien individuals if it is considered to be a foreign trust.
It is not taxed on its foreign source income, but distributions to a U.S.
taxpayer from a foreign trust are taxed basically in the same manner
as distributions from a domestic trust. A foreign trust created by a
U.S. person must include capital gains (without the sec. 1202 deduc-
tion) in distributable net income; however, the beneficiary is entitled
to the section 1202 deduction.

Under the House bill, a U.S. person who transfers property to a
foreign trust is treated as the owner of such property and taxed cur-
rently for each taxable year during which such trust has a U.S.
benefciary. In addition, all foreign trusts must include capital gains
(without the see. 1202 deduction) in distributable net income. How-
ever, the undistributed net income remaining as of December 31, 1975,
shall be redetermined with the section 1202 deduction. The provision
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applies to taxable years ending after December 31, 1975, but only for
trusts created after May 21, 1974, and transfers of property after
May 21, 1974. However, the provisions dealing with capital gains of
foreign trusts apply to taxable years ending a* .r December 31, 1975.

Senate amendment.-The Senate amendment is the same as the
House bill, except that employee trusts described in Code section 404
(a) (4) are excluded. The Senate amendment applies to taxable years
ending after December 31, 1976, but only for trusts created after May
21, 1974, and transfers of property after May 21, 1974. The effective
date of the capital gains provision is the same as the House bill.

Conference agreement.-The conference agreement follows the Sen-
ate amendment except that the effective date of the House bill is
adopted.
1014. Interest Charge on Accumulation Distributions From For-

eign Trusts
House bil.-Under present law there is no interest charge on ac-

cumulation distributions from a foreign trust. The House bill imposes
an interest charge in the form of an additional tax on beneficiaries
receiving taxable accumulation distributions from foreign trusts. The
additional tax is 6 percent of the tax otherwise imposed with respect
to the distribution for the average number of years during which the
amounts were earned. No charge is imposed for the period before Jan-
uary 1, 1976. The provision applies to taxable years beginning after
December 31, 1975.

Senate amendment.-The Senate amendment is the same as the
House bill, except that no interest charge is imposed for the period
before January 1, 1977. The Senate amendment applies to taxable years
beginning after December 31,1976.

Conference agreemment.-The conference agreement follows the Sen-
ate amendment.
1015. Excise Tax on Transfers of Property to Foreign Persons To

Avoid Federal Income Tax
House bil.-Under present law, an excise tax of 27% percent is im-

posed on the amount of the appreciation of stock or securities trans-
ferred to foreign entities. The House bill imposes an excise tax of 35
percent on the amount of the unrecognized appreciation of all property
transferred to foreign entities. The provision applies to transfers made
after October 2,1975.

Senate amendment.-The Senate amendment is the same as the
House bill, except for the addition of an election to recognize gain in
lieu of paying the excise tax.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1021. Amendment of Provision Relating to Investment in US.

Property by Controlled Foreign Corporations
House bill.-Under present law, a U.S. shareholder of a controlled

foreign corporation is taxed on the undistributed earnings and profits
of the corporation to the extent of the annual increase of its invest-
ment in U.S. property. Investment in U.S. property includes the
acquisition by a controlled foreign corporation of any tangible prop-



erty located in the U.S., or stock of a domestic corporation or obliga-
tions of a U.S. person (even though unrelated to the investor).

The House bill redefines U.S. property to include only stock and
obligations of a U.S. shareholder of the controlled foreign corporation
and tangible property which is leased to, or used by, a U.S. share-
holder regardless of where used. The provision applies generally to
taxable years of foreign corporations beginning after December 31,
1974. In addition an election is provided under which taxpayers, could
exclude from the definition of U.S. property investments made in
property used on the U.S. continental shelf, retroactive to taxable
years of foreign corporations beginning before January 1, 1975.

Senate amendment.-The Senate amendment excepts from the defi-
nition of U.S. property in existing law (1) stock or debt of a domestic
corporation (other than a U.S. shareholder) which is not 25 percent
owned by the U.S. shareholders, and (2) movable-drilling rigs when
used on the U.S. continental shelf. The Senate amendment applies to
taxable years of foreign corporations beginning after December 31,
1975.

Conference agreement .- The conference agreement follows the
Senate amendment.
1022. Repeal of Exclusion for Earnings of Less-Developed Coun-

try Corporations for Purposes of Section 1248
House bill.-The House bill repeals the exclusion from dividend

treatment provided in present law for sales or exchanges of stock in
les-developed country corporations. However, the exclusion still ap-
plies to earnings -accumulated before January 1, 1976, whether or not
the 'corporation remains a less-developed country corporation. The
provision applies to taxable years beginning after December 31, 1975.

Senate amemnent.-The Senate amendment is the same as the
House bill.

Conference agreement.-The conference agreement follows the
House bill and the Senate amendment.
1023. Exclusion From Subpart F of Certain Earnings of Insurance

Companies
House bil.-The House bill adds an exception to the rules of pres-

ent law subjecting to current taxation (under subpart F) the tax
haven income of foreign subsidiaries of U.S. corporations. The excep-
tion applies to dividends and interest income and gains from the sale
or exchange of. stock or securities by an insurance company in an
amount equal to one-third of the company's premium income. The
provision applies to taxable years of foreign corporations beginning
aftei December 31, 1975, and to taxable years of U.S. shareholders
within which or with which such taxable years of such foreign cor-
porations end.

Senate amendmnent.-The Senate amendment is the same as the
House bill.

Conference agreemcnt.--The conference agreement follows the
House bill and the Senate amendment.

1024. Shipping Profits of Foreign Corporations
House bil.-Under present law, tax haven income subject to cur-

rent taxation includes base company shipping income, except to the



extent reinvested in shipping assets. Under the House bill, shipping
operations within one country are excluded from base company ship-
ping income if ships are registered within that country and the com-
pany is incorporated there. The House bill also makes it clear that debt
obligations are taken into account in determining the amount invested
in shipping assets. The provisions apply to taxable years of foreign
corporations beginning after December 31, 1975, and to taxable years
of U.S. shareholders within which or with which such taxable years
of the foreign corporations end.

Senate gmendment.-The Senate amendment follows the House
bill with minor technical changes in the provision in the House bill
concerning shipping operations within a single country. The Senate
amendment does not contain the provision relating to the manner in
which debt obligations are taken into account in determining ship-
ping assets. The Senate amendment provides that shipping income
derived from the transportation of men and supplies from a point in
a foreign country to a point off-shore (such as on an oil-drilling rig)
located on the continental shelf of that country or on the con-
tinental shelf adjacent to the continental shelf of that country is
excluded from base company shipping income if the ship is regis-
tered in that country and the company is incorporated there.

Conferewe agreement.-The conference agreement follows that
part of the Senate amendment which deals with shipping operations
within a single country. The provision in the House bill relating to
the treatment of debt obligations is omitted because the Treasury
Department has agreed that that treatment is to be provided for in
the regulations. The provision in the Senate amendment relating to
transportation to points offshore is not included.
1031. Requirement That Foreign Tax Credit Be Determined on

Overall Basis
House bill.-Under present law, the foreign tax credit limitation

may be determined on either a per-country or an overall basis (tax-
payer must elect the latter). The House bill repeals the per-country
limitation and requires that all taxpayers determine their foreign tax
credit limitation on the overall basis. The per-country limitation is re-
tained for possession source income. Special transitional rules are pro-
vided for taxpayers previously on the per-country limitation to permit
the carryover of some excess credits from per-country years to overall
years. The provision applies to taxable years ending after Decem-
ber 31,1975. In the case of certain mining companies, the effective date
is delayed for 3 years.

Senate amedment.-The Senate amendment is the same as the
House bill, except that the per-country limitation is also repealed for
possession source income. The Senate amendment applies to taxable
years beginning after December 31, 1975.

Conference agreement.-The conference agreement follows the
Senate amendment generally. However, it follows the House bill with
respect to the effective date for certain mining companies. In addi-
tion, losses sustained by these mining companies during the period
that they are permitted to use the per-country limitation are to be
subject to recapture on a per-country limitation basis if foreign



source income is earned in future years. Further, with respect to
income from sources within a possession, the repeal of the per-country
limitation is also delayed for a three-year period, subject to recapture
on a per-country basis.
1032. Recapture of Foreign Losses

Hose blZZ.-In general, under present law foreign losses reduce
U.S. tax on U.S. source income by decreasing the worldwide taxable
income on which the U.S. tax is based. In addition, when the business
operations in the loss country (or countries) become profitable, a credit
against U.S. tax will be allowed for taxes paid to that country (or
countries) without any recapture of the prior benefits (except in the
case of foreign oil-related losses). The House bill extends the recapture
provisions to apply to all overall foreign losses. The provision applies
to losses sustained in taxable years beginning after December 31, 1975.
In the case of losses incurred in U.S. possessions, the effective date is
delayed for 5 years.

Senate amendment.-The Senate amendment is the same as the
House bill, with minor technical changes, except (1) the taxpayer may
elect to have more than 50 percent of its foreign source income reeap-
tured in any taxable year, and (2) the proportionate foreign tax credit
disallowance rule is deleted. The amendment applies to losses sustained
in taxable years beginning after December 31,1975. It is not applicable
to (a) a loss from the disposition of a debt obligation of a foreign
government issued before May 14, 1976, for property located in that
country, and (b) a loss suffered subsequent to the effective date but
attributable to an economic loss (worthlessness of stock or debt) which
actually occurred prior to the effective date.

Conference agreeent.-The conference agreement follows the
Senate amendment.
1033. Gross up of Dividends From Less-Developed Country

Corporations
Houe biU.-The House bill repeals the rule provided in present

law under which dividends from less-developed country corporations
are not grossed-up by the amount of foreign taxes paid on the under-
lying income and the deemed-paid foreign tax credits attributable to
those dividends are reduced proportionately.

Senate amendment.-The Senate amendment is the same as th,
House bill.

Conference agreement.-The conference agreement follows the
House bill and the Senate amendment.
1034. Treatment of Capital Gains for Purposes of Foreign Tax

Credit
Hou e bill.-The rules under present law as to the netting of long-

term and short-term gains and losses in cases where some gains or
losses are U.S. source income while others are foreign source are un-
clear. The foreign tax credit limitations are not adjusted to reflect the
lower tax rate on capital gains income received by corporations. The
foreign tax credit can be inflated because the source of capital gain
income is determined by the place of the sale of the asset, regardless
of where used. Under the House bill, the following modifications in
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the foreign tax credit limitation would be made: (1) net U.S. capital
losses would offset net foreign capital gains; (2) in the case of corpo-
rations, only 30/48 of the net foreign source gain would be included
in the foreign tax credit limitation; and (3) the gain from the sale or
exchange of personal property outside the United States would be
considered U.S. source income unless one of three exceptions applies.
The bill applies to taxable years beginning after December 31, 1975.

Senate amendment.-The Senate amendment is the same as the
House bill with certain technical changes, except that the source rule
modification would only apply to sales or exchanges made after No-
vember 12,1975.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1035. Foreign Oil and Gas Extraction Income

House bill.-Under present law, foreign taxes which are allowable
as a credit with respect to foreign oil and gas extraction income (in-
cluding income from the extraction by the taxpayer of oil or gas for
another person) are limited to a percentage of that income (52.8 per-
cent in 1975, 50.4 percent in 1976, and 50 percent in 1977 and thereafter,
computed on an overall basis) and may only be used to offset U.S. tax
on oil-related income. The House bill provides transition period carry-
back rules which allow a carryback to any taxable year ending in
1975, 1976, or 1977 (on a per-country basis) of otherwise creditable
taxes in excess of the percentage limitations, but not to exceed the net
U.S. tax liability on the extraction income from the country for the
year after taking into account the foreign tax credit. The provision
is effective as of the date of enactment.

Senate amendment.-The Senate amendment utoes not contain tran-
sition period carryback rules. However, the Senate amendment con-
tains several other changes with respect to the taxation of foreign
oil and gas extraction income.

Under present law, interest from a domestic corporation is not in-
cluded in the definition of foreign oil-related income. The Senate
amendment revises the definition of foreign oil-related income to in-
lude interest from a domestic corporation (if the interest is treated as
foreign source income because less than 20 percent of the corporation's
gross income is derived from U.S. sources). This provision applies to
taxable years beginning after December 31, 1976.

Under present law, individuals are subject to the same percentage
limitations on creditable taxes paid with respect to foreign oil and gas
extraction income as those imposed on corporations. The Senate amend-
ment provides that the allowable foreign tax credit on foreign oil and
gas extraction income for individuals is equal to the average U.S.
effective rate of tax on that income (individuals will be limited to a
separate overall foreign tax credit limitation for foreign oil and gas
extraction income). The provision applies to taxable years ending
after December 31, 1974.

Rev. Rul. 76-215,1976 I.R.B. No. 23. holds that the contractor under
a production-sharing contract in Indonesia is not entitled to a foreign
tax credit for payments made by the government-owned company to
the foreign government. The IRS has announced that this ruling will



apply only prospectively to claims for credits for taxes paid in taxable
years beginning after June 30, 1976. The Senate amendment provides
that Rev. Rul. 75-215 is not to be applicable for taxable years ending
in 1977 to amounts paid to foreign governments and designated as
taxes under production-sharing contracts entered into before April 8,
1976, for taxable years beginning on or after June 30, 1976. The credit
is limited to 48 percent of the extraction income from the contracts.
This provision applies to taxable years beginning on or after June 30,
1976.

Under present law, the amount of foreign taxes paid with respect
to foreign oil and gas extraction income which under U.S. law are
creditable taxes with respect to foreign oil and gas extraction income
is limited to 50 percent of that income on an overall basis for taxable
years ending after 1976. For purposes of this limitation "foreign oil
and gas extraction income" is the income derived by the taxpayer
from extraction (by the taxpayer or any other person) of minerals
from oil and gas wells. Income from extraction includes the pur-
chase and sale of crude oil by the taxpayer in cases where the tax-
payer is not performing the extraction operations. Also it includes
cases where the taxpayer is performing extraction services within the
country for the government of that country (whether or not the tax-
payer may purchase the oil from that government). Any excess may
only be used to offset U.S. tax on other oil-related income.

The Senate amendment provides that the amount of foreign taxes
allowable as a credit with respect to foreign oil and gas extraction
income is reduced to 48 percent of that income on a per-country basis
for taxable years ending after 1976. The definition of extraction in-
come is broadened to include interest from foreign corporations and
dividends from domestic corporations, provided the corporations are
engaged in oil-extraction activities. In addition, the Senate amend-
ment would treat as a royalty rather than a tax any payment made
as a tax to a foreign government on income from the extraction, pro-
duction, or refining of oil, gas, or other related natural resources
unless the foreign government imposes a substantially similar tax on
income from other activities. The provision applies to taxable years
ending after December 31,1976.

Conference agreement.-The conference agreement combines the
transitional carryback rule for the foreign tax credit limitation con-
tained in the House bill with the reduction in the amount allowed as
foreign tax credit on oil extraction income provided for in the Senate
amendment. Under the conference agreement, the limitation on for-
eign taxes on extraction income allowable as a credit is reduced, for
taxable years ending after 1976, to 48 percent of that income on an over-
all bssis. The conference agreement does not include the changes in the
definition of extraction income and in the treatment of foreign taxes as
royalties which are contained in the Senate amendment. The confer-
ence aLreement provides permanent carryover rules for excess extrac-
tion taxes rather than the transition period carryback rules in the
House bill. Under the agreement, extraction taxes paid in taxable years
ending after the date of enactment which exceed the limitation for
the year can be carried back for two years to taxable years ending after
December 31, 1974, and can be carried forward for five years. The
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amount carried to years after 1977 may not exceed 2 percentage points
above the corporate tax rate.

The conference agreement does not include the change in the defi-
nition of oil-related income contained in the Senate amendment.

The conference agreement follows the Senate amendment with re-
spect to the limitation on foreign oil and gas extraction income earned
by individuals and the tax credit for production-sharing contract.
1036. Underwriting Income

House bill-The House bill contains no provision.
Senate amendment.-The source of insurance underwriting income

is not specified in the Code. The Senate amendment provides that the
source of underwriting income is to be the place where the risk is
located. The amendment applies to taxable years beginning after De-
cember 31,1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1037. Third-Tier Foreign Tax Credit When Code Section 951

Applies
House bill.-The House bill contains no provision.
Senate amendment.-IUnder present law, if a domestic corporation

is required to include in its income amounts under subpart F, a deemed-
paid foreign tax credit is available with respect to foreign taxes
paid by a first-tier foreign subsidiary (10 percent owned by the do-
mestic corporation) and by a second-tier foreign subsidiary (50
percent owned by the first-tier foreign subsidiary), but, unlike the
credit on actual distributions, there is no credit with respect
to foreign taxes paid by a third-tier foreign subsidiary. Under
the Senate amendment the foreign tax credit under subpart F is
made consistent with the credit for actual dividends from second
and third-tier foreign subsidiaries. Thus, a credit is allowed for for-
eign taxes paid by a third-tier foreign subsidiary, and a second-tier
or a third-tier need only be 10 percent owned by a prior tier, provided
the domestic cor action has, directly or indirectly, at least a net
5 percent ownership in each lower tier. The amendment applies with
respect to earnings and profits included in income in taxable years be-
ginning after December 31,1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1041. Interest on Bank Deposits Earned by Nonresident Aliens

and Foreign Corporations
House bill.-Under present law interest paid to a nonresident alien

or foreign corporation from deposits with persons carrying on the
banking business is exempt from U.S. tax, but the exemption is due to
expire with respect to interest paid after December 31,1976. The House
bill makes the exemption permanent without any termination date.

Senate amendment-The Senate amendment extends the exemption
under existing law through December 31,1979.

Conference agreement.-The conference agreement follows the
House bill.
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1042. Changes in Ruling Requirements Under Code Section 367;
Certain Changes in Section 1248

House bil -In certain exchanges relating to the organization, re-
organization, and liquidation of a foreign corporation, nonrecognition
of gain is not available under present law unless a ruling that tax
avoidance is not present has been obtained from the IRS before the ex-
che. The House bill permits nonrecognition of gain if a request for
a ruling that tax avoidance is not present is filed within 183 days after
the beginning of the exchange in the case of outbound transfers. In
the ease of alfother transfers, regulations are to provide the extent that
earnings are to be taken into account as a dividend in order to prevent
avoidance of tax.

Under present law no court review of the ruling is available. The
House bill provides for Tax Court review of these rulings.

In addition, under present law certain nonrecognition provisions
allow repatriation of accumulated earnings and profits of a foreign
corporation without dividend treatment. The nonrecognition pro-
visions are modified under the House bill so that repatriated earnings
andprofits do not escape dividend treatment.

The House bill applies generally to sales, exchanges, and distribu-
tions taking place after October 9, 1975. However, until January 1,
1978, rulings are required on all transfers. In certain transfers not
involving U.S. persons which took place between 1962 and 1976, tax-
payers are given 183 days. after the enactment of the Act to get a
ruling.,

Senate anendsnet.-The Senate amendment follows the House
bill with minor technical amendments. The Senate amendment pro-
vides that if, after the beginning of an exchange for which a ruling
has been obtained, there are subsequent transfers which are treated by
the Secretary as part of the exchange but which are not described in
the ruling, the taxpayer may file a new request for a ruling with
respect to the entire exchange not later than the 183rd day after the
beginning of the subsquent transfer.
1043. Contiguous Country Branches of Domestic Life Insurance

Companies
House bill.-Present law subjects all U.S. companies to tax on their

worldwide taxable income. Under the House bill a U.S. mutual life
insurance company may elect to account for contiguous country
business separately from other business to avoid U.S. taxation on con-
tiguous country income to the extent such income is not repatriated.
A company making this election must recognize as gain the net un-
realized appreciation on the branch's assets. A domestic stock com-
pany selling policies similar to those sold by a mutual company may
transfer assets to a contiguous country subsidiary and recognize the
net gain on the assets transferred.

The House bill applies to taxable years beginning after December 31,
1975.

Senate aendment.-The Senate amendment extends the House
bill to stock companies selling, through contiguous country subsidi-
aries, policies which are similar to those sold by mutual companies.



Conference agrement.-The conference agreement follows the
Senate amendment.
1044. Transitional Rule for Bond, etc. Losses of Foreign Banks

House bil.-Under present law, gains and losses on the sale or ex-
change of government and corporate bonds and certain other types of
indebtedness are treated as ordinary income and loss in the case of
financial institutions and foreign corporations which would be con-
sidered banks if they were domestic corporations However, for tax-
able years beginning before July 12, 1969, these amounts were treated
as capital gain or loss. The House bill provides that, for foreign cor-
porations which otherwise would be considered financial institutions,
net gains from these transactions will be considered capital gain to the
extent of any capital loss carryovers attributable to the same types of
sales or exchanges in taxable years beginning before July 12, 1969.

Senate amendment.-The Senate amendment is the same as the
House bill. t,

Conference agreemnt.-The conference agreement follows 'tthe
Senate amendment with a technical change dealing with the situation
where there are a number of transfers which are treated by the Seere-
tary as part of the same exchange. Pursuant to this change, if there is
an organization reorganization, or liquidation involving-atransfer or
transfers of property by a U.S. person to a foreign corporation, non-
recognition of gain will be permitted if a request for a ruling that a
tax avoidance purpose is not present is filed within 183 days after the
beginning of the transfer. Under this rule, the taxpayer may request a
ruling not later than the 183rd day after the beginning of any transfer
which is part of the exchange, whether or not a ruling has been re-
quested with respect to prior transfers which are part of the exchange.
If the Secretary determines that the entire exchange does not involve
a tax avoidance purpose, nonrecognition of gain will be permitted for
that transfer and any subsequent transfers. Nonrecognition will be
provided with respect to those transfers which are part of the exchange
but which begin more than 183 days before the ruling request is made
if the Secretary determines that tax avoidance will not result if the
earlier transfers are provided nonrecognition treatment and if a
ruling was obtained for the earlier transfer. If no ruling was obtained
for the earlier transfer, nonrecognition will not be accorded the ear-
lier transfer if a ruling is required for that transfer for there to be
nonrecognition.

However, failure of the taxpayer to apply for a ruling with respect
to an earlier transfer will not automatically result in taxable t-eat-
ment of the earlier transfer because the Secretary may require non-
recognition treatment of the earlier transfer in- those situations he
deems appropriate even in the absence of a ruling.

Conference agreement.-The conference agreement follows the
House bill and the Senate amendment.
1051. Tax Treatment of Corporations Conducting Trade or Busi-

ness in Puerto Rico and Possessions of the United States
Under present law corporations operating a trade or business, ,L

possession are entitled to exclude from gross income all income from
sources without the United States including foreign source income



earned outside the possession if they satisfy an 80-percent source and a
50-percent active trade or business test. However, dividends from a
possessions corporation are not eligible for the intercorporate divi-
aends received deduction.

Under the House bill a corporation meeting the 80-percent and 50-
percent tests is entitled to a special foreign tax credit equal to the U.S.
tax on that income plus income from certain investments in that pos-
session. In addition, dividends from a possessions corporation are
eligible for the intercorporate dividends received deduction. The bill
applies to taxable years beginning after December 31, 1975.

Senate amendmet.-The Senate amendment is the same as the
House bill, with minor technical changes, except that the Senate
amendment disallows any foreign tax credits on the Puerto Rican
withholding tax on liquidation. However, the Senate amendment con-
tinues to exempt foreign source income derived from sources outside
the possession which is earned before October 1, 1976 whether or not
the invested funds are derived from the possessions business.

Conference agreement.-The conference agreement follows the Sen-
ate amendment except that the agreement allows a foreign tax credit
on taxes paid with respect to liquidations occurring before January 1,
1979, to the extent the taxes are attributable to amounts earned before
January 1, 1976.
1052. Western Hemisphere Trade Corporations

House bill.-The House bill phases out the 14-percent tax rate re-
duction provided under present law for Western Hemisphere trade
corporations over a 4-year period beginning in 1976.

Senate amendment.-The Senate amendment is the same as the
House bill.

Conference agreement.-The conference agreement follows the
House bill and the Senate amendment.
1053. Repeal of Provisions Relating to China Trade Act Corpora-

tions
House bill. The special tax benefits granted to China Trade Act

corporations and their shareholders, which generally permit the cor-
poration and its shareholders to pay no U.S. tax, are phased out over
four years beginning in 1976.

Senate amendment.-The Senate amendment provides a two-year
phaseout of the special tax treatment for China Trade Act corpora-
tions and their shareholders.

Conference agreement.-The conference agreement phases out the
special tax treatment for China Trade Act corporations and their
shareholders over a 3-year period beginning in 1976.
1061-1064, 1066, and 1067. Denial of Certain Tax Benefits on In-

come Derived in Connection With
Participation in an International
Boycott

House bill.-The House bill contains no provision.
Senate amendment.-The Senate amendment denies to any taxpayer

that agrees to participate in or cooperate with an international boycott
based on race, nationality or religion the benefits of the foreign tax
credit, deferral of earnings of foreign subsidiaries, DISC, and the



exclusion from gross income of foreign earned income on income from
countries requiring boycott participation. The Secretary is to require
the filing of reports (subject to criminal penalties) to determine
whether a taxpayer has participated in a boycott. The provision is
effective with respect to conduct 30 days or more after date of
enactment.

Conference agreement.-The conference agreement follows the Sen-
ate amendment by denying the foreign tax credit and the 'benefits of
DISC and deferral. However, the exclusion for income earned abroad
is not denied to employees of a taxpayer who participates in or co-
operates with an international boycott.

The benefits of deferral and DISC are denied to the taxpayer by
requiring a deemed distribution of earnings to the shareholders of the
DISC or controlled foreign corporation. The benefits of the foreign
tax credit are denied to the taxpayer by reducing the otherwise allow-
able foreign tax credit to which the taxpayer would be entitledundei
section 901 of the Code after applying the limitation, if applicable, of
section 907 and of section 904. Taxes which are denied the foreign tax
credit under this provision are not entitled to be carried backwards or
forwards as foreign tax credits but may be eligible to be deducted in
computing taxable income. Of course, if so deducted, the rules of
sections 861 and 862 would be applied with respect to the deduction.

A taxpayer participates in or cooperates with an international
boycott if the taxpayer agrees, as a condition of doing business directly
or indirectly within a country or with the government, a company,
or a national of a country (1) to refrain from doing business within a
country which is the object of an international boycott or with the
government, companies or nationals of that country; (2) to refrain
from doing business with any U.S. person engaged in trade within
another country which is the object of an international boycott or
with the government, companies, or nationals of that country; (3) to
refrain from doing business with any company whose ownership or
management is made up, all or in part, of individuals of a particular
nationality, race, or religion, or to remove (or refrain from selecting)
corporate directors who are individuals of a particular nationality,
race, or religion; (4) to refrain from employing individuals of a par-
ticular nationality, race, or religion; or (5) to refrain from shipping
or insuring products on a carrier owned, leased, or operated by a per-
son who does not participate in or cooperate with an international
boycott. While it is anticipated that in most cases a third country will
be the object of an international boycott, it is possible that the United
States may -be the object of an international boycott. The agreement
may be with respect to any type of business (including manufactur-
ing, banking, and service businesses).

The conference agreement permits a taxpayer to agree to comply
with certain laws without being treated as agreeing to participate in
or cooperate with an international boycott. A taxpayer may agree to
meet requirements imposed by a foreign country with respect to an
international boycott if a U.S. law, executive order; or regulation
sanctions that participation or cooperation. Secondly, the taxpayer
may agree to comply with a prohibition on the importation of goods
produced in whole or in part in any boycotted country or to comply



with a prohibition imposed by a country on the exportation of products
obtained in that country to any boycotted country. The taxpayer, how-
ever, may not agree to refrain from importing or exporting to or from
a particular country products which are, or which contain components
which are, made by a company on a boycott list.

A taxpayer is not considered as having participated in or cooperated
with an international boycott unless he has agreed to such participa-
tion or cooperation. The agreement need not be in writing; there may
be an implied agreement. However, an agreement will not be inferred
from the mere fact that any country is exercising its sovereign rights.
Thus, a taxpayer is not considered to have agreed to participate in or
cooperate with an international boycott merely by reason of the in-
ability of the taxpayer to obtain an export or import license from a
sovereign country for specific goods. Similarly, a taxpayer's inability,
under the laws or administrative practices of a country, to bring
certain personnel into that country, to bring certain ships into the
waters of that country, to provide certain services in that country, or
to import or export certain products to or from a country, is not to be
considered to constitute an agreement to participate in or cooperate
with an international boycott. Further, the signing (at the time of
import), of a certification as to content, which is required to obtain an
import license, does not by itself constitute an agreement by the tax-
payer. However, this would not permit the making of an agreement
not to import certain goods into the country. In addition, a course of
conduct of complying with sovereign law may, along with other fac-
tors, be evidence of the existence of an agreement.

If the taxpayer has participated in or cooperated with an interna-
tional boycott in a country, he is presumed to have participated in or
cooperated with that boycott with respect to all operations in all
countries which require of the taxpayer (or of other persons, whether
or not related to the taxpayer) participation in or cooperation with
that international boycott. However, the taxpayer may establish that
he has conducted clearly separate and identifiable operations in that
country or another country through the same corporation or related
corporations with respect to which there is no cooperation with or par-
ticipation in that boycott.

Where there are not continuous business activities within a country,
separate and identifiable operations may include separate export or
import transactions. Where there are continuous business activities
within a country, each separate business activity (taking into account
basic differences in the types of any products sold or services offered,
clear separation of the management of the activities, and so forth)
may represent a separate and identifiable operation. If the taxpayer is
able to establish separate and identifiable operations, he may then
establish that with respect to certain operations there was no partici-
pation in or cooperation with that international boycott. The burden
of proof will be upon the taxpayer to establish that an operation is
separate and identifiable and that there was no participation in or
cooperation with an international boycott in connection with that
operation.

In addition, the conference agreement provides a proration formula
for computing the amount of tax benefits which are related to an inter-



national boycott, and thus are denied to the taxpayer. This formula,
it is anticipated, will be used by taxpayers who are unable to separate
their tax benefits between boycott and nonboycott operations. Under
this formula, the reduction of the tax benefits allowed to the taxpayer
are determined by multiplying the otherwise allowable tax benefits by
a fraction. The numerator of the fraction reflects the worldwide opera-
tions of the taxpayer in countries associated in carrying out the inter-
national boycott (exclusive of those operations for which the presump-
tion of participation or cooperation has been rebutted). The denomi-
nator reflects the worldwide foreign operations of the taxpayer. The
factors to be taken into account in computing the fraction are to be
determined in accordance with the regulations prescribed by the Sec-
retary. It is anticipated that the regulations will reflect the nature of
the boycott activity carried on by the taxpayer and will take into
account such factors as purchases, sales, payroll or other items which
may be relevant. Unless the taxpayer establishes to the contrary,: all
operations of the taxpayer in connection with countries which require
participation in or cooperation with the boycott are to be reflected in
the numerator of the fraction.

The proration formula is not to apply if instead the taxpayer, with
respect to his operations which are related to participation in or co-
operation with an international boycott, clearly demonstrates the
a dunt of the foreign taxes and earnings which are allocable to the
boycott operations. Those taxpayers who are not able to clearly ac-
count separately for the tax credits and earnings which are allocable to
their boycott operations must apply the proration formula in compute
ing the amount of tax benefits which are denied to them, Of course, all
operations of the taxpayer in countries which require participaltioa in
or cooperation with that boycott are presumed to be boycottoperations
unless the taxpayer establishes to the contrary.

It is expected that the provisions of the conference agreement will
be administered in the normal course of a tax audit. However, the tax-
payer will be required to make a report if he has conducted operations
in a country (or with the government, a company, or a national of a
country) which is on a list (maintained by the Secretary of the Treas-
ury) of countries requiring participation in or cooperation with an
international boycott, or in any other country which the taxpayer has
reason to believe requires such participation or cooperation. The tax-
payer is to include in the report the identity of any country in con-
nection with which the taxpayer has participated in or cooperated
with (or has been requested to participate in) an international boycott
as a condition of doing business in that country (or with such govern-.
ment, company or national). The report should also indicate the nature
of any operations in connection with such countries.

A taxpayer will also be expected to disclose in the report any country
where the taxpayer has been requested to participate in such a manner
which could be interpreted as an official request of that country. This
is not to say that the request must be made directly by a government
official or representative.

The Secretary of the Treasury is to publish the list, which is to be
updated periodically, of those countries which may require participa-
tion in or cooperation with an international boycott. The initial list



must be published within 30 days after date of enactment. However,
the absence of a country from the list does not mean that such country
is not a country which requires participation in or cooperation with
an international boycott.

The willful failure to make a report will subject the taxpayer to a
fine of not more than $25,000 or imprisonment lor not more %an one
year, or both. A failure to make a report will not be a willful failure
if the taxpayer had no knowledge of a boycott operation unless the
taxpayer's failure to have knowledge is so negligent as to constitute a
reckless disregard of the requirements of the law.

The initial determination of participation in or cooperation with
any international boycott is to be made by the taxpayer, who will be
expected on his return to reduce the amount of the foreign tax credit,
deferral benefits, or DISC benefits to the extent that the taxpayer has
participated in or cooperated with an international boycott. The tax-
payer is to show how any reduction is made. However, it is expected
that the returns and the determinations by the taxpayer will be audited
and the accuracy of the taxpayer's determinations will be verified
in the usual course of such an audit. While this verification will be
done in the usual course of a tax audit, it is anticipated that the IRS
will develop a group of experts who are knowledgeable in audit
aspects of determining whether a taxpayer is involved in an inter-
national boycott.

The conferees have also established a determination procedure
so that taxpayers conducting business with foreign countries will be
able to obtain a determination from the Secretary of the Treasury as
to whether their operations constitute an international boycott agree-
ment. While the determination procedure may rely upon the audit
expertise of the IRS, it is anticipated that this procedure will be dele-
gated to Treasury officials. The determination request may be filed
by the taxpayer before he has computed and filed his tax return, or
at any time during the course of an audit of a tax return in which
the question is raised as to whether the taxpayer has agreed to par-
ticipate in or cooperate with an international boycott. To obtain a
determination from the Secretary, the taxpayer will be required to
make available all factual materials which may be relevant to the
Secretarys determination. If the request for a determination is made
before the particular operation is commenced or before the close of
the taxable year, the Secretary may defer making the determination
until the close of the taxable year.

If the Secretary does determine that the taxpayer has agreed to
participate in or cooperate with an international boycott, there will be
a presumption that the participation or cooperation of the taxpayer
relates to all of the operations of the taxpayer in all of the boycott
countries involved. However, the taxpayer will be entitled to rebut
this presumption by demonstrating that certain operations are clearly
separate and identifiable and are not connected with an international
boycott agreement. An adverse determination by the Secretary will
be reflected by the taxpayer either directly in his return or by normal
deficiency procedures of the Internal Revenue Service. Thus, a
determination of participation in or cooperation with an interna-
tional boycott agreement by the Secretary will be reviewable by the
courts in the same manner as the usual tax controversy.



In order to assess the effectiveness of this legislation in discourag-
ing participation in or cooperation with international boycotts, the
conference agreement requires the Secretary to report annually
to the taxwriting committees the number of boycott reports filed
with the IRS and the percentage which indicated that the tax-
payer had participated in an international boycott. Further, the
report to the committees should contain a detailed description
of the results of the audits of these taxpayers in connection with
boycott operations, the changes made by the IRS on unreported boy-
cott activities, and such other information which would be useful or
helpful in evaluating the administration of these provisions. The re-
port should also indicate to the extent possible the tax benefits which
are claimed for operations in each boycott country; the benefits
claimed by taxpayers in those countries and the benefits denied by
application of these provisions; and the extent that benefits denied
were attributable to boycott agreements determined by reason of an
Internal Revenue audit, The report must be in such a form that it can-
not, directly or indirectly, be associated with or otherwise identify a
particular taxpayer.

The international boycott provisions are to apply to any participa-
tion in or cooperation with an international boycott made more than
30 days after the date of enactment. However, in the case of opera-
tions which are carried out in accordance with the terms of a binding
contract entered into before September 2, 1976, the international boy-
cott provisions shall first apply to participation or cooperation after
December 31,1977.
1065. Denial of Certain Tax Benefits Attributable to Bribe-Pro.

duced Income
House bil.-The House bill contains no provision.
Senate amendmnt.-The Senate amendment provides that if a tax-

payer pays a bribe to a foreign government official, the tax benefits
of the foreign tax credit, DISC, and the deferral of earnings of foreign
subsidiaries are denied to that taxpayer. The Secretary is authorized
to require (subject to criminal penalties) the filing of reports and to
determine whether a taxpayer has bribe-produced income. The pro-
vision is effective for illegal payments made 30 or more days after
date of enactment.

Conference agreement.-The conference agreement subjects to cur-
rent taxation as a deemed dividend an amount equal to the amount
of any bribe paid by a foreign subsidiary or a DISC of a U.S. com-
pany. In addition, the earnings and profits of any corporation pavig.
a foreign bribe is not to be reduced by the amount paid. The provision
applies to illegal payments made 30 or more days after enactment.

Section Omitted From Senate Amendment No. 23:

Agricultural Products of Foreign Corporations
House bill.-UTnder present law, sales of agricultural products not

grown in the U.S. in commercially marketable quantities are not in-
cluded within the definition of base company sales income.
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The House bill provides that sales of foreign-grown agricultural
products which differ in grade or type from, and are not readily sub-
stitutable for (taking into account consumer preferences), agricultural
products grown in the United States in commercially marketable
quantities are not included within the definition of base company sales
income. The provision applies to taxable years of foreign corporations
beginning after December 31, 1975, and to taxable years of U.S. share-
holders within which or with which the taxable years of the foreign
corporations end.

Senate amendent.-No provision.
Conerenwe agreement-The conference agreement omits this pro-

provision.



SENATE AMENDMENT NUMBERED 24

1101. Amendments Affecting DISC
Howe bill.-The DISC provisions presently in effect permit share-

holders to defer taxation of up to 50 percent of the export profits
allocated to the DISC. Under the House bill, incremental rules are
adopted for taxable years beginning after December 31, 1975, which
permit DISC benefits to the extent that current export gross receipts
exceed 75 percent of the average for a 3-year moving base period
(initially 1972-1974) which moves forward after 1980. A small DISC
exemption to the incremental rule is provided for DISCs having
taxable income of $100,000 or less for a taxable year. This exemption
phases out at $150,000. DISC benefits are terminated for sales of agri-
cultural products made after October 2, 1975, except those subject to
marketing quotas. DISC benefits are also terminated for military
sales made after October 2, 1975, except if the products are to be used
solely for nonmilitary purposes. Fixed contract sales of military and
agricultural products continue to receive DISC benefits for sales made
before October 3, 1978. Fixed contract sales of natural resource prod-
ucts denied DISC benefits under the Tax Reduction Act of 1975 are
made eligible for DISC benefits for an additional 5-year period. from
March 17,1975 until March 18,1980.

Under present law, DISC benefits are denied for sales of depletable
natural resources including timber. Under the House bill, timber is
treated as an agricultural product. Upon the disqualification of a
DISC, the accumulated DISC income is recaptured under present
law over a period equal to the period that the DISC was in existence
not to exceed 10 years. The House bill provides that upon the dis-
qualification of a DISC, the accumulated DISC income is recaptured
over a period equal to twice the period that the DISC was in existence
not to exceed 10 years. Where DISC benefits with respect to a product
terminate, loans to the related supplier no longer qualify as a pro-
ducer's loan under present law. The House bill provides that where
DISC benefits with respect to a product terminate, loans to a related
supplier may still qualify as a producer's loan.

Senate amendment.--The incremental rule adopted under the Sen-
ate amendment limits DISC benefits to the extent the current export
gross receipts exceed 60 percent of the average for 3 out of 4 base
period years (initially 1973-1976) which moves forward after 1979.
DISC benefits are retained for agriculture products, but the incre-
mental rules will apply only after 1979 using a 3 out of 5-year base
period. DISC benefits are terminated for military sales unless it is
determined that the property is competitive with foreign-manu-
factured property.
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Under present law, taxpayers can prevent recapture of DISC bene-
fits by selling or distributing DISC stock in certain nontaxable trans-
actions. Under the Senate amendment, the sale or distribution of DISC
stock in certain nontaxable transactions will result in recapture of
accumulated DISC income.

Under present law, the combination of the general deemed distri-
bution rule and the rule prescribing the source of any distribution to
meet the 95 percent export receipts requirement can result in a partial
double counting of the DISC's taxable income with respect to termi-
nating deferral of taxation to its shareholders. The Senate amend-
ment eliminates the problem of double counting by altering the source
rules for distributions to meet qualification requirements.

The Senate amendment is otherwise the same as the House bill, ex-
cept for technical changes. The Senate amendment applies to taxable
years beginning after December 31,1976.

Conference agreement.-Under the conference agreement, the in-
cremental rule applies to taxable years beginning after December 31.
1975, and is 67 percent of the average gross receipts for a 4-year base
period (initially 1972-1975) which moves forward after 1979. Sales
of agricultural products are treated the same as sales of other prod-
ucts. DISC benefits are terminated for 50 percent of military sales
(whether or not competitive) made after October 2, 1975.

The conference agreement otherwise follows the Senate amendment



SENATE AMENDMENT NUMBERED 25

ADMINISTRATIVE PROVISIONS

1201. Public Inspection of Written Determinations by Internal
Revenue Service

House bill--Under present law, private letter rulings and other de-
terminations of the IRS have been made public by the courts under
the Freedom of Information Act. Certain confidential and other infor-
mation is exempted from disclosure by the FOIA, but the taxpayer's
identity is disclosed. The full impact of the FOIA in this area is still
being litigated.

Under the House bill, IRS determinations issued pursuant to a re-
quest made after September 24, 1975, are made public, after deletion
of certain information. Deleted material includes commercial or fi-
nancial information, the disclosure of which could cause material fi-
nancial harm; trade secrets; classified matter; information exempted
by statute; bank regulation information and matters of personal pri-
vacy. The taxpayer's identity is to be deleted only from audit-type de-
terminations and required rulings. Prior determinations, issued after
July 4, 1967 (the effective date of the Freedom of Information Act),
and requested before September 25, 1975, are made public, but with
identifying details deleted. Prior determinations are made public con-
tingent upon funds being appropriated to the IRS for the purpose , but
not until 6-months' public notice is given that they will be made public.
(Written determinations issued before July 5,1967, are not made pub-

lic.) The House bill also establishes procedures for resolution of
disputes regarding deletion of information before release of a deter-
mination, including court actions to restrain disclosure and to obtain
additional disclosure, and provides that a determination shall not be
used as a precedent by any person in any case.

Senate anendment.-The Senate amendment is similar to the House
bill regarding requests made with respect to determinations issued
after November 1, 1976, except that names and identifying details are
not normally to be disclosed. Background file documents related to a
determination are to be made available upon request. Deleted material
also inchldes geological and geophysical information and data, includ-
inq maps, concerning wells, and commercial or financial information
which is privileged or confidential. Determinations requested before
November 1, 1976, are made public, except for certain required rul-
ings. Disclosure is contingent upon funds being appropriated to the
IRS for the purpose. Rules are established for the order in which
prior determinations will be released, with the more recent determina-
tions given priority. If the IRS receives a communication concerning
a pending request for a determination from anyone outside the IRS
(other than the taxpayer), the contact is to be noted, or "flagged". on
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the determination when it is made public. Any person may file suit and
learn the identity of the taxpayer, if the Tax Court finds evidence that
an impropriety occurred or undue influence was exercised with respect
to the determination. The court could also order disclosure of material
previously deleted.

The amendment provides that the Secretary may determine any
precedential effect by regulations and creates a civil remedy for in-
tentional or willful failure of the IRS to make required deletions or
to follow the procedures of this section, including minimum damages
of $1,000 plus costs. It allows IRS collection of fees for search and
duplication costs in making information available on request and
establishes rules for IRS records disposal.

Conference agreement.-The conference agreement follows the Sen-
ate amendment. The conferees also make it clear that communications
concerning a pending determination from another agency which pro-
vides assistance to the IRS upon its request are not to be flagged. More-
over, the conferees do not intend that internal memoranda within the
Internal Revenue Service relating to a particular written determina-
tion, or the question involved therein, which relate to development of
the Service's legal position on the question involved, should be a part
of the background file (and for this purpose Chief Counsel should be
considered part of the Internal Revenue Service). However, corre-
spondence which seeks to elicit further factual information, and the
response thereto, would not be excluded from the background file by
the previous sentence (for example, in a case where the National Office
seeks further information regarding a district director's request for
technical advice). Because of their similarity to internal memoranda
and attorneys work product, correspondence between the Internal
Revenue Service and the Department of Justice regarding a particular
civil or criminal investigation or case, which is related to a particular
written determination, or with respect to the relationship of a deter-
mination to any civil or criminal investigation or case, shall not be
considered part of the background file. (The question of the avail-
ability of these documents is to be governed by other provisions of law,
including the Freedom of Information Act.)
1202. Disclosure of Returns and Return Information

House bill.-No provision.
Senate amendment.-(a) Gemeral.-Under present law, tax returns

are "public records", but they are generally open to inspection only
under regulations or under executive orders. Additionally, the statute
provides a number of specific situations in which tax returns can be
disclosed.

The Senate amendment provides that returns and return information
are to be confidential and not subject to disclosure except as specifically
provided by statute.

In general, "returns" are defined in the regulations presently in
effect as including information returns, schedules, lists, and other
written statements filed with the IRS which are supplemental to or
become a part of the return and other records, reports, information
received orally or in writing, factual data, documents, paners, ab-
stracts, memoranda, or evidence taken, or any portion thereof relating
to returns and schedules, etc. The Senate amendment defines the term



"return" to mean any tax Or information return, declaration ofiesti-
mated tax or claim for refund which is required or permitted to be
filed with respect to any person. It also includes any amendment,
supplemental schedule or attachment, filed with the tax return, infor-
mation return, etc. "Return information" is defined as any data re-
ceived by or prepared by the Secretary with respect to a return or with
respect to the determination of the existence of the liability of any
person for any tax, penalty, interest, fine, forfeiture, or other imposi-
tion. Information as to whether a taxpayer's return was, is being, or
will be examined is also to be considered return information. Under
the amendment , data in a form that cannot be associated with or
otherwise identify a particular taxpayer will not constitute return
information.

(b) Disclosure to Congres.-Congressional committees are classified
in three categories for disclosure purposes under present law. The tax
committees may inspect tax information in executive session Select
committees of the House and Senate may inspect tax information in
executive session if specifically authorized to do so by a resolution of
the appropriate body. Standing and select committees may inspect
tax information under an executive order issued by the President for
the committee in question and on the adoption of a resolution (by the
full committee) authorizing inspection.

The Senate amendment provides that the tax-writing committees,
upon written request of their respective chairmen, may have access to
returns and return information in executive session. The Chief of
Staff of the Joint Committee on Taxation may have access to re-
turns and return information. Nontax committees are to be fur-
nished returns and return information in executive session upon
(1) a committee action approving the decision to request such returns,
(2) an authorizing resolution of the House or Senate, as the case may
be, and (3) a written request by the Chairman of the committee. The
resolution of the appropriate body authorizing these committees to
obtain returns or return information must specify the purpose for the
inspection and that the inspection is to be made only if there is no
alternative source of information reasonably available to the coMA
mittee. The committees, through the committee Chairman and ra4 1
ing minority member, can designate no more than 4 agents (2 major-
ity and 2 minority) to inspect the returns or return information
requested.

Under present law, the tax committees and select committees author-

ized to inspect tax information may submit "any relevant or useful"
information obtained to the House or Senate. The Senate amendment
provides that the tax-writing committees may submit tax in-
formation to the Senate or House, as the case may be. The nontax-
'writing committees may submit such information to the Senate or
Housesitting in executive session. The Joint Committee on Taxation;
or its Chief of Staff, may submit tax information to the Committee
on Ways and Means or to the Committee on Finance sitting in executive
session.

(c) Disclosure to the President (and other Federal agencies).--Ai
existing executive order permits so-called "tax checks" and ' 7
spection of tax returns by the President and certain designed



White House employees. Requests for tax checks and inspection are
to be in writing and signed by the President personally.

The Senate amendment provides that disclosure of returns and
return information can be made to the President and/or to certain
named employees of the White House Office, upon the written request
of the President, signed by him personally. A request is to specify,
among other things, the reason disclosure is requested. The President
(or a duly authorized representative of the Executive Office) and
the head of a Federal agency also may make a written request for
a "tax check" with respect to prospective appointees. The "tax check"
is limited to whether the individual has filed income tax returns
for the last 3 years, within the last 3 years has failed to pay
any tax within 10 days after notice and demand, has been assessed a
negligence penalty within the last 3 years, has been or is under
any criminal tax investigation (and the results of such investiga-
tion), or has been assessed a civil penalty for fraud. The Presi-
dent and the head of any agency requesting returns and return
information under this section will be required to file annually a
confidential report with the Joint Committee on Taxation iden-
tifying the taxpayers, the returns or return information involved,
and the reason for requesting such returns or return information.
However, the President will not be required to report on requests
pertaining to current employees of the executive branch. The reports
will be maintained by the Joint Committee on Internal Revenue Taxa-
tion for a period not exceeding 2 years unless, within that period of
time, the Joint Committee on Taxation determines that a disclosure
to the Congress is necessary.

(d) Ta crimita cases.-Under present law, tax returns and other
tax information of any taxpayer may be furnished upon request with-
out written application to U.S. Attorneys and Justice Department
attorneys in civil or criminal tax cases referred by the IRS to the
Justice Department for prosecution or defense. Where the Justice
Department is investigating a possible violation of the civil or crimi-
nal tax laws and the matter has not been referred to the Justice De-
partment by the IRS, a Justice Department attorney or U.S. attor-
ney may obtain tax information upon written application where it
is "necessary in the performance of his official duties". The Justice
Department can obtain the returns of potential witnesses and third
parties. Also, the IRS will answer an inquiry from the Justice De-
partment as to whether a prospective juror has been investigated by
tbe IRS.

Under the Senate amendment, the Justice Department will continue
to receive returns and return information with respect to the tax-
payer whose civil or criminal tax liability is at issue. Written request
is re uired in cases other than refumd cases and cases referred by
the IRS. The return or return information of a third party will be
disclosed to the Justice Department in the event that the treatment of
an item reficted on his return is or may be relevant to the resolution
of an issue of the taxpayer's liability under the Code. The return or
return information of a third party will also be disclosed to the Justice
Department when the third party's return or return information
relates or m, relate to a transaction between the third party and



the taxpayer whose tax liability is or may be at issue and the return
information pertaining to that transaction may affect the resolution of
an issue of the taxpayer's liability. Disclosure of a third party return
or return information will be made only pursuant to written request,
except for refund cases and cases referred to Justice by the IRS. A
third party return may also be disclosed in a court proceeding, sub-
ject to the same item and transactional tests described above, except
that the items and transactions must have a direct relationship to
the resolution of an issue of the taxpayer's liability. In tax cases, the
Justice Department and the taxpayer whose liability is at issue will
be allowed to inquire of the IRS as to whether a prospective juror
has been under an audit or investigation by the IRS. However, re-
sponses to such inquiries are to be limited to the existence or nonexist-
ence of an IRS investigation.

(e) Nontax criminal case.-Under present law, a U.S. Attorney
or an attorney of the Department of Justice may obtain tax informa-
tion in any case "where necessary in the performance of his official
duties". This may be obtained on written application, giving the name
of the taxpayer, the kind of tax involved, the taxable period involved,
and the reason inspection is desired. The application is to be signed
by the U.S. Attorney involved or by the Attorney General, Deputy
Attorney General, or an Assistant Attorney General. Tax information
obtained by the Justice Department may be used in proceedingseon-'
ducted by or before any department or establishment of the Federal
Government or in which the United States is a party. The IRS also will
answer an inquiry from the Justice Department as to whether a pros-'

pective juror has been investigated by the IRS.
Under the Senate amendment, tax information can be disclosed to

the Justice Department and other Federal agencies for nontax crim-
inal purposes only by order of a U.S. District Court. The order would
be issued upon a showing (1) that there is probable cause to believe,
based upon information believed to be reliable, that a specified crim-
inal act has been committed, (2) that there is reason to believe that the
information contained in the return is directly probative of the com-
mission of the crime, and (3) that the information sought cannot
reasonably be obtained from any other source. Only those parts of the
return determined by the Court to be necessary to the investigation or
prosecution would be subject to disclosure. The amendment authorizes
the IRS, either upon its own initiative or pursuant to written request.
to disclose in writing to the Justice Department or any other Federal
agency, information relating to the possible violation of a Federal
criminal law which is received from sources other than the taxpayer
and his representatives.

(f) Nontax civil matters.-Under present law, U.S. Attorneys and
officials of other Federal Agencies may obtain tax information in non-
tax civil cases in the same manner and to the same extent as in nontax
criminal cases. The Senate amendment provides that disclosure of
returns and return information cannot be made to the Justice Depart-
ment or other Federal enforcement agencies in civil cases except in
those instances where it is defending the United States in a suit involv-
ing a renegotiation of contracts previously determined by the Renego-
tiation Board. Disclosure would -be allowed under the amendment to
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Treasury personnel (other than employees of the IRS) of returns or
retin information for purposes of tax administration.

the GAO does not presently have independent authority to inspect
tax returns. It does have access to tax returns when it audits IRS
operations as agent of the Joint Committee on Thxation. H.R. 8948
(reported by the Government Operations Committee and passed by

the House) would specifically authorize the GAO. to conduct audits
of tlhe IRS and the Bureau of Alcohol, Tobacco and Firearms. H.R.
8948 would permit GAO to have access to tax returns and tax records
to the extent necessary to conduct the audits.

The Senate amendment provides that the GAO can initiate audits
of the IRS on its own or at the request of any committee of Congress.
The amendment authorizes the GAO to inspect returns and return
information to the extent necessary in conducting the audits. It is
intended' that the GAO examine returns and individual tax transac-
titns only for the purpose of, and in the number necessary to serve as
a reasonable basis for, evaluating the effectiveness, efficiency and econ-
omy of IRS operations and activities. It is not intended that the GAO
would superimoose its judgment upon that of the IRS in individual
tax cases. GAO would notify the Joint Committee on Taxation in
writing of the subject matter of the planned audit and any plans for
inspection of income tax returns. GAO could proceed with its planned
audit unless the Joint Committee, by a two-thirds vote of its members,
vetoes the GAO audit 'plan within 30 days of first receiving notice of
the proposed audit from GAO

() Statistical use.-The Census Bureau, the Bureau, of Economic
Analy.is, the Federal Trade Commission, and the Securities & Ex-
rante commissionn are presently authorized to use tar returns and
irn information for statistical purposes.

Under the Senate amendment, Census, the BEA, the FTC, and non-
IRS Treasury personnel could obtain tax returns and limited return
information for statistical and research purposes. The BEA and the
FTC would only receive corporate tax information. Publication of
statistical studies identifying any particular taxpayer is prohibited.

(A) lspection 6y Federal agenrie.-Under present law, several
agencies may generally inspect tax information for qualified purposes
without a specific written request. Inspection of tax information on a
general basis is made most often by HEW, the Renegotiation Board
and the FTC.

Undef the Senate amendment, limited disclosures on a general basis
would be permitted to the Social Security Administration, the Rail-
road Retirement Boatd, the Depkrtment of Labor, the Pension Benefit
Guaranty Corporation, and the Renegotiation Board in certain limited
situations where the return information is directly related to programs
administered by the agency in question.

(i) State and local governmevts.--On the written request of the
State Governor, tax returns may presently be inspected by State tax
officials for purposes of administering the State's tax laws. Tax infor-
mation may also be obtained by the States for local governments to be
used in administering the local tax laws.
The Senate amendment provides that Federal tax returns and return

in formation may be disclosed, to State tax officials solely for use in
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administering the State's tax laws. The tax information would not be
available to the State Governor or any other nontax personnel, or to
local governments. No disclosure may be made to any State reqouir-
ing taxpayers to attach to, or include in, State tax returns a cop4'
of any portion of the Federal return (or any information reflected oii
the Federal return) unless the State adopts provisions of law by De-
cember 31, 1978 protecting the confidentiality of the Federal returns
or return information.

In order to protect the confidentiality of returns which the States
receive from the IRS under the present exchange programs, the re-
turns are, in most States, processed on computers used solely by the
State tax authorities. In certain States, however, the'requirements of
the tax authorities are not sufficient to justify a separate computer,
and, accordingly, the tax authorities have the Federal tax returns
processed on central computers shared by several State agencies which
are operated by State employees who are not in the tax department.
In such situations, the IRS requires that tax department personnel
be present at all times when the Federal tax returns are being proc'
essed. The Senate amendment would permit those States currently
time-sharing with other State agencies to continue to do so to the
extent authorized and under the conditions specified in Treasury
regulations.

(j) Taxpayers with a material interest.-Income tax return pres-
ently are open to certain persons with a material interest in those
returns. For example, returns are open to the filing taxpayers,,trust
beneficiaries, partners, heirs of the decedent, etc.

Under the Senate amendment, persons with a material interest
would continue to have the right to inspect returns and, *where ap-
propriate, return information to the same extent as provided under
current regulations. Return information (in contrast to "returns")
could be disclosed to persons with a material interest only to the ex-
tent the IRS determines this would not adversely affect the adminis-
tration of the tax laws.

(k) Miscellaneous disclosures.-Also, under present law, address
information is provided to the Federal Parent Locator Service re-
garding "absent parents" under Public Law 93-647 (section 453 of the
Social Security Act). Under the Senate amendment, returns and re-
turn information of taxpayers and spouses could be disclosed to appro-
priate _Federal, State and local agencies for purposes of, and on y ,to
the extent necessary in, locating deserting parents and determining
ability to make support payments.

Several provisions of the regulations allow the disclosure of tax
information for miscellaneous administrative and other purposes. In
other cases, the statute specifically requires public disclosure and cer-
tain types of returns (e.g., applications for exempt status by orraniza-
tions). Under the Senate amendment, returns would continue to be
open to public inspection in those situations where public disclosure is
provided for in present law. Limited disclosure of returns and return
information would be permitted in some, but not all, of the miscel-
laneous situations where disclosure is Permitted under present law.

(1) Procedures and records coscening diselosure.-Sevral dif-
ferent offices of the IRS presently have the, responsibility for ap-



proving the disclosure of tax information to particular agencies. The
iL.S presently maintains records concerning disclosure, but the type
of records mitained are not standardized as between, eg., Service
Centers, and complete inventory of records is not maintained.

The, Senate amendment provides that in those cases in which disclo-
sure or ipspection of returns or return information would be permitted,
it wduld be permitted only at the times, in the manner, and at the
places prescribed by ielations. The IRS, and each Federal and State
ancy recying tax information, would be required to maintain a
standard d system of permanent records on the use'and disclosure
of returnsand .return information.

(m feu rd.-Exoept ftr the general criminal penalty for un-
authorized disclosure, the tax law does not presently provide rules for
saf~euarding tax information disclose by the IRS to other agencies
TheTRS has no authority to audit the safeguards established by other
agencies or 66 stop disclosure to other' agencies that do not properly
maintain safeguards. r a

nder' the Senate amendment, no tax information would be fur-
nished by the IRS to another agency (including commissions, States,
etc.) unless the other agency complies with a comprehensive sys-
tem of administrative, technical, and physical safeguards designed
to protect the confidentiality of the'returns and return information.
In'the event of an unauthorized disclosure by the other agency or its
failure to maintain adequate safeguards, the IRS could- (subject to
An administrative appeal procedure) terminate disclosure to that
agency.

B Rep rt8 to Coongres.-Since 1971, the Joint Committee has
received from the 1R a semi-annual report on disclosure of tax
information. .
;, ThieSenate amaftdnient requires the IRS to make a confidential
reort to the Joint Committee each year on all requests (and the
resns therefor) received for disclosure of tax returns or return in-
f6rnation. The report w3uld include, as a separate section to be
publicly disclosed, a listing of all agencies receiving tax return infor-
mation, the number of-cases in which disclosure was made to them
during the year, and the 'general purposes' for which the requests
were made. IA addition, the IRS would he required to file a quarterly
report with the tax committees regarding procedures and safeguards
followed by recipients of returns and return information.

(0o) :f'rcement.-Under present law, unauthorized disclosure of
a Fedfal income tax return or financial information appearing
thereon by a Federal or State employee is a misdemeanor punishable
by a fine of up't6 $1,000 or imprisonment of up to one year, or both.
It is also a misdemeanor 'unishable in the same manner for any
person to print or publish an income tax return or financial informa-
tion appearing therein.

Under the Senate amendment, the criminal violation of the dis-
closure rules would become a felony punishable by a fine of up to $5,000
add imprisonment of up to 5 years, or both. It would also he a felony,
subje lo the same pefialties, for any person willfully to receive returns
or return infqrn~tion as a result of an offer by that person to exchange
aii item of material value for the unauthorized disclosure. A civil
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remedy is provided for any taxpayer damaged by any unlfUl dis-.
closure of returns 6r return information.

(p) Effective date.-The provisions in the Senate amendment c6n-
cerning the confidentiality oftax returns are effective as of January 1,
1977.

Conference agreement.-The conference agreement generally fol-
lows the Senate amendment with the modifications described below.

Under the conference agreement, a prospective employee will receive
notice from the IRS at the time it receives a request for a tax
check with respect to the prospective employee. The confidential re1

port to the Joint Committee by the President and heads of agencies
will be made quarterly rather than annually as provided in the Senate
amendment.

In addition, the court order required for disclosure of tax, iforma-
tion to the Justice Department and other Federal agencies in nontax
criminal cases will be issued upon a showing that: (i) there is reason
able cause to believe, based upon information believed to be reliable,
that a specific criminal act has been committed; (ii) there is reason
to believe that the return or return information is probative evidence
of a matter in issue related to the commission of the criminal act;
and (iii) the information sought to be disclosed cannot reasonably be
obtained from any other source unless it is determined that, notwith-
standing the reasonable availability of the information from another
source, the return or return information sought constitutes the most
probative evidence of a matter in issue relating to the commission of
the criminal act.

The first requirement set forth above ("reasonable cause .. .") is
intended to be less strict than the "probable cause" standard (con-
tained in the Senate amendment) for issuing a search warrant, and
this "reasonable cause" requirement is to be construed according to
the plain meaning of the words involved. The term "criminal act"
includes any act with respect to which the criminal penalty provisions
of a Federal nontax statute (which may also include civil penalty
provisions) would apply. This court procedure contemplates an it
camera inspection of the return or return information by the judge to
determine whether any part or parts thereof meet the requirements
outlined above. Only the part or parts of the return or return informa-
tion determined by the court to meet these requirements would be
subject to disclosure under this provision. In this regard, the confer-
ence agreement contemplates that the more personal the information
involved (e.g., medical and psychiatric information), the more restric-
tive the court would be in allowing disclosure.

The return or return information could be introduced in. an
administrative or judicial hearing if the court finds that it is
probative of a matter in issue relevant in establishing the commission
of a crime or the guilt of a party. The credibility of a witness does
not constitute a matter in issue for purposes of these rules. Thus, under
the conference agreement a return or return information would not
be admissible for purposes of "collateral impeachment" (i.e., dis-
crediting a witness on matters not bearing upon the question of the
commission of a crime on the guilt of a party).

The conference agreement modifies the provision in the Senate
amendment requiring those States which require taxpayers to attach



to, or include in, their State tax return a copy of anyportion of their
Federal return (or any information reflected on the Federal return)
to adopt provisions of law by December 31, 1978, protecting the con-
fidentiality bf the. attached copy of the Federal return or of the in-
cluded return information. Although the copy of the Federal return
or the return information required by a State or local government to
be attached to, or included in, the State or local return does not con-
stitute Federal "return or return information", subject to the Federal
confidentiality rules, the 'policy underlying this requirement is that
the attached copy of the return and the included in ormation should
be tteated by State and local governments as confidential rather than
effectively as public information. However, it is not intended to require
States to enact confidentiality statutes which are mirror images of the
Federal statutes. the conference agreement makes it clear that State
tax authorities can 'disclose State returns and return information,
including any portion of the Federal return (or information reflected
on the;Federal return which the-State requires the taxpayer to attach
to, or to include in, his State tax return, to any State or local officers
or employees whose' official duties or responsibilities require access to
such State return or return information pursuant to the laws of such
State.
I The conference agreemeht also authorizes the GAO to review and

evaluate the compliance by the Federal and State agencies which have
received returns and return information from the IRS with the
requirements regarding the use and safeguarding of the returns and
return information.

' The conference agrement modifies the disclosure of return informa-
tion to the Federal, State and local child support enforcement offices
by providing for disclosure of the information from IRS master files
and permitting disclosure of other return information only to the
extent that it cannot be reasonably obtained from another source.

The conference agreement authorizes the IRS to disclose to other
Federal agencies the mailing addresses of -taxpayers from whom the
Ageies are attempting to collect a claim under the Federal Claims

c Aion Act.
1203. Income Tax Return Preparers

House bil.-Present law provides that tax return preparers must
sign returns they prepare, but no penalties are provided for failure
to sign. Pr4arem are subject to criminal -fraud penalties of fines up
to $5,000 -and 3 years' imprisonment for willfully aiding or assisting
inrthe preparation of-a fraudulent return. (Also, preparers 'are sub-
ject to penalties for improper diclosere of tax return information.)

Under the House bill, any person who prepares a return or claim
for refund for compensation must meet specific disclosure require-
ments and is subjectt to penalties for negligent or fraudulent prepara-
tion of returns. Injunctions maybe sought against preparers engaging
i1r certain specified practices. The Provision applies to documents pre-
paredi after December 31, 1975. . " I I

Senate ameandnent.--The Senate amendment is the same as the
House bill With several modifications, including an exception for pre-
parers of refund claims filed'as a result of an IRS audit; authorization
or the IRS to modify annual reporting requirements, provided de-
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tailed records end information are available and accessible to the
Service. Also, the injunction, provision is modified to establish more
specifically the practices against which injunctive relief maybe ob-
tained. The amendment applies to documents prepared after Decem-
ber 31,1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.

The conferees also clarified certain language that appears in 'the
Finance Committee's Report relating to income tax return preparers.
The amendment imposes a penalty for any understatement of tax
liability caused by an income tax return preparer due to negligent or
intentional disregard of rules and regulations. The conferees share the
Finance Committee's intention, as stated in the Committee Report,
that this provision be interpreted in a manner similar to existing sen,
tion 6653 (a) of the Code which imposes penalties for disregard of rulw
and regulations by taxpayers on their own returns. Consistent with,
section 6653 (a), the Committee Report states that anincome tax return
preparer's good faith dispute about an interpretation of a statute is
not considered negligent or intentional disregard of rules and
regulations.

However, the Report of the Finance Committee goes on to state that
an income tax return preparer may complete a return relying on case
law that conflicts with rulings or regulations, "provided he clearly
sets forth in the return the relevant rulings or regulations which he
disputes and the judicial decision upon which he, relies." Such dis-
closure is not required to avoid penalties under section 6653(a) of the
Code, and the Committee did not intend, that more stringent require-
ments be applied under the new section 6694(a). The conferees agree
that while there may be instances in which some form of disclosure on
a return would be necessary to avoid penalties under section 6694(a),
that would depend on all the relevant facts and circumstances in the
particular case, as is true under section 6653 (a).
1204. Jeopardy and Termination Assessments

Howe bill.-Under present law. no court or administrative review
is made of the appropriateness of a jeopardy or termination assess-
ment. No restrictions are placed on sale of property seized pursuit to
one type of jeopardy assessment. A termination assessment creates a
"deficiency" and presumably short taxable years.,

The House bill provides expedited Tax Court review of the appro-
priateness of jeopardy and termination, assessments (and the amount
thereof). It also provides restrictions on the sale of seized property
until this review is completed. The provisions of the House bill apply
to assessments where notice and demand take place after December 31,
1975. 1

Senate amendment.-The Senate amendment isgentrally the same
as the House bill but contains several modifications, The Senate
amendment requires the Internal Revenue Service to furnish-the tax-
payer with a written statement setting forth the basis for a jeopardy or
termination assessment within 5 days after the assessment is made, and
provides for administrative review within an additional 15 days. The
taxpayer may then obtain an expedited de novo determination of the
reasonableness of the assessment by a United States District Coujt&



TheCommissioner-has the -burden of proof on whether it is reasonable
for a jeopardy or termination assessment to stand, but the taxpayer
hits the burden of proof on the reasonableness of the amount assessed.
In the chse of termination assessments, the Senate amendment provide
for notice of efficiency to the taxpayer only after the close of the nor-
mal taxable year and for no closing or reopening of a taxpayer's tax-
able year: The Senate amendment imposes the same restrictions on sale
of'seized property with respect to jeopardy assessments as the House
bill, but the restrictions are broadened in the case of termination assess-
merits. These provisions of the Senate amendment apply to assessments
where the notice and demand take place after December 31, 1976.

Conference agreement -The conference agreement follows the Sen-
ate amendment. In the court review of a jeopardy or termination as-
sessment, the conference agreement places the burden of proof on the
government as to whether the making of the jeopardy or termination
assessment is reasonable under the circumstances, but places the burden
of proof, on the taxpayer as to the reasonableness of the amount as-
sessed. The Report of the Committee on Finance (S. Rept. 94-938, p.
365) analogizes this division of the burden of proof to the division in a
civil tax fraud case where the government has the burden of proof on
the fraud issue, and the taxpayer the burden on the issue of a deficiency
in tax. The analogy was used only to explain the division; neither the
Commmittee. on Finance nor the conferees intend that the govern-
ment must carry its burden of proof in the court review of a jeopardy
or termination assessment under the special evidentiary standard of
proof applicable to proving civil fraud, i.e., "clear and convincing
evidence." Rather, the usual standard is to apply, as it does where the
government is given the burden of proof in a deficiency case on a tax
ismuit failed to raise in its notice of deficiency.
1205. Administrative Summons

Home b4.-The House bill provides generally, in the case of a
third party summons, the taxpayer (or other person to whom the sum-
moned records pertain) is to receive notice of the summons from the
Service at the time of its issuance and have the right to stay com-
pliance by notifying the person summoned within 14 days not to com-
ply with the summons. The Service is then required to seek enforce-
ment of the summons in a Federal court and the taxpayer has standing
to challenge such enforcement. Notice is not required in the case of an
administrative summons to a bank issued in connection with IRS col-
lection activities. In the case of a John Doe summons (where the iden-
tity of ihe taxpayer is not known) the Service must go into court,
establish reasonable cause for requesting the summons, and receive
court approval before issuing the summons.

Senate amendmnt.-The Senate amendment is generally similar to
the House bill except that it permits the Service a 3-day grace period
to mail the notice to the taxpayer.'The amendment also provides for
suspension of the criminal statute of limitations (as well as the civil
statute, which is suspended under the House bill) where the summons
is protested by the taxpayer. The amendment suspends the notice
requirement where a summons is issued solely to determine if records
exists or where notice may result in a material interference in an in-
vestigation. The amendment is intended to enable the Service to avoid



486

material interference with an investigation where it reasonably believes
that this might occur; however, petitions by the Service are not to be
granted automatically by the courts and the petitions (and supporting
affidavits) must show reasonable cause. The amendment also provides
for the reimbursement of witness costs in accordance with regulations

Conference agreemnt.-The conference ageement follows the Sen-
ate amendment. In addition, the agreement clarifies the definition of a
third-party record keeper, limiting this category to attorneys, ,e-,
countants, banks, trust companies, credit unions, savings and loan
institutions, credit reporting agencies, issuers of credit cards, and
brokers in stock or other securities. The conference agreement makes
it clear that the criminal and civil statutes of limitations are to be sus-
pended where the notice who protests enforcement of the summons is
either the taxpayer himself (as under the House and Senate bills), his
nominee or agent, or another person actually under the direction or
control of the taxpayer. A corporation controlled by the taxpayer,
for example, is covered under this rule. On the other hand, if the
third-party record keeper (attorney, accountant, bank, etc.) protested
enforcement of the summons, this would not suspend the statute of
limitations with respect to the taxpayer because the third-party record-
keeper is not the notice. (Also, these persons ordinarily would not be
under the actual direction or control of the taxpayer.) The conference
agreement also provides that the Service is not required to give notice
or to follow the "John Doe" procedure where the purpose of the in-
q is simply to learn the identity of the person maintaining num-
tee bank account (or similar arrangement). For purposes of the
rue an account or siila rnenti s a account

1206. Assessments in case of mathematical or clerical errors
Rouse bill.-Tjnder present law, where a tax deficiency results from

a mathematical error, the taxpayer does not have a 'right to appeal tothe Tax Court, as provided in other cases. In practice, the Internal
Revenue Servie allows the taxpayer time to explain and sustantiae
a claim that there is no error. The Service has applied the mthemati-
cal errors p rocedure in 5 general categories of mistakes, only one of
which literally involves arithmetic miscalculations.

The House bill defines five sets of mathematical or clerical errors,and the procedure and timetable which is to be followed before the
Service may assess a deficiency. Under the procedure, the taxpayermust be given an explanation of the error and time to file a request fortement of the assessment. The Service may not assess a deficiency

ore tne taxpayer has agreed to it or the specified period has expired.
The provision overs: (1) arithmetic errors; (2) errors in transferring
amounts onthe tax forms; (3) missing schedules or forms; (4) incon-
1sstent eenties and computations; and (5) entries that exceed statu-
tory limitations. The timetable allows (1) the taxpayer 90 days from
date of notice to file a request for abatement, (2) the Service 60 dayS
to abate or renew the assessment, and (3) the taxpayer another 30 days
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to demand abatement. This provision applies to returns filed after
December 31,1975.

Senate amendme,-t-The Senate amendment modifies the House
provision by allowing 60 days for the taxpayer to file a request for
abatement. If such a request is filed, the Service must abate the assess-
met; the Service then may assert a deficiency. The amendment applies
to returns filed after December 31,1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1207(a). Withholding State Income Taxes From Military Per-

sonnel
House bill.-Under present law, Federal withholding of State in-

come taxes from military personnel is prohibited. The House bill pro-
vides for Federal withholding of State income taxes where requested
by a member of the military. Such withholding is to be implemented
within 120 days of enactment.

Senate amendment.-The Senate amendment is the same as the
House bill except that withholding is mandatory rather than volun-

rgonference agreement.-The conference agreement follows the Sen-

ate amendment.
1207(b). Withholding of State or Local Income Tax From Mem-

bers of the National Guard or Ready Reserve
House bill.- Under present law, withholding of State or local in-

come tax from members of the National Guard or ready reserve by
the Federal Government is prohibited. The House bill requires the
Federal Government to withhold in those cases when the State and
local income taxes are paid for regular training. Withholding is to be
implemented within 120 days of the date of enactment.

SNate amendmet.-The Senate amendment is the same as the
House bill

Conference agreement.-The conference agreement is the same as
the House bill and the Senate amendment.
1207(c). Voluntary Withholding of State Income Taxes From

Federal Employees
House bill.-The House bill contains no provision.
Senate amendment.-Under Present law, Federal withholding of

State income taxes from Federal employees in States where withhold-
ing is voluntary is prohibited. The Senate amendment permits Fed-
eral withholding of State income taxes from Federal employees in
States where it is voluntary when employees request it. This withhold-
ing isto be implemented within 120 days of date of enactment.

Conference agreement-The conference agreement follows the Sen-
ate amendment.
1207(d). Withholding of Income Tax on Certain Gambling

Winnings
House bill.--Under present law, withholding of Federal income tax

from gambling winnings is not required although informsion reports
must, be submitted on winninrs of $600 or more. The House bill imposes
withholding at a, 20-ercent rate on winnings of more than $1.000 from



sweepstakes, wagering pools, and lotteries and from other types of
gambling if the odds are 300 to 1 or more. The withholding applies to
wagers made after December 31,1975.

enate amendment.-The Senate amendment is the same as the
House bill except that it does not apply to winnings from slot machines,
keno, and bingo, or from State-conducted lotteries. This withholding
applies to wagers made after September 30, 1977.

Conference agreement.-The conference agreement follows theSen-
aite amendment except that the exemption for State-conducted lotteries
applies only to winnings of $5,000 or less, and the withholding begins
to apply 90 days after date of enactment. State-conducted sweepstakes
and wagering pools are not included in the $5,000 exemption, but
rather are treated the same as privately-conducted sweepstakes and
wagering pools (and thus are subject to withholding on any net win-
iungs exceeding $1,000). Under the conference agreement, it is intended
that the term "wagering pools" is to include all pari-mutuelbetting
pools, including on- and off-track racing pools, and similar types of
betting pools.

The conference agreement also makes it clear that withholding
applies to winnings net of the ticket price, taking into account all
tickets for identical wagers. For example, if one $100 bet and two $50
bets are placed on a single horse to win a single racetrack event, any
winnings from the three tickets should be added -together and the ticket
prices of all three tickets should be deducted to determine net winnings.
However, if the bets are placed on different horses or on different
events, the net winnings are to be determined separately for each ticket.

In addition, under the conference agreement, the Internal Revenue
Service is to report, prior to 1979, to the House Committee on Ways
and Means and the Senate Committee on Finance on the operation of
the present reporting system (IRS Form 1099) as applied to winnings
from keno, bingo, and slot machine winnings and is to make a recom-
miendation whether or not such winnings should be subject to with-
holding. The conferees also urge that, in the interim, the Internal
Revenue Service modify the reporting requirements (on IRS Form
1099) with respect to winnings from these sources. This modification
should include a lower threshold for the requirement that the payor
report payments to the Internal Revenue Service to the extent that
current reporting practices differ from that set out in the Internal
Revenue Code (sec. 6041).

1207(e). Withholding of Federal Taxes on Certain Individuals En-
gaged in Fishing

House bill.-No provision.
Senate amendment. Under present law, crewmen on boats taking

fish or other forms of aquatic animal life are usually treated, for tax
purposes, as regular employees, not as self-employed. Under the Senate
amendment, crewmen on boats engaged in taking fish or other aquatic
animal life with an operating crew of fewer than ten are to be treated
as self-employed for Federal tax purposes if their sole remuneration is
a share of the boat's catch (or the proceeds of the catch), or, in the case
of an operation involving more than one boat, a share of the entire
fleet's catch. This provision is to apply, in general, to services per-
formed after December 31,1971, in taxable years ending after that date.



O 6nference agreement.-The 6onfernce agreement follows the Sen-
ateramendment but modifies the amendment to require boat operators
to tport the weight of the catch distributed to each crewman, or, in
cumof distributions of proceeds of the catch, the dollar amount dis-
tributed to each crewman. In addition, the retroactive date of the pro-
vision is not to result in requiring crewmen who have been treated as
ordinary employees to pay the higher rate of social security tax re-
qpired of ilf-e4rloyedsndi~iduals, nor are refunds of the employer's
share ot &c al 4ecurty taxes to be made to boat operators in such cases.
Otherwise, the provision is applicable to services performed after
Decembcr3l 1971'

Because the status of individuals as independent contractors or
employees for Federal tax purposes presents an increasingly impor-
tant problem of tax administration, the conferees agreed to join in the
request of the Senate Finance Committee (S. Rept. 94-988, p. 604)
that the staff of the Joint Committee on Taxation make a general
study of this area. The conferees also join in urging the Internal
Revenue Service not to apply any changed position or any newly stated
position which is iacoaisisteqt with a prior general audit position
in this general subject area to past, as opposed to future taxablq years
until the requested staff study has been completed. Thus, the conferees
ae with the statements on this aspect of the subject in the Finance
Commnittee Report (S. Rapt. 94-938, p. 604), as amplified by the
Chairman atjd ranking mmberof the Finance Committee on July 26,
1976, during consideration of H.R 10612 by'the Senate.

The conferees aso. make it clear'that the designation of fishermen as
"self-employed" is for the specific tax purpose only. It is not intended
to effect their rights to bargain collectively or their status under the
antitrust or other laws.
1208. State-Conducted Lotteries

Sinue Sil.-Under present law, an excise tax of 2,percent'is placed
on amounts wagered, and an, annual, occupational tax of $500 is im-
popedon each person who is ljable for the wagering tax. In addition, a
tax of $250 per year is imposed on coin gaming devices including those
Which dispense lottery tickets. An exemption is provided for sweep-
sta les or'lotteries conducted by a Statewhere the winners are deter-
mined by a horse race.

The.Iquse bill eliminates the rule tht'a winner of State lotteries
be determined by a horse race and an exemption from the tax on gam-
bling devices is provided for State lotteries. The change is effective
for wagers made, or periods after, March 1071964.

Sasate amendmen.-The Senate amendment is the same as the
Houseqbii.

Oosfere'we agreemet.-The conference agreement is the same as
the House bill and the Senate amendment.
1209. Minimum Exemption From Levy for Wages, Salary, and

I , Other Income
House bill.-Present law enumerates a relatively limited list of items

of a taxpayer which are exempt from levy for taxes. These exempt
items include unemployment benefits but not wages, salary, or other
income '(except that needed to pay pre-levy court-ordered child sup-



port). Present law also requires repeated levies in cases involving
wages and salaries.

The House bill exempts from levy for taxes a minimum amount ($50
on a weekly basis, plus $15 per dependent) of wages, salary, or other
income. It also allows continuous levies on wages and salaries.

These provisions of the House bill apply to levies made after De-
cember 31, 1975.

Senate amendment.-The Senate amendment is the same as the
House bill except that it applies to levies made after December 31,
1976.

Conference agreement.-The conference agreement follows the Sen-'
ate amendment.
1210. Joint Committee Refund Cases

House bs7.-No provision.
Senate amendment.-Under present law, a report concerning re-

funds of income, estate, gift and other types of taxes must be submitted
to the Joint Committee on Taxation if the refund is in excess of
$100,000.

The Senate amendment increases the jurisdictiobal amount for Joint
Committee refund cases to $200,000. Also, the amendment adds t'e-
funds of taxes on private foundations and pension plans as subject to
the report requirements and authorizes the Chief of Staff of the Joint
Committee to conduct a post-audit review of other cases. The amend-
ment is effective generally upon date of enactment, except that the
post-audit review provision is efftetive on January 1, 1977.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1211. Use of Social Security Numbers

House bill-.Under present law, a person required to file an income
tax return must include an identifying number in his return; in gen-
eral, individuals use their social security numbers for this purpose. It
is a misdemeanor to willfully, knowingly, and deceitfully use a social
security number for purposes relating to obtaining or increasing the
amount of benefits under a Social Security Act or other Federally
funded program. Under the Privacy Act of 1974, it is unlawful for
any Federal, State or local government agency to deny to any indi-
vidual any right, benefit, or privilege provided by law because of the
individual's refusal to disclose his social security account number,
unless: (1) disclosure is required by Federal statute, or (2) disclosure
is required by a Federal, State or local agency under statute or regu-
lation adopted prior to January 1,1975.

The House bill amends the Code to require use of a social security
number as the taxpayer identifying number for Federal income tax
purposes.

Senate amendment.-The Senate amendment requires that, except
as otherwise specified under regulations, an individual shall use his
social security number for Federal income tax purposes. It also makes
a misdemeanor the willful, knowing, and deceitful use of a social secu-
rity number for any purpose.

In addition, the Senate amendment changes the Privacy Act so
that a State or political subdivision may use social security numbers
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for the purpose of establishing the identification of individuals affected
by any tax, general public assistance, driver's license, and motor ve-
hile registration laws. If the State or local Government did not use
the social securityy number for identification under a law or regulation
adopted prior to January 1, 1975, it may require an individual to fur-
nish his social security number solely for the purpose of administering
tax laws, as well as general public assistance, driver's license and motor
vehicle registration laws, and also for the purpose of responding to
requests for information from an agency operating pursuant to the
provisions of parts A and D of Title IV of the Social Security Act.
Any individual who discloses, uses, or compels the disclosure of the
social security number of any person in violation of the laws of the
U,S iaguilty of a misdemeanor.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1212. Interest on Mathematical Errors on Returns Prepared by

IRS
House bl.-No provision.
Senate amendment.-Under present law, interest on any underpay-

ment of tax runs from the original due date (regardless of extensions)
to the date on which payment is received. The Senate amendment pro-
vides that in the case of an income tax deficiency attributable to a
mathematical error on a return prepared by an IRS taxpayer service
representative, interest will not begin to run until the 30th day after
notice and demand for payment of the deficiency, provided the defi-
ciency did not result from a failure by the taxpayer to provide infor-
mation to the IRS taxpayer service representative or from a willful
misrepresentation of information by the taxpayer. This provision
applies to returns filed for taxable years beginning after the date of
enactment.

Conference agreement.-The conference agreement authorizes the
IRS to abate any portion of interest owed by a taxpayer as a result of
a mathematical error on returns prepared by the Internal Revenue
Service where the amounts in question are below tolerance levels estab-
lished by the IRS. The two principal factors to be taken into account
by the IRS in establishing the tolerance levels are (1) the cost of deter-
mining, assessing, and collecting the interest and (2) sound and equit-
able tax administration.

Sections Omitted From Senate Amendment No. 25:

Definitions of City for Purposes of Withholding for Federal
Employees
House bil.-No provision in H.R. 10612. However, a separate

House-passed bill (H.R. 10572) provides that the Federal Govern-
ment may withhold city income taxes for certain unincorporated
localities.

Senate amendmet.The Senate amendment modifies the definition
of city for withholding purposes as in H.R. 10572.

Conference a-qreemn.snt.-The conference agreement omits this pro-
vision, since a bill (H.R. 10572), which contains this provision, was
enacted into law (P.L. 94-358).
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Voluntary Withholding of State Income Taxes for Certain Legis-
lative Officers and Employees
House bill.-The House bill requires the paying officers for the

House of Representatives to enter into agreements with requesting
States to withhold State income tax from any Member or House em-
ployees who request it. (Subsequent to the Committee's action, the
House passed H. Res. 732 which provides for the voluntary withhold-
ing of State income taxes for House Members, officers and employees.)

Senate amendment.-No provision.
Conference agreement.-The conference agreement omits this pro-

vision, as the provision has been separately adopted bi the House of
Representatives (H. Res. 732).
Award of Costs and Attorneys Fees to Prevailing, Taxpayer

House bill.-No provision.
Senate amendinent.-Under present law, there is no spediflc provi-

sion regarding costs and fees for tax litigation. Howeverjtheprevail-
ing party in any civil litigation brought in the Federal District Courts
by or against the U.S. Government may recover costs, but not attorneys'
fees or expenses.

The Senate amendment provides that a prevailing taxpayer, in any
civil tax litigation may be awarded costs, including reasonable attor-
neys' fees up to $10,000, but only if it is found that it was unreasonable
for the U.S. Government to bring the action. The amendment applies
to civil actions and proceedings for redetermination of deficiencies
commenced after the date of enactment.

Conference agreement.-The conference agreement omits this
provision.



SENATE AMENDMENT NUMBERED 26

MISCELLANEOUS PROVISIONS

1301. Certain Housing Associations
House b.--Under present law most cooperative housing corpora-

tions, condominium management associations and residential real
estate management associations cannot qualify for exempt status.

The House bill provides that a cooperative housing corporation,
condominium management association, or residential real estate
management association may elect to be tax exempt with respect to its
membership dues and assessments. On other income, an electing
organization is taxed at corporate rates without the surtax exemption.
This provision applies to taxable years beginning after December 31,
1973. -

Senate amendment.-The Senate amendment is generally the same
as the House bill, except that cooperative housing corporations are not
permitted to elect: Technical amendments are made in the definitions
of association property, qualifying expenditures, and qualifying pur-
poses. The Senate amendment also allows a cooperative housing corpo-
ration to take depreciation on property leased to tenant-stockholders,
even though the tenant-stockholders may be able to depreciate their
stock, if they use the proprietary lease or right of tenancy to which the
stock is allocable in a trade or business or for the production of income.
The -Senate amendment also modifies the present law rule that a
tenant-stockholder in a cooperative housing corporation must be an
individual by permitting a lending institution which obtains stock in
I cooperative housing corporation through foreclosure to be treated as
a tenant-stockholder for up to three years. The Senate amendment
generally applies to taxable years beginning after December 31, 1973.
However, the provision relating to foreclosures by lending institutions
applies to stock acquired after the date of enactment.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1302. Treatment of Certain Crop Disaster Payments

House bill.-Under present law insurance proceeds received by a
taxpayer as a result of destruction or damage to crops may be included
in income in the taxable year following the year of their receipt, if it
can be established that the income from the crops which were destroyed
or damaged would otherwise have been properly included in incomein
the following taxable year. The House bill extends this provision to
taxpayers using the cash receipts and disbursements method of ac-
counting who receive certain payments pursuant to the Agricultural
Act of 1949 if such payments are received as a result of (1) destruction
or damage to crops caused by drought, flood or any other'natural dis-
aster, or (2) the inability to plant crops because of such a natural
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disaster. The provision is effective for payments received after Decem-
ber 31, 1973, in taxable year ending after that dite.

Senate amendment.-The Senate amendment is the same as the
House bill.

Conference agreement.-The conference agreement is the same as
the House bill and the Senate. amendment.

1303. Tax Treatment of Certain 1972 Disaster Losses
House bilL-In the case of a 1972 disaster loss in a Presidentially

designated disaster relief area, the tax on the first $5,000 of compen-
sation received with respect to that loss is not to exceed the tax which
would have been payable if the $5,000 (or lesser).,deduction had not
been claimed. This treatment applies only if elected by the taxpayer
and only if certain conditions are satisfied. Any tax with respect to
this $5,000 amount which was still unpaid on October 1, 1975, may be
paid in three equal annual installments beginning on April, 15, 1976.

Senate amendment.-The Senate amendment is the same -as the
House bill except that the first annual installment of tax liability still
unpaid on October 1,1975, is not due until April 15,1977.

conference agreement.-The conference agreement follows the
Senate amendment. The provision is effective for all open years.

1304. Worthless Debts of Political Parties
House bill.-The House bill allows a deduction for worthless debt

owed by political parties if the debts arise from bona fide sales of goods
or services in the ordinary course of a trade or business, if more than
30 percent of the total business is with political parties, and if substan,
tial efforts are made to collect the debt. The House bill applies;for tax,
able years beginning after 1974 and to all prior open years.

Senate amendment.-The Senate amendment is the same as the
House bill except that the amendment applies for taxable years begin-
ning after December 31,1975.

Conference agre.?ent.-The conference agreement follows the
Senate amendment. The conferees agreed that the provision of prpeent
law was not intended to apply to taxpayers whose primary business is
to provide goods or services to political parties and that the conference
agreement reflects Congress' original intent regarding present law,
1305. Tax-Exempt Bonds for Student Loans

House bill.-No provision.
Senate amendment.-Under present law, only interest on obliga-

tions issued by or on behalf of governmental entities such as Stoes
and their political subdivisions is exempt from Federal income taxa-
tion. In addition, even these obligations are generally not exempt if
the proceeds might be used to purchase nonexempt securities or obliga-
tions whose yield will likely exceed the yield on. the governmental
obligations. Under the Senate amendment, obligations are to be ex-
empt from tax if issued by nonprofit corporations organized or rp-
quested to act by a State or a political subdivisiod'solely to acquire
student loan notes. Student loan incentive payments made6y the Com-
missioner of Education are not to be taken into account in determin-
ing whether the yield on student loan notes is higher'than the yield
on obligations issued to finance the student loan program. The provi-
sion is effective for obligations issued on or after the date of enactment.



Conference agreement.-The conference agreement follows the
Senate amendment.
1306. Personal Holding Company Amendments

House bil.-No provision.
Senate amendment.-Under present law, royalties (other than min-

eral, oil or gas royalties- and copyright royalties) received by a corpo-
ration are personal holding company income, regardless of how much
income of other types the corporation may have. "Royalties" include
amounts received for a license to use trade brands, secret processes,
franchises and similar intangible property. Rents received by a corpo-
ration from leasing corporate "property" to a 25-percent or greater
shareholder are personal holding income, only if over 10 percent of
the company's income comes from other types of personal holding
company income. In Rev. Rul. 71-596,1971-2 Cum. Bull. 242, the IRS
ruled that a company's income from licensing a major shareholder to
make and sell a secret process is governed by the "royalty" rule rather
tln by the "rent" rule.

The Senate amendment treats intangible property as property sub-
ject to the shareholder rent rule, rather than the royalty rule, if the
intangible property is used together with tangible property in an ac-
tive trade or business conducted by the major shareholder who leases
such intangible property from the corporation. The amendment ap-
plies to taxable years ending after December 31, 1964, and before Jan-
uary 1, 1972. No interest is to be paid on any refund received by a
taxpayer under the amendment.

Conferewe agreement.-The conference agreement deletes the ret-
roactive provision in the Senate amendment. In its place, the share-
holder rent rule (of section 543 (a) (6)) is amended to apply only to
tangible property leased by a corporation to one or more of its major
shareholders. (Even if income received by the corporation from rent-
ing tangible property to a major shareholder qualifies (under the tests
in section 543 (a) (6)), as nonpersonal holding company income, such
income also constitutes rental income for purposes of the general rent
rules in section 543(a) (2) and, as such, must also be tested under those
rules.)

This amendment clarifies the shareholder rent rule, which has been
interpreted by the courts to mean that amounts received by a corpora-
tion from leasing intangible property to a major shareholder are to be
treated as royalty income (under sec. 543(a)(1)), regardless of
whether such income also qualifies under the shareholder rent rule of
sec. 543(a) (6). The amendment makes clear that income from the
use of secret processes, trade brands and other intangible property
(but not including certain specially-treated royalties), are always to
be treated as personal holding company income under the general
royalty rule (sec. 543 (a) (1) ), regardless of whether they are received
froim a shareholder of the corporation or from an unrelated third
party.

The conference agreement provides, however, that solely for pur-
poses of determining (under section 543 (a) (6), as amended) whether
over 10 percent of 'the corporation's income is derived from personal
holding company income, income from a lease of intangible property
to a 25 percent or greater shareholder is not to be treated as personal



holding company income. This special"rule will apply pzy'if the
shareholder leases tangible property from the corporation a substantial
amount of which he uses, along with the intangible property, in the
active conduct of a trade or business. -

The conference agreement also provides that even if income re-
ceived by the corporation from renting tangible property to a major
shareholder qualifies (under the tests in section 543 (a) (6-) as amended)
as nonpersonal holding company income, such income also constitutes
rental income for purposes of the general rent rules in section 543(a)
(2) of present law and, as such, must also be tested under those rules

Under the conference agreement, the provision applies to taxable
years beginning after December 31,1976.
1307. Work Incentive (WIN) and Federal Welfare Recipient Em-

ployment Tax Credits
House bill.-No provision.
Senate amendment.-Under present law, the work incentive (WIN)

credit, equal to 20 percent of the wages paid durtg the f@ st 12.months
of employment to qualified AFDC recipients, is available to employers
engaged in a trade or business who hired such employees. Qualified
participants are certified by the local WIN agency. The credit is not
available in the case of an employee who ceases to work for the original
employer for an additional 12 months unless the employee voluptariy
quits, becomes disabled, or is fired for misconduct. The amount of the
credit available in any year is limited to the first $25,000 of tax plus
one-half of tax liability in excess of $25,000. Under the Federal wel-
fare recipient employment incentive tax credit (welfare recipient tax
credit), which expired July 1, 1976, all private employers inclpdimg
those who provide employment for private household workers are
eligible for the credit. Qualified employees are AFDC recipients who
have received benefits for the, 90 days preceding employment, The
credit is essentially the same as the WIN credit: 20 percent of eligible
wages, except that there is a limit of $5,Q00 a year on the annual eligible
wages for non-business employees; the same overall credit limit of
$25,000 of tax plus one-half of the excess also applies. There is no limit
on the number of months the credit is available. The State or local
welfare agency certifies recipients as qualified.

The Senate amendment makes the WIN credit ,available from the
date of hiring if employment is not terminated without cause before
the end of 90 days after the first 90 days of employment, and adds an
additional exemption to the recapture rules to that there would be no
recapture of the credit if the employee were laid off due to lack.of
business. It doubles the limit on the credit from $25,000 to $50,00
plus one-half of the excess over $50,000. The Senate amendment also
doubles the limit on the welfare recipient tax credit from $25,000 to
$50,000 plus one-half of the excess over $50,000. It provides a limit of
12 months for which the wages of any one employee would be eligible
for the credit. The amendment authorizes the WIN agencies also to
certify eligibility for the welfare recipient tax credit. The amendment
extends the expiration date from July 1,1976, to January 1,1981.,

Conference agreement.-The conference agreement follows the Sen-
ate amendment, except that the expiration date is moved up one year to
January 1,1980.
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1308. Repeal of Excise Tax on Certain Light-Duty Truck Parts
House bill.-No provision.
Senate amendment.-Under present law, an 8-percent manufac-

turers excise tax ippli s to the sale of truck parts and accessories.
However, no tax is imposed on such parts when included on a light-
duty truck (10,000 lbs. or less) by the truck manufacturer, since the
excise tax on light-duty trucks was repealed in 1971. If the part is
added by a dealer (and is not considered to be "further manufacture"),
the 8-percent tax applies. Under the Senate amendment, the 8-percent
excise tax on truck parts and accessories is to be refunded or credited
to the manufacturer where the part or accessory is sold on or in con-
nection with the first retail sale of a light-duty truck. The provision
applies to sales after the date of enactment.

Conference agreement.-The conference agreement follows the
Senate amendment.
1309. Exemption From Manufacturers Excise Tax for Certain

Articles Resold After Modification
House bill.--o, provision.
Senate amendment.-TUnder present law, a 10-percent manufac-

turers excise tax is imposed on sales of bodies and chassis for heavy
trucks, buses not used for mass transport, heavy trailers and semi-
trailers, and highway tractors. An 8-percent tax is imposed on sales of
parts or accessories for trucks and buses. Persons who obtain -bodies or
chassis and certain parts or accessories from different manufacturers
and combine them are considered further manufacturers and must
pay a 10-percent tax on their further sale, after credit for tax pre-
viously paid. Persons who buy the entire combination from a single
manufacturer do not'pay a manufacturers excise tax on a further sale.

Under the Senate amendment, a resale of an article subject to the
10-percent tax is not to be taxed merely because the article was com-
bined with any coupling device, wrecker crane, loading and unloading
equipment, aerial ladder or tower, snow and ice control equipment,
earthmoving, excavation and construction equipment, spreader,
sleeper cab, cab shield, or wood or metal floor. The provision applies
to resales on or after the date of enactment.

-b njerenoe agreement.-The conference agreement follows the
Senate amendment.
1310. Franchise Transfers

House bill.-No provision.
Senate amendment.-Under resent law, the transfer of a franchise,

trademark or trade name is not the sale or exchange of a capital asset
if the transferor retains any significant power, right, or continuing
interest with respect to the subject, matter of the franchise, trade-
mark, or trade name. No statutory rule prevents avoidance of this lim-
itation through the use of partnerships. The Senate amendment adds
a provision treating potential ordinary income from a franchise, trade-
mark or trade name as an'"unrealized receivable" of a partnership.
The effect is to apply to partnerships the same rule that currently
applies to sole. proprietorships. This provision is effective for trans-
actins occurring after December 31, 1976, in taxable years ending
after that date.



Conference agreement. --The' conference agreement follows the
Senate amendment.
1311. Employer's Duties To Keep Records and To'Report Tips

Homee bill.-No provision. I
Senate amendment-Under present law, employees mustreport to

employers all tips received, including charge account tips. Employers
must include such tips in reporting to the IRS the employees' wages
subject to withholding. The IRS has recently ruled that W_. 60fl(4)-
of the Code requires employers to report separately to the IRS charge
account tips not reported to employers by employees and therefore not
reported to IRS by employers as wages subject to withholding,.

Under the Senate amendment, employers need only report to IRS
the tips, including charge account tips, reported to the employers by
their employees. In addition, the only records employers are required,
to retain in connection with charge account tips are statements of
tips received furnished by their employees' and charge receipts.

Conference agree7ment.-Under the conference agreement, the IRS
is not to take action to enforce its recent rulings on these matters before
1979. Thus, the charge tip reporting rules are to be administered dur-
ing this period as they were prior to the recent rulings. This provision
is not intended to affect the Service's ability to effect audits in the area
of tip income.
1312. Treatment of Certain Pollution Control Facilities

House bill-No provision.
Senate amendnent.-From 1969 through December 31, 1975, an

election for 5-year amortization was available to a taxpayer who in-
stalled a new identifiable, certified pollution control facility in ,con-
nection with property that was in operation before January 1, 1969.
The amortizable basis of the facility was not eligible for the invest-
ment tax credit. The Senate amendment provides a 5-year amortiza
tion election for facilities installed in property in the past, makes
amortization available for facilities that will prevent the nation
or emission of pollutants, and provides a two-thirds investment credit
for such facilities placed in service after December 31, 1976. he
extension of the 5-year amortization election and its availability
for preventive facilities apply for taxable years beginning after,]Re-
cember 31, 1975. The investment credit provision applies for tax-
able years beginning after December 31,1976

CWnference agreement.-The conference agreement follows the
Senate amendment with modifications that extend the election'to
facilities that will prevent the creation or emission of pollutasits
when installed at the site of a plant or other property in existence
before January 1, 1976, which d6 not lead to a signiftcaiit ificreae
in output or capacity, a significant extension of usefft life, or a sig-
nificant reduction in total operating cbsts for such plant 'or other
property (or any unit thereof), or a significant alteration in the
nature of a manufacturing production process or facility. For the
purposes of this provision, significant" means a change of more thin
5 percent. Only one-half of the investment credit will be available
for such pollution control facilities. In determining how significant is.
the effect of a pollution control facility upon output, capacity, costs
or useful life of property, the relevant area for examination is to



bp the operating unit most directly associated with the pollution
control facility. The conference agreement also provides that the
broader definition of a pollution control facility which is eligible
for the amortization election does not apply in determining whether
a facility is a pollution' control facility eligible for tax-exempt in-
dustrial'development bond financing. "The conference agreement extends the definition of a qualified
pollution control facility to include, for example, a facility located
at a plant site which prevents the creation of a pollutant by remov-
ing sulphur'from fuel before it is burned at the plant. The definition
includes such facilities as a recovery boiler that removes pollutants
from material at some point in the otherwise unchanged production
process at the plant. The conference agreement does not include as
a qualified pollution control facility a facility that makes a signifi-
cant change in a, or functions as a new, manufacturing or production
pfocesi or facility. Where a plant that has employedheat to process
a material changes to an electrolytic process, the latter is not a quali-
fied pollution control facility because it is also a new manufacturing
or production process even though it may prevent the creation andemission of pollutants.

1313. Qualification of Fishing Organizations as Tax-Exempt Agri-
cultural Organizations

House bill.-No provision.
Rebate amendmnent.-TUnder present law, fishing organizations may

qualify as tax-exempt business leagues, but not as tax-exempt agricul-
tural organizations. Tax-exempt agricultural organizations receive
lower postal rates than do tax-exempt business leagues. Under the
Senate amendment,' the term "agricultural" for tax purposes, is to
include the harvesting of aquatic resources. Tih provision is to be effec-
tive for all taxable years beginning after December 31,1972.

'Conference kgreement.-The conference agreement follows the
Senate amendment, but the rule is to be effective only for taxable years
beginning after December 31,1975.
1314. Subchapter S Corporation Shareholder Rules

Home bhil.-No provision.
Senate amendment-Under present law, a corporation is required

to have 10 or fewer shareholders in order to be eligible to elect and
maintain subchapter S treatment.

Under the Senate amendment, 15 shareholders are allowed after the
corporation has elected subchapter S treatment for 5 consecutive tax-
able years. In addition, a corporation may have up to 15 shareholders
during this 5-year period if the additional shareholders have acquired
their interests through inheritance. Also, where a husband and wife
have treated as one shareholder, the surviving spouse and the deceased
spouse's estate are treated as one shareholder. The amendments are
effective which tax years beginning after December 31, 1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment except that it deletes the provisions under which a sur-
viving spouse and the estate of a deceased spouse may be treated as 1
shareholder, since this provision is duplicated in another Senate
amendment adopted by the conferees (Senate amendment numbered
62, section 2722).



1315. Application of Section 6013(e) of the Code (Innocent Spouse)
House bill-No provision.
Senate me .-dmet.-Secion 6013(e) of the. Code, enacted January

12, 1971, -relieves a spouse from tax liability for inconennmitted from
a tax return, if he or she is not respdswible qre qnM~kipanddi4 ngt
benefit from the unreported income..The Senate, amendment extends
relief under the innocent spouse provision to taxpayers who, but .or
the res judicata effect of an adverse judicial decision, would bve bee
relieved of liability under the 1971 statute, The amendment applies to
all taxable years beginning after December 31, 1961, and ending on or
before January 12, 1971, and is effective until the end of t4ie first cal-
endar year following the date of enactment.

Conference agreesment.-The conference agreement.follows the Sen-
ate amendment.
1316. Modification in Limitations on Percentage Depletion for O i

and Gas Wells,
Hoirse bilL--No provision.
Senate amendment.-Present law, adopted as part of the.Tax' Re-

duction Act of 1975, generally repeals percentage depl~tibn for oil and
gas but provides a limited exemptioit from repeal. for taxpayers who
are neither refiners nor retailers. In any event, percentage -depletion is
disallowed on proven property transferred after 1974. Also, percentage
depletion on oil and gas is limited to '65 percent of the taxpayer's tax-
able income.

The Senate amendment modifies these provisions in certain respec-t
to correct certain technical problems in connectipn with thesp, provi-
sions and to prevent instances of unintende liardship). Under the
amendment, a taxpayer is not to be treated as a retailer in cases where
gross sales of oil and gs products attributable to the taxpayer are
less than $5 million in any one year. Also, bulk sales of oil ornatural
gas to industrial or utility customers are not to be treated as retail
sales. Likewise, a taxpayer is not to be treated as a retailer, if all sales
of oil or natural gas products occur outside the United States, and
none of the taxpayer's domestic production is e'potted..•

In addition, the amendment provides that oil or natural gas, prop-
erty is not to be treated as "transferred" property merely because there
is a change in beneficiaries under a trust if the change occurs by rea-
son of births, adoptions, or deaths involving a single family. Also,
trusts are permitted to compute the 65 percent of taxable income limi-
tation without regard to any deduction for distributions to benefici-
aries. The rules outlined above are effective for taxable years beginning
after December 31, 1974 (which is also the effective date of the provi-
sions in the Tax Reduction Act of 1975).

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1317. Implementation of Federal-State Tax Collection Act of 1972

House bi7.-No provision.
Senate amendent.-Under current law, a State whose individual

income tax substantially conforms to the Federal individual income
tax may enter into an agreement with the Internal Revenue Servie.
for the IRS to collect and administer the State tax. At least two Stte
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with 5 percent of the Federal individual tax returns must elect to have
their taxes "piggybacked" for the piggyback system to be generally
available. The Senate amendment makes explicit that no costs will be
charged to any State for "piggybacking"; reduces to one the number
of States necessary to start the system; and eliminates the require-
ment that 5 percent or more of Federal returns be initially involved in
triggering the system. Also, it permits certain adjustments for State
sales tax credits. The amendment takes effect upon the date of enact-
ment.

Conference agreemet.-The conference agreement follows the Sen-
ate amendment.
131M Cancellation of Certain Student Loans

House bill.-No provision.
Senate amendment.-Under present law, gross income includes in-

come from discharge of indebtedness. Gross income does not include
amounts received as a scholarship or fellowship grant at an educa-
tional institution, unless such amounts represent compensation for
services or are primarily for the benefit of the grantor. The Service
has ruled that discharges of indebtedness on student loans issued after
June 11, 1973, are includable in gross income.

The Senate amendment provides that no amount shall be included
in gross income by reason of the discharge of all or part of a student
loan if, pursuant to the loan agreement, such discharge is made if the
individual works for a certain period of time in certain geographical
areas or for certain classes of employers. This provision applies only
to loans made by a governmental agency. The provision is effective
for discharges of indebtedness made before January 1, 1979.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1319. Simultaneous Liquidation of Parent and Subsidiary Corp.

rations
Rowe bill.-No provision.
Senate amendent.-Under present law, a corporation which sells

its assets and liquidates completely within 12 months generally is not
taxable on gain from its sale of assets. Its shareholders, however, are
taxable on the liquidation proceeds they receive. The selling company
in this situation is taxable, however, if it is a controlled subsidiary of
a parent corporation. In this latter situation, the parent corporation
is not taxable when it liquidates the subsidiary. If both the parent
and the subsidiary plan to liquidate after the subsidiary sells its assets,
however, two taxes may be imposed. The subsidiary may be taxed
on its gain from the sale and the parent's shareholders may also be
taxable when the parent liquidates.

The Senate amendment adds a rule that if a controlled subsidiary
sells its assets and then both it and its parent corporation liquidate
completely,.only one tax will be imposed and that will fall only on
the parent's shareholders. This rule would be effective for sales of
assets under a plan of complete liquidation adopted on or after Janu-
ary 1, 1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.



1320. Prepublication Expenditures
House bil.-Under present law, IRS regulations and Revenue Rul-

ing 73-395,1973-2 Cum. Bull. 87, deny a current deduction for research
in connection with literary, historical, or similar projects. The ruling,
requires that publishers' prepublication expenditures must be capital-,
ized, and may be depreciated. The House bill, which applies to all open
years, allows publishers to continue their customary, consistent tax
accounting methods regarding prepublication expenditures without
regard to Revenue Ruling 73-395 until the IRS-issues new, prospec-
tive regulations.

Senate amendment.-The Senate amendment contains no provision.
Conference agreement.-The conference agreement follows the

House bill with necessary technical changes.
1321. Contributions in Aid of Construction for Certain Utilities

House bill.-The House bill contains no provision,
Senate amendment.-Under a recent revenue ruling by the IRS.,

certain contributions in aid of construction are treated as income
rather than nontaxable contributions to the capital of a utility. The
Senate amendment treats certain contributions in aid of construction
to water and sewage disposal utilities as nontaxable contributions to
capital if cash contributions are spent for qualifying water or sewage
disposal facilities before the end of the second taxable year following
the year the contribution was received. This provision is effective for
contributions made after January 31, 1976.

Conference agreement.-The conference agreement follows lie Sen-
ate amendment with two modifications. Under the first modification,
nontaxable treatment will not be accorded to customer connection fees.
Customer connection fees include any payments made by a customer to
the utility for the cost of installing the connection between the cus-.
tomer's property and the utility's main water or sewer lines (including'
the cost of meters and piping) and any amounts paid as service charges
for stopping or starting service.

Where a utility receives a lump-sum amount as a payment for items
which qualify for nontaxable treatment under this provision and for
items which do not so qualify (such as customer connection fees), then
the portion which qualifies for nontaxable treatment under this provi-
sion is to be determined on a case by case basis under the facts and the
circumstances of each case. In addition, the mere fact that the appli-
cable rate-making authority classifies an amount received by, a utility
as an amount for which nontaxable treatment is permitted is not con-,
clusive of nontaxable treatment if such amounts actually are for items
for which nontaxable treatment is not permitted.

Under the second modification, a requirement is added to insure that
nontaxable treatment is accorded to only those utilities that are re-
quired to serve the public.

In providing these special rules for water and sewage disposal
companies, the conferees intend that no'inference should be drawn
as to the proper treatment of such items by companies which are not
water or sewage disposal utilities.
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1322. Prohibition of Discriminatory State or Local Taxes on Gen-
eration or Transmission of Electricity

House bil.-No provision.
Senate alendment.-Under present law, any restrictions on the

power of States or their political subdivisions to tax goods or services
produced in the taxing State for nondomiciliary use outside the taxing
State are -derived from court interpretations of the interstate com-
merce clause of the Constitution.,
, The Senate amendment prohibits any State or political subdivision

of a State from directly or indirectly imposing any tax on the gener-
ation or transmission of electricity which discriminates against out-of-
State users. This provision is effective for taxable years beginning after
June 30, 1974.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1323. Deduction for Cost of Removing Architectural and Trans-

portation Barriers for the Handicapped and Elderly
House bill-No provision.
Senate amendment- Generally, costs incurred to improve property

used in a trade or business must be capitalized and may be depreciated
over the useful life of the property. The Senate amendment provides
an elective current deduction for the removal of architectural and
transportation barriers to the handicapped and elderly in any facil-
ity or public transportation vehicle owned or leased for use in a trade
or business. A second Senate amendment defines handicapped individ-
uals to include the deaf and blind. The barrier removal must meet gov-
anment standards. The maximum deduction is $25,000 per taxpayer
tr any taxable year. The amendment is effective for taxable years
beginning after December 31, 1976, and ending before January 1,1980.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1324. Reports on High-Income Taxpayers

Hoe bill.-No provision.
Senate amendment.-The Senate amendment instructs the Secretary

of the Treasury to publish statistics on the tax liability of people with
high total income, including the number and average income of high-
income people with no income tax liablity (after credits) ; the specific
deductions, exclusions and credits used to avoid tax; the overall num-
her of high-income individuals; and the total income and tax liability
of the .high-income group. Income, for this purpose, shall approximate
real, economic income and shall include at least two adjustments: (1)
adjusted gross income (AGI) shall be reduced by investment income
and expense to the extent it does not exceed investment income; and
(2) tax preference items excluded or deducted in arriving at AGI shall
be added back into income for this purpose.

Also, the amendment directs the President to estimate in his annual
economic report the change for the previous calendar year in the real
tax burden resulting from the effect of inflation in eroding the real
value of fixed dollar amounts used in determining tax rates, and to



project the change for the current calendar year. This tax change is to
be estimated separately for the majoj sources of Federal revenues.

Conference agreement.-The conference agreement follows the Sdn-
ate amendment on the report on high-income individuals,although it
directs the Secretary to make the adjustments for investment interest
and tax preferences separately, as well as together, so that'there will be
three definitions of "total income." The conference agreement deletes
the direction to the President to make a report on the inflation-induced
tax increase, but the conference committee urges the President to pub-
lish such information.
1325. Tax Treatment of Certified Historic Structures

House bill. No provision.
Senate amendmet.-Under present law, the original users of de-

preciable real property constructed after July 24, 1969, are allowd to
depreciate the property using accelerated methods of depreciaton, in-
cluding the 150 percent declining balance method (200 percerit'in the
case of residential rental property). The Senate'amendment provides
that accelerated depreciation methods are not allowed with respect to
real property constructed on a site which had been occupied by a certi-
fied historic structure which was demolished or substantially altered
(other than by virtue of a certified rehabilitation). A certifiedd historic
structure" is defined as a depreciable building or structure which is.(a)
listed in the National Register, (b) located in a Registered Historic
District and is certified by the Secretary of the Interior as being of
historic significance to the district, or (c) located in an historic district
designated under a State or local statute containing criteria satisfac-
tory to the Secretary of the Interior. A "certified rehabilitation" is de-
fined to be any rehabilitation of a certified historic structure which the
Secretary of the Interior has certified as being consistent with the his-
toric character of such property or district. The required use of
straight line depreciation applies to additions to the capital account
after December 31, 1975, and before June 15, 1981.

Under present law, the expenses of demolishing an old building, and
the remaining undepreciated basis of the demolished building, are de-
ductible unless the building was acquired with a view'toward its
demolition. The Senate amendment provides that in case of the
demolition of a certified historic structure, or of any other structure in
a Registered Historic District unless certified by the Secretary of the
Interior prior to its demolition not to be of historic significance to the
district, no deduction is to be allowed for (1) the amount expended
for its demolition, or (2) any loss sustained on account of the demoli-
tion. Deductions disallowed under this provision are to be treated as
chargeable to the capital account with respect to the land on which the
demolished structure was located and thus are not to be includable in
the depreciable basis of any replacement structure. The disallowance
of deductions applies to demolitions commencing after June 30, 1976,
and before January 1, 1981.

Under present law, accelerated depreciation methods are generally
not allowable with respect to used property acquired after July 94,
1969. A 125% declining-balance method maybe employed to depreciate
used residential property with a useful life of 20 years or more at the
time of acquisition. The costs of rehabilitating an existing structure



must be capitalized and depreciated according to the method (straight-
line or 125% declining balance) used to depreciate the structure. Un-
der. the Senate amendment, taxpayers are to be allowed an election to
treat for depreciation purposes substantially rehabilitated historic
property" as if they were the original users of the property (i.e., they
would be allowed to use the 150% (or 200% in the case of residential
rental property)" delining-balance method of depreciation with re-
spect to the entire basis of the rehabilitated property). A "substan-
tially rehabilitated historic property" is defined to be any certified
historic property if the capital expenditures incurred in the certified
rehabilitation of the property during the 24-month period ending on
the last day of the taxable year exceed the greater of () the taxpay-
er's adjusted basis in the structure on the first day of the 24-month pe-
riod or (2) $5,000. Accelerated depreciation on substantially rehabili-
tated historic property applies to additions to the capital account after
Juf 30 1976, and before July 1,1081.

The Senate amendment also allows taxpayers an election, in lieu of
claiming the depreciation deductions otherwise allowable, to amortize
over a 60-month period the capital expenditures incurred in a certified
rehabilitation of an historic structure. Amortization in excess of depre-
ciation otherwise allowable is to be recaptured as ordinary income on a
"of the property; Five-year amortization applies to additions to

capital account after June 14, 1976, and before June 15, 1981.
-A charitable deduction is not allowed under present law for contri-
uitions to charity (not in trust) of less than the taxpayer's entire inter-

est indthe property unless it is a contribution of an undivided interest
:irthe property, a contribution which would have been entitled to a
'charitable deduction if it had been made in trust, or a contribution of a
remainder interest in real property consisting of personal residences or
farms. Under the Senate amendment a deduction is allowed for the
conribution to a charitable organization exclusively for "conservation
purposes" of (1) a lease on, option to purchase, or easement with re-
spat to real property of not less than 30 years' duration or (2) a re-
mainder interest in real property. The term "conservation purposes" is
defined to mean the preservation of land areas for public recreation,
education, or scenic enjoyment, the preservation of historically impor-
tant land areas or structures, or the preservation of natural environ-
mental systems. Such contributions also qualify as charitable contri-
butions for estate and gift tax purposes. The deductions are allowable
for'chaHitable contributions and transfers made after June 13, 1976,
and before June,14,1977.

A charitable contribution includes a contribution to a governmental
unit.

Conference agreement.--The conference agreement follows the Sen-
ate amendment.
1326. Supplemental Security Income for Victims of Certain Na-

tural Disasters
House bill.-No provision.
Senate amendment.---In general, an SSI recipient living in someone

else's household has his benefits reduced by. one-third to reflect a
lower level of need. P.L. 94-331 eliminated for up to six months the
one-third reduction in the case of individuals displaced as a result of



a major disaster occurring between June 1, 1976 and December'1
1976. The Senate amendment extends the period during which the
one-third reduction may be suspended from six months to I8 months,

Conference agreement.-Theconference agreement follows the Sen-
ate amendment. 1

1327. Exclusion of Countries Which Aid and Abet International
Terrorists From Preferential Tariff Treatment

Hose bill.-No provision.
Senate amendent.-Under Title V of the Trade Act of 1974, eli,:

gible articles imported into the United States from beneficiary davel,
oping countries are duty free. Under section 502 of the Trade Aet.
certain countries are prohibited from being designated as beneficiary
developing countries. The prohibitions apply to (1) Communist coun-
tries, generally speaking; (2) members of OPEC; (3) countries which
have expropriated U.S. property without prompt, adequate; and efte-
tive compensation; (4) countries which do not cooperate with the
United States to prevent narcotics from unlawfully entering the
United States; (5) countries which do not eliminate reverse prefer-
ences; and (6) countries which do not recognize arbitral awards to!
U.S. citizens. Prohibitions (4), (5) and (6) may be waived by the
President if he determines that such a waiver will be in the national
economic interest of the United States.

Under the Senate amendment, a new prohibition is added to the
definition of beneficiary developing country which provides that a
country may not be designated if it aids or abets, by granting sanc-
tuary from prosecution to, any individual or group which has com-
mitted an act of international terrorism. This prohibition may be
waived by the President if he determines that the waiver will be in
the national economic interest of the United States.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1328. Net Operating Loss Carryovers for Cuban Expropriation

Losses
Howe bill. No provision.
Senate amendment.-Under present law, a taxpayer may carry over

a net operating loss attributable to Cuban expropriation to each of 15
taxable years following the taxable year of the loss. The Senate amend-
ment extends the carryover period for ive years to 20 taxable years
following the loss (all losses were claimed prior to December 31 1965),

Conference agreement.-The conference agreement follows the Sen-
ate amendment. The conferees state that this is to be the final exten-
sion of the provision.

Sections Omitted From Senate Amendment No. 26:

Study of Tax Treatment of Married and Single Persons
Howe bill.-No provision.
Senate amendment.-Under the Senate amendment, the Joint Com-

mittee Staff is to study the tax treatment of married and single-persons,
as well as heads of households, to suggest changes toward improving
equity in treatment. The study is to be completed by September g0, 1977.
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(ofnerence agreement-The conference agreement omits this provi-
sion because the Joint Committee staff is studying this subject for the
Ways and Means Task Force and will deliver its report to the Senate
Finance Committee as well.
Prohibition of State-Local Taxation of Certain Vessels, Barges,
or Other Craft
House bi/.-No 'provision.
Senate amendment.-lUnder present law, Congress has not limited

the power of States or of their political subdivisions to tax vesselsusing navigable waterways in interstate commerce. The Senate amend-
ment prohibits any State or political subdivision of a State from
taxing any vessel, baxge, or other craft using navigable waters of the
United States in -interstate commerce. This prohibition, however, is
not to be effective as to barges, vessels, or other craft incorporated
under the laws of the taxing State; owned by individuals, partner-
ships, or corporations domiciled in, or residents of, the State; or
having their home port in the State. The prohibition is also not to
apply if the entire use of the craft takes place in a single State. This
provision applies to taxable years ending after June 30, 1976.
"Conference agreement.-The conference agreement omits this pro-

vision. Instead, conferees request that the Advisory Commission on
Intergovernmental Relations study this area and report to the Con-
gress its findings and recommendations.



SENATE AMENDMENT NUMBERED 27

CAPITAL GAINS

1401. Capital Loss Offset Against Ordinary Income
House bilL-Under present law, capital losses are deductible in full

against capital gains. For individuals, the excess of capital losses over.
capital gains can be deducted against up to $1,000 of 6rdinaryi cpm
each year, with an unlimited carryover to future years.

The House bill increases the amount of ordinary income.against
which capital.losses may be deducted to $2,000 in 1976, to $3,000 in
1977, and to $4,000 in 1978 and subsequent year.

Senate amendment.-The Senate amendment deletes, the House pro-
vision.

Conference agreement.-The conference agreemept raises the.
amount of ordinary income against which capital losses pay be offset
to $2,000 in 1977, and to $3,000 in 1978 and subsequent years.
1402. Holding Period for Long-Term Capital Gains

House bill.-Under present law, gains or losses on capital assets held
for more than six months are considered long-term capital gains or
losses. For individuals, 50 percent of the excess of net long-term capi-
tal gains over net short-term capital losses is deductible from income.
Individuals may elect to have their first $50,000 of net long-term capi-
tal gains taxed at an alternative rate of 25 percent. Corporations have
the option.of paying an alternative tax of 30 percent on net long-term
capital gains.

The House bill increases the holding period for long-term capital
gains from six months to eight months for 1976, to 10 months for 1977,
and to one year for 1978 and subsequent years, except for gains on
agricultural commodity futures contracts.

Senate amendment.-The Senate amendment deletes the House pro-
vision.

Conference agreement.-The conference agreement lengthens the
holding period defining long-term capital gains to 9 months in 1977
and one year in 1978 and subsequent years. Agricultural commodity
futures contracts will retain the 6-month holding period in accordance
with the House bill. In addition the requirement of present law that
certain timber be treated as sold on the first day of the calendar year
in which that timber is cut is deleted.
1403. Capital Loss Carryover for Mutual Funds

House bill.-The House bill extends the capital loss carryover period
for mutual funds from 5 years to 8 years.

Senate amendmert.-The Senate amendment is identical to the
House bill.

Conference agreement.-The conference agreement is the same as
the House bill and the Senate amendment.
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SENATE AMENDMENT NUMBERED 28

PENSION AND INSURANCE TAXATION

1501. Individual Retirement Account (IRA) for Spouse
House bill.-No provision.
Senate asendment.-Under present law, the IRA deduction is lim-

ited to $1,500 or 15 percent of compensation (whichever is less), so
that a person without earned income is not allowed an IRA deduction.
The IRA deduction is not allowed to a person for a contribution to the
IRA of another person.

Under the Senate amendment, an individual with compensation
(and who is eligible to deduct IRA contributions) can contribute up
to $2,000 to an IRA that he and his non-employed spouse own jointly,
or he can contribute up to $1,000 to his own IRA and $1,000 to an
IRA separately owned by his spouse. The deduction is limited to 15
percent of compensation. Both spouses must consent to a distribution
from a joint IRA. The $2,000 and the $1,000 IRAs would be alterna-
tives to the $1,500 IRA allowed under present law. Contributions to

* the $2,000 and $1,000 IRAs would be offset by employer contribu-
tions under the rules for limited employee retirement accounts (un-
der sec. 1502 of the House bill). The amendment would apply to tax-
able years beginning after 1976.

Conference agreenent.-The conference agreement follows the Sen-
ate amendment except that a $1,750 limit ($875 for each spouse) was
agreed to in lieu of the $2,000 limit. Also, the conference agreement
provides that the deduction is allowed for contributions to separate
IRAs for each spouse or to an IRA which has one subaccount for the
husband and another for the wife. (The single account with two sub-
accounts could be considered a common investment fund.) Under the
agreement, although the spouses own separate subaccounts, each could
have a right of survivorship with respect to the subaccount of the
other. The conference agreement does not permit a deduction for a
contribution to an IRA which the husband and wife own jointly; but
where a single IRA with subaccounts is used, each spouse could have
a right of survivorship with respect to the subaccount of the other.
Under the conference agreement, an IRA deduction is allowed under
the.new rules or the present rules (but not both).
1502. Limitation on Contributions to Certain H.R. 10 Plans

House bill.-No provision.
Senate anewndnent.-Under present law, a self-employed individual

can set aside up to $750 of self-employment income in an H.R. 10 plan
without regard to the usual rule limiting H.R. 10 plan contributions
to 15 percent of self-employment income. However, due to a technical
problem, a plan is disqualified if the contribution exceeds 25 percent
of the individual's self-employment income.
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The Senate amendment allows a self-employed individual to set
aside up to $750 of self-employment income in an H.R. 10 plan without
regard to the usual 15-percent limitation or the 25-percent limitation.
The exception would only apply if the individual's adjusted gross in-
come does not exceed $15,000. The amendment applies to years begin-
ning after 1975.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.

1503. Retirement Deductions for Members of Armed Forces Re-
serves and National Guard

House bill. No provision.
Senate amendment.-Present law provides that a participant in a

governmental plan is not allowed a deduction for an IRA contribu-
tion so that the deduction is not allowed to members of the Armed
Forces Reserves and National Guard covered by the military retire-
ment plan. The Senate amendment allows a member of the Armed
Forces Reserves or National Guard to qualify for an IRA deduction
for a year (if otherwise qualified) despite his participation in the mili-
tary retirement plan if he has 90 or fewer days of active duty (other
than for training) during the year. The Senate amendment 'applies
to taxable years beginning after 1975.

Conference agreement.-The conference agreement follows the
Senate amendment.
1504. Tax-Exempt Annuity Contracts in Closed-End Mutual

Funds
House bill.-No provision.
Senate amendment.-Under present law, amounts contributed by

certain tax-exempt organizations and educational institutions -to pro-
vide annuities for employees are not included in the income of the em-
ployees if the contributions are used to purchase annuity contracts or
are invested in open-end mutual funds. (An open-end mutual fund
is a regulated investment company which issues redeemable shares.)
The Senate amendments allows contributions for tax-sheltered an-
nuities to be made to closed-end investment companies as well as to
open-end mutual fhnds and annuity contracts. (A closed-end invest-
ment company is a regulated investment company which issues non-
redeemable shares.) The amendment applies to taxable yeafl begin-
ning after 1975.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1505. Pension Fund Investments in Segregated Asset Accounts of

Life Insurance Companies
House bill-No provision.
Senate amendment.-Under present law, a segregated asset account

can serve as an investment account and reserve for an insurance con-
tract providing for annuities under which the premiums or benefits
depend on the performance of the assets in the account. The Senate
amendment clarifies present law by allowing a qualified pension plan
to invest in an insurance contract with a segregated asset account even
though the contract does not provide annuities. A pension fund can



invest assets in such an account in lieu of a trust if the investment is
otherwise permitted under law. The amendment applies for taxable
years beginning after December 31,1975.

Conference agreement.-The conference agreement follows the Sen-
ate amendment, and clarifies the treatment of pension fund invest-
ments in nonsegregated accounts.
1506. Study of Salary Reduction Pension Plans

House bill.-No provision.
Senate amesdmest.-On December 6,1972, the IRS issued proposed

regulations which would have changed the tax treatment of salary re-
duction, cafeteria, and cash or deferred profit-sharing plans. In order
to allow time for congressional study of these areas, section 2006 of
ERISA provided for a temporary freeze of the status quo until De-
cember 31, 1976. Under the Senate amendment the temporary freeze of
the status quo (under which plans established before June 27,1974, are
governed by the law in effect prior to the 1972 proposed regulations)
would be extended until January 1,1978.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1507. Consolidated Returns for Life and Mutual Insurance Com-

panies
House bill.-No provision.
Senate amendment.-Under present law, life insurance companies

cannot file consolidated returns with non-life companies. In addition,
mutual casualty insurers are effectively precluded from filing consoli-
dated returns with other types of companies. The Senate amendment
allows life insurance companies and other mutual insurance companies
to file consolidated returns with other companies under rules limiting
the amount of non-life losses applied against life company income to
one-half the loss or one-half of life company income, whichever is less.
Non-life losses could not be carried back against life company income.
Consolidated filing is allowed for taxable years beginning after 1977.

Conference agreement.-The conference agreement follows the
Senate amendment but with substantial modifications. First, it post-
pones for five years, or until 1981, any consolidation of life insurance
company returns with non-life insurance company returns. Second,
in 1981 and subsequent years consolidated returns may be filed by a
life company and another company only where they have been affiliated
for the preceding 5 years. Third, the amount of any non-life company
loss which may be so applied against life company income in 1981 and
the proportion of the life insurance company income which may be so
offset in 1981 is limited to 25 percent. Fourth, in 1982 the percentage
referred to above is to be 30 percent, and thereafter the percentage is
to be 35 percent.
1508. Guaranteed Renewable Life Insurance Contracts

House bill.-No provision.
Senate amendment.-Under present law, a life insurance company

can deduct 10 percent of the increase in its reserves for nonparticipat-
ing contracts for a taxable year or, if greater, 3 percent of the pre-
miums for the year (excluding the portion of the premiums which is
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allocable to annuity features) attributable to nonparticipating con-
tracts (other than group contracts) if the policies are issued or renewed
for at least 5 years. The Senate amendment provides that the time for
which a policy is issued or renewed includes the period for which the
insurer guarantees that the policy is renewable by the policyholder.
The amendment applies to taxable years beginning after 1957.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1509. Study of Expanded Participation in Individual Retirement

Accounts
Houe bilL-Under present law, an individual who is an active par-

ticipant in a qualified pension, etc., plan, a tax-sheltered annuity, or a
governmental plan cannot make deductible contributions to an IRA.
The House bill allows an IRA deduction to a participant in a quali-
fied plans or tax-sheltered annuity. The deduction is allowed for a con-
tribution to the plan (if the plan was in existence when the 1974 Pen-
sion Act was enacted) or to an IRA. The deduction is not allowed to a
participant in a governmental plan. The usual IRA limits are reduced
by forfeitures and amounts actually contributed to a defined contribu-
tion plan by an employer. Under a defined benefit plan, the limitation
is reduced by the level cost of the plan benefits or the cost of benefits
accruing during the year. Employers would report these amounts to
employees. In addition, the bill provides that the special penalty tax
imposed on excess contributions to an IRA does not apply if the con-
tribution does not exceed $1,500 and the excess contributions are with-
drawn before the tax return for the year is due.

Senate amerdment.-The Senate amendment adopts provisions
under which a participant in a governmental plan would be permitted
to make deductible contributions to an IRA (but only if a provision
like that in the House bill becomes effective for a participant in a
private qualified plan). If the government employee-type IRA be-
comes effective, the IRA limits on deductions would continue to apply,
but they would be reduced by the amount of the employer contribu-
tions under the regular pension plan allocable to the employee.

Conference agreement.-The conference agreement omits both the
House provision and the Senate amendment. However, the conference
agreement provides that the staff of the Joint Committee on Taxation
is to study the LERA concept and report its findings to the Ways and
Means Committee of the House and the Finance Committee of the
Senate.

Section Omitted From Senate Amendment No. 28:

Tax-Free Rollover In Event of Plan Termination
House bill.-The bill permits tax-free rollover of a distribution

from a tax-qualified plan to an individual retirement account (IRA)
or to another qualified plan in the event of plan termination. (Provi-
sions substantially similar to the House bill were enacted on April 15.
1976 (Public Law 94-267).)

Senate amendment.-No provision.
Conference agreement.-The conference agreement omits the pro-

vision (because of the enactment of Public Law 94-267).



SENATE AMENDMENT NUMBERED 29

REAL ESTATE INVESTMENT TRUSTS

1601. Deficiency Dividend Procedure
House bill.-Under present law, a REIT is provided the same gen

oral conduit treatment that applies to a mutual fund. If a trust qualifies
as a REIT, income of the REIT which is distributed to investors is
taxed to them and not to the REIT. A REIT must distribute at least
90 percent of its REIT taxable income in the year earned or next
succeeding year. Failure to meet the distribution requirement results
in loss of REIT status.

The House bill provides for a deficiency dividend procedure which
permits qualifying distributions to be made in subsequent years where

an adjustment occurs that either increases the amount which the REIT
is required to distribute to meet the 90-percent test or decreases the

Amount of dividends previously distributed for that year. This defi-
ciency dividend procedure is available only if the entire amount of the
adjustment was due to reasonable cause. A penalty is imposed where
the dekfency dividend procedure is adopted based on the total amount
of the adjustment.

S Senate,'amendment.-The Senate amendment is the same as the
-House bill except that it (1) modifies the House bill to make the proce-
dure available only where the entire amount of the adjustment was not
due to fraud with intent to evade tax or willful failure to file an income
tax return and (2) modifies the House bill to base the penalty on the
amount of the adjustment to the extent that the deficiency dividend
deduction is allowed.
, Conference agreement.-The conference agreement follows the Sen-

ate amendment.
1602. Failure To Meet Income Source Tests

House bill.-Under present law, a REIT is required to derive annu-
ally at least 90 percent of its gross income from certain passive sources
and at least 75 percent of its gross income from certain real estate
sources. Failure to meet these requirements results in disqualification.
Under the House bill, failure to meet the 75-percent or 90-percent re-
quirements as a result of a determination will not result in disqualifica-
tion if the REIT had reasonable grounds to believe and did before that
it met the 75-percent and 90-percent tests. In addition, the House bill
imposes a tax at normal corporate rates (48 percent) on the net income
attributable to the amount by which the REIT fails the 75-percent or
90-percent requirements.
. Senate amendment.-The Senate amendment modifies the House bill
.L provide that failure to meet the 75-percent or 90-percent require-
ments will not result in disqualification if (1) the REIT sets forth the
source and nature of its gross income in its return, (2) the inclusion of
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any incorrect information in this schedule is not due to fraud with in-
tent to evade tax, and (3) the failure to meet the income source require-
ments is due to reasonable cause and not due to willful neglect. In addi-
tion, the Senate amendment imposes a 100-percent tax on the net in-
come attributable to the greater of the amount by which the REIT
fails the 75-percent or 90-percent requirements.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1603. Treatment of Property Held for Sale to Customers

House bill.-Under present law, a REIT is not permitted to hold
any property (other than foreclosure property) primarily for sale to
customers in the ordinary course of its trade or business. Failure to
meet the requirement results in disqualification. The House bill per-
mits a REIT to derive one-percent of its gross income from property
(other than foreclosure property) held for sale to customers without
disqualification. In addition, the House bill imposes a tax at normal
corporate rates (48 percent) on the net income from such property, up
to one-percent of its gross income, and at twice the normal corporate
rates (96 percent) on the net income from such property in excess of
one-percent of its gross income.

Senate amendment.-The Senate amendment removes entirely the
prohibition against holding property for sale to customers. Instead,
it imposes a 100-percent tax on the net income from such property.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1604(a). Increase in 90-Percent Gross Income Requirement to 95

Percent
House bill.-Under present law, in order to qualify for real estate

investment trust status, the trust must derive at least 90 percent of its
income from certain passive sources. The House bill increases the per-
centage of gross income that must be derived from certain passive
sources from 90-percent to 95-percent.

Senate amendment-The Senate amendment follows the House bill,
except that the increase applies to taxable years beginning after 1979.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1604(b). Change in Definition of "Rents From Real Property"

Houe bill.-Under present law, "rents from real property" qualify
for both the 75-percent and 90-percent requirements. "Rents from real
property" does not include (1) amounts received for customary serv-
ices if separate charges are made for such services, (2) amounts at-
tributable to the rental of personal property even if incidental to the
rental of real property, and (3) amounts which are contingent upon the
net income or profits of anybody deriving income from property.

.The House bill modifies tle definition of "rents from real property"
to include (1) amounts received for customary services even ifsepa-

rate charges are made for such services and (2) amounts attributable
to personal property incidental to the rental of real property if the
amount allocable to personal property is less than 15 percent of total
rent.



Senate amendment.-The Senate amendment follows the House bill.
In addition, the Senate amendment provides that where a REIT leases
to a prime tenant with a rent based on a percentage of the prime ten-
ant's, gross receipts and the prime tenant subleases to a subtenant with
a rent based on a percentage of the subtenant's net income or profits,
only a portion of the rent received from the prime tenant does not
qualify as "rents from real property."

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1604(c). Change in Distribution Requirements

House bill-No provision.
Senate mnendment.-Under present law, in order to qualify for

REIT status, a trust must distribute 90-percent of its REIT taxable
income. If a trust qualifies for REIT status, the nonqualifying income
is not subject to tax at the REIT level if such income is distributed to
its shareholders.

The Senate amendment deletes the tax on nonqualifying income.
Instead, the Senate amendment increases the distribution requirement
from 90 percent to 95 percent for taxable years beginning after 1979.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1604(d). Termination or Revocation of Election

Home bill.-No provision.
Senate amendment.-Under present law, a REIT which loses its

status as a REIT in one year can requalify in the next subsequent year
even if the REIT purposefully did not qualify in the preceding year.
The Senate amendment provides that a REIT which voluntarily dis-
qualifies itself from REIT status cannot requalify for 5 years.

Conference agreement-The conference agreement follows the Sen-
ate amendment.
1605. Excise Tax on Distributions Made After Taxable Year

House bil -Under present law, a REIT can elect to treat dividends
paid during one year as qualifying distributions for the next preced-
ing year even though the REIT's shareholders are not taxed until the
distribution is received. The House bill imposes an excise tax on a
REIT to the extent that it fails to distribute 75-percent of the income
it is required to distribute during the year the income is earned.

Senate amendment-The Senate amendment follows the House bill,
except that it delays the application of the excise tax to taxable years
beginning after 1979.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
1606. Allowance of Net Operating Loss Carryover

House bill.-No provision.
Senate amendment.-Under present law, a REIT is not allowed to

use a net operating loss carryover to reduce its taxable income and
distribution requirements. The Senate amendment allows the net op-
erating loss deduction to a REIT for carryovers but not carrybacks.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
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1607. Alternative Tax in Case of Capital Gains
House bill.-No provision.
Senate amendment.-Under present law, u REIT is taxed dn its

net capital gains less amounts of net capital gain distributed to share-
holders at a flat 30-percent rate. It cannot reduce its net capital-gains
by ordinary losses as is permitted ordinary corporations. The Senate
amendment permits a REIT to reduce its net capital gains by its ordi-
nary losses if it does not use the alternative tax (30 percent) on net
capital gain.

Conference agreement.-The-conference agreement follows the Sen-
ate amendment.



SENATE AMENDMENT NUMBERED 30
RAILROAD PROVISIONS

1701(a). Railroad Ties
House bill.-Under present law, railroads generally use retirement-replacement depreciation for track costs under which original track

costs are capitalized and later replacements are entirely or partly
deducted currently.

The House bill allows a current deduction for costs of replacing one
type of railroad tie with another type of tie. The provision applies to
amounts paid or incurred after December 31, 1974.

Senate amendment.-A committee amendment allows a deduction
of costs for an improved type of tie to the extent of the current costs
for the type of tie which is replaced, effective for amounts paid or
incurred after December 31, 1975. Under a floor amendment, the full
cost of replacement ties could be deducted currently.

C oference agreent .- The conference agreement adopts the Sen-
ate floor amendment.
1701(b). Investment Credit Limitation for Railroads

House bill.-No provision.
Senate amendment.-Present law provides that investment credits

which may be used are generally limited to 50 percent of tax
liability for the taxable year. Public utilities, however, are allowed to
use their credits up to 100 percent of tax liability for taxable years
ending in 1975 and 1976, and in percentages which are reduced an-
nually by 10 percentage points for later years until 1981, when the
limitation returns to 50 percent.

The Senate amendment allows railroads to take credits up to 100 per-
cent of tax liability for 1976 and 1977 with annual reductions of 10
percentage points thereafter until the limitation returns to 50 per-
cent in 1982. The amendment applies to tax years ending after Decem-
ber 31, 1975.

Conference agreent.-The conference agreement adopts the Sen-
ate amendment but moves the effective date forward one year so that
it will begin to apply in taxable years ending after December 31,
1976, and the limitation will return to 50 percent in 1983. In addition,
the conferees specified that only a railroad, and not a lessor of rail-
road property, is entitled to this temporary increase in the investment
credit limitation.
1702. Amortization of Railroad Grading and Tunnel Bores

House bill.-Domestic railroad common carriers may presently
amortize railroad grading and tunnel bores placed in service after
1968 on a straight-line basis over a 50-year period. The House bill ex-
tends this same treatment on an elective basis to railroad grading and
tunnel bores placed in service before January 1, 1969.
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Senate amendment.-The Senate amendment is the same as the
House bill.

Conference agreement.-The conference agreement follows the
Rouse bill and the-Senate amendment. -
1703. Investment Credit Limitation for Airlines

Howse bill.-No provision. -
Senate amendment.-Present law provides that investment credits

which may be used are generally limited to 50 percent of tax liability
for the tax year. Public utilities, however, are allowed to use their
credits up to 100 percent of tax liability for taxable years ending in
1975 and 1976, and in percentages which are reduced annually by 10
percentage points for later years until 1981, when the limitation re-
turns to 50 percent. The Senate amendment allows airlines to take
credits up to 100 percent of -tax liability for 1976 and 1977 with an-
nual reductions of 10 percentage points thereafter until the limitation
returns to 50 percent in 1982. The amendment applies to taxable years
ending after December 31,1975.

Conference agreement.-The conference agreement adopts the Sen-
ate amendment but moves the effective date forward one year so that
it will begin to apply in taxable years ending after December 31,
1976, and the limitation will return to 50 percent in 1983. The con-
ferees also decided to include all common carrier airlines as eligible for
this temporary increase in the limitation and it was specified that only
an airline, and not a lessor of airline property, is entitled to the in-
creased limitation.

Section Omitted from Senate Amendment No. 30:

Amortization of Track Accounts
House bill.-No provision.
Senate amendment.-Under present law, railroads generally use

retirement-replacement depreciation for track costs under which
original track costs are capitalized and later replacements are en-
tirely or partly deducted currently.

The Senate amendment allows domestic railroads 10-year amorti-
zation on capitalized costs for railroad track materials and installa-
tion. A deduction under this provision is to be deferred to the extent
it causes a taxpayer to have a loss from its railroad operations. The
Senate amendment applies to costs of track materials placed in serv-
ice after December 31,1975.

Conference agreement.-The conference agreement omits this
provision.



SENATE AMENDMENT NUMBERED 31 (OMITTED)

TAX CREDIT FOR GARDEN TOOLS

House bil.-The House bill provides a new 7-percent tax credit
for the first $100 of home garden tool purchases. It is effective for
expenses paid in taxable years beginning after December 31, 1975.

Senate amendme.nt-No provision.
Conference agreevnt.-The conference agreement omits this

provision.

SENATE AMENDMENT NUMBERED 32

REPEAL AND REVISION OF OBSOLETE, ETC., PROVISIONS
OF CODE

1900-1907; 1951-52

DEADWOOD PROVISIONS

House bill.-The House bill repeals or modifies obsolete and rarely
used provisions of the Internal Revenue Code of 1954. It also makes
simplifying changes in Code terminology.

Senate anndment.-The Senate amendment generally is the same
as the House bill, with certain conforming changes. However, the
Senate amendment modifies the House bill's definition of the term
"or his delegate" as it is used in the Code in references to powers
exercised by the Secretary of the Treasury or his delegate.

Conference agreevent.-The conference agreement generally fol-
lows the "Deadwood" provisions as modified by the Senate amend-
ment. However, the conference agreed to the House bill's definition of
the term "or his delegate", with the understanding that the definition
is not to have any impact with respect to existing delegations of
authority.

SENATE AMENDMENT NUMBERED 33 (OMITTED)

ENERGY-RELATED PROVISIONS

House bil.-No provision. ,
Senate amendment.-The Senate amendment includes a series of

energy-related provisions. It includes a (1) residential insulation
credit, (2) residential solar and geothermal energy equipment credit,
(3) residential heat pump credit (4) credit for wind-related resi-
dential energy equipment, (5) business insulation credit, (6) business
solar and geothermal equipment credit, (7) investment credit for wind-
related energy equipment used in the production of electricity, (8)
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12-percent investment credit for certain energy conversion and pro-
duction equipment (including equipment for waste conversion, organic
fuel conversion, railroads, deep coal mining and shale oil conversion),
(9) deduction for geothermal energy development costs, (10) denial
of investment credit for portable air conditioners and heaters, (11)
study of recycling incentives, (12) repeal of excise tax on buses and
bus parts, (13) revision of excise tax treatment of rerefined lubricating
oil, (14) exemption from excise tax on special motor fuels in certain
nonhighway use, and (15) duty-free exchange of crude oil.

Conference agreement.-The conference agreement omits the provi-
sions in the Senate amendment, as the Finance Committee has reported
the Senate amendment in a separate House-passed bill (H.R. 6860).



SENATE AMENDMENT NUMBERED 34

TAX-EXEMPT ORGANIZATIONS

2101. Modification of Foundation Self-Dealing Rules in 1969 Act
Relating to Leased Property

House bilL.-No provision.
Senate amendment.-Under present law, self-dealing rules gener-

ally prevent sales, exchanges, or leases of property between private
foundations and disqualified persons. There are transitional rules for
certain sales of excess business holdings by foundations and continua-
tion of certain leases. There is no transition rule which permits a sale
of leased property by a foundation to a disqualified person. The Sen-
ate amendment permits a foundation to sell, exchange, or otherwise
dispose of certain property to a disqualified person where the property
is now being leased to the disqualified person (pursuant to a
binding contract which was in effect on October 9, 1969) if the founda-
tion receives no less than fair market value for the property. This
provision applies to disposition made after the date of enactment and
before January 1,1978.

(onfererwe agreement.-The conference agreement follows the Sen-
ate amendment.
2102. Private Foundation Set-Asides

House bWl.-No provision.
Senate amendment-Under present law, an amount "set aside" by

a foundation for a special project may be treated as a qualifying dis-
tribution for -the payout requirements only if approved in advance
by the IRS. The foundation must establish that set-asides will be paid
out for a specific project within 5 years and that the project can better
be accomplished by a set-aside than by immediate payment. As an alter-
native to present set-aside rules, the Senate amendment permits set-
asides without advance IRS approval under temporary, relaxed rules
which require principally that--

(1) the set-aside be for a project which will not be completed
before the end of the year;

(2) the foundation distributes in each year after 1975 (or if
later, after the end of the fourth taxable year following its crea-
tion) not less than the required payout; and

(3) during the 4 years prior to the first taxable year beginning
after 1975 (or if later, after the end of the fourth taxable year
following its creation) the foundation has distributed an aggre-
gate amount not less than the sum of a percentage of the regular,
required payout increasing by 20% annually. The amendment
applies to taxable years beginning on or after January 1, 1975.
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Conference agreement-The conference agreement follows the
Senate amendment, and also adds a technical amendment to hold
the statute of limitations on assessments and collections open during
the extended payout period.
2103. Mandatory Payout Rate for Private Foundations

House bil.-No provision.
Senate amendment.-Under present law, a private foundation must

distribute for charitable purposes the greater of (1) all its adjusted net
income or (2) an annually determined variable percentage of its non-
charitable assets. The percentage is set at 6.75 percent for taxable
years beginning in 1976. The Senate amendment reduces the manda-
tory payout requirement to 5 percent and provides that this percent-
age is to be permanent. The amendment applies to taxable years
beginning after 1975.

Conference agreemnt.-The conference agreement follows the Sen-
ate amendment and also establishes certain explicit rules for valu-
ing a private foundation's noncharitable assets in determining the
required charitable expenditures (minimum investment return). In
determining the value of securities for minimum charitable expendi-
tures purposes, their fair market value (determined without regard
to any reduction in value) shall not be reduced unless, and only to the
extent that, the private foundation establishes that as a result of (1)
the size of the bloc of such securities, (2) the fact that the securities
are securities in a closely held corporation, or (3) the fact that the
sale of such securities would result in a forced or distress sale, the
securities could not be liquidated within a reasonable period of time
except at a price less than fair market value. Any reduction in value
for any of the three reasons shall not in the aggregate exceed 10 per-
cent of the fair market value of the securities.
2104. Extension of Time To Amend Charitable Remainder Trust

Governing Instruments
House bill.-Under the Tax Reform Act of 1969, in order for an

estate tax charitable deduction to be allowable for the bequest of a
remainder interest to charity, the remainder interest must be in the
form of a charitable remainder annuity trust, a charitable remainder
unitrust, or a pooled income fund. Present law also contains special
transitional rules which permit post-death modifications of wills and
trusts created before September 21, 1974, which contain bequests of
remainder interests to charity, to conform to the new requirements of
the Tax Reform Act of 1969, if the modifications were made before
December 31, 1975. The House bill did not contain a provision on this
issue. However, the House has already passed a two-year extension of
these transitional rules in H.R. 9889 to permit modifications until
December 31,1977.

Senate amendient.-The Senate amendment extends the time for
modification of wills and trusts which contain bequests of remainder
interests to charity to qualify for an estate tax charitable deduction
until December 31, 1977, and also allows wills and trusts created after
September 21, 1974, and before December 31. 1977, to qualify for the
extension.



Conference agreement.-The conference agreement follows the Sen-
ate amendment. The conferees state that this is to be the last extension
of these transitional rules.
2105. Unrelated Trade or Business Income of Trade Shows, State

Fairs, etc.
House bill.-No provision.
Senate amendment.-Under present law, tax-exempt organizations

are taxed on their "unrelated business taxable income". "Unrelated
business taxable income" has been interpreted to include certain in-
come from fairs and expositions sponsored by tax-exempt organiza-
tions and rental income from display space leased at a convention or
trade show if the exhibitor is permitted to sell his wares at the con-
vention or trade show. The Senate amendment exempts from the un-
related business income tax the income from fairs and expositions of
an exempt charitable, social welfare, or agricultural organization,
which operates a public entertainment activity that meets certain con-
ditions. In order to qualify for the exemption, the organization must
also regularly conduct, as one of its substantial exempt purposes, a fair
or exposition which is both agricultural and educational. Where the
exemption applies, the conducting of qualified public entertainment
activities will not affect the tax-exempt status of the sponsoring
organization.

In addition, the Senate amendment exempts from the unrelated
business income tax the income from conventions and trade shows of
certain exempt organizations (generally, unions and trade associa-
tions) which regularly conduct as one of their exempt purposes conven-
tions or trade show activity which stimulates interest in, and demand
for, an industry's products in general. There are also a series of condi-
tions which must be met by a qualifying convention and trade show
activity. Where the exemption applies, the conducting of qualified
convention or trade show activities will not affect the tax-exempt
status of the sponsoring organization.

The amendment applies to income from fairs and expositions in
taxable years after 1962 and to income from conventions and trade
shows in taxable years beginning after 1969.

Conference agreement.-The conference agreement follows the Sen-
ate amendment, except that it deletes the portion of the amendment
which provides that the tax-exempt status of a union or trade associa-
tion will not be affected by its conducting of qualified convention or
trade show activities. The deletion of this provision insures that the
union or trade association must have substantial exempt activities
other than its conducting a convention or trade show. In addition, the
conference agreement modifies the effective date of the Senate amend-
ment to make the exemption for conventions and trade shows appli-
cable to taxable years beginning after the date of enactment. However,
no change is made in the effective date of the provisions of the Senate
amendment concerning fairs and expositions.
2106. Declaratory Judgments Regarding Tax-Exempt Status of

Charitable, etc., Organizations
House 1l.-Under present law, the Tax Court can hear declara-

tory judgment suits only on the tax status of employee retirement



plans. In no other case may an individual or an organization seek a
declaratory judgment as to an organization's tax-exempt status.
Under the House bill, the Federal district courts and the United
States Tax Court are granted jurisdiction in a suit brought by an
organization in an actual controversy in a case involving an IRS de-
termination (or failure to make a determination) with respect to the
oranzation's status as tax exempt, as a qualified charitable con-
tri ution donee, as a private foundation, or as a private operating
foundation. This provision applies to pleadings filed more than 1 year
after the date of enactment but only with respect to IRS determi-
nations (or requests for determinations) made after the date of enact-
ment.

Senate amendment-The Senate amendment is the same as -the
House bill, except that jurisdiction is granted only to the Federal
district court for the District of Columbia, the U.S. Court of Claims,
and U.S. Tax Court, and the amendment applies to pleadings filed
more than 6 months after the date of enketinent but only with respect
to IRS determinations (or requests for determinations) made after
January 1, 1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.

Sections Omitted From Senate Amendment No. 34:

Reduction of Private Foundation Excise Tax on Investment
Income
House bill.-No provision.
Senate amendment.-Under present law, a 4-percent tax is imposed

on the net investment income of private foundations. The Senate
amendment reduces the rate of tax from 4 percent to 2 percent, effec-
tive for taxable years beginning after December 31, 1976.

Conference agreement.-The conference agreement omits this
provision.
Alcoholism Trust Fund

House bill.-No provision.
Senate amendment.-Under present law, excise taxes are imposed

on alcohol, wine and beer, but there is no provision for any trust fund.
The Senate amendment establishes a trust fund to pay 50 percent of

the cost of occupational alcoholism programs for employed persons by
HEW through the National Institute for Alcohol Abuse and Alco-
holism. Any organization applying may receive at most matching
funds for new programs. Up to 10 percent of the fund is allowed for
administration, and the remaining funds may be used for treatment
and prevention of underserved populations. The funds are to be pro-
vided by appropriation acts, as no specific revenues are earmarked.

Conference agreement.-The conference agreement omits this
provision.
Exclusion of Certain Companion Sitting Placement Services from

Employment Tax Requirements
House bill.-No provision.
Senate amendment.-Under present law, certain tax payment and

reporting requirements are placed upon employers in regard to
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F.I.C.A. (social security) and F.U.T.A. (unemployment) taxes and
withholding at the source on wages. The Senate amendment excepts
companion sitter placement services from the definition of "employer"
for purposes of Federal employment taxes if the service does not pay
or receive the salary or wages of the sitters and is compensated by the
sitters or the persons who employ them on a fee basis. The provision
applies to taxable years beginning after 1915.

Conference agreement-The conference agreement omits this pro-
vision. The conferees note that the Joint Committee staff is studying
for the Senate Finance Committee the overall definitions of "inde-
pendent contractor" and "employee" for Federal tax purposes. This
subject will be included in the study. The conferees urge that the Serv-
ice withdraw its Revenue Ruling 74-414 on babysitting placement
services.
Minimum Distribution Requirements to Include Miscellaneous

Distributions
House bil.-No provision.
Senate aneendment.-Under present law, qualifing distributions of

private foundations include only amounts expended in furtherance of
charitable purposes. A private foundation must exercise expenditure
responsibility with respect to grants or contributions to organizations
other than public charities. Expenditure responsibility requires a
foundation to exert all reasonable efforts and to establish adequate
procedures to see that these grants are properly used, to obtain reports
on these grants, and to make reports to the, Internal Revenue Service.
Also, if an amount is spent for a purpose other than a charitable pur-
pose, it will be a taxable expenditure.

The Senate amendment provides that qualifying distributions in-
clude contributions to an unincorprated association or other organiza-
tion by a private foundation for charitable, civic, or community
activities to the extent such contributions do not exceed $200 per donee
organization and the amount contributed is not to defray the expense
of an activity which is illegal or in violation of public policy. The
Senate amendment also provides that in determining whether expendi-
ture responsibility has been exercised, the size of the grant is to be
taken into account. These provisions apply to taxable years beginning
after date of enactment with respect to contributions made after such
date.

Conference agreerent.-The conference agreement omits the Senate
amendment.

SENATE AMENDMENT NUMBERED 35

ESTATE AND GIFT TAX PROVISIONS

House bil.-No provision.
Senate antendrtent.-The Senate amendment included a series of

modifications in the estate and gift tax provisions.
Conference agreement.-This amen ment was reported in technical

disagreement. (See the appendix.)



SENATE AMENDMENT NUMBERED 36

OTHER AMENDMENTS

2301. Outdoor Advertising Displays
House bill.-The House bill contains no provision.
Senate anendonent.-Present law provides that if real property is in-

voluntarily converted as the result of a condemnation, and the taxpayer
uses the proceeds to obtain "like kind" replacement property, gain on
the conversion is not recognized. There is conflicting authority as to
whether billboards and other outdoor advertising displays qualify
as real property for purposes of this non-recognition rule. Under the
Senate amendment, an irrevocable election is provided for taxpayers
to treat qualifying outdoor advertising displays as real property. In
addition, replacement real property will be considered as "like kind"
even though the replacement property is a different type of real prop-
erty interest than the taxpayer held in an outdoor advertising display
which was involuntarily converted. The amendment is effective for
taxable years beginning after 1970.

Conference agreewent.-The conference agreement follows the Sen-
ate amendment. In addition, the conferees specified that the avail-
ability of this election to treat outdoor advertising displays as real
property should not be interpreted to prevent owners of such displays
from treating them as personal property.
2302. Excise Tax Treatment of Large Cigars

House big.-No provision.
Senate amendment.-Present law provides a bracket system of ex-

cise taxes on certain cigars, under which the rate varies depending on
the amount of the intended retail price of the cigar. The maximum
tax is $20 per thousand on cigars retailing for 20 cents or more each.
The Senate amendment changes the bracket system to an ad valorem
tax of 81/2 percent of the wholesale price (retaining the $20 per thou-
sand maximum). The change is to be effective on the first month which
begins more than 90 days after the date of enactment.

Conference agreenent-The conference agreement follows the Sen-
ate amendment.
2303. Gain From Sales or Exchanges Between Related Parties

House bill.-No provision.
Senate amendment. Under present law, gain from a sale or ex-

change of depreciable property is denied capital gain treatment it
the sale is between a husband and wife, or between an individual and
a corporation if over 80 percent of the value of the corporation's stock
is owned by the individual, his spouse, and his minor children or grand-
children. The courts have held that this provision does not apply to
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gain from the sale of depreciable property between 2 corporations con-
trolled by the same individual (or his family).

The Senate amendment strengthens present law in two principal
ways: (1) the amendment broadens the scope of this provision to
cover a sale or exchange of depreciable property between commonly
controlled corporations; and (2) the amendment broadens the
constructive ownership rules which trigger the restrictions under this
provision to include the taxpayer's parents, his adult children, and
any trust, estate or partnership of which the taxpayer is a beneficiary
or partner. In addition, the Senate amendment makes this provision
apply where an individual owns 80 percent or more (rather than only
over 80 percent) of a corporation. These rules apply to sales or
exchanges after the date of enactment, except sales or exchanges made
pursuant to a binding contract entered into before the date of
enactment.

Conference agreement-The conference agreement follows the Sen-
ate amendment.
2304. Armed Forces Health Professions Scholarships

House bill.-No provision.
Senate amendment.-Under IRS rulings, amounts received under

the Armed Forces Health Professions Scholarship Program (and
similar programs) are taxable as compensation for future employ-
ment (because a special 3-year legislative exemption ended Decem-
ber 31, 1975). The Senate amendment excludes from income in 1976,
1977, 1978 and 1979 amounts received under the Armed Forces Health
Professions Scholarship Program (and similar programs) by a mem-
ber of a uniformed services participating in the programs in 1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
2305. Exchange Funds

House bill.-Under present law, a group of investors may not pool
appreciated stocks or other property in a new corporation without
payment of capital gains tax on the appreciation. This rule was added
m 1966. Present law is silent on the possibility of using a partnership
or a trust as the vehicle to pool and diversify investments tax-free. On
April 28, 1975, the Internal Revenue Service issued a private ruling
holding that an exchange fund can be formed tax-free (under present
law) as a publicly syndicated limited partnership.

The House bill contains no provision dealing with this subject. How-'
ever, on May 2, 1976, the House passed H.R. 11920, which:

i1) Amends the partnership rules to make taxable the con-
tribution of property to an exchange fund formed as a partner-
ship (general or limited) ;

(2) Makes taxable a merger or other reorganization involving
an undiversified investment company (such as a merger of a per-
sonal holding company owning a limited group of stocks with a
widely-diversified mutual fund) ; and

(3) Makes taxable any future transactions where similar diver-
sification of investments is sought through a trust or a common
trust fund.



Senate amendment.-The Senate amendment is generally the same
as the provisions of H.R. 11920, except for-

(1) an exception for family partnerships; and
(2) a later effective date for partnership exchange funds.

Under the family partnership exception, a family group may share
income from a pool of stocks if-

(1) the partnership is a general partnership,
(2) over 95 percent of the partnership is owned by the same

family, and
(3) gain on a sale of stock is taxable to the partner who orig-

inally contributed the property to the partnership.
The amendment has the same effective dates as H.R. 11920, except

that in the case of partnerships, certain transfers after February 17,
1976, are excepted if before March 27,1976, the partnership either filed
a request for a private letter ruling from the Service or filed a regis-
tration statement with the SEC.

Conference agreement-The conference agreement follows the Sen-
ate amendment (including the effective date provisions thereof), except
that the family partnership exception is deleted.
2306. Distributions by Subchapter S Corporations

Houe bil.-No provision.
Senate amendmet.-Under present law, the shareholders of a sub-

chapter S corporation are taxed each year on the income of the corpora-
tion regardless of whether the income is distributed to the shareholders.
The undistributed taxable income may be subsequently distributed
tax-free to the shareholders. However, an earnings and profits rule
(concerning accelerated depreciation) generally applicable to corpora-
tions may cause a distribution to be a taxable dividend rather than a
distribution of previously taxed income. The Senate amendment
allows a subchapter S corporation's previously taxed income to be
distributed to the shareholders tax free even though as a result of
accelerated depreciation the corporation has undistributed earnings
and profits. The amendment is effective for taxable years beginning
after December 31,1975.

Conference action.-The conference agreement follows the Senate
amendment.

Sections Omitted From Senate Amendment No. 36:

Tax Counseling for the Elderly
Howe bill.-No provision.
Senate amenidmnt.-The Senate amendment authorizes the IRS to

enter into agreements with private organizations to provide training
and technical assistance to prepare volunteers as tax consultants for
the elderly. It authorizes tax-free reimbursement to volunteers for
transportation, meals and other expenses. The Secretary would be au-
thorized to hire retiree-annuitants who would work up to 720 hours a
year without losing their pensions. The provision also authorizes Sec-
retary to provide publicity for tax provisions of particular importance
to the elderly.
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Conference agreement.-The conference agreement omits this
provision.
Commission on Value Added Taxation

House bill.-No provision.
Senate ameindment-The Senate amendment establishes a 20-mem-

ber Commission to study the effects of a value-added tax on Govern-
ment finance, savings, consumption, capital formation and interna-
tional trade policy, as well as considering the tax as an alternative
revenue source for social security financing. A final report is due to
the President and to Congress not later than December 31, 1977. Up to
$1,000,000 is authorized for the Commission.

Conference agreement.-The conference agreement omits this
provision.



SENATE AMENDMENT NUMBERED 37

UNITED STATES INTERNATIONAL TRADE COMMISSION

2401-2406. U.S. International Trade Commission
House bill.-No provision.
Senate amendment.-Under present law (section 330(d) of the

Tariff Act of 1930), if a majority of the Commissioners on the Interna-
tional Trade Commission voting on an escape clause or market disrup-
tion case under section 201 or 406 of the Trade Act of 1974, respec-
tively, cannot agree on an injury determination or a remedy finding
or recommendation, then the President may consider the "findings"
agreed upon by one-half the number of Commissioners voting to be the
"findings" of the Commission. If the Commission is equally divided
into two groups, the President may consider the finding of either group
to be the finding of the Commission. Also under present law, a Com-
missioner must leave office on the day his term expires whether or not
his successor is ready to take office.

The Senate amendment provides that the President must consider
as the finding of the Commission on remedy the remedy finding agreed
upon by a plurality of the Commissioners voting on an escape clause
or market disruption case if there is no majority finding on remedy.
If the Commission is divided on the remedy question into two or more
equal groups, the President must consider the finding of one group as
the finding of the Commission on remedy. The Senate amendment does
not change present law with respect to the vote on injury, but only
those Commissioners voting affirmatively on injury may vote on the
remedy question. For purposes of the ongresional override in sec-
tions 202 and 203 of the Trade Act of 1974, the plurality finding on
remedy and the finding chosen by the President in the case of a tie
vote on remedy are considered to be the findings of the Commission.

Under the Senate amendment, a Commissioner may continue to
serve until his successor takes office. The Senate amendent also in-
creases the membership of the Commission from six to seven members,
and makes certain procedural and organizational changes in the
Commission.

Conference agreement.-Under the conference agreement, if a
majority of the Commissioners voting on an escape clause or market
disruption case cannot agree on a remedy finding, then the remedy
finding agreed upon by a plurality of not less than 3 Commissioners
shall be treated as the remedy finding of the Commission for the
purposes of the Congressional override in sections 202 and 203 of the
Trade Act of 1974. If the Commission is tied on the remedy vote, and
each voting group includes not less than 3 Commissioners, then
(1) if the President takes the action recommended by one of those
groups, the remedy finding agreed upon by the other group shall, for
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purposes of the Congressional override, be treated as the remedy find-
ing of the Commission, or (2) if the President takes action which
differs from the action agreed upon by both such groups, the remedy
finding agreed upon by either such group may be considered by the
Congress as the remedy finding of the Commission for purposes of the
Congressional override. It is the intention of the conferees that this
apply only for purposes of implementing the Congressional override
in sections 202 and 203 of the Trade Act of 1974. It is not intended
that this provision affect in any way the rules of procedure of the
International Trade Commission.

Further, the conferees strongly urge the Commissioners to reach
majority agreement on all determinations, findings, and recommenda-
tions in all cases.

Under the conference agreement, a Commissioner may continue to
serve as a Commissioner after the expiration of his term of office until
his successor is appointed and qualified.



SENATE AMENDMENT NUMBERED 38

ADDITIONAL MISCELLANEOUS AMENDMENTS

2501. Certain Disability Payments for Injuries Resulting from
Acts of Terrorism

House bill.-No provision.
Senate amendment-Present law contains no special provision for

disability payments to civilian government employees resulting from
acts of terrorism. The committee amendment allows disability pay-
ments for injuries to civilian government employees resulting from
acts of terrorism the same exclusion as combat-related injuries *hich
are provided for in a separate amendment. The amendment applies to
taxable years beginning after December 31,1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
2502. Contributions of Certain Government Publications

House bill.-No provision.
Senate amendment.-In most situations, Government publications

received by taxpayers without charge (e.g., copies of the Congressional
Record received by Members of Congress) or at a reduced price are
treated as capital assets under current law. One consequence of that
treatment is that taxpayers can claim a deduction for the full fair
market value of any Government publication which they contribute
to a charity (such as a library or a university) for a use related to the
charity's exempt purpose. Under the Senate amendment, U.S. Govern-
ment publications which are received by any taxpayer from the Gov-
ernment without charge or below the price at which they are sold to
the general public are no longer to be treated as capital assets in the
hands of the taxpayer receiving the publications. This treatment is
also to apply to any Government publication held by a taxpayer in
whose hands the basis of that publication is determined by reference to
its basis in the hands of a person receiving it free or at a reduced price.
This provision applies to sales, exchanges, and contributions made
after the date of enactment.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
2503. Lobbying by Public Charities

House bilL-Under present law, an organization is not exempt from
income tax and cannot receive deductible contributions as a charity
unless "no substantial part of the activities of [the organization] is
carrying on propaganda, or otherwise attempting, to influence
legislation."



There is no provision in this bill. However, H.R. 13500, as passed by
the House, allows public charities (other than churches, conventions
and associations o churches, and certain support organizations) to
elect to come under a new expenditures test for lobbying. The new
test establishes sliding scale limitations for overall lobbying and grass
roots lobbying. An excise tax is imposed on minor violations; loss of
exemption is reserved for sustained excessive violations. H.R. 13500
requires disclosure of lobbying expenditures by electing organizations.
An organization eligible to elect cannot become exempt under section
501(c) (4) (social welfare organizations) if it loses its section 501
(c) (3) charitable exemption because of excessive lobbying. H.R. 13500
prohibits persons from deducting out-of-pocket expenditures on behalf
of any charity if the expenditures are made to influence legislation.
H.R. 13500 generally applies to taxable years beginning after Decem-
ber 31, 1976.

Senate anendmnt.-The Senate amendment is the same as H.R.
13500, except that rules disallowing deductions for out-of-pocket ex-
penditures made to influence legislation do not apply to expenditures
of organizations that are not eligible to elect the new expenditures
tests. This provision is generally effective for taxable years beginning
after December 31, 1976.

Conference agreement-The conference agreement follows -the Sen-
ate amendment. The conferees observe that, although this provision of
the Senate amendment is identical to H.R. 13500 (except that rules
disallowing deductions for out-of-pocket expenditures made to in-
fluence legislation do not apply to expenditures of organizations that
are not eligible to elect the new expenditures tests), the report of the
Committee on Finance on this provision (S. Rept. 94-938, pt. 2,
p. 79) is an abbreviated version of the report of the Committee on
Ways and Means accompanying H.R. 13500 (H. Rept. 94-1210).
The conferees do not wish the passage of this provision to be construed
as a rejection of the matters contained in the House Committee Report
accompanying H.R. 13500 and therefore specifically incorporate the
additional matters contained in such report and not in the report of
the Committee on Finance by reference, except for the following para-
graph contained in the House report accompanying H.R. 13500 with
respect to which the conferees specifically take no position:

"Your committee's bill excludes from the new rules not only
churches and conventions or associations of churches, but also
integrated auxiliaries of churches or of conventions or asso-
ciations of churches. Because proposed regulations have re-
cently been published regarding the meaning of the term
"integrated auxiliary" and because that term is used in this
bill, your committee wishes to make it clear-in agreement
with the conclusions of the proposed regulations--that the-
ological seminaries, religious youth organizations, and men's
fellowship associations which are associated with churches
would generally constitute integrated auxiliaries. Your com-
mittee also intends (in agreement with the conclusions in the
proposed regulations) that hospitals, elementary grade
schools, orphanages, and old-age homes are organizations
which frequently are established without regard to church
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relationships and are to be treated for these purposes the sane
as corresponding secular charitable, etc, organizations that
is, such entities are not to be regarded as "integrated auxili-
aries." (See H. Rept. 91-782, p. 286, the conference report on
H.R. 13270, the Tax Reform Act of 1969.) However, in a
given case, a hospital, school, orphanage, or home may never-
theless be excluded from election under this bill because it is
a member organization of an affiliated group which includes
a church. Members of affiliated groups which include
churches, et cetera, are treated the same as churches, et cetera,
for purposes of this bill." (H. Rept. 94-1210, pp. 15-16.)

2504. Tax Liens, etc., Not To Constitute Acquisition Indebtedness
Hou8e bill.-No provision.
Senate amendment.-Generally, under present law, an exempt or-

ganization is taxed on investment income only to the extent there is
"acquisition indebtedness" on the investment property generating the
income. The Internal Revenue Service has taken the position that
special assessments (payable in installments) imposed by a State or
local governmental unit constitute acquisition indebtedness.

The Senate amendment provides that amounts of indebtedness for
taxes or special assessments by State or local governmental units and
secured by a lien on property are not acquisition indebtedness until,
and to the extent that, the amounts become due and payable and the
organization has had an opportunity to pay them. This provision ap-
plies to all taxable years ending after December 31, 1969.

Conference agreemnent.-The conference agreement follows the Sen-
ate amendment.
2505. Extension of Private Foundation Transitional Rule For Sale

of Business Holdings
House bil.-No provision.
Senate amendment-Under present law, the self-dealing rules for

private foundations contain a transition rule which expired on Janu-
ary 1, 1975. This rule permitted private foundations to sell, exchange,
or otherwise dispose of, certain "nonexcess" business holdings to dis-
qualified persons.

The Senate amendment extends the period for application of this
transitional rule. This provision applies to dispositions occurring after
the date of enactment and before January 1, 1977.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
2506. Private Operating Foundations; Imputed Interest

Houe bill.-No provision.
Senate amendment.-Under present law, private operating founda-

tions, including libraries and museums, normally are required to
spend annually for charitable purposes an amount equal to at least
two-thirds of their minimum investment return. The Senate amend-
ment reduces the amount that a private operating foundation must
spend for charitable purposes to 3 percent of its noncharitable assets.

Present law also requires each private non-operating foundation to
distribute annually an amount equal to the greater of the foundation's
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adjusted net income or its minimum investment return. Adjusted net
income includes imputed interest. The Senate amendment excludes
from a private foundation's adjusted net income amounts of imputed
interest on sales made prior to January 1, 1970.

Under present law, all private foundations pay an excise tax equal
to 4 percent of their net investment income. The Senate amendment
exempts libraries and museums from the tax on net investment in-
come if the library or museum elects to spend for charitable purposes
an amount equal to 5 percent of its noncharitable assets.

Conference agreement.-The conference agreement follows the
Senate amendment on the exclusion of imputed interest from the ad-
justed net income of a private foundation. However, the conference
agreement deletes the portion of the Senate amendment reducing
the required payout for private operating foundations and exempt-
ing libraries and museums from the tax on net investment income in
certain cases.
2507. Study of Tax Incentives by Joint Committee

Houe bill. No provision.
Senate anendmtent.-The Senate amendment requires the Joint

Committee to study, in consultation with Treasury, tax incentives,
especially as used to provide stimulus to the economy during recession.
A report is to be made to the Senate Finance Committee and the House
Ways and Means Committee no later than September 30, 1977.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.



SENATE AMENDMENT NUMBERED 39

OTHER MISCELLANEOUS AMENDMENTS

2601. Group Prepaid Legal Services
Howe bill.-No provision.
Senate amendment.-Under present law, depending on the struc-

ture of the specific group legal services plan, an employee must pay
tax on either (1) his share of employer contributions to the plan on
his behalf, or (2) the value of legal services or reimbursements re-
ceived by him under the plan. The Senate amendment excludes from
an employee's income both (1) employer contributions and (2) bene-
fits received under qualified group legal services plans. It applies to
plans established to provide personal legal services for employees,
their spouses and dependents through prepayment of, or advance
provision for, legal fees. Plans must be organized through tax-exempt
organizations or trusts (or established through insurance companies).
To qualify, plans must be nondiscriminatory with respect to enroll-
ment and benefits. Limitations are placed on amounts contributed to
provide benefits for employee-shareholders or owners. A transition
period is provided for existing plans to meet the statutory require-
ments. The amendment applies to taxable years beginning after De-
cember 31,1973.

Conference agreement.-The conference agreement follows the Sen-
ate amendment, except that it applies prospectively only for five tax-
able years beginning after December 31,1976, and ending before Janu-
ary 1, 1982. The conference agreement also requires a study of the pro-
vision by the Departments of the Treasury and of Labor, with final
reports to be submitted to the House Committee on Ways and Means
and to the Senate Committee on Finance not later than December 31,
1980.
2602. Certain Hospital Services

House b11.-No provision.
Senate amendment.-Under present law, income received by tax-

exempt hospitals from providing services to other tax-exempt hospi-
tals is taxed as "unrelated business taxable income." The Senate
amendment exempts from the tax on unrelated business income the in-
come that a tax-exempt hospital receives for providing certain services
to other small tax-exempt hospitals each serving 100 or fewer -in-
patients.

Conference agreement.-The conference agreement generally fol-
lows the Senate amendment, with one modification. Under that modi-
fication, the exemption from the unrelated business income tax is
provided only to the extent that the services are providedat a fee or
other charge that does not exceed the actual cost of providing those
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services plus a reasonable amount for a return on the capital goods used
in providing those services. For this purpose, the actual cost of provid-
ing the services includes straight-line depreciation. The conferees
intend that the IRS not require that hospitals providing the services
keep detailed records to substantiate compliance with this new re-
quirement, so long as the fees charged for the services provided by. the
hospital reasonably approximate the cost of providing those services.
2603. Clinical Services of Cooperative Hospitals

House bill.-No provision.
Senate amendme.nt-Under present law, cooperative organiza-

tions providing certain specified services for tax-exempt hospitals
are also tax-exempt organizations. The specified permissible serv-
ices do not include clinical services. The Senate amendment adds
clinical services to the specified services permitted to be performed by
a tax-exempt cooperative service organization.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.
2604. Certain Charitable Contributions of Inventory

House bill.-No provision.
Senate amendment.-Under present law, a taxpayer's deduction for

contributions of appreciated ordinary income property, such as inven-
tory, is limited to the taxpayer's basis in the property. The Senate
amendment generally allows corporations a deduction for the basis plus
one-half of the appreciation of ordinary income property, such as in-
ventory, but the deduction in no event is to exceed twice the basis of the
contributed property. The new provisions apply only to property
donated to a public charity or private operating foundation for use in
its exempt purpose for the care of the ill, the needy, or infants and do
not apply to amounts treated as ordinary income because of "recapture"
rules. Also, property which does not satisfy the relevant requirements
of the Federal Food, Drug, and Cosmetic Act is not eligible for an
increased deduction under these provisions. These provisions apply to
contributions made after the date of enactment.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.

Sections Omitted From Senate Amendment No. 89:

Credit for Certain Education Expenses
House bill.-No provision.
Senate amendmwnt.-The Senate amendment provides a credit for

certain educational expenses paid by an individual for himself, his
spouse, or his dependents. It applies to tuition, fees, books and supplies
in regard to college programs leading to undergraduate degrees and to
vocational courses leading to program certificates, but only for full-
time students. The credit is limited to $100 in 1977, $150 in 1978, $200
in 1979, and $250 in 1980 and following years.

Conference agreement.-The conference agreement omits this
provision.

The conferees on the part of the House state that every effort will be
made to give the House of Representatives an opportunity to consider
this provision in separate legislation.
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Interest on Certain Governmental Obligations for Hospital
Construction

House bi.-No provision.
Senate anendmet.-Under present law, public hospitals operated

by governmental units may be financed with tax-exempt bonds. Pri-
vate hospitals are not included among exempt activities for which tax-
exempt industrial development bonds may be issued without limit.
Thus, private hospitals are not eligible for tax-exempt industrial de-
velopment bonds, except under the $1 million or $5 million small issue
exemption. The Senate amendment increases the $5 million small issue
exemption to $20 million for private hospitals which are certified as
necessary by appropriate State agencies. The amendment applies to
obligations issue a ter December 31, 1976, in taxable years beginning
after that date.

Conference agreement.-The conference agreement omits this
provision.

SENATE AMENDMENT NUMBERED 40

House bill.-No provision.
Senate anendment.-The Senate amendment is the heading "Title

XXVII,.
Conference agreement.-The conference agreement follows the Sen-

ate amendment.



ADDITIONAL SENATE AMENDMENTS

SENATE AMENDMENT NUMBERED 41

2701. Employee Stock Ownership Plan Regulations
House bill.-No provision.
Senate amendment-The Senate amendment prohibits retroactive

apPlication of Treasury and Labor Department regulations under the
Internal Revenue Code of 1954, title I of the 1974 Pension Act, and
the Tax Reduction Act of 1975 relating primarily to employee stock
ownership plans.

Conference agreement.-The conference agreement reaffirms Con-
gressional intent with respect to employee stock ownership plans and
expresses concern that administrative rules and regulations may frus-
trate Congressional intent. In this connection, it has come to the atten-
tion of Congress that proposed regulations issued by both the Depart-
ment of the Treasury and the Department of Labor on July 30, 1976,
may make it virtually impossible for ESOPs, and especially leveraged
ESOPs, to be established and function effectively. The following
areas are of specific concern to the conferees.

(1) Independent third party.-The proposed rules would prohibit
loans (or loan guarantees) by fiduciaries to employee stock ownership
plans unless the loans are arranged and approved by an independent
third party. These rules would, for example, prevent a bank which
serves as trustee for an ESOP from making a loan to the plan and
would prevent the employer-fiduciary who established the plan from
providing a loan guarantee.

In view of other rules presently in effect, which require that the in-
terest rate for any such loan be reasonable, that the loan be primarily
for the benefit of participants or their beneficiaries, and that the only
collateral the plan can give the lender is the employer's stock pur-
chased with the loan proceeds, the requirement of an independent
third party is unduly burdensome. Consequently, the conferees believe
that the regulations should deal directly with possible abuses which
may occur in the administration of plans rather than attempting to
require a plan to incur the burden of dealing through an independent
third party. Similarly, the conferees believe that an independent third
party should not be required to arrange and approve a sale of stock
between an employer (or shareholder of the employer) and an ESOP.
The conferees have not considered whether the principles applicable
to ESOPs in connection with loans to the plan or sales of employer
stock should apply in the case of other exemptions from the prohib-
ited transaction rules and, accordingly, no inference should be drawn
regarding those other exemptions.
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(2) Put opto.-The proposed regulations would require that an
employer provide each employee who receives stock from a leveraged
ESOP or an investment credit ESOP with a 2-year "put option" if
the stock is not listed on an exchange.

Although the conferees agree that a market should be provided
for employer stock distributed by an ESOP to an employee, the con-
ferees believe that a put option for a period considerably shorter than
two years will properly protect employees and that a put under which
the employer must pay for tendered stock over too short a period
would effectively deny the employer the benefits of capital formation
Congress sought to provide it under an ESOP. On the contrary, the
conferees believe that the payment by the' employer could be made
in substantially equal installments payable over a reasonable period,
taking into account the need to protect employees and the'need of the
employer for capital.

(3) Stock purchased with loan process -Under the proposed
regulations, employer stock held by an ESOP which is purchased
with the proceeds of a loan is to be placed in a suspense account from
which it is to be released under a formula which is not in accordance
with the common business practice under which the stock is released
from the account as loan principal is amortized.

The conferees believe that the regulations s -ould allow tl-e stock to
be released as the loan principal is repaid if (a) the prinelpl is
amortized over a reasonable period (taking into account the facts ind
circumstances, including the interests of plan participants and the
employer's need for capital), and (b) the employees are adequately
informed regarding their rights to employer stocl held by the plan.

(4) Allocation of stoci-Tnder the proposed regulations. employer
stock acquired by an ESOP with loan proceeds must be allocated to
plan participants as it is released from the suspense account discussed
in (3) above.

The conferees believe that the regulations should permit Ithe lim-
cation of stock to be made in accordance with a formula more sirlr
to that provided for ESOPs in the Trade Act of 1974 (19 U.S.
§ 2373(f) (4)). "

(5) Voting rights.-The proposed regulations would require'that
employees be permitted to direct the voting of employer stock allo-
cated to their accounts under a levera-ed ESOP even though other
tynes of employee plans need not provide emnlovees with these rights.
(The Tax Reduction Act of 1975 requires that employees be permitted
to direct the voting of employer stock allocated fo their accounts um-
der an investment credit ESOP but not by other ESOPs.)

The conferees believe that the regulations should not distinguish
between leveraged ESOPs and other employee plans in this regard.

(6) Dividend restriction.-Under the proposed regulations, em-
ployer stock held by an ESOP must have unrestricted dividend rights.
Dividend restrictions are commonly required in connection with loans.
Consequentlv, the conferees believe that such restrictions shoMd be
permitted if they are required in connection with a loan to the ESOP
for the purchase of employer securities (but only if the restrictions
terminate when the ioan is repaid) or if they apply also to a signifi-
cant portion of the employer stock not held by the ESOP.



(7) Right of first refusa.-The proposed regulations prohibit a
leveraged ESOP from acquiring with the proceeds of a loan employer
stock subject- to a right of first refusal. Because the shareholders of
many corporations (especially smaller businesses) believe that a right
of first refusal is necessary to protect their interests, the confereeshe-
lieve that the prohibition will have a chilling effect upon -the establish-
ment of ESOPs and should not be prescribed.

(8) Treatment of sale as redemption.-Under the proposed regula-
tions, the sale of stock by a corporate shareholder to the corporation's
ESOP could, depending upon the facts and circumstances, be treated
as a redemption of the stock by the corporation. If the sale is treated
as a, redemption, the proceeds of the sale could be considered dividend
income rather than capital gain. The conferees believe if such a rule
is authorized and proper, its application should not be restricted to,
ESOPs.

(9) Nonvoting common stock, etc.-The proposed regulations im-
pose special rules on ESOPs which limit the extent to which the plan
can acquire employer securities, other than voting common stock with
unrestricted dividend rights, with the proceeds of a loan. (The Tax
Reduction Act of 1975 does not allow the additional investment credit
for nonvoting employer stock.) The conferees believe that the usual
rules applicable to employee plans properly protect the interests of
plan participants and that these special rules are not needed.

(10) Prepayment penalty.-The proposed regulations specifically
prohibit any loan made to an ESOP from containing a provision for
a prepayment penalty. The conferees believe that the question of such
penalties should be a matter of negotiation between the ESOP and the
ender and that prepayment penalties should not be prohibited in all

cases (they shall not be allowed, of course, if for example, paymet of a
penalty would be imprudent).

(11) No calls or other option.-The proposed regulations prohibit
stock acquired with an ESOP loan from being subject to any calls or
other options. There is no provision for restrictions which may be re-
quired by State law. The conferees believe that in the limited situation
where restrictions are imposed by law, stock in an ESOP should be
permitted to have restrictions necessary to comply with the law.

(12) Comparability.-The proposed regulations do not permit an
ESOP and another plan to be considered a single plan for purposes of
determining whether the plans meet the anti-discrimination require-
ments of the tax law. Although the conferees agree that an ESOP and
another type of plan should not be considered a single plan for this
purpose, the conferees believe that this rule should not be applied to
disqualify a plan already in existence and that two or more ESOPs
can be considered as a single plan in testing the coverage and con-
tributions or benefits under the plans.

As stated in tl'e Report of tl-e Senate Finance Committee on the bill,
an ESOP is dsbned to "build equity ownerst ip of shares in the em-
ployer cornoration into its emnloyees substantially in proportion to
their relative incomes." (Sen. Rept. No. 94-938, page 180.) The con-
ferees understand that under the proposed regulations, an ESOP
could be integrated with the social security system so that employer
stock would not be allocated to employees substantially in proportion
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to their compensation. The conferees believe that social security inte-
gration is not consistent with the purposes of an ESOP. The conferees
believe, however, the prohibition on integration should not apply to
ESOPs which are now integrated.

(13) Inferences.-Although the conferees have commented on the
merits of the proposed regulations, these comments should not be
taken as inferring approval or disapproval of the provisions not corn
mented upon.

SENATE AMENDMENT NUMBERED 42

Expenses of Amateur Athletes Engaging in National or Inter
national competition

House bilL-No provision.
Senate amendment.-Presently, there is no tax credit for expenses

of amateur athletes. The Senate amendment allows a tax credit for 20
percent of the first $2,500 of an amateur athlete's nonreimbursed ex-
penses of engaging in certain national or international sports competi-
tion, such as in Olympic or Pan American games or trials, world cham-
pionships, or national championships in the United States. The por-
tion of the credit not used by an athlete can be claimed by the athlete's
parent (if the athlete is a dependent) or spouse, with certain limita-
tions, for his expenditures on behalf of the athlete. This provision
applies to expenses paid or incurred in taxable years beginning after
the date of enactment.

Conference agreement.-The conference agreement omits the Sen-
ate amendment.

SENATE AMENDMENT NUMBERED 43

2702. Exemption of Certain Amateur Athletic Organizations
From Tax

House bill. No provision.
Senate amendment.-Under present law, organizations which teach

youth or which are affiliated with charitable organizations may be
exempt under section 501 (c) (3) and may receive tax-deductible con-
tributions. Other organizations which foster national or international
amateur sports competition may be exempt from taxation under other
provisions (such as 501(c) (4) or (6)) but often do not qualify to
receive tax-deductible contributions.

The Senate amendment permits an organization the primary purpose
of which is to foster national or international amateur sports competi-
tion to qualify as an organization described in section 501(c) (3) and to
receive tax-deductible contributions. This provision applies after the
date of enactment.

Conference agreement.-The conference agreement follows the
Senate amendment but provides that, to qualify for tax exemption as
a charitable organization and for the receipt of deductible contribu-
tions, the organization must not make available athletic equipment
or facilities. This restriction is intended to prevent the allowance of
these benefits for organizations which, like social clubs, provide facili-
ties and equipment for their members. This provision is not intended to



adversely affect the qualification for charitable tax-exempt status or
tax deductible contributions of any organization which would qualify
under the standards of existing law.

SENATE AMENDMENT NUMBERED 44

2703. Taxable Status of Pension Benefit Guaranty Corporation
House bill.-No provision.
Senate amendment.-Under present law a corporation organized

under an Act of Congress is not generally exempt from Federal taxa-
tion unless thpnt Act so provides. The Pension Benefit Guaranty Cor-
poration was not specifically exempted from Federal taxation by
ERISA (the Employee Retirement Income Security Act of 1974). The
Senate amendment amends ERISA to clarify the'intent of Congress
that the Pension Benefit Guaranty Corporation is to be exempt from
all Federal taxation except taxes imposed under the Federal Insur-
ance Contributions Act (social security taxes) and the Federal Unem-
ployment Tax Act (unemployment taxes). The exemption applies
from September 2, 1974 (the date of enactment of ERISA).

Conference agreement.-The conference agreement follows the Sen-
ate amendment.

SENATE AMENDMENT NUMBERED 45

2704. Level Premium Plans Covering Owner-Employees
House bilL-No provision.
Senate amendment.-Under present law an owner-employee covered

by an H.R. 10 plan may contribute each year an amount in excess of
the general H.R. 10 percentage limit (15 percent of earned income,
but not in excess of $2,500 in any case) to a plan funded with level pay-
ment annuity contracts, if the fixed payment does not exceed $7,500
and does not exceed the owner-employee's three-year average of
deductible amounts. The amount in excess of 15 percent of the owner-
employee's earned income is not deductible. A separate provision for
all qualified plans limits contributions to 25 percent of earned income.
The Senate amendment allows the owner-employee to make such level
payments without regard to the overall 25-percent limitation. The rule
applies for years beginning after 1975 (the effective date of the overall
limitation).

Conference agreement.-The conference agreement follows the Sen-
ate amendment but adds rules regarding the treatment of contribu-
tions under the anti-discrimination rules applicable to pension plans.

SENATE AMENDMENT NUMBERED 46

2705. Lump-Sum Distributions From Pension Plans
House bill.-No provision.
Senate amendment.-Under present law, the part of a lump-sum

distribution earned before 1974 is treated as capital gain and
the post-1973 part is taxed, if the taxpayer elects, as ordinary income
in a "separate basket", with 10-year income averaging. If the election
is not made, the post-1973 part of the distribution is taxed as ordinary
income under the usual rules.



Under the Senate amendment a taxpayer may irrevocably elect to
treat all of a lump sum distribution as if it were earned after 1973 so
that it will be taxed as ordinary income in a separate basket, with 10-
year income averaging. The election applies to distributions made
after 1975 in taxable years beginning after 1975.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.

SENATE AMENDMENT NUMBERED 47 (omitted)

Deductions for attending Foreign Conventions
House bill.-No provision.
Senate amendment. The Senate amendment affirms that Internal

Revenue Service regulations relating to foreign travel for business
purposes accurately reflect the intent of Congress and represent a
responsible limitation on the deduction of foreign travel expenses paid
or incurred in connection with the attendance at business meetings and
conventions held outside the United States.

Conference agreement.-The conference agreement omits this pro-
vision. (This matter is dealt with in connection with section 602,
Senate Amendment number 19.)

SENATE AMENDMENT NUMBERED 48

2706. Tax Treatment of the Grantor of Certain Options
House bill.-Under present IRS rulings, gain from the lapse of an

option and gain or loss from a closing transaction in options is gen-
erally treated as ordinary income or loss. The House bill contains no
provision in this area. However, House-passed H.R. 12224 provides
that gain from the lapse of an option and gain or loss from a closing
transaction in options is to be treated as short-term capital gain or
loss.

Senate amendment.-The Senate amendment is the same as H.R.
12224.

Conference agreement.-The conference agreement adopts the Sen-
ate amendment. The provisions, which apply to options granted
after September 1, 1976, are the same as those of H.R. 12224, and the
conferees agree with the interpretation of those provisions in House
Report 94-1192.

In addition, the conferees clarify the intent that income from a
closing transaction in options, as well as income from the lapse of an
option, is to be treated as qualifying income. For purposes of section
851 (b) (4), the "issuer" of an option is the corporation whose stock or
securities underlie the option (even though the option may be written
by an options exchange, for example).

The conferees understand that a question exists under present law
as to whether a corporation realizes income when warrants to pur-
chase the corporation's stock expire unexercised. This issue was not
considered by the Congress in connection with this amendment, and
no inferences intended (for the nast or for the future) with respect
to whether the expiration of warrants issued by a corporation for its
own stock should, or should not, result in recognition of taxable in-
come to the corporation.



SENATE AMENDMENT NUMBERED 49

2707. Exempt-Interest Dividends of Regulated Investment Com-
panies

House bill.-No provision.
Senate amendment.-IUnder present law, distributions by a regu-

lated investment company (commonly called a mutual fund) from
capital gains recognized by it may be treated as capital gain to its
shareholders (i.e., the character of the capital gain is "flowed-through"
to the shareholders). Under certain conditions, similar flow-through
treatment is provided for dividend income. However, there is presently
no flow-through treatment for tax-exempt interest and, consequently,
distributions of tax-exempt interest by a regulated investment com-
pany are taxable income to its shareholders. The Senate amendment
permits, in certain cases, the character of tax-exempt interest distrib-
uted by a regulated investment company to flow-through as tax-exempt
interest to its shareholders. The new rules apply to taxable years begin-
ning after December 31,1975.

Conference agreement.-The conference agreement follows the
Senate amendment.

SENATE AMENDMENT NUMBERED 50 (omitted)

Amortization of Replacement Railroad Ties
House bill.-No provision.
Senate amendmnent.-The amendment would permit railroads which

currently use the retirement-replacement method of depreciating
track costs to deduct currently the full cost of replacement ties.

Conference agreenmen.-The conference agreement omits this pro-
vision. (This matter, however, is dealt with in section 1701 (a), Senate
amendment numbered 30;)

SENATE AMENDMENT NUMBERED 51 (omitted)

Commission on Tax Simplification and Modernization
House bI.-No provision.
Senate amesdmnt.-The Senate amendment establishes a 9-mem-

ber Commission on Tax Simplification and Modernization to study
the modernization and simplification of the Internal Revenue Code, in-
cluding possible reduction in rates by modifying or eliminating deduc-
tions, exemptions, credits, etc. The Commission is to begin on Febru-
ary 1, 1977, with appointments to be made within 30 days. A final
report to the President and Congress is to be made not later than
August 1, 1978. An appropriation of up to $1 million is authorized.

Conference agreement.-The conference agreement omits this provi-
sion. The Treasury Department is currently conducting a study on
this subject, and is expected to submit its study in January 1977. In
addition. the conference agreement (see No. 507 above) directs the
Joint Committee on Taxation to make a study on tax simplification
and to report by June 30,1977.
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SENATE AMENDMENT NUMBERED 52

2708. Common Trust Fund Treatment of Certain Custodial
Accounts

House bilL-No provision.
Senate amendment.-Under present law, banks may hold in a com-

mon trust fund assets held by the bank in its capacity as trustee, exec-
utor, administrator or guardian. The Senate amendment extends com-
mon trust treatment to cover custodial accounts, such as uniform gifts
to minors act accounts.

Conference agreenen.-The conference agreement follows the Sen-
ate amendment.

SENATE AMENDMENT NUMBERED 53

Business Use of the Home
House bill.-No provision.
Senate amendment.-The amendment includes as a business use of

the home the use of the home in connection with the management,
conservation, or maintenance of property held for the production of
income if that is the substantial business of the taxpayer.

Conference agreement.-The conference agreement omits this pro-
vision. (This provision is dealt with in connection with section 601,
Senate amendmentnumbered 19.)

SENATE AMENDMENT NUMBERED 54

2709. Transfers of Oil and Gas Property Within the Same Con-
trolled Group or Family

House bill.-No provision.
Senate amendment.-The Senate amendment permits percentage

depletion to be retained on property which is transferred by indi-
viduals, corporations and other entities, all of which are part of the
same controlled group after the transfer (and thus must continue
to combine oil production to determine the -maximum number of
barrels of oil eligible for percentage depletion). However, if any
transferee ceases to be part of the same controlled group as the trans-
feror at some later time. percentage depletion is to be disallowed with
respect to the transferred property as of that date (in order to prevent
a proliferation of the limited exemption from the repeal of percentage
depletion. This provision is effective Januarv 1, 1975, and is applicable
to taxable years ending after December 31, 1974.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.

SENATE AMENDMENT NUMBERED 55

2710. Support Test for Dependent Children of Separated or Di-
vorced Parents

House bill.-No provision.
Senate amendment.-Under present law, the noncustodial parent

receives an exemption for a child (of separated or divorced parents)



if (1) he or she contributes at least $1,200 for support of all the
children, and (2) the custodial parent does not clearly establish
more support for the child than the noncustodial parent. Otherwise,
the custodial parent receives the exemption. The Senate amendment
allows the noncustodial parent to receive an exemption for a child
if he or she contributes at least $1,200 for each of the children (in
addition to the other requirements in present law). The amendment
is effective after the date of enactment.

Conference agreement.-The conference agreement follows the Sen-
ate amendment and is effective for taxable years beginning after the
date of enactment.

SENATE AMENDMENT NUMBERED 56
2711. Study of Expanded Stock Ownership

House bill.-No provision.
Senate amendment.-The Senate amendment establishes a 15-mem-

ber Commission on Expanded Stock Ownership to study broadening
stock ownership through employee stock ownership plans (ESOPs)
and other means. A final report is to be made to the President and the
Congress not later than March 30,1978.

Ct'fererwe agreement.-The conference agreement omits the Sen-
ate amendment; however the conference agreement changes the name
of the existing Joint Pension Task Force to the Joint Pension, Profit-
sharing and Employee Stock Ownership Plan Task Force, and
provides that the Task Force is to study employee stock ownership
plans. The Task Force, which may consult others who have informa-
tion concerning employee stock ownership plans, is to report its find-
ings to the House Committee on Ways and Means and the Senate
Committee on Finance by March 31,1978.

SENATE AMENDMENT NUMBERED 57 (OMITTED)

Definition of Low and Moderate Income Housing
Hose bill.-No provision.
Senate amendment.-For purposes of the provision permitting 5-

year amortization of certain low-income rental housing rehabilitation
expenditures, the amendment expands the definition of low-income
housing in a manner consistent with the definition presently estab-
lished for leased housing under section 8 of the Housing Act of 1937.

Conferewe agreement.-The conference agreement omits this pro-
vision. (However, this provision is dealt with in connection with sec-
tion 201, Senate amendment numbered 4.)

SENATE AMENDMENT NUMBERED 58
2712. Deferral of Gain on Involuntary Conversion of Real

Property
House bll.-No provision.
Senate amendment.-Under present law, a taxpayer can elect to

defer any gain realized on the involuntary conversion of real property
held for productive use in a trade or business (and not stock in trade



or other property held primarily for sale) if the converted property
is replaced by property of a like kind. However, in order to qualify,
the converted property must be replaced no later than two years after
the close of the first taxable year in which any of the fain is realized.
If the taxpayer makes the election, the statutory period for assessment
of a deficiency does not expire until 3 years after notice of replace-
ment or notice of intent not to replace.

The Senate amendment removes the limits on the types of real prop-
erty eligible for deferral by eliminating the requirement that the re-
placement property be similar or related in service or use to the con-
verted property. The amendment extends the period for replacement
to four years after the close of the first taxable year in which any of
the gain from the conversion is realized. It extends the statutory period
for assessment of a deficiency to 5 years after notice of replacement or
notice of intent not to replace. The provision applies to dispositions of
property after 1974 unless condemnation proceedings began prior to
the date of enactment.

Conference agreement.-The conference agreement does not remove
the limits on the types of eligible real property. However, it follows
the Senate amendment in extending the replacement period but the
extension is only to three years.

SENATE AMENDMENT NUMBERED 59

2713. Sale of Residence by Elderly
House bill.-No provision.
Senate amendment.-Under present law, if a taxpayer who has

attained age 65 sells his principal residence, he may exclude from in-
come the entire gain on the sale if the adjusted sales price is $20,000
or less. However, if the adjusted sales price exceeds $20,000, he may
exclude only that portion of the gain which $20,000 bears to the
adjusted sales price. The Senate amendment increases the $20,000
amount to $35,000. It applies to taxable years beginning after 1976.

Conference agreement.-The conference agreement follows the Sen-
ate amendment.

SENATE AMENDMENT NUMBERED 60 (OMITTED)

Valuation of Certain Property for Purposes of the Federal Estate
Tax

House bill.-No provision.
Senate amendment.-The requirements in existing estate tax laws

which (1) allow historical sites to be valued at current use (rather than
at highest and best use) if the value is at least 25 percent of the dece-
dent's adjusted gross estate, (2) permits all open space real property
to be eligible for current use valuation, and (3) allows both the time
the decedent owned the property and the time a member of his family
owned the property to count for purposes of satisfying the ownership
and qualified use requirements under the special valuation rules.

Conference agreement.-The conference agreement omits this pro-
vision. (This provision is discussed in connection with Senate amend-
ment numbered 35.)
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SENATE AMENDMENT NUMBERED 61 (OMITTED)

Exemption From Taxation for Certain Mutual Deposit Guarantee
Funds

House bill.-No provision.
Senate amendment.-Under present law, nonprofit mutual corpora-

tions or associations organized before September 1, 1957, for the pur-
pose of providing reserve funds for, and insurance of, shares or de-
posits in savings and loan associations, cooperative banks, or mutual
savings banks are exempt from income tax. The Senate amendment
extends the exemption to cover organizations organized before Janu-
ary 1, 1969, and permits qualifying organizations to provide reserve
funds for, and insurance of, shares or deposits in credit unions. This
provision applies to taxable years beginning after December 31, 1975.

Conference agreement.-The conference agreement omits the Sen-
ate amendment.

SENATE AMENDMENT NUMBERED 62

2714. Additional Changes in Subchapter S Shareholder Rules
House bill.-No provision.
Senate amendment.-lUnder present law, a corporation is required

to have 10 or fewer shareholders in order to elect and maintain sub-
chapter S treatment. A trust may not be a shareholder in a subchapter
S corporation. Also, a husband and wife are treated as one shareholder
where the stock is community property or held jointly by them. All
shareholders must consent to an election or revocation of subchapter
S status. However, a subchapter S election will be terminated if any
new shareholder fails to consent to the election, generally within a
period of 30 days.

The Senate amendment provides that where either husband or wife,
or both, die, the estate of the deceased will be treated as one share-
holder with the surviving spouse (or her estate) if husband and wife
were treated as one shareholder while both were living and the stock
continues to be held in the same proportions as before death. In addi-
tion, grantor trusts and voting trusts are to be eligible shareholders;
and, any type of trust which receives stock under a will is to be an
eligible shareholder, but only for a period of 60 days. Finally, a sub-
chapter S election will not be terminated unless a new shareholder
affirmatively refuses to consent to the election within 60 days. The
Senate amendment is effective for tax years beginning after Decem-
ber 31, 1976.

Conference agreement. The conference agreement follows the
Senate amendment.

SENATE AMENDMENT NUMBERED 63

2715. Individual Retirement Accounts for Volunteer Firefighters
House bilL-No provision.
Senate amendment.-Under present law an active participant in a

governmental plan in a taxable year is not allowed a deduction for a
contribution to an individual retirement account (IRA) for that year.
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For taxable years beginning after 1975, the Senate amendment extends
the deduction for contributions to an IRA to a person who would be
eligible for an IRA but for membership in a volunteer fire department
or in a governmental plan for volunteer firemen.

Conference agreement.-The conference agreement follows the Sen-
ate amendment, but limits the deduction to firefighters who have not
accrued an annual benefit in excess of $1,800 (when expressed as a
single life annuity payable at age 65) under a firefighters plan.

SENATE AMENDMENT NUMBERED 64 (omitted)

Exemption From Items of Minimum Tax Preference
House bill.-No provision.
Senate amendment.-The amendment provides that any preference

for construction period interest for purposes of the minimum tax on
individuals is not to apply to moderate-income housing (defined as
housing which rents for 120 percent of fair market rental as deter-
mined by HUD) and to housing held as inventory for sale. In addition,
any preference for excess investment interest is not to apply to amounts
paid with respect to moderate-income housing if the property is ac-
quired or contracted pursuant to a binding, written contract, or financ-
ing contract entered into before 1982.

Conference agreement.-The conference agreement omits this pro-
vision.

SENATE AMENDMENT NUMBERED 65

Certain Sales of Low-Income Housing Projects: Recapture of De-
preciation on Real Property; Section 167(k)
House bill.-No provision.
Senate amendment.-The amendment expands the definition of low-

income housing for purposes of certain sales of low-income housing
projects, recapture of depreciation, and rapid amortization of rehabili-
tation expenditures, by including moderate-income housing (which is
defined as housing the rent for which does not exceed 120 percent of
fair market rental as determined by HUD).

Conference agreement.-The conference agreement omits this provi-
sion.

SENATE AMENDMENT NUMBERED 66

2716. Livestock Sold on Account of Drought
House bill.-No provision.
Senate amendment.-Under the Senate amendment, a cash method

taxpayer may elect to include in the taxable year following the taxable
year of sale or exchange income from the sale or exchange of livestock
sold on account of drought. This treatment is limited to income from
the sale or exchange of livestock (1) the number of which is in excess
of usual business practice, and (2) which would not have been sold but
for the drol-ht. Also. the drouht must occur in an area which is desig-
nated as eligible for Federal assistance. The election is effective for
taxable years beginning after 1975.
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Conference agreement.-The conference agreement follows the
Senate amendment, but the election is available only to a taxpayer
whose principal trade or business is farming.

SENATE AMENDMENT NUMBERED 67 (omitted)

SENSE OF THE SENATE REGARDING REVENUE LOSS
FROM THE BILL

House bill.-No provision.
Senate amendment.-The Senate amendment provides that it is the

sense of the Senate that the conference on the part of the Senate shall,
to the extent practicable, reduce the revenue loss from the Act for the
fiscal year 1977 to $15.3 billion.

Conference agreement.-The conference agreement does not include
the Senate amendment.



APPENDIX ON AMENDMENT NUMBERED 35

(RELATING TO ESTATE AND GIFT
TAX REFORM)

In the accompanying conference report, Senate amendment num-
bered 35 is reported in disagreement. The text of the amendment which
will be offered in the House of Representatives and the Senate is as
follows:

SEC. 2201. UNIFIED RATE SCHEDULE FOR ESTATE AND GIFT TAXES;
UNIFIED CREDIT IN LIEU OF SPECIFIC EXEMPTIONS.

(a) CHANGES IN ESTATE TAX.-
(1) IMPOSITION OF TAX; RATE ScHEDULE.-Section 2001 (relat-

mg to rate of tax) is amended to read as follows:
"SEC. 2001. IMPOSITION AND RATE OF TAX.

"(a) IMPOSITION.-A tax is hereby imposed on the transfer of the
taxable estate of every decedent who is a citizen or resident of the
United States.

"(b) COMPUTATION OF TAx.--The tax imposed by this section shall
be the amount equal to the excess (if any) of-

"(1) a tentative tax computed in accordance with the rate
schedule set forth in subsection (c) on the sum of-

"(A) the amount of the taxable estate, and
"(B) the amount of the adjusted taxable gifts, over

"(2) the aggregate amount of tax payable under chapter 12
with respect to gifts made by the decedent after December 31,
1976.

For purposes of paragraph (1) (B), the term 'adjusted taxable gifts'
means the total amount of the taxable gifts (within the meaning of
section 2503) made by the decedent after December 31, 1976, other
than gifts which are ineludible in the gross estate of the decedent.

"(c) RATE SCHEDULE.-
"If the amount with respect to which the

tentative tax to be computed is: The tentative Lax is:
Not over $I0,000. ----------------- 18 percent of such amount.
Over $10,000 but not over $20,000 ---- $1,800, plus 20 percent of the excess

of such amount over $10,000.
Over $20,000 but not over $40,000 ---- $3,800, plus 22 percent of the excess

of such amount over $20,000.
Over $40,000 but not over $60,000 ---- $8,200, plus 84 percent of the excess

of such amount over $40,000.
Over $60,000 but not over $80,000 ---- $18,000, plus 26 percent of the excess

of such amount over $60,000.
Over $80,000 but not over $100,000 --- $18,200, plus 28 percent of the excess

of such amount over $80,000.
(552)



Over $100,000 but not over $150,000 .... $88,800, plus 80 percent of the excess
of such amount over $100,000.

Over $150,000 but not over $250,000 .... $88,800, plus 8 percent of the excess
of such amount over $150,000.

Over $8 0,000 but not over $500,000 .... $70,800, plus d4 percent of the excess
of such amount over $250,000.

Over $500,000 but not over $750,000 .... $155,800, plus 87 percent of the excess
of such amount over $500,000.

Over $750,000 but not over $1,000,000_-- $248,800, plus 39 percent of the ex-
cess of such amount over $750,000.

Over $1,000,000 but not over $1,250,000_ $845,800 plus 41 percent of the excess
of such amount over $1,000,000.

Over $1,250,000 but not over $1,500,000- $448,800, plus 48 percent of the excess
of such amount over $1,250,000.

Over $1,500,000 but not over $2,000,000-- $555,800, plus 45 percent of the excess
of such amount over $1,500,000.

Over $2,000,000 but not over $2,500,000_ $780,800, plus 49 percent of the excess
of such amount over $2,000,000.

Over $2,500,000 but not over $3,000,000-- $1,025,800, plus 53 percent of the ex.
cess of such amount over $8,500,000.

Over $3,000,000 but not over $8,500,000-_ $1,290,800, plus 57 percent of the ex-
cess of such amount over $8,000,000.

Over $8,500,000 but not over $4,000,000 $1,575,800, plus 61 percent of the ex-
cess of such amount over $3,500,000.

Over $4,000,000 but not over $4,500,000-- $1,880,800, plus 65 percent over the ex-
cess of such amount over $4,000,000.

Over $4,500.000 but not over $5,000,000. $2,205,800, plus 69 percent of the ex-
ceso of such amount over $4,500,000.

Over $5,000,000 ---------------------- $2,550,800, plus 70 percent of the ex-
cess of such amount over $5,000,000.

"(d)ADJUSTMENT FOR GIFT TAX PAID By SPouSE.-For purposes
of subsection (b) (2), if-

"(1) the decedent was the donor of any gift one-half of which
was considered under section 2513 as mode by the decedent's
spouse, and

"(9) the amount of such gift is includible in the gross estate
of the decedent,

any tax payable by the spouse under chapter 19 on such gift (as de-
termined under section 2012 (d) ) shall be treated as a tax payable with
respect to a gift made by the decedent."

(9) ALLOWANCE OF UJNIFIED CREDIT.-Part II of subchapter A of
chapter 11 (relating to credits against the estate tax) is amended
by inserting before section 9011 the following new section:

"SEC. 2010. UNIFIED CREDIT AGAINST ESTATE TAX.
"(a) GENERAL RuLE.-A credit of $47,000 shall be allowed to the

estate of every decedent against the tax imposed by section 9001.
"(b) PASE-IN oF $47,000 CREDIT.-

Subasetion (a) shall be applied by sub-
stituting for '$f7,000' the following

,In the ease of decedents dying in: amount:
1977 ------------------------------------------------------- $30, 000
1978 -------------------------------------------------------- . 000
1979 -------------------------------------------------------- 88, 000
1980 -------------------------------------------------------- 42, 500

"(a) ADJUSTMENT TO CREDIT FOR CERTAIN GIFTS MADE BFFORF
19.77-The amount of the credit allowable under subsection (a) shall
be reduced by an amount egual to 90 percent of the aggregate amount
allowed as a specific exemption under section 2591 (as in effect before
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its repeal by the Tax Reform Act of 1976) with respect to gifts made
by the decedent after September 8,1976.

"(d) LIMITATION BASED ON AMOUNT OF TAx.-The amount of the
credit allowed by subsection (a) shall not exceed the amount of the
tax imposed by section £001."

(3) TERMINATION OF CREDIT FOR GIFT TAX.-Section 2012 (relat-
sny to credit for gift tax) is amended by adding at the end thereof
the following new subsection:

"(e) SECTION INAPPLICABLE To GIFTS MADE AFTER DECEMBER 31,
1976.-No credit shall be allowed under this section with respect to
the amount of any tax paid under chapter 12 on any gift made after
December 31,1976."

(4) REPEAL OF SPECIFIC EXEMPTlN.-Section 2052 (relating to
exemption for purposes of the estate tax) is hereby repealed.

(5) ADJUSTMENTS FOR GIFTS MADE WITHIN 3 YEARS OF DEATA.-

Section 9035 (relating to transactions in contemplation of death)
is amended to read as follows:

"SEC. 2035. ADJUSTMENTS FOR GIFTS MADE WITHIN S YEARS OF
DECEDENT'S DEATH.

"(a) INCLUSION OF GIFTS MADE BY DECEDENT.-Except as provided
in subsection (b), the value of the gross estate shall include the value
of all property to the extent of any interest therein of which the de-
cedent has at any time made a tranfer, by trust or otherwise, during
the 3-year period ending on the date of the decedent's death.

"(b) EXCEPnToNS.-Subsection (a) shall not apply to-
"(1) any bona fide sale for an adequate and full consideration

i money or money's worth, and
"(9) any gift excludable in computing taxable gifts by reason

of section 2503(b) (relating to $3,000 annual exclusion for pur-
poses of the gift tax) determined without regard to section 2513
(a).

(c) INcLUSION OF GIFT TAX ON CERTAIN GIFTS MADE DURING 3 YEARS
BEFORE DECEDENT'S DEATH.-The amount of the gross estate (de-
termined without regard to this subsection) shall be increased by the
amount of any tax Paid under chapter 12 by the decedent or his estate
on any gift m ade by the decedent or his spouse after December 31,
1976, and during the 3-year period ending on the date of the decedent's
death."

(b) CHANGES IN GIFT TA.-
(1) RATE OF TAx.-Subsect;on (a) of secton 2502 (relating

to rate of gift tax) is amended to read as follows:
"(a) COMPUTATION OF TAx.-The tax imposed by section 2501 for

each calendar quarter shall be an amount equal to the excess of-
"(1) a tentative tax, computed in accordance with the rate

sChedule set forth in section 2001(c), on the aggregate sum of
the taxable gifts for such calendar quarter and for each of the
preceding calendar years and calendar quarters, over

"(2) a tentative tax, computed in accordance with such rate
schedule, on the aggregate sum of the taxable gifts for each. of
the preceding calendar years and calendar quarters."

(9) UNIFIED CREDIT.-SUbchapter A of chapter 19 (relating
to determination of gift tax liability) is amended by adding at the
end thereof the following new section:
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"SEC. 2505. UNIFIED CREDIr AGAINST GIFT TAX.
"(a) GENERAL RULr.-In the case of a citizen or resident of the

United States, there shall be allowed as a credit against the tax im-
posed by section £501 for each calendar quarter an amount equal to-

"(1) $47,000, reduced by
"(2) the sum of the amounts allowable as a credit to the in-

dividual under this section for all preceding calendar quarters.
(b) PASE-IN OF $47,000 CREDI.-

Subsection (a)(1) shall be applied by
substituting for '$7,000' the follow-

"In the case of gifts made: ing amount:
After December 81, 1976, and before July 1, 1977 $6, 000
After June 80, 1977, and before January 1, 1978 ---------------------- $30, 000
After December 31, 1977, and beore January 1, 1979 --------------- $ , 000
After December 81, 1978, and before January 1, 1980 -------------- $38, 000
After December 81, 1979, and before January 1, 1981 --------------- $2, 500

"(a) ADJUSTMENT TO CREDIT FOR CERTAIN GIFTS MADE BEFORE 1977.-
The amount allowable under subsection (a) shall be reduced by an
amount equal to £0 percent of the aggregate amount allowed as a
specific exemption under section £5£1 (as in effect before its repeal
by the Tax Reform Act of 1976) with respect to gifts made by the in-
dividual after September 8,1976.

"(d) LIMITATION BASED ON AMOUNT OF TAx.-The amount of the
credit allowed under subsection (a) for any calendar quarter shall
not exceed the amount of the tax imposed by section £501 for such
calendar quarter."

(3) REPEAL OF SiECIFIC FXEMPTION.-Section £5£1 (relating to
specific exemption in the case of the gift tax) is hereby repealed.

(e) TECHNICAL, CLEICAL. AND CONFORMIN CHANGES.-
(1) CHANGES Ie ESTATE TAX.-

(A) CREDIT FOR STATE DEATH TAxEs.-Section £011 (relat-
ing to credit for State death taxes) is amended-

(i) by striking out "taxable estate" each place it ap-
pears in subsection (b) (including the heading to the
table) and inserting in lieu thereof "adjusted taxable
estate";

(ii) by adding at the end of subsection "(b) the follow-
ing new sentence:

"For pur oses of this section, the term 'adjusted taxable estate' means
the taxable estate reduced by $60,000.",

(iii) by str;tkin out "taxable estate" each place it ap-
pears in subsection (e) and inserting in lieu thereof
"adjusted taxable estate"; and

(iv) by adding at the end thereof the following new
subsection:

c(f) LImITATIoN BASED ON AMOUNT OF TAx.-The credit provided
by this section shall not exceed the amount of the tax imposed by sec-
tion £001, reduced by the amount of the unified credit provided by
section £010."

(B) CREDIT FOR GIFT TAx.-Subection (a) of section £01£
(relating to credit for .ift tax) is amended by striking out
"provided by section £011" and inserting in lieu thereof

"provided by section £011 and the unified credit provided by
section £010".
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(C) CREDIT FOR TAX ON PRIOR TRANSFERS.-

(i) The first sentence of section 2013(b) is amended
by striking out "and increased by the exemption provided
for by section 9052 or section i106(a) (3), or the corre-
sponding provisions of prior laws, in determining the
tamable estate of the transferor for purposes of the estate
tam".

(ii) Subparagraph (A) of section 2013(e) (1) is
amended to read as follows:

"(A) the estate tax imposed by section 2001 or section £101
(after deducting the credits provided for in sections R010,
£011, 2012, and 2014) computed without regard to this section,
exceeds".

(D) RATE OF TAX IN-CASE OF NONRESIDENTS NOT CITIZENS.-
Section 2101 (relating to tax imposed in the case of estates
of nonresidents not citizens) is amended to read as follows:

"SEC. 2101. TAX IMPOSED.
"(a) IMPoSITIN.-Except as provided in section 9107, a tax is here-

by imposed on the transfer of the taxable estate (determined as pro-
vided in section £106) of every decedent nonresident not a citizen of the
United States.

"(b) COMPUTATION OF TA.-The tax imposed by this section shall
be the amount equal to the excess (if any) of-

"4(1) a tentative tam computed in accordance with the rate sched-
ule set forth in subsection (d) on the sum of-

"(A) the amount of the tamable estate, and
"(B) the amount of the adjusted taxable gifts, over

"(9) a tentative tax computed in accordance with the rate
schedule set forth in subsection (d) on the amount of the ad-
'justed taxable gifts.

"(c) ADJUsTMENTs FOR TAXABLE GIrs.-
"(1) ADJUSTED TAXABLE GiFTS DEFiNED.-For purposes of this

section, the term 'adjusted taxable gifts' means the total amount
of the taxable gifts (within the meaning of section 2503 as modi-
fied by section 9511) made by the decedent after December 31,
1976, other than gifts which are includible in the gross estate of
the decedent.

"(2) ADJUSTMENT FOR CERTAIN CIFT TAX.-FOr purposes of this
section, the rules of section 2001(d) shall apply.

"(d) RATE SCIEDULE.-

"It the amount with respect to which the
tentative tax to be computed is: The tentative tax is:

Not over $100,000 ---------------------- 6% of such amount.
Over $100,000 but not over $500,000 ---- $6,000, plus 12% of excess over

$100.000.
Over $500,000 but not over $1,000,000 .... $54,000, plus 18% of excess over

$500,000.
Over.$1,000,000 but not over $2,000,00 --__. $44,000, Plus 24% of excess over

$1,000,000.
Over $2,000,000 ------------------------ $884,000, plus 80% of e-cess over

$2,000,000."

(E) CREDIT IN cASE OF ESTATES OF NONRESIDENTS NOT
CITIZENS.-
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(i) Section 9102 (relating to credits against tax in

case of estates of nonresident not citizens) is amended by
adding at the end thereof the following new subsection:

"(C) UNIFIED CEDIT'.-
"(1) IN G'NERA.A credit of $3,600 shall be allowed against

the tax imposed by section 9101.
"(9) RESIDENTs OF POSSESSiONS OF THE UNITED sTATEs.-In the

case of a dpcedent who is considered to be a 'nonresident not a
citizen of the United States' under section 2209, the credit under
this subsection shalt be the greater of-

4'A $3,600, or
"(B) that proportion of $15,075 which the value of that

part of the decetient's gross estate which at the time of his
death is situated in the United States bears to the value of his
entire gross estate wherever situated.

"(3) PHASE-IN OF PARAGRAPH (2)(B) AUoUNT.-In the case of
a decedent dying before 1979, paragraph (2) (B) shall be ap-
plied-

"(A) in the case -of a decedent dying during 1977, by sub-
stituing '$8,480' for '$15,075',

"(B) in the case of a decedent dying during 1978, by sub-
stituting '$10,080' for '$15,075',

" (C) in the case of a decedent dying during 1979, by sub-
stituting '$11,680' for '$15,075', and

" (D) in the case of a decedent dying during 1980, by sub-
stituting '$13,388' for '$15,05'.

"(4 LIMITArzON BASED OH AMOUNT OF TAx.-The credit allowed
under this subsection shall not exceed the amount of the taxz ia--
posed by section 9101.

"(5) APPLICATION OF OTHER cREDITs.-For purposes of subsec-
tion (a), sections 9011 to 9013, inclusive, shall be applied as if
the credit allowed under this subsection were allowed under
section 9010."

(ii) Subsection (c) of section 2107 (relating to ex-
patriation to avoid tax) is amended to read as follows:

"(c) CREDITS.-
"(1) UNIFIED CREDIT.-

"(A) IN GENERAL.-A credit of $13,000 shall be allowed
against the tax imposed by subsection (a).

"(B) LIMITATION BASED ON AMOUNT OF TAx.-The credit
allowed under this paragraph shall not exceed the amount of
the tax imposed by subsection (a).

"(9) OTHER cREDirs.-The tax imposed by subsection (a) shall
be credited with the amounts determined in accordance with sub-
sections (a) and (b) of section 2102. For purposes of subsection
(a) of section 9109, sections 9011 to 9013, inclusive, shall be ap-
plied as if the credit allowed under paragraph (1) were allowed
under section 9010."

(F) REPEAL OF SPECIFIC EXEMPTIo.-Paragraph (3) of
section 2106(a) (relating to specif exemption in case of
decedents nonresidents not citizens) is hereby repealed.
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(G) CREDIT FOR FOREIGN DEATH TAEs.-Paragraph (2) of
section 2014 (b) (relating to limitations on credit) is amended
byoftrlktn out "sections 2011 and 2012" and inserting in lieu
thereof "sections 2010, £011, and 9012".

(H) LIABILITY OF LIFE INSURANCE BENEFICIARIEs.-The first
sentence of section 2206 (relating to liability of life insurance
beneficiaries) is amended by striking out "tie sum of the tax-
able estate and the amount of the exemption allowed in com-
puting the taxable estate, determined under section 2051"and
inserting in lieu thereof "the taxable estate".

(I) LIABILITY OF RECIPIENTs OF CERTAIN PRoPERrY.-The
first sentence of section £207 (relating to liability of recipient
of property over which decedent had power of appointmen*)
is amended by striking out "the sun of the taxable estate and
the amount of the exemption allowed in computing the tax-
able estate, determined under section 2052, or section 2106 (a),
as the case may be" and inserting in lieu thereof "the taxable
estate".

(J) RETURN BY EXECUTOR.-Rubsection (a) of section 6018
(relating to estate tax returns by executor) is amended-

(i) by striking out "$60,000" in paragraph (1) and
inserting in lieu thereof "$175,00";

(ii) by striking out "1$30,000" in paragraph (9) and
inserting in lieu t'ureof "1$60,000";' and

(iii) by adding at the end thereof the following new
paragraphs:

"(3) PHASE-IN OF FILING REQUIREMENT AMoUNT.-In the case of
a decedent dying before 1981, paragraph (1) shall be applied-

"(A) in the case of a decedent dying during 1977, by sub-
stituting '$190,0' for '$175,000',

"(B) in the case of a decedent dying during 1978, by sub-
stituting '$134,000' for '$175,000',

"(C) in the case of a decedent dying during 1979, by sub-
stituting '$147000' for '$175,00', and

"(D) in the case of a decedent dying during 1980, by sub-
stituting '$161,00' for '$175,000'.

"(4) ADJUSTMENT FOR CERTAIN GFTS.-The amount applicable
under paragraph (1) and the amount set forth in paragraph (2)
shall each be reduced (but not below zero) by the sum of-

"(A) the amount of the adjusted taxable gifts (within the
meaning of section 2001 (b) ) made by the decedent after De-
cember 31. 1976, plus

"(B) the aggregate amount allowed as a specific exemption
under section 2591 (as in effect before its repeal by the Ta
Reform Act of 1976) with respect to gifts made by the dece-
dent after September 8,1976."

(K) REVOCABLE TRANSFERS-
(i) Paragraph (1) of section 2038(a) (relating to

revocable transfers) is amended by striking out "in con-
templation of decedent's death" and inserting in lieu
thereof "during the 3-year period ending on the date of
the decedent's death".
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(ii) Paragraph (2) of section 2038(a) (relating to
revocable transfer) is amended by striking out "in con-
templation of his death" and inserting in lieu thereof
"during the 3-year period ending on the date of the
decedent's death".

(L) PROPERTY WITHN THE UNITED srArEs.-Subsection (b)
of section 2104 (relating to revocable transfers and transfers
tn contemplation of death) is amended by striking out "AND
TRANSFERS IN CONTEMPLATION OF DEATH" in the subsection
heading and inserting in lieu thereof "AND TRANSFERS WITHIN
3 YEARS OF DEATH"-

(M) PRIOR INTERESTS.-Setion 9044 (relating to prior
interests) is amended by striking out "specifically provided
therein" and inserting in lieu thereof "specifically provided
by law".

(N) CLERICAL AMENDMENTS.-
(i) The item relating to section 2001 ;n the table of

sections for part I of subehapter A of chapter 11 is
amended to read as follows:

"See. 2001. Imgosition and rate of tax."

(ii) The table of sections for part II of subehapter
A of chapter 11 is amended by inserting before the item
relating to section 2011 the following new item:

"See. 2010. Unified credit against estate tax."

(iii) The table of sections for part III of subchapter
A of chapter 11 is amended by striking out the item
relating to section 2035 and inserting in lieu thereof the
following new item:

"See. 2035. Adjustments for gifts made within 3 gears of decedent's
death."

(iv) The table of sections for part IV of subehapter
A of chapter 11 is amended by striking out the item
relating to section £052.

(9) CHANGES IN GIFT TAX.-
(A) TAXABLE GIFTS FOR PRECEDING YEARS AND QUARTERS.-

Subsection (a) of section 2504 (relating to taxable gifts for
preceding years and quarters) is amended by striking out
"except that" and all that follows and inserting in lieu
thereof "except that the specific exemption in the amount,
if an?/. allowable under section £521 (as in effect before its
repeal by the Tax Reform Act of 1976) shall be applied in all
computations in respect of calendar years or calendar quar-
ters ending before January 1, 1977, for purposes of comput-
ing the tax for any calendar quarter."

(B) CLERICAL AMENDMENTS.-
(i) The table of sections for subchapter A of chapter

1£ is amended by adding at the end thereof the following
new item:

"See. 2505. Unified credit against gift taz."

(i) The table of sections for subchapter C of chapter
1£ is amended by striking out the item relating to sec-
tion 2521.



(d) EFFEcTzvE DATES.-
(1) The amendments made by subsections (a) and (c) (1) shall

apply to the estates of decedents dying after December 31,1976;
except that the amendments made by subsection (a) (5) and sub-
paragraphs (K) and (L) of subsection (c) (1) shall not apply to
transfers made before January 1,1977.

(2) The amendments made by subsections (b) and (c) (2)
shall apply to gifts made after December 31,1976.

SEC. 2202. INCREASE IN LIMITATIONS ON MARITAL DEDUCTIONS;
FRACTIONAL INTERESTS OF SPOUSE.

(a) INCREASE iN ESTATE TAx MARITAL DEvucrIoN.-Paragraph (1)
of section 0056(c) (relating to limitation on marital deduction) is
amended to read as follows:

"(1) LIMITATION.-
"(A) IN GENERAL.-The aggregate amount of the deduc-

tions allowed under this section (computed without regard to
this subsection) shall not exceed the greater of-

"(i) $250,000, or
"(ii) 50 percent of the value of the adjusted gross es-

tate (as defined in paragraph( 2) ).
"(B) ADJUSTMENT FOR CERTAIN GIFTS To SPoUSE.-If a de-

duction is allowed to the decedent under section 2523 with
respect to any gift made to his spouse after December 31,
1976, the limitation provided by subparagraph (A) (deter-
mined without regard to this subparagraph) shall be reduced
(but not below zero) by the excess (if any) of-

"(i) the aggregate gf the deductions allowed to the
decedent under section 2523 with respect to gifts made
after December 31, 1976, over

"(ii) the aggregate of the deductions which would
have been allowable under section 2593 with respect to
gifts made after December 31, 1976, if the amount de-
ductible under such section with respect to any gift were
50 percent of its value.

"(C) COMMUNITY PROPERTY ADJUSTMENT.-The $250,000
amount set forth in subparagraph (A) (i) shall be reduced by
the excess (if any) of-

"(i) the amount of the subtraction determined under
clauses (i), (ii), and (iii) of paragraph (2) (B), over

"(ii) the excess of the aggregate of the deductions al-
o-wed under sections 2053 and 2054 over the amount taken

into account with respect to such deductions under clause
(iv) of paragraph (2) (B)."

(b) INCREASE IN GIFT TAx MARITAL DEDUcTzO.-,Subsection (a) of
section 2523 (relating to deduction for gift to spouse) is amended t,*
read as follows.'

"(a) ALLOWANCE OF DEDUCTION.-
"(1) IN ENERAL.-Where a donor who is a citizen or resident

transfers during the calendar quarter by gift an interest in prop-
erty to a donee who at the time of the gift is the donor's spouse,
there shall be allowed as a deduction in computing taxable gifts
for the calendar quarter an amount with respect to such interest
equal to its value.
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"(2) LnzriATioN.-The aggregate of the deductions allowed
under paragraph (1) for any calendar quarter shall not exceed
the sum of-

"(A) $100.000 reduced (but nwt below zero) by the aggre-
gate of the deductions allowed under this section for preced-
ing calendar quarters beginning after December31,1976; plus

"(B) 50 percent of the lesser of-
"(i) the amount of the deductions allowable under

parraph (1) for such calendar quarter (determined
without regard to this paragraph) ; or

"(ii) the amount (if any) by which the aggregate of
the amounts determined under clause (i) for the calen-
dar quarter and for each preceding calendar quarter
beginning after December 31, 1976, exceeds $200,000."

(e) FRACTIONAL INTEREST OF SPOUS.-
(1) IN GENERAL.-Section 2040 (relating to joint interests) is

amended by adding at the end thereof the following new sub-
section:

"(b) CERTAIN JOINT INTERESTS or HUSBAND AND WIFE.-
"(1) INTERESTS OF SPOUSE EXCLUDED FROM GROSS ESTATE.-Not-

withstanding subsection (a), in the case of any qualified joint
interest, the value included in the gross estate with respect to
such interest by reason of this section is one-half of the value of
such qualified joint interest.

"(2) QUALIFIED JOINT INTEREST OFA'NFD.-For purposes of para-
graph (1), the term 'qualified joint interest' means any interest
!n property held by the decedent and the decedent's spouse as
joint tenants or as tenants by the entirety, but only if-

"(A) such joint interest was created by the decedent, the
decedent's spouse, or both,

"(B) (i) in the case of personal property, the creation of
suwh joint interest constituted in whole or in part a gift for
purposes of chapter 12, or

"(ii) in the case of real property, an election under section
9515 applies with respect to the creation of such joint interest,
and

"(C) in the case of a joint tenancy, only the decedent and
the decedent's spouse are joint tenants."

(2) AMFNDMN OF RELATED GIFT TAX PROVIION.-Subsection
(a) of section 2515 (relating to election with respect to tenancies
by the entirety) is amended to read as follows:

"(c) E XERCISE OF ELcTON.v.-
"(1) IN GENFRAL.-The election provided by subsection (a)

shall be exercised by including such creation of a tenancy by the
entirety as a transfer by gift, to the extent such transfer consti-
tutes a gift ( determined without regard to this section), in the
gift tax return of the donor for the calendar quarter in which
such tenancy by the entirety was created, filedwithin the time
prescribed by law, irrespective of whether or not the gift exceeds
the exclusion provided by section 2503(b).

"(2) SUBSFQUENT ADDITIONS Il UALU.-If the election provided
by subsection (a) has been made with respect to the creation of
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any tenancy by the entirety, such election shall also apply to each
addition made to the value of such tenancy by the entirety.

"(3) CERTAIN ACTUARIAL COMPUTATIONS NOT REQUIRD.-fn the
case of any election under subsection (a) with respect to any
property, the retained interest of each spouse shall be treated as
one-half of the value of their joint interest."

(3) CLERICAL AMENDMENT.Sectioa 2040 is amended by striking
out "The value" and inserting in lieu thereof the following:

"(a) GENERAL RULE.-The value"-
(d) EF.ECrTIvE DATES.-

(1) (A) Except as provided in subparagraph (B), the amend-
ment made by subsection (a) shall apply with respect to the
estates of decedents dying after December 31, 1976.

(B) if-
(i) the decedent dies after December 31, 1976, and before

January 1, 1979,
(ii) by reason of the death of the decedent property passes

from the decedent or is acquired from the decedent under a
will executed before January 1, 1977, or a trust created be-
fore such date, which contains a formula expressly provid-
ing that the spouse is to receive the maximum amount of

0roerty qualifying for the marital deduction allowable byFederal law,
(iii) the fornwla referred to in clause (ii) was not

amended at any time after December 31, 1976, and before
the death of the decedent, and

(iv) the State does not enact a statute applicable to such
estate which construes this type of formula as referring to the
marital deduction allowable by Federal law as amended by
subsection (a),

then the amendment made by subsection (a) shall not apply to the
estate of such decedent.

() The amendment made by subsection (b) shall apply to gifts
e after December 31,1976.

(3) The amendments made by subsection (a) shall apply to
joint interests created after December 31,1976.

SEC. 2203. VALUATION FOR PURPOSES OF THE FEDERAL ESTATE TAX
OF CERTAIN REAL PROPERTY DEVOTED TO FARMING OR
CLOSELY HELD BUSINESSES.

(a) GENERAL RULE.-Part III of subehapter A of chapter 11 (relat-
ing to gross estate) is amended by inserting after section 2032 the
following new section:
"SEC. 2032A. VALUATION OF CERTAIN FARM, ETC., REAL PROPERTY.

"(a) VALUE BASED ON USE UNDER WHICH PROPERTY QUALIFIES.-
"(1) GENERAL RUL.-If-

"(A) the decedent wag (at the time of his death) a citizen
or resident of the United States, and

"(B) the executor elects the application of this section and
files the agreement referred to in subsection (d) (2),

then, for purposes of this chapter, the value of qualified real prop-
erty shall be its value for the use under which it qualifies, under
subsection (b) , as qualified real property.



"(2) LIMITArTiON.-The aggregate decrease in the value of quali-
fied real property taken into account for purposes of this chapter
which results from the application of paragraph (1) with respect
to any decedent shall not exceed $500,00.
"(b) QUALIFIED REAL PROPERTY-

"(1) IN eNaoERAL.-For purposes of this section, the term'quali-
fled real property' means real property located in the United
States Which, on the date of the decedent's death, was being used
for a qualiped ue, but only if-

"(a) 50 percent or more of the adjusted value of the gross
estate consists of the adjusted value of real or personal prop-
erty which-

on the date of the decedent's death, was being
used fora qualified use, and

(ii) was acquired from or passed from the decedent to
a (uified heir of the decedent,
e 5 percent or more of the adjusted value of the gross

estate consists of the adjusted 'value o real proper which
meets the requirements of subparagraphs (A) (ii) at (C

"(C) during the 8-year period ending on the date of the
decedent's death there have been periods aggregating 5 years
or more during which-

"(i) such real property was owned by the decedent or
a member of the decedent's family and used for a qualified
use, and

"(ii) there uas material participation by the decedent
or a member of the decedent's family in the operation of
the farm or other business, and

"(D) such real property is designated in the agreement
referred to in subsection (d) (2).

"(2) QUALIFIED Us.-For purposes of this section. the term
1afled use' means the devotion of the property to any of the

"(A) use as a farm for farming purposes, or
"(B use in a trade or business other than the trade or

business of farming.
"(3) ADjusTED ALUE.-FOr purposes of paragraph (1), the

term 'adjusted value' means-
"(A) in the case of the gross estate, the value of the gross

estate for purposes of this chapter (determined without re-
.gard to this section), reduced by any amounts allowable as
a deduction under paragraph (4) of section 2053(a), or

"(B) in the case of any real or personal property, the
value of such property for purposes of this chapter (de-
termined without regard to this section), reduced by any
amounts allowable as a deduction in respect of such property
under paragraph (4)of section 2053 (a).

"(a) TAX TREATMENT OF DISPOSITONS AND FAILURES To USE FOR
QUALIFIED US.-

"(1) IMPOSITION OF ADDIrTIONA ESTATE rAx.-If, within 15 years
after the decedent's death and before the death of the qualified
heir-
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"(A) the qualified heir disposes of any interest in qualified
real property (other than by a disposition to a member of his
family), or

"(B) the lualifled heir ceases to use for the quaZlified use
the qualif real property which was acquired (or passed)
from the decedent,

then there is hereby imposed an additional estate tax.
"(2) AMOUNT OF ADDITIONAL TAX.-

"(A) IN GENERAr.-The amount of the additional tax im-
posed by paragraph (1) with respect to any interest shall
be the amount equal to the lesser of-

"(i) the adjusted tax difference attributable to such
interest, or

"(ii) the excess of the amount realized with respect
to the interest (or, in any case other than a sale or em-
change at arm's l enth, the fair market value of the
interest) over the value of the interest determined under
subsection (a).

"(B) ADJUSTED TAX DIFFERENCE ATTRIBUTABLE TO INTER-
sT.-For purposes of subparagraph (A), the adjusted tam

difference attributable to an interest is the amount which
bears the same ratio to the adjusted tax difference with re-
spect to the estate (determined under subparagraph (C))
as-

"(i) the excess of the value of such interest for pur-
poses of this chapter (determinwd without regard to
subsection (a)-) over the value of such interest deter-
mined under subsection (a), bears to

"(ii) a similar excess determined for all qualified real
property.

"(C) ADJUSTED TAX DIFFERENCE WITH RESPECT TO THE Es-

Arr.-For purposes of subparagraph (B), the term 'ad-
justed tax difference with respect to the estate' means the
excess of what would have been the estate to liability but
for subsection (a) over the estate tax liability. For purposes
of this subparagraph, the term estatet o liability' means
the tax imposed by section 2001 reduced by the credits allow-
able against such tax.

"(D) PARTIAL DISPOSITroNs.-For purposes of this para-
graph, where the qualified heir disposes of a portion of the
interest acquired by (or passing to) such heir or a pdeces-
sor qualifled heir) or there is a cessation of use of such a
portion-

"(i) the value determined under subsection (a) taken
into account under subparagraph (A) (ii) with respect
to such portion shall be its pro rata share of such value of
such interest, and

"(ii) the adjusted tax difference attributable to the in-
terest taken into account with respect to the transaction
involving the second or any succeeding portion shall be
reduced by the amount of the tax imposed by this subsec-
tion with respect to all prior transactions involving por-
tions of such interest.



"(3) PHASEOUT OF ADDITIONAL TAX BETWIEN 10Th AND 15TH
YEARS.-If the date of the disposition or cessation referred to in
paragraph (1) occurs more than 190 months and less than 180
months after the date of the death of the decedent, the amount of
the tax imposed by this subsection shall be reduced (but not below
zero) by an amount determined by multiplying the amount of
such tax (determined without regard to this paragraph) by a
fraction-

"(A) the numerator of which is the number of full months
after Such death in excess of 120, and

"(B) the denominator of which is 60.
"(4) ONLY 1 ADDITIONAL TAX IMPOSED WITH RESPECT TO ANY 1

PoRroN.-In the case of an interest acquired from (or passing
from) any decedent, if subparagraph (A) or (B) of paragraph
(1) applies to any portion of an interest, subparagraph (B) or
(A), as the case may be, of paragraph (1) shall not apply with
respect to the same portion of such interest.

(5) DuE DATE.-The additional tax imposed by this subsec-
tion shall become due and payable on the day which is 6 months
after the date of the disposition or cessation referred to in par-
agraph (1).

"(6) LIABILITY FOR TAx.-The qualified heir shall be personally
liable for the additional tax imposed by this subsection with re-
spect to his interest.

"(7) CESSATION OF QUALIFikD USE.-For purposes of paragraph
(1) (B), real property shall cease to be used for the qualified useif-

"(A) such property ceases to be used for the qualified use
set forth in subparagraph (A) or (B) of subsection (b) (2)
under which the property qualified under subsection (b), or

"(B) during any period of 8 years ending after the date of
the decedent's death and before the date of the death of the
qualifed heir, there had been periods aggregating 3 years or
more during which-

"(i) in the ease of Periods during which the property
was held by the decedent, there was no material partie-
pation by the decedent or any member of his family in
the operation of the farm or other business, and

"( ii) in the case of periods during which the property
was held bil any qualified heir, there was no material par-
ticipation bi, such qualified heir or any member of his
family in the operation of the farm or other business.

L(d) CFLTION; A rRFm A.-
"(1) ELcrIoN.-The election under this section shall be made

not later than the time prescribed by section 6075(a) for filing
the return of tar imposed bi section 2001 (including extension
thereof), and shall be made in Such manner as the Secretary shall
bt re-ulatinns "res,rhe.

"(2) AGREEMFNT.-The agreement referred to in this paragraph
is a written agreement sined be, each Person in being who has an
interest (whether or not in possession) in anu property desig-
nated in sureh agreement consentino to the application of subsec-
tion (c) with respect to such property.
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"(e) DE INITIONS; SPECIAL RuLES.-For purposes of this section-.
"(1) QUALwED REI.-The term 'qualified heir' means, with

respect to any property, a member of the decedent's family who
acquired such property (or to whom such property passed) from
the decedent. f a qualified heir disposes of any interest in quali-
fled real property to any member of his family, such member
shall thereafter be treated as the qualifed heir with respect to
such interest.

"(2) MEmBER OF FAmILY.-The term 'member of the family'
means, with respect to any inliviual, ony such individual's
ancestor or lineal descendant, a lineal descendant of a grand-
parent of such individual, the spouse of such individual, or the
spouse of any such descendant. For purposes of the preceding
sentence, a legally adopted child of an individual shall be treated
as a child of such individual by blood.

"(3) CERTAIN REAL PROPERTY INcLuDED.-In the case of real
property which meets the requirements of subparagraph (0)
of subsection (b) (1), residential buildings and related improve-
ments on such real property occupied on a regular basis by the
owner or lessee of such real property or by persons employed by
such owner or lessee for the purpose of operating or maintaining
such real property, and roads, buildings, and other structures
and improvements functionally related to the qualifed use shall
be treated as real property devoted to the qualifed use.

"(4) FAR.-The term 'farm' includes stock, dairy, poultry,
fruit, furbearing animal, and truck farms, plantations, ranches,
nurseries, ranges, greenhouses or other similar structures used
primarily for the raising of agricultural or horticultural com-
modities, and orchards and woodlands.

"(5) FARMINO PuRposEs.-The term 'farming purposes' means-
"(A) cultivating the soil or raising or harvesting any agri-

cultural or horticultural commodity (including the raising,
shearing, feeding, caring for, training, and management of
animals) on a farm;

"(B) handling, drying, packing, grading, or storing on a
farm any agricultural or horticultural commodity in its un-
manufactured state, but only if the owner, tenant, or operator
of the farm regularly prodluces more than one-half of the
commodity so treated: and

"(C) (i) the planting, cultivating, caring for, or cutting
of trees, or

"(ii) the preparation (other than milling) of trees for
market.

"(6) MATERIAL PARTIC1P4.ro N.-Material participation shall be
determined in a manner similar to the manner used for purposes
of paragraph (1) of section 1402(a) (relating to net earnings
from self-employment).

"(7) AfErTIoD OF VAL UING F.RM.-
"(A) IN rFNERAr.-Frept as Provided in sbparagraph

(B), the value of a farm for farming purposes shall be
determined bit dividing-

"(i) the excess of the average annual gross cash rental
for comparable land used for farming purposes and lo-



cated in the locality of such farm over the average annual
State and local real estate taxes for such comparable
land, by

"(ii) the average annual effective interest rate for all
new Federal Land Bank loans.

For purposes of the preceding sentence, each average annual
cputation shall be made on the basis of the 5 most recent
calendar years ending before the date of the decedent's death.

"(B) ExcEPrIoN.-The formula provided by subparagraph
(A) shall not be used-

"(i) where it is established that there is no compa-
rable land from which the average annual gross cash
rental may be determined, or

"(ii) where the executor elects to have the value of
the farm for farming purposes determined under para-
graph (8).

"(8) METHOD OF VALUING CLOSELY HELD BUSINESS INTERESTS,
ETc.-In any case to which paragraph (7) (A) does not apply,
the following factors shall apply in determining the value of any
qualified real property:

"(A) The capitalization of income which the property can
be expected to yield for farming or closely held business pur-
poses over a reasonable period of time under prudent manage-
ment using traditional cropping patterns for the area, taking
into account soil capacity, terrain configuration, and similar
factors,

"(B) The capitalization of the fair rental value of the land
for farmland or closely held business purposes,

"(C) Assessed land values in a State which provides a dif-
ferential or use value assessment law for farmland or closely
held business,

"(D) Comparable sales of other farm or closely held busi-
ness land in the same geographical area far enough removed
from a metropolitan or resort area so that nonagricultural
use is not a significant factor in the sales price, and

"(E) Any other factor which fairly values the farm or
closely held business value of the property.

"(f) STATUTE OF LIMITAroNa.-If qualified real property is dis-
posed of or ceases to be used for a qualified use, then-

" (1) the statutory period for the assessment of any additional
tax under subsection (c) attributable to such disposition or ces-
sation shall not expire before the expiration of 3 years from the
date the Secretary is notified (in such manner as the Secretary
may by regulations prescribe) of such disposition or cessation,
and

"(2) such additional tax may be assessed before the expiration
of such 3-year period notwithstanding the provisions of any other
law or rule of law which would otherwise prevent such assessment.

"(g) APPLICATION OF THIS SEcTIN AND SECTION 6324B To INTERESTS
IN PARTNERSHIPS, CORPORATIONS, AND TRUsrs.-The Secretary shall
prescribe regulations setting forth the application of this section and
section 6324B in the case of an interest in a partnership, corporation,
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or trust which, with respect to the decedent, is an interest in a closely
held business (within the meaning of paragraph (1) of section
6166(b))."

(b) SPECIAL LIEN.-Sbcluzpter C of chapter 64 (relating to lien2
for tacees) is amended by inserting after section 6324A the following
new section:
"SEC. 632B. SPECIAL LIEN FOR ADDITIONAL ESTATE TAX ATTRIBUT.

ABLE TO FARM, ETC., VALUATION.
"(a) GENERAL RULE.-In the case of any interest in qualified real

property (within the meaning of section 2032A (b) ), an amount equal
to the adjusted tax difference attributable to such interest (within the
meaning of section 2032A (c) (2) (B) ) shall be a lien in favor of the
United States on the property in which such interest exists.

"(b) PERIOD OF LE.-The lien imposed by this section sha7l arise
at the time an election is filed under section 2032A and shall continue
with respect to any interest in the qualified farm real property-

"(1) until the liability for tax under subsection (c) of section
2032A with respect to such interest has been satisfIed or has be-
come unenforceable by reason of lapse of time, or

"(,) until it is established to the satifaction of the Secretary
that no further tax liability may arise under section 2032A (c)
with respect to such interest.

"(c) CERTAIN RULEs MADE APPLioAsLE.-The rules set forth in
paragraphs (1), (3), and (4) of section 6324A (d) shall apply with
respect to the lien imposed by this section as if it were a lien imposed
by section 6324A.

"(d) SUBSTITUTION OF SECURITY FOR LIFN.-To the extent provided
in regulations prescribed by the Secretary, the furnishing of security
may be substituted for the lien imposed by this section."

(c) CREDIT FOR TAX ON PRIOR TRANsFRs.---Section 2013 (relating
to credit for tax on prior transfers) is amended by adding at the end
thereof the following new subsection:

"(f) TREATMENT op ADDITIONAL TAX ImPosED UNDER SECTION
9032A.-If section 2032A applies to any property included in the
gross estate of the transferor and an additional taco is imposed with
respect to such property under section 2032A (c) before the date which
is 2 years after the date of the decedent's death, for purposes of this
section-

"(1) the additional tax imposed by section 2032A (c) shall be
treated as a Federal estate tam payable with respect to the estate of
the transferor; and

"(2) the value of such property and the amount of the taxable
estate of the transferor shall be determined as if section 2032A did
not apply with respect to such property."

(d) CLERICAL AZENDrNT.-
(1) The table of sections for part III of subchapter A of

chapter 11 is amended by inserting after the item relating to see-
tion 2032 the following new item:

"See. 2082A. Valuation of certain farm, etc., real property."
(2) The table of sections for subehapter C of chapter 64 is

amended by inserting after the item relating to section 63,4.A the
following new item:



"See. 6324B. Special lien for additional estate tam attributable to farm,
etc., valuation."

(e) EFF criv DAr.-The amendments mode by this section shall
apply to the estates of decedents dying after December 31,1976.
SEC. 2204. EXTENSION OF TIME FOR PAYMENT OF ESTATE TAX.

(a) GENERAL RUE-Subchapter B of chapter 62 (relating to ex-
tensions of time for payment of tax) is amended by redestgnating
section 6166 as section 6166A and by inserting after section 6165 the
following new section:
"SEC. 6166. ALTERNATE EXTENSION OF TIME FOR PAYMENT OF ESTATE

TAX WHERE ESTATE CONSISTS LARGELY OF INTEREST IN
CLOSELY HELD BUSINESS.

"(a) 5-YEAR DEFERRAL; 10-YEAR INSTALLMENT PAYMENT.-
"(1) Ire GENRAL.-If the value of an interest in a closely held

business which is included in determining the gross estate of a
decedent who was (at the date of his death,) a citizen or resident
of the United States exceeds 65 percent of the adjusted gross estate,
the executor may elect to pay part or all of the tax imposed by
section 2001 in 2 or more (but not exceeding 10) equal installments.

"(2) LimIrATioN.-The maximum amount of tax which may
be paid in installments under this subsection shall be an amount
which bears the same ratio to the tax imposed by section 2001
(reduced by the credits against such tax) as-

"(A) the closely held business amount, bears to
"(B) the amount of the adjusted gross estate.

"(3) DATE FOR PAYMENT OF INSTALLMENTS.-If an election is
made under paragraph (1), the first installment shall be paid on
or before the date selected by the executor which is not more than
5 years after the date prescribed by section 6151(a) for payment
of the tax, and each succeeding installment shall be paid on or
before the date which is 1 year after. the date prescribed by this
paragraph for payment of the preceding installment.

"(4) ELIGIBILITY FOR ELEcTN.-No election may be mode under
this section by the executor of the estate of any decedent if an
election under section 6166A applies with respect to the estate
of such decedent.

"(b) DEFINITIONS AND SPECIAL RULES.-
"(1) INTERE8I IN CLOSELY HELD BUSNESS.-For purposes of this

section, the term 'interest in a closely held business' means-
"(A) an interest as a proprietor in a trade or business

carried on as a proprietorship;
"(B) an interest as a partner in a partnership carrying on

a trade or business, if-
"(i) 20 percent or more of the total capital interest in

such partnership is included in determining the gross
estate of the decedent, or

"(ii) such partnership had 15 or fewer partners; or
"(C) stock in a corporation carrying on a trade or busi-

ness if-"(i) 20 percent or more in value of the voting stock of
such corporation is included in determining the gross
estate of the decedent, or



"(ii) such corporation had 15 or fewer shareholders.
"(2) RULES FOR APPLYING PARAGRAPH (i).-For purposes of

paragraph (1)-
"(A) TIME FOR TESTH.-Determinations shall be made as

of the time immediately before the decedent's death.
" (B) CERTAIN INTERESTS HELD BY HUSBAND AND WIFE.-Stoc k

or a partnership interest which-
"(i) is community property of a husband and wife (or

the income from which is community income) under the
applicable community property law of a State, or

"(ii) is held by a husband and wife as joint tenants,
tenants by the entirety, or tenants in common,

shall be treated as owned by one shareholder or one partner, as
the -case may be.

" (C) INDIRECT owNERsHP.-Property owned, directly or
indirectly, by or for a corporation, partnership, estate, or trust
shall be considered as being owned proportionately by or for
its shareholders, partners, or benefiiaries. For purposes of
the preceding sentence, a person shall be treated as a bene-
fciary of any trust only if such person has a present interest
in the trust.

"(3) FARMHOUSES AND CERTAIN OTHER STRUCTURES TAKEN INTO
AcrouN.-For purposes of the 65-percent requirement of sub-
section (a) (1), an interest in a closely held business which is the
business of farming includes an interest in residential buildings
and related improvements on the farm which are occupied on a
regular basis by the owner or lessee of the farm or by persons em-
played by such owner or lessee for purposes of operating or main-
taining the farm.

"(4) VALUE.-FOr purposes of this section, value shall be value
determined for purposes of chapter 11 (relating to estate tax).

"(5) CLOSELY HELD BUSINESS AMOUNT.-FOr purposes of this
section, the terM closelyy held business aunt' means the value of
the interest in a closely held business which qualifies under sub-
section (a) (1).

" (6) ADJUSTED GROSS ESTATE.-For purposes of this section. the
term adjustedd gross estate' means the value of the gross estate re-
duced by the sum of the amounts allowable as a deduction under
section 2053 or 2054. Such sum shall be determined on the basis of
the facts and circumstances in existence on the date (including
extensions) for filing the return of tax imposed by section 2001
(or, if earlier, the date on which such. return is fled).

"(c) SPECIAL RULE FOR INTERESTS IN 2 OR MORE CLOSELY HELD
BUSINESSES.--For purposes of this section, interests in 2 or more
closely held businesses, with respect to each of which there is included
in determining the value of the decedent's gross estate more than 20
percent of the total 'value of each such business, shall be treated as an
interest in a single closely held business. For purposes of the 20-percent
requirement of the preceding sentence, an interest in a closely held
business which represents the surviving spouse's interest in property
held by the decedent and the surviving spouse as community property
or as joint tenants, tenants by the entirety, or tenants in comanon shall



be treated as having been included in determining the value of the
decedent's gross estate.

"(d) ELFcrcON.-A ny election under subsection (a) shall be nude
not later than the time prescribed by section 6075(a) for filing the
return of ta imposed by section 2001 (including extensions thereof),
and shall be made in such manner as the Secretary shall by regvla-
tions prescribe. If an election under subsection (a) is made, the pro-
visions of this subtitle shall apply as though the Secretary were ex-
tending the time for payment of the tax.

"(e) PRORATION OF ]AFmcIEcNy TO IVSTALLMENTs.-If an election is
made under subsection (a) to pay any part of the ta imposed by
section 2001 in installments and a deficiency has been assessed, the
deficiency shall (subject to the limitation provided by subsection (a)
(2)) be prorated to the installments payable under subsection (a).
The part of the deficiency so prorated to any installment the date for
payment of which has not arrived shall be collected at the same time
as, and as a part of, such installment. The part of the deficiency so
prorated to any installment the date for payment of which has arrived
shall be paid upon notice and demand from the Secretary. This sub-
section shall not apply if the deficiency is due to negligence, to inten-
tional disregard of rules and regulations, or to fraud with intent to
evade tax.

"(f) TIME FOR PAYMENT OF INTEREST.-If the time for payment of
any amount of tax has been extended under this section-

"(1) INTEREST FOR FIRST 5 YEARS.-Interest payable under sec-
tion 6601 of any unpaid portion of such amount attributable to the
first 5 years after the date prescribed by section 6151(a) for pay-
tnert of the ta, shall be paid annually.

"(2) INTEREST FOR PERIODS AFTER FIRST 5 YEARs.-Interest pay-
able under section 6601 on any unpaid portion of such amount
attributable to any period after the 5-year period referred to in
paragraph (1) shall be paid annually at the same time as, and as
a part of, each installment payment of the tax.

"(3) INTEREST IN THE CASE OF CERTAIN DEFICIENCIES,-I the
case of a deficiency to which subsection (e) applies which is
assessed after the close of the 5-year period referred to in para-
graph (1), interest attributable to such 5-year period, and interest
assigned under paragraph (2) to any installment the date for
payment of which has arrived on or before the date of the assess-
ment of the deficiency, shall be paid upon notice and demand from
the Secretary.

"(4) SELECTION OF SHORTER PEROD.-If the executor has selected
a period shorter than 5 years under subsection (a) (3), such
shorter period shall be substituted for 5 years in paragraphs (1),
(2), and(3) of this subsection.

"(g) AC CELFRATION OF PAYMENT.-
"(1) DlSPOSITION OF INTEREST; WITHDRAWAL OF FUNDS FROM

BUSINESS.

"(A) If-
"(i) one-third or more in value of an interest in a

closely held business which qualifes under subsection
(a) (1) is distributed, sold, exchanged, or otherwise dis-
posed of, or



"(ii) aggregate withdrawals of money and other prop-
erty from the trade or business, an interest in which gual-
ifies under subsection (a) (1), made with respect to such
interest, equal or ezeceed one-third of the value of such
trade or business,

then the extension of time for payment of tax provided in
subsection (a) shall cease to apply, and any unpaid portion
of the tam payable in installments shall be paid upon notice
and demand from the Secretary.

"(B) In the case of a distribution in redemption of stock
to which section 303 (or so much of section 304 as relates to
section 303) applies-

"(i) subparagraph (A) (i) does not apply with respect
to the stock redeemed; and for purposes of such subpara-
graph the interest in the closely held business shall be
considered to be such interest reduced by the valueof the
stock redeemed, and

"(ii) subparagraph (A) (ii) does not apply with re-
spect to withdrawals of money and other property dis-
tributed; and for purposes of such subparagraph the
value of the trade or business shall be considered to be
such value reduced by the amount of money and other
property distributed.

This subparagraph shall apply only if, on or before the
date prescribed by subsection (a) (3) for the payment of
the first installment which becomes due after the date of the
distribution (or, if earlier, on or before the day which is
1 year after the date of the distribution), there is paid an
amount of the tax imposed by section 2001 not less than
the amount of money and other property distributed.

"(C) Subparagraph (A) (i) does not apply to an exchange
of stock pursuant to a plan of reorganization described in-
subparagraph (D), (E), or (F) of section 368(a) (1).nor
to an exchange to which section 355 (or so much of section
356 as relates to section 355) applies; but any stock re-
ceived in such an exchange shall be treated for purposes of
subparagraph (A) (i) as an interest qualifying under sub-
section (a) (1).

"(D) Subparagraph (A) (i) does not apply to a trans-
fer of property of the decedent to a person entitled by rea-
son of the decedent's death to receive suchproperty under
the decedent's will, the applicable law of descent and dis-
tribution, or a trust created by the decedent.

"(9) UNDISTRIBUTED INCOME OF ESTATE.-
"(A) If an election is made under this section and the

estate has undistributed net income for any taxable year
ending on or after the due date for the fist installment,
the executor shall, on or before the date prescribed by law
for filing the income tax return for such taxable year (in-
cluding extensions thereof), pay an amount equal to such
undistributed net income in liquidation of the unpaid por-
tion of the tax payable in installments.
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(B) For purposes of subparagraph (A), the undis-

tributed net income of the estate for any taxable year is the
amount by which the distributable net income of the estate
for such taxable year (as defined in section 643) exceeds
the sum of-

"(i) the amounts for such taxable year specified in
paragraphs (1) and (2) of section 661 (a) (relating
to deduction for distributions, etc.) ;

"(ii) the amount of tax imposed for the taxable year
on the estate under chapter 1; and

"(iii) the amount of the tax imposed by section 2001
(including interest) paid by the executor during the tax-
able year (other than any amount paid pursuant to this
paragraph).

"(3) FAILURE TO PAY lNSTALLmENT.-If any installment under
this section is not paid on or before the date fixed for its pay-
ment by this section (including any extension of time for
the payment Of such installment), the unpaid portion of the tax
payable in installments shall be paid upon notice and demand from
the Secretary.

"(h) ELErTo zN CASE OF CERTA N DrFcIEcNcIEs.-
"(1) IN GENERAL.-f-

"(A) a deficiency in the tax imposed by section 2001 is
assessed,

"(B) the estate qualifis under subsection (a) (1), and
"(C) the executor has not made an election under sub-

section (a),
the executor may elect to pay the deficiency in installments. This
subsection shall not apply if the deflciency is due to negligence,
to intentional disregard of rules and regulations, or to fraudwith
intent to evade tax.

"(2) TzmE OF ELEcTo.-An election under this subsection shall
be made not later than 60 days after issuance of notice and
demand by the Secretary for the payment of the deficiency, and
shall be made in such manner as the Secretary shall by regulations
prescribe.

"(3) EFFECT OF ELECTION ON PAYMENT.-If an election is made
under this subsection, the deficiency shall (subject to the limita-
tion provided by subsection (a) (2)) be prorated to the install-
ments which would have been due if an election had been timely
made under subsection (a) at the time the estate tax return was
filed. The part of the deficiency so prorated to any installment
the date for paswment of whi.'h ivondd have arrived .qhal be paid
at the time of the making of the election under this subsection.
The portion of the deflcieny so prorated to installments the date
for payment of which would not have so arrived shall be paid at
the time such installments would have been due if such an election
had been made.

"(i) REOUtLATIONs.-TAe Recretar shall prescribe such regulations
as nai/ be necessarl to the application of this section.

11(U) CROSS REFERENES.-



"(1) Security.-
"For authority of the Secretary to require security in the case of

an extension under this section, see section 6165.
"(2) Lien.-

"For special lien (in lieu of bond) in the case of an extension under
this section, see section 6824A.

"(3) Period of limitation.-"For extension of the period of limitation in the case of an exten.
sion under this section, see section 6502(d)."(4) Interest-

"For provisions relating to interest on tax payable in installments
under this section, see subsection (j) of section 6601."

(b) 4-PERGENT INTEREST RATE.-SectiOn 6601 (relating to interest
on underpayment, nonpayment, or extension of time for payment of
tax) is amended by redesignating subsection (j) as subsection (k)
and by inserting after subsection (i) the following new subsection:

"(j) 4-PERCENT RATE ON CERTAIN PORTION OF ESTATE TAx Ex-
TENDED UNDER SEcTioN 6166.-

"(1) IN GENRAL.-If the time for payment of an amount of
tax imposed by chapter 11 is extended as provided in section
6166, interest on the 4-percent portion of such amount shall (in
lieu of the annual rate provided by subsection (a)) be paid at the
rate of 4 percent. For purposes of this subsection, the amount of
any deficiency which is prorated to installments payable under
section 6166 shall be treated as an amount of tax payable in in-
stallments under such section.
" (2) 4-PERCENT PoRTJN.-For purposes of this subsection, the

term '4-percent portion' means the lesser of-
"(A) $345,800 reduced by the amount of the credit allow-

able under section 2010 (a); or
"(B) the amount of the tax imposed by chapter 11 which

is extended as provided in section 6166.
"(3) TREATMENT OF PAIMENTS.-If the amount of tax imposed

by chapter 11 which is extended as provided in section 6166 ex-
ceeds the 4-percent portion, any payment of a portion of such
amount shall, for purposes of computing interest for periods after
such payment, be treated as reducing the 4-percent portion by an
amount which bears the same ratio to the amount of such pay-
ment as the amount of the 4-percent portion (determined with-
out regard to this paragraph) bears to the amount of the tax
whic-h is extended as provided in section 6166."

(c) REASONABLE CAUSE SUBSTITUTED FOR UNDUE HARDSHIP IN DETER-
MINING ELIoIBILITY FOR ES-TENsIONs OF PAYMENT OF ESTATE TAx.-

(1) Paragraph (2)of section 6161 (a) (relating to extension
of time for paying estate tax) is amended to read as follows:

"(2) ESTATE TAx.-The Secretary. may, for reasonable cause,
extend the time for payment of-

"(A) any part of the amount determined by the executor
as the tax imposed by chapter 11. or

"(B) any part of any installment under section 6166 or
6166A (including any part of a deficiency prorated to any
installment under such section),

for a reasonable period not in excess of 10 years from the date pre-
scribed by section 6151(a) for payment of the tax (or, in the case
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of an amount referred to in subparagraph (B), if later, not
beyond the date which is 12 months after the due date for the last
instaltnent)."

(B) Subsection (b) of section 6161 (relating to extension of time
for payment of certain deficiencies) is amended to read as follows:

"(b) Amo NTDETsR-iwNED AsD eFi D ycI .-
"(1) INCOME, GIFT, AND CERTAIN OTIER TAX.-Under regulations

prescribed by the Secretary, the Secretary may extend the time for
the payment of the amount determined as a deficiency of a tax im-
posed y chapter 1, 19, 41, 42, 43, or 44 for a period not to exceed
18 months from the date fixed for the payment of the deficiency,
and in exceptional cases, for a further period not to exceed 12
months. An extension under this paragraph may be granted only
where it is shown to the satisfaction of the Secretary that pay-
ment of a deficiency upon the date fixed for the payment thereof
will result in undue hardship to the taxpayer in the case of a tax
imposed by chapter 1, 41, 42, 43, or 44, or to the donor in the
case of a tax imposed by chapter 12.

"(2) ESTATE TAx.-Under regulations prescribed by the Secre-
tary, the Secretary may, for reasonable cause, extend the time for
the payment of any deficiency of a tax imposed by chapter 11 for a
reasonable period not to exceed 4 years from the date otherwise
fled for the payment of the deficiency.

"(3) No EXTrNSION FOR CERTAIN D EFiciEAcis.-No extension
shall be granted under this subsection for any deficiency if the
deficiency is due to negligence, to intentional disregard of rules
and regulations, or to fraud with intent to evade tax."

(3) Subsection (b) of section 6163 (relating to extension to pre-
vent undue hardship in case of reversionary or remainder interest)
is amended to read as follows:

"(b) ExTENSION FOR REASONABLE CAUSE.-At the expiration of the
period of postponement provided for in subsection (a), the Secretary
may, for reasonable cause, extend the time for payment for a reasonable
period or periods not in excess of 3 years from the expiration of theperiod of postponement provided in subsection ( a) ."~

(4) Subsection (d) of section 6503 (relating to extensions of
tsme for payment of estate tax) is amended by striking out "sec-
tion 6166" and insering in lieu thereof "section 6163, 6166, or
6166A ".

(d) SPECIAL LIEN FOR EsTATE TAx DEFERRED UNDER SEC IoN
6166.-

(1) IN GEaERAL.-ubehapter C of chapter 64 (relating to lien
for taxes) is amended by inerting after section 6324 the following
new section:

"SEC. 6M2IA. SPECIAL LIEN FOR ESTATE TAX DEFERRED UNDER SEC-
TION 6166 OR 6166A.

"(a) GENERAL RULE.-In the case of any estate with respect to
which an election has been made under section 6166 or 6166A, if the
executor makes an election under this section (at such time and in
such manner as the Secretary shall by regulations prescribe) and files
the agreement referred to in subsection (c), the deferred amount (plus
any interest, additional amount, addition to tax, assessable penalty,
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and costs attributable to the deferred amount) shall be a lien in favor
ofthe United States on the section 6166 lien property.

"(b) SECTION 6166 LIEN PRoPERTY.-
"(1) IN GENERAL.-For purposes of this section, the term 'see-

tion 6166 lien property' means interests in real and other property
to the extent such interests-

"(A) can be expected to survive the deferral period, and
"(B) are designated in the agreement referred to in sub-

section (c).
" (2) MAXIMUM VALUE OF REQUIRED PROPERY.-The maximum

value of the property which the Secretary may require as section
6166 lien property with respect to any estate shall be a value which
is not greater than the sum of-

"(A) the deferred amount, and
"(B) the aggregate interest amount.

For purposes of the preceding sentence, the value of any prop-
erty shall be determined as of the date prescribed by section 6151
(a) for payment of the tax imposed by chapter 11 and shall be
determined by taking into account any encumbrance such as a lien
under section 63B4B.

"(3) PARTIAL SUBSTITUTION OF BOND FOR LIEN.-If the value re-
quired as section 6166 lien property pursuant to paragraph (2)
exceeds the value of the interests in property covered by the agree-
ment referred to in subsection (c), the Secretary may accept bond
in an amount equal to such excess conditioned on the payment
of the amount extended in accordance with the terms of such
extension.

"(c) AGREEMENT.-The agreement referred to in this subsection is
a written agreement signed by each person in being who has an interest
(whether or not in possession) in any property designated in such
agreement-

"(1) consenting to the creation of the lien under this section
with respect to such property, and

f"(B) designating a responsible person who shall be the agent
fr the beneficiaries of the estate and for the persons who have

consented to the emotion of the lien in dealings with the Secretary
on matters arising under section. 6166 or 6166A or this section.

"(d) SPECIAL RULES.-
"(1) REQUIREMENT THAT LIEN BE FILED.-The lien imposed by

this section shall not be valid as against any purchaser, holder of
a security interest, mechanic's lien, or judgment lien creditor
until notice thereof which meets the requirements of section 6323
(f) has been filed by the Secretary. Such notice shall not be
required to be refiled.

"(2) PERIOD OF LIEN.-The lien imposed by this section shall
arise at the time the executor is discharged from liability under
section 2204 (or, if earlier, at the time notice is filed pursuant to
paragraph (1)) and shall continue until the liability for the de-
ferred amount is satisfied or becomes unenforceable by reason of
7
apse of time.

"(3) PRIORITIEs.-Even though notice of a lien imposed by
this section has been filed as provided in paragraph (1), such lien
shall not be valid-
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"(A) REAL PROPERTY TAX AND SPECIAL ASSESSMENT LIENS-
To the extent provided in section 6323(b) (6).

" (B) REAL PROPERTY SUBJECT TO A MECIIAIC'S LIEN FOR RE-

PAIRS AND IMPROVEMENTs.-In the case of any real property
subject to a lien for repair or improvement, as against a
mechanic's lienor.

. (C) REAL PROPERTY CONSTRUCTION OR IMPROVEMFNT FIVANC-

ISO AGREEENT.-As against any security interest set forth in
paragraph (3) of section 6*23(c) (whether such security in-
terest came into existence before or after tax lien filing).

Subparagraphs (B) and (C) shall not apply to any security in-
teret which came into exietene after the date on which the Sec-
retary filed notice (in a manner similar to notice filed under see-
tion 6323(f)) that payment of the deferred aanount has been
accelerated under section 6166 (g) or 6166A (h).

"(4) LIEN TO RE IN LIEU OF SECTION 6324 LIEN.-lf there is a lien
under this section on any property with respect to any estate, there
shall -not be any lien under section 6324 on such property with re-
spect to the same estate.

"(5) ADDITIONAL LIEN PROPERTY REQUIRED IN CERTAIN CASES.-

If at any time the value of the property covered by the agree-
ment is less than the unpaid portion of the deferred amount
and the aggregate interest amount, the Secretary may require the
addition of property to the agreement (but he may not require
under this paragraph that the value of the property covered by
the agreement exceed such unpaid portion). If property having
the required value is not added to the property covered by the
agreement (or if other security equal to the required value is not
furnished) within 90 days after notice and demand therefor by the
Secretary, the failure to comply with the preceding sentence shall
be treated as an act accelerating payment of the installments un-
der section 6166(g) or 6166A (h).
"(6) LIEN TO BE IN LIEU OF BoN.-The Secretary may not require
under section 6165 the furnishing of any bond for the payment
of any tax to which an agreement which meets the requirements
of subsectioik (c) applies.

"(e) DEFINITIONS.-FOr purposes of this section-
"(1) DEFERRED AmoUNT.-The term 'deferred amount' means

the aggregate amount deferred under section 6166 or 6166A (de-
termined as of the date prescribed by section 6151(a) for pay-
ment of the tax imposed by chapter 11).

"(2) AGGREGATE INTEREST AMOUNT.-The term 'aggregate in-
terest amount' means the aggregate amount of interest which will
be payable over the deferral period with respect to the deferred
amount (determined as of the date prescribed by section 6151 (a)
for payment of the tax impos-d by chapter 11).

"t3) DgREFRr, PEPRo.-The term 'deferral period' means the
period for which the payment of tax is deferred pursuant to the
elel;,m vdrirsrtion 6166 or 6166A.

"(4) APPLIC04TION OF DEFINITIONS IN' CASE OF DEFICIENCIES.-In

the case of a deficiency, a separate deferred amount, aggregate in-
terest amount, and deferral period shall be determined as of the



due date of the first installment after the deficiency is prorated
to installments under section 6166 or 6166A."

(2) DISCHARGE OF EXECUTOR FROM PERSONAL LIAILITY.-Section

204 (relating to discharge of fiduciary from personal liability)
is amended by adding at the end thereof the following new sub-
section:

"(c) SPECIAL LIEN UNDER SECTION 6324A.-For purposes of the
second sentence of subsection (a) and the last sentence of subsection
(b), an agreement which meets the requirements of section 6324A (re-
lating to special lien for estate tax deferred under section 6166 or
6166A) shall be treated as the furnishing of bond with respect to the
amount for which the time for payment has been extended under
section 6166 or 6166A."

(e) AMENDMENTS OF SECTION 303.-
(1) EXTENSION OF PERIOD FOR DISTRIUTION.-Paragraph (1) of

section 303(b) (relating to distributions in redemption of stock
to pay death taxes) is amended my striking out "or" at
the end of subparagraph (A), by striking out the period at
the end of subparagraph (B) and inserting in lieu thereof
", or ", and by adding at the end thereof the following new
subparagraph.

"(C) If an election has been made under. section 6166 or
6166A and if the time prescribed by this subparagraph expires
at a later date than the time prescribed by subparagraph
(B) of this paragraph, within the time determined wonder
section 6166 or 6166A for the payment of the installments."

(2) RELATIONSHIP OF STOCC TO DECEDFNT'S ESTA TE.-

(A) Subparagraph (A) of section 303(b) (2) is amended
to read as follows:

"(A) IN G.VERAL.-Subsection (a) shall apply to a distri-
bution by a corporation only if the value (for Federal estate
tax purposes) of all of the stock of such corporation which is
included in determining the value of the decedent's gross
estate exceeds 50 percent of the excess of-

"(i) the value of the gross estate of such decedent, over
"(ii) the sum of the amounts allowable as a deduction

under section 2053 or 2054."
(B) The first sentence of subparagraph (B) of section 303

(b) (2) is amended by striking out "the 35 percent and 50
percent requirements" and inserting in lieu thereof "the 50
percent requirement".

(3) RFLATIONSIIP OF SHIARElIOLDER TO ESTATE TAx.-Subsection
(b) of section 303 is amended by adding at the end thereof the
following new paragraphs:

"(3) RELATIONSIIIl OF SIIAREIIOLDER TO ESTATE TAx.-Subsection

(a) shall apply to a distribution by a corporation only to the ex-
tent that the interest of the shareholder is reduced directly (or
through a binding obligation to contribute) by any payment of
an amount described in paragraph (1) or (2) of subsection (a).

"(4) ADDITIONAL REQUIREMENTS FOR DISTRIBUTIONS MADE MORE
TIAN 4 YEARS AFTER DECEDENVT'S DFATII.-In the case of amounts
distributed nore than 4 years after the date of the decedent's
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death, subsection (a) shall apply to a distribution by a corpora-
tion only to the extent of the lesser of-

i'kA) the aggregae of the amounts referred to in para-
graph (1) or (2) of subsection (a) which remained unpaid
immediately before the distribution, or

"(B) the aggregate of the amounts referred to in para-
graph (1) or (2) of subsection (a) which are paid during
the 1-year period beginning on the date of such distribution."

(4) STOCK WITH SUBSTITUTED BAS.-Subsection (e) of section
303 (relating to stock with substituted basis) is amended by strik-
ing out "limitation specified in subsection (b) (1)" and inserting
in lieu thereof "limitations specified in subsection (b) ".

(f) TECHNICAL, CLERICAL, AND CONFORMINc CHANcES.-
(1) The table of sections for subchapter C of chapter 64 is

amended by inserting after the item relating to section 6324 the
following new item:

"Sec. 6324A. Special lien for estate tam deferred under section 6166 or
6166A."

(2) Section 7403(a) (relating to action to enforce lien or to
subject property to payment of tax) is amended by adding at the
end thereof the following new sentence: "For purposes of the pre-
ceding sentence, any acceleration of payment under section 6166
(g) or 6166A (h) shall be treated as a neglect to pay tax."

(3) Paragraph (2) of section 2011(c) (relating to credit for
State death taxes) is amended by striking out "section 6161" and
inserting in lieu thereof "section 6161,6166 or 6166A".

(4) The last sentence of section 2204 (b) is amended by striking
out "has not been extended under" and inserting in lieu thereof
"has been extended under".

(5) The table of sections for subchapter B of chapter 62 is
amended by striking out the item relating to section 6166 and in-
serting in lieu thereof the following:

"See. 6166. Alternate extension of time for Payment of estate tax where
estate consists largely of interest in closely held business.

"See. 6166A. Extension of time for payment of estate tax where estate
tar consists largely of interest in closely held business.".

(6) Subsections (a) and (b) of section 20-4 (relating to dis-
charge of fiduciary from personal liability) are as amended by
striking out "or 6166" and inserting in lieu thereof "6166 or
6166A".

() EFrFEcTrtc DATr.-The amendments made by this section shall
apply to the estates of decedents dying after December 31, 1976.
SEC. 2205. CARRYOVER BASIS.

(a) GENERAL RULE.-
(1) AMENDMENT OF SECTION 1014.-Subsection (d) of section

1014 (relating to basis of property acquired from a decedent) is
amended to read as follows:

"(d) DECEDEXTS ) YvAv AFTER DECEMRR 31, 1976.-In the cose of a
decedent dying.q after December 3, 1976. this section shall not apply to
any property for which a carryover basis is provided by section 1023."

(2) CARRYovER RAsis.-Part II of subchapter 0 of chapter 1



(relating to basis rules of general application) is amended by re-
designating section 1023 as section 1024 and by inserting after
section 1022 the following new section:

"SEC. 1023. CARRYOVER BASIS FOR CERTAIN PROPERTY ACQUIRED
FROM A DECEDENT DYING AFTER DECEMBER 31, 1976.

"(a) GENERAL RULE.-
"(1) CARRYOVER BASis.-Eecept as otherwise provided in this

section, the basis of carryover basis property acquired from a de-
cedent dying after December 31, 1976, in the hands of the person
so acquiring it shall be the adjusted basis of the property immedi-
ately before the death of the decedent, further adjusted as pro-
vided in this section.

"1(2) Loss ON PERSONAL AND HOUSEHOLD EFFECT.-In the case

of any carryover basis property which, in the hands of the de-
cedent, was a personal or household effect, for purposes of deter-
mining loss, the basis of such property in the hands of the person
acquiring such property from the decedent shall not exceed its fair
market value.

"(b) CARRYOvER BASIS PROPERTY DEFINED.-
"(1) IN GENERAL.-For purposes of this section, the term 'carry-

over basis property' means any property which is acquired from
or passed from a decedent (within the meaning of section
1014(b)) and which is not excluded pursuant to paragraph (2)
or (3).

"(2) CERTAIN PROPERTY NOT CARRYOVER BASIS PROPERTY. The

term 'carryover basis property' does not include-
"(A) any item of gross income in respect of a decedent de-

scribed in section 691;
"(B) property described in section 2042 (relating to Ord-'

ceeds of life insurance);
"(C) a joint and survivor annuity under which the surviv-

ing annuitant is taxable under section 72, and payments and
distributions under a deferred compensation plan described
in part I of subchapter D of chapter 1 to the extent such pay-
ments and distributions are taxable to the decedent's bene-
ficiary under chapter 1;

"(D) property included in the decedent's gross estate by
reason of section 2035,2038. or 2041 which has been disposed of
before the decedent's death in a transaction in which gain or
loss is recognizable for purposes of chapter 1;

"(E) stock or a stock option passing from the decedent to
the extent income in respect of Such stock or stock option is
includible in gross income under section 422(c) (1), 423(c),
or 424 (c) (1);and

(F) property described in section 1014(b) (5).
"(3) $10,000 EXCLUSION FOR CERTAIN ASSETS.-

"(A) EXCLUSION.-The term 'carryover basis property'
does not include any asset-

"(i) which, in the hands of the decedent, was a per-
sonal or household effect, and

"(ii) with respect to which the executor has made an.
election under this paragraph.
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"(B) LIMITATION.-The fair market value of all assets
designated under this subsection with respect to any decedent
shall not exceed $10,000.

"(C) ELECTION.-An election under this paragraph with
respect to any asset shall be made by the executor not later
than the date prescribed by section 6075(a) for filing the re-
turn of tax imposed by section 2001 or £101 (including ex-
tensions thereof), and shall be made in such manner as the
Secretary shall by regulations prescribe.

"(c) INCREASE IN BASIS FOR FEDERAL AND STATE ESTATE TAXES AT-
TRIBUTABLE To APPREcIATIO.-The basis of appreciated carryover
basis property (determined after any adjustment under subsection
(h)) which is subject to the tax imposed by section 2001 or 2101 in the
hands of the person acquiring it from the decedent shall be increased
by an amount which bears the same ratio to the Federal and State
estate taxes as-

" (1) the net appreciation in value of such property, bears to
"(t) the fair market value of all property which is subject to

the tax imposed by section £001 or £101.
"(d) $60,000 MINIMUMt FOR BASES OF CARRYOVER BASIS PROPERTIES.-

"(1) IN GENERAL.-If $60,000 exceeds the aggregate bases (as
determined after any adjustment under subsection (h) or (c) ) of
all carryover basis property, the basis of each appreciated carry-
over basis property (after any adjustment under subsection (h) or
(c) ) shall be increased by an amount which bears the same ratio
to the amount of such excess as-

"(A) the net appreciation in value of such property, bears
to

"(B) the net appreciation in value of all such property.
"(2) SPECIAL RULE FOR PERSONAL OR HOUSEHOLD EFFECT.-For

purposes of paragraph (1), the basis of any property which is a
personal or household effect shall be treated as not greater than
the fair market value of such property.

"(3) NONRESIDENT NOT cirizEN.-This subsection shall not
apply to any carryover basis property acquired from any decedent
who was (at the time of his death) a nonresident not a citizen of
the United States.

"(e) FURTHER INCREASE IN BASIS FOR CERTAIN STATE SUCCESSION
TAX PAID BY TRANSFEREE OF PBOPERTY.-If-

"(1) any person acquires appreciated carryover basis property
from a decedent, and

"(2) such person actually pavs an amount of estate, inheritance,
legacy, or succession taxes with respect to such property to any
State or the District of Columbia for which the estate is not liable,

then the basis of such property (after any adjustment under subsec-
tion (h), (c), or (d)) shall be increased by an amount which bears
the same ratio to the aggregate amount of all such taxes paid by such
person as-

"(A) the net appreciation in value of such property, bears to
"(B) the fair market value of all property acquired by such

person which is subject to such taxes.
"(f) SPECIAL RULES AND DEFINITIONS FOR APPLICATION OF SUBSEC-

rIoNs (c), (d),AND (e).-



"(1) FAIR MARKET VALUE LIMIATio.-The adjustments under
subsection (c), (d), and (e) shall not increase the basis of prop-
erty above its fair market value.

"(2) NET APPRECIATION.-For purposes of this section the net
appreciation in value of any property is the amount by which
the fair market value of such property exceeds the adjusted basis
of such property immediately before the death of the decedent
(as determined after any ad.justment under subsection (h)).
For purposes of subsection (d), such adjusted basis shall be in-
creased by the amount of any adjustment under subsection (c),
and, for purposes of subsection (e), such adjusted basis shall be
increased by the amount of any adjustment under subsection (o)
or (d).

"(3) FEDERAL AND STATE ESTATE TAXEsr-For purposes of sub-
section (c), the term 'Federal and State estate taxes' means--

"(A) the tax imposed by section 2001 or 2101, reduced by
the credits against such tax, and ....

"(B) any estate, inheritance, leracy,,or succession taxes, for
which the estate is liable, actually paid by the estate to any
State or the District of Columbia.

"(4) CERTAIN MARITAL AND CHARITABLE DEDUCTION PROPERTY

TREATED AS NOT SURJECT TO TAX.-For purposes of subsection (a)
and (e), property shall be treated as not subject, to a tao-,

"(A) with respect to the tax imposed by section 001 or
2101, to the extent that a deduction is allowabli with respect
to such property under section 2055 or 2056 or under section
2106(a) (2), and

"(B) with respect to State estate taxes and with respect
to the State taxes referred to in subsection (e) (2), tothe ex-
tent that such property is not subject to such taxes.

"(5) APPRECIATED CARRYOVER BASIS PROPERTY.-For purposes of
this section, the term 'appreciated carryover basis property' means
any carryover basis property if the fair market value of such
property exceeds the adjusted basis of such property immediately
before the death of the decedent.

"(g) OTHER SPECIAL RULES AND DEFINITIONS.-
"(1) FAIR MARKET VALUE.-For purposes of this section, when

not otherwise distinctly expressed, the term 'fair market value'
mean value as determined under chapter 11.

" (2) PROPERTY PASSING FROM THE DECEDENT.-For purposes of

this section, property passing from the decedent shall be treated
as property acquired from the decedent.

"(3) DECEDENT'S RASIS UNKNoWN.-If the facts necessary to
determine the basis (unadjusted) of carryover basis property im-
mediately before the death of the decedent are unknown to the
person acquiring such property from the decedent, such basis shall
be treated as being the fair market value of such property as of
the date (or approximate date) at which such property was ac-

vquired by the decedent or by the last preceding owner in whose
hands it did not have a basis determined in whole or in part by
reference to its basis in the hands of a prior holder.

"(C4) CERTAIN MORTOAE.-For purposes of subsections (c),
(d), and (e), if-



"(A) there is an unpaid mortgage on, or indebtedness inrespoect of, property,'t(B) such mortgage or indebtedness does not constitute a

liability of the estate, and
"(C) such property is included in the gross estate undi-

miniahed by such mortgage or indebtedness,
then the fair market value of such property to be treated as in-
cluded in the gross estate shall be the fair market value of such
property, diminished by such mortgage or indebtedness.

"(h) ADJUSTMENT TO BASIS FOR DECEMBER 31, 1976, FAIR MARKET
VALUE.-

"(1) MARKETABLE BONDS AND SECURITIES.-If the adjusted basis
immediately before the death of the decedent of any property
which is carryover basis property reflects the adjusted basis of any
marketable bond or security on December 31, 1976, and if the fair
market value of such bond or security on December 31, 1976, ex-
ceeded its adjusted basis on such date, then, for purposes of de-
terndng gain, the adjusted basis of such property shall be in-
creased by the amount of such excess.

"(2) PROPERTY OTHER THAN MARKETABLE BONDS AND SECURITIES.-
"(A) IN OENAL.-If-

"(i) the adjusted basis immediately before the death
of the decedent of any property which is carryover basis
property reflects the adjusted basis on December 31,
1976, of any property other than a marketable bond or se-
curity, and

"(ii) the value of such carryover basis property (as
determined with respect to the estate of the decedent
without regard to section 2032) exceeds the adjusted
basis of such property immediately before the death of
the decedent (determined without regard to this sub-
section),

then, for purposes of determining gain, the adjusted basis of
such property immediately before the death of the decedent
(determined without regard to this subsection) shall be in-
creased by the amount determined under subparagraph (B).

"(B) AMouNr Or INCHASE.-The amount of the increase
under this subparagraph for any property is the sum of-

"(i) the excess referred to in subparagraph (A) (ii),

reduced by an amount equal to all adjustments for de-
preciation, amortization, or depletion for the holding
period of such property, and then multiplied by the
applicable fraction determined under subparagraph
(C). and '

"(ii) the adjustments to basis for depreciation, amor-
tization, or depletion which are attributable to that por-
tion of the holding period for such property which occurs
before January 1, 1977.

"(C) APPLICABLE FRACTroN.-For purposes of subpara-
graph (B) (i), the term 'applicable fraction' means, With re-
spect to any property, a fraction-



"(i) the numerator of which is the number of days in
the holding period with respect to such property which
occurs before January 1, 1977, and

"(ii) the denominator of which is the total number of
days in such holding period.

"(D) SUBSTANTIAL IMPRoEAMErNTs.-Under regulations pre.
scribed by the Secretary, if there is a substanital improve-
ment of any property, such substantial improvement shall be
treated as a separate property for purposes of this paragraph.

"(E) DEEINITONs.-For purposes of this paragraph-
"(i) The term 'marketable bond or security' means

any security for which, as of December 1976, there was a
market on a stock exchange, in an over-the-counter mar-
ket, or otherwise.

"(ii) The term 'holding period' means, with respect to
any carryover basis property, the period during which
the decedent (or, if any other person held such property
immediately before the death of the decedent, such other
person) held such property as determined under section
1223; except that such period shall end on the date of the
decedent's death.

"(i) REOuLATVzoNs.-The Secretary shall prescribe such regulations
as may be necessary to carry out the purposes of this section."

(3) AMENDMENT OF SECTION lo.-Section 1016(a) (relating
to adjustments to basis) is amended by striking out the period at
the end thereof and by inserting in lieu thereof a semicolon and
by adding at the end thereof the following new paragraph:

"(23) to the extent provided in section 1023, relating to carry-
over basis for certain property acquired from a decedent dying
after December 31, 1976."

(4) AMENDMENTS OF SECTION 6 91.-

(A) Section 691(c) (2) (A) (relating to deduction for
estate tax in case of income in respect of decedents) is
amended to read as follows:

"(A) The term estate6 tax' means Federal and State estate
taxes (within the meaning of section 1023(f) (3))."

(B) Section 691(c) (2) (C) is amended to read as follows:
"(C) The estate tax attributable to such net value shall be

an amount which bears the same ratio to the estate tax as
Such net value bears to the value of the gross estate."

(5) REPEAL OF SECTION 1246 (e) .- Section 19246 (relating to gain
on foreign investment company stock) is amended by striking out
subsection (e) and by redesignating subsections (f) and (g) as
subsections (e) and (f), respectively.

(b) NONRECOGNITION OF GAIN WIERE CERTAIN APPRECIATED CARRY-
OVER BASIS PROPERTY IS USED IN SATISFACrTION OF A PECUNIARY BE-
QUEST.-Part III of subchapter 0 of chapter 1 (relating to common
nontaxable exchanges) is amended by adding at the end thereof the
following new section:
"SEC. 1040. USS ('P CRRTA'V AP-RVCIATFl CARVYnVER BASIS PROP-

ERTY TO SATISFY PECUNIARY REQUEST.
"(a) GENERA. RuLE.-If the executor of the estate of any de-edent

satisfies the right of any person to receive a pecuniary bequest.witkap-



preciated carryover basis property (as defined in section 1023(f) (5)),
then gain on such exchange shalt be recognized to the estate only to
the extent that, on the date of such exchange, the fair market value of
such property exceeds the value of such property for purposes of
chapter 11.

"(b) SIMILAR RULE FOR CERTAIN TRusTs.-To the extent provided
in regulations prescribed by the Secretary, a rule similar to the rule
provided in subsection (a) shall apply where-

"(1) by reason of the death of the decedent, a person has a
right to receive from a trust a specific dollar amount which is the
equivalent of a pecuniary bequest, and

"(2) the trustee of the trust satisfies such right with carryover
basis property to which section 1023 applies.

"(c) BASI OF PROPERTY ACQUIRED IN EXCHANGE DESCRIBED IN SUR-
sErToN (a) OR (b).-The basis of property acquired in an exchange
with respect to which gain realized is not recognized by reason of sub-
section (a) or (b) shall be the basis of such property immediately
before the exchange, increased by the amount of the gain recognized
to the estate or trust on the exchange."

(c) LIMITrArON Or INCREASE IN BASIS FOR GIFT TAX PAID To THAT
PORTION OF GIFT TAX ATTRIBUTABLE TO NET APPRECIATION IN VALUE.-
Subsection (d) of section 1015 (relating to increased basis for gift tax
paid) is amended by adding at the end thereof the following new
paragraph:

496) SPECIAL RULE FOR GIFTS MADE AFTER DECEMBER 31, 1976.-

(A) IN GENERAL.-In the case of any gift made after De-
cember 31, 1976, the increase in basis provided by this sub-
section with respect to any gift for the gift tax paid under
chapter 12 shall be an amount (not in excess of the amount
of tax so paid) which bears the same ratio to the amount of
tax so paid as-

"(i) the net appreciation in value of the gift, bears to
"(ii) the amount of the gift.

"(B) NET APPRECIA TIoN.-For purposes of paragraph (1),
the net appreciation in value of any gift is the amount by
which the fair market value of the gift exceeds the donor's
adjusted basis immediately before the gift."

(d) INFORMATION REQUIREMENT.-
(1) IN GENERAL.-Subpart A of part III of subchapter A of

chapter 61 (relating to information concerning persons subject to
special provisions) is amended by inserting after section 6039
the following new section:

"SEC. 6029A. INFORMATION REGARDING CARRYOVER BASIS PROPERTY
ACQUIRED FROM A DECEDENT.

"(a) IN GErERA.-Eve-y executor (as defined in section 2203)
shall furnish the Secretary such information with respect to carryover
basis property to which section 1023 applies as the Secretary may by
regulations prescribe.

"(b) STATEMENTS TOBFURNSHED To PERSONS WHo AcQUIRE PROP-
ERTY FROM A DEcEDENr.-Everv executor who is reouired to furnish
information under subsection (a) shall furnish in writing to each per-
son acquirlnq an item of such property from the decedent (or to whom
the item passes from the decedent) the adjusted basis of such item."
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(2) PENALTzES.-Subcpter B of chapter 68 (relating to assea-
able penalties) is amended by aLing at the end thereof the fol-
lowing new section:

"SEC. 6694. FAILURE TO FILE INFORMATION WITH RESPECT TO CARRY-
OVER BASIS PROPERTY.

"(a) INFORmATrON REQUIRED To BE FURNIsHED TO THE SECRETARY.-
Any executor who fails to furnish informatin required under sub-
section (a) of section 6039A on the date prescribed therefor (deter-
mined with regard to any extension of time for filing), unless it is
shown that such failure is due to reasonble cause and not to willful
neglect, shall pay a penalty of $100 for each such failure, but the total
amount imposed for all such failures shall not exceed $5,000.

"(b) INFORMATION REQUIRED To BE FURNISHED TO BENEFICIARIE.-
Any executor who fails to furnish in writing to each person described
in subsection (b) of section 6039A the information required under
such subsection, unleRs it is shown that such failure is due to reasonable
cause and not to willful neglect, shall pay a penalty of $50 for each
such failure, but the total amount imposed for all such failures shall
not ex-eed $2,500."

(e) CLERICAL AMENDMENTR.-
(1) The table of sections for part II of subchapter 0 of chapter

I is amended by striking out the item relating to section 1023 and
inserting in lieu thereof the following:

"Sec. 1023. Carryover bas for certain property acquired from a de-
cedent dying after December 81, 1976.

"Sec. 1024. Cross references."
(2) The table of sections for part II of subehapter 0 of chap-

ter 1 is amended by adding at the end thereof the following:
"See. 1040. Use of certain appreciated carryover basis property to sat-

isfy pecuniary bequest."

(3) The table of sections for part I of subchapter A of chap-
ter 61 is amended by inserting after the item relating to section
6039 the following:

"Sec. 6089A. Information regarding carryover basis property acquired
from a decedent." ,

(4) The table of sections for subchapter H of chapter 68 is
amended by adding at the end thereof the following:

"See. 6694. Failure to fAle information with respect to carryover basis
property."

(f) EFFECTIVE DATES.-
(1) Except as provided in paragraph (2), the amendments

made by this section shall apply in respect of decedents dying
after December31, 1976.

(2) The amendment made by subsection (c) shall apply to gifts
made after December 31,1976.

SEC. 2206. CERTAIN GENERATION-SKIPPING TRANSFERS.
(a) IMPOSITION OF TA.Y.-Subtitle R (relating to estate and gift

taxes) is amended by adding at the end thereof the following new
chapter:



"CHAPTER 13-TAX ON CERTAIN GENERATION-
SKIPPING TRANSFERS

"SUBCHAPTER A. Tax imposed.
"SUBCHAPTER B. Definitions and special rules.
"SUBCHAPTER C. Administration.

"Subchapter A-Tax Imposed

"Sec. 2601. To imposed.
"Sec. 2602. Amount of taw.
"See. 2603. Liability for tax.

"SEC. 2601. TAX IMPOSED.
"A tax is hereby imposed on every generation-skipping transfer in

the amount determined under section 2602.
"SEC. 2602. AMOUNT OF TAX.

"(a) GENERAL RuL'.-The amount of the tax imposed by section
2601 with respect to any transfer shall be the excess of-

"(1) a tentative tax computed in accordance with the rate
schedule set forth in section 2001 (c) (as in effect on the date
of transfer) on the sum of-

"(A) the fair market value of the property transferred
determined as of the date of transfer (or in the case of an
election under subsection (d), as of the applicable valuation
date prescribed by section 2032),

"(B) the aggregate fair market value (determined for
purposes of this chapter) of all prior transfers of the deemed
transferor to which this chapter applied,

"(0) the amount of the adjusted taxable gifts (within
the meaning of section 2001(b) ) made by the deemed trans-
feror before this transfer, and

"(D) if the deemed transferor hos died at the same time
as, or before, this transfer, the taxable estate of the deemed
transferor, over

"(2) a tentative tax (similarly computed) on the sum of the
amounts determined under subparagraph (B), (C), and (D)
of paragraph (1).

" (b) MULTIPLE SIMULTANEOUS TRANSFERS.-If two or more transfers
which are taxable under section 2601 and which have the same deemed
transferor occur by reason of the same event, the tax imposed by sec-
tion 2601 on each such transfer shall be the amount which bears
the same ratio to--

"(1) the amount of the tax which would be imposed by section
2601 if the aggregate of such transfers were a single transfer, as

"(21) the fair market value of the property transferred in such
transfer bears to the aggregate fair market vaue of all property
transferred in such transfers.

"(c) DEoucrIONs, CREDITS, Er.-
"(1) GENERAL RUL.-Except as otherwise provided in this

subsection, no deduction, exclusion, exemption, or credit shall be
allowed against the tax imposed by section 2601.



".(2) CHARITABLE DEDUCTIONS ALLOwED.-The deduction under
section 055, 1106 (a) (2), or 25, whichever is appropriate, hall
be allowed in determining the tax imposed by section 1601.

"(3) UNUSED PORTION OF UNIFIED CREDIT.-If the generation-
skipping transfer occurs at the same time as, or after, the death
of the deemed transferor, then the portion of the credit under
sectwn 2010(a) (relating to unified credit) which exceeds the
Sum of-

"(A) the tax imposed by section 2001, and
"(B) the taxes theretofore imposed by section £601 with

respect to this deemed transferor,
shall be allowed as a credit against the tax imposed by section
1601. The amount of the credit allowed by the preceding sentence
shall not exceed the amount of the tax imposed by section 1601.

"(4) CREDIT FOR TAX ON PRIOR TRANFERs.-The credit under
section 2013 (relating to credit for tax on prior transfers) shall
be allowed against the tax imposed by section 1601. For purposes
of the preceding sentence, section 1013 shall be applied as if so
much of the property subject to tax under section 1601 as is not
taken into account for purposes of determining the credit allow-
able by section 1013 with respect to the estate of the deemed trans-
feror passed from the transferor (as defined in section 1013) to
the deemed transferor.

"(5) COORDINATION WIT ErSTATE TAX.-

"(A) ADJUSTMENTS TO MARITAL DEDU 7TloN.-If the genera-
tion-skipping transfer occurs at the game time as, or within
9 month after, the death of the deemed transferor, for pur-
poses of section 1056 (relating to bequests, etc., to surviving
spouse), the value of the gross estate of the deemed transferor
shall be deemed to be increased by the amount of such trans-
fer.

"(B) CERTAIN EXPENSES ATTRIBUTABLE TO GENERATION-SKIP-
PING TR NSFER.- f the aeneration-skipping transfer occurs
at the same time as, or after, the death of the deemed trans-
feror, for purposes of this section, the amount taken into
account with respect to such transfer shall be reduced-

" (i) in the case of a taxable termination, by any item
referred to in section 1053 or 205A to the extent that a
deduction would have been allowable under such section
for such item if the amount of the trust had been in-
cludible in the deemed trans.feror's gross estate and if the
deemed transferor had died immediately before such
transfer: or

"(ii) in the case of a taxable distribution, by any ex-
pense incurred in connection with the determinaton, col-
lection, or refund of the tax imposed by section 2601' on
such transfer.

"(0) ('REfIT Fro sTATE INHERITANCE TAX.-If the qenera-
tion-skipping transfer occurs at the same time as, or after,
the death of the deemed transferor, there shall be allowed
as a credit against the tax imposed by section 1601 an amount
equal to that portion of the estate, inheritance, legacy, or



succession tax actually paid to any State or the District of
Columbia in respect of any property included in the genera-
tion-skipping transfer, but only to the extent of the lesser
of-

"(i) that portion of such taxes which is levied on such
transfer, or

"(ii) the excess of the limitation applicable under sec-
tion 2011 (.b) if the adjusted taxable estate of the decedent
had been increased by the amount of the transfer and all
prior generation-skipping transfers to which this sub-
paragraph a applied which had the same deemed trans-
feror, over the sum of the amount allowable as a credit
under section 2011 with respect to the estate of the
decedent plus the aggregate amounts allowable under this
subparagraph with respect to such prior generation-
skipping transfers.

"(d) ALTERNATE VALUATION.-
"(1) IN GENERAL-In the case of-

"(A) 1 or more generation-skipping transfers from the
same trust which have the same deemed transferor and which
are taxable terminations occurring at the same time as the
death of such deemed transferor; or

"(B) 1 or more generation-skipping transfers from the
same trust with different deemed transferors-

"(i) which are taxable terminations occurring on the
same day; and

"(ii) which would, but for section 2613(b) (2), have
occurred at the same time as the death of the individuals
who are the deemed transferors with respect to the trans-
fers;

the trustee may elect to value all of the property transferred in
such transfers in accordance with section 2032.

"(2) SPECIAL RULEs.-If the trustee makes an election under
paragraph (1) with respect to any generation-skipping trans-

er, section 2032 shall be applied by taking into account (in lieu
of thedate of the decedent's death) the following date:

(A ) in the case of any generation-skipping transfer de-
scribed in paragraph (1) (A), the date of the death of the
deemed transferor described in such paragraph, or

"(B) in the case of any generation-skipping transfer de-
scribed in paragraph (1) (B), the date on which such trans-
fer occurred.

"(e) TRA SFyRs WI IN 3 YEARS OF DEATH OF DENF D TNS-
FEROR.-Under regulations prescribed by the Secretary, the principles
of sectioim 2035 shall apply with respect to transfers made during the
3-year period ending on the date of the deemed transferor's death. In
the case of any transfer to which this subsection applies, the amount
of the tax imposed by this chapter shall be determined as if the trans-
fer occurred after the death of the deemed transferor and appropriate
adjustments shall be made with respect to the amount of any prior
transfer which is taken into account under subparagraph (B) or (C)
of subsection (a) (1).



"SEC. 2603. LIABILITY FOR TAX.
"(a) PERSONAL LIABILITY.-

"(1) IN GENRAL.-If the tax imposed by section 2601 is not
paid, when due then-

"(A) except to the extent provided in paragraph (2), the
trustee shall be personally liable for any portion of such tw
which is attributable to a taxable termination, and

"(B) the distributee of the property shall be personally
liable for such tax to the extent provided in paragraph (3).

"(2) LIMITATION OF PERSONAL LIABILITY OF TRUSTEE WHO RELIES
ON CERTAIN INFORMA TION FURNISHED BY THE SECRETARY.-

"(A) INFORMATION WITH RESPECT TO RATEs.-The trustee
shall not be personally liable for any increase in the tax im-
posed by section 9601 which is attributable to the application
to the transfer of rates of tax which exceed the rates of tax
furnished by the Secretary to the trustee as being the rates at
which the transfer may reasonably be expected to be taxed.

"(B) AMOUNT oF RFM, I NING FXCLUSION.-The trustee shall
not be personally liable for any increase in the tax imposed by
section 2601 which is attributable to the fact that-

"(i) the amount furnished by the Secretary to the
trustee as being the amount of the exclusion for a trans-
fer to a grandchild of the grantor of the trust which may
reasonably be expected to remain with respect to the
deemed transferor, is less than

"(ii) the amount of such exclusion remaining with
respect to such deemed transferor.

"(3) LIMITATION ON PERSONAL LIABILITY OF DISTRIBUTEE.-The
distributee of the property shall be personally liable for the tax
imposed by section 2601 only to the extent of an amount equal to
the fair market value (determined as of the time of the distribu-
tion) of the property received by the distributee in the distribution

"(b) LIEN.-The tax imposed by section 2601 on any transfer shall
be a lien on the property transferred until the tax is paid in full or
becomes unenforceable by reason of lapse of time.

"Subchapter B-Definitions and Special Rules

'See. 2611. Generation-kippAng transfer.
"Sec. 2612. Deemed transferor.
"See. 2613. Other definitions.
"See. 2614. Special rules.

"SEC. 2611. GENERATION-SKIPPING TRANSFER.
"(a) GENERATION-SKIPPING TR.4NSFER DEFINED.-For purposes of

this chapter, the terms 'generation-skipping transfer' and 'transfer'
mean any taxable distribution or taxable termination with respect to a
generationsipping trust or trust equivalent.

"(b) GENERATION-SKIPPING TRUST.-For purposes Of this chapter,
the term 'generation-skipping trust' means any trust having younger
generation beneficiaries (within the meaning of section 2613(c) (1))
who are assigned to more than one generation.

"(c) AscERTAINMFNT or GENERTION.-For purposes of this chapter,
the generation to which any person (other than the grantor) belongs
shall be determined in accordance with the following rules:
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"(1) an individual who is a lineal descendent of a grandparent
of the grantor shall be assigned to that generation which results
from comparing the number of generations between the grandpar-
ent and such individual with the number of generations between
the grandparent and the grantor,

"(2) an individual who has been at any time married to a per-
son described in paragraph (1) shall be assigned to the generation
of the person so described and an individual who has been at any
time married to the grantor shall be assigned to the grantor's
generation,

"(3) a relationship by the half blood shall be treated as a rela-
tionship by the whole blood,

"(4) a relationship by legal adoption shall be treated as a rela-
tionship by blood,

"(5) an individual who is not assigned to a generation by rea-
son o the foregoing paragraphs shall be assigned to a generation
on the basis of the date of such individual's birth, with-

"(A) an individual born not more than 121/2 years after
the date of the birth of the grantor assigned to the grantor's
generation,

"(B) an individual born more than 121/2 years but not
more than 371/2 years after the date of the birth of the grantor
assigned to the first generation younger than the grantor, and

"(C) Similar rudes for a new generation every B25 years,
"(6) an individual who, but for this paragraph, would be as-

signed to more than one generation shall be assigned to the young-
est such generation, and

"(7) if any beneficiary of the trust is an estate or a trust, part-
nershi, corporation, or other entity (other than an organization
des.r hed in section 511(a) (2) and other than a charitable trust
described in section 511(b) ( )), each individual having an in-
direct interest or power in the trust through such entity shall be
treated as a beneftiary of the trust and shall be assigned to a gen-
eration under the foregoing provisions of this subsection.

"1(d) GENERATION-mKIPPiNG TRUST EQUIVALENIT.-
"(1) IN GENERAL.-For purposes of this chapter, the term

'generation-skipping trust ewiivalent' means any arrangement
which, although not a trust, has substantially the same effect as a
generation-skipping trust.

"(2) EXAMPLES OF ARRANGEMENTS TO WMICH SUBSECTION RE-
LATrEs.-Arrangements to be taken into account for purposes of
determining whether or not paragraph (1) applies include (but
are not limited to) arrangements involving life estates and re-
mainders, estates for years, insurance and annuities, and split
interests.

i (3) REFERENCES To TRUST INCLUDE REFERENCES TO TRUST EQUIV-
ALENTS.-Any reference in this chapter in respect of a generation-
skipping trust shall include the appropriate reference in respect of
a generation-skipping trust equivalent.

"SEC. 2612. DEEMED TRANSFEROR.
"(a) GENERAL RuLr.-For purposes of this chapter, the deemed

transferorwith respect to a transfer is--



"(1) except as provided in paragraph (2), the parent of the
transferee of the property who is more closely related to the
grantor of the trt than the other parent of such transferee (or
z neither parent is related to such grantor, the parent having a
closer a/nity to the grantor), or

"(2) if the parent described in paragraph (1) is not a younger
generation beneficiary of the trust but I or more ancestors of the
transferee is a younger generation beneficiary related by blood or
adoption to the grantor of the trust, the youngest of such an-
cestor8.

"(b) DETERMINArION OF RELATioNsui.-For purposes of ubsection
(a), a parent related to the grantor of the trust by blood or adoption is
more closely related than a parent related to such grantor by marriage.
"SEC. 261. OTHER DEFINITIONS.

"(a) TAxABLE DISTRIBUTION.-For purposes of this chapter--
"(1) IN GENERAL.-The term 'taxable distribution' means any

distribution which is not out of the income of the trust (within
the meaning of section 643(b)) from a generation-skipping trust
to any younger generation beneficiary who is assigned to a genera-
tion younger than the generation assignment of any other person
who is a younger generation beneficiary. For purposes of the pre-
ceding sentence, an individual who at no time has had anything
other than a future interest or future power (or both) in the trust
shall not be considered as a younger generation beneficiary.

"(2) SOURCE OF DsrRIBurToNs.-If, during the taxable year of
the trust, there are distributions out of the income of the trust
(within the meaning of section 643(b) ) and out of other amounts,
for purposes of paragraph (1) the distributions of such income
shall be deemed to have been made to the beneficiaries (to thesis-
tent of the aggregate distributions made to each such beneflciary
during such year) in descending order of generations, beginning
with the beneficiaries assigned to the oldest generation.

"(3) PAYMENT OF TA.-If any portion of the tax imposed by
this chapter with respect to any transfer is paid out of the in-
come or corpus of the trust, an amount equal to the portion so
paid shall be deemed to be a generation-skipping transfer.

"(4) CERTAIN DISTRIBUTIONS EXCLUDED FROM TAx.-The term
'taxable distribution' does not include-

"(A) any transfer to the extent svuh transfer is to a grand-
child of the grantor of the trust and does not exceed the lim-
itation provided by subsection (b) (6), and

"(B) any transfer to the extent such transfer is subject to
tax imposed by chapter 11 or 12.

"(b) TAxABLr TRmiNATION.-FOr purposes of this chapter-
"(1) IN CFNERAL.-The term 'taxable termination' means the

termination (by death, lapse of time, exercise or nonexercise, or
otherwise) of the interest or power in a generation-skipping
trust of any younger generation beneficiary who is assigned to
any generation older than the generation assignment of any other
person who is a younger generation benefiwary of that trust. Such
term does not include a termination of the interest or power of
any person who at no time has had anything other than a future
interest or future power (or both) in the trust.



"(2) TIME CERTAIN TERMINATIONS DEEMED TO OCCUR.-

"(A) WHERE 2 OR MORE BENEFICIARIES ARE ASSIGNED TO SAME
GENERATION.-In any case 'where B or more younger genera-
tion benefciaries of a trust are assigned to the same genera-
tion, except to the extent provided in regulations prescribed
by the Secretary, the transfer constituting the termination
with respect to each such beneficiary shall be treated as oc-
ctring at the time when the last such termination occurs.

" (B ) SAME BENEFICIARY HAS MORE THAN 1 INTEREST OR
POWER.-In any case where a younger generation beneficiary
of a trust has both an interest and a power, or more than 1
interest or power, in the trust, except to the extent provided
in regulations prescribed by the Secretary, the termination
with respect to each such interest or power shall be treated as
occurring at the time when the last such termination occurs.

"(C) UNUSUAL ORDER OF TFRMINATION.-

"(i) IN GENERAL.-If-
"(1) but for this subparagraph, there would have

been a termination (determined after the applica-
tion of sub paragraphs (A) and (B)) of an interest
or power of a younger generation beneficiary (here-inafter in this subparagraph referred to as the
'younger beneficiary'), and

"(11) at the time such termination would have
occurred, a beneficiary (hereinafter in this subpara-
graph referred to as the 'older beneficiary') of the
trust assigned to a higher generation than the gener-
ation of the younger beneficiary has a present inter-
est or power in the trust,

them, except to the extent provided in regulations pre-
scribed by the Secretary, the transfer constituting the
termination with respect to the younger beneficiary shall
be treated as occurring at the time when the termination
of the last present interest or power of the older bene-
ficiary occurs.

"(ii) SPECIAL RLES.-If clause (i) applies with re-
spect to any younger beneficiary-

"(I) this chapter shall be applied first to the termi-
nation of the interest or power of the older bene-
ftiar/ as if such termination occurred before the
termination of the power or interest of the younger
benef ciary; and

"(II) the )alue of the property taken into account

for purposes of determining the tax (if any) im-
posed by this chapter with respect to the termina-
tion of the interest or power of the younger bene-
f!ciary shall be reduced by the tax (if any) imposed
by this chapter with respect to the termination of
the interest or power of the older beneficiary.

"(D) SPECIAL RLE.-Subparagraph (A) and (C) shall
also apply where a person assigned to the same generation as,
or a higher generation than, the person whose power or inter-
eut terminates has a present power or interest immediately



after the termination and such power or interest arises as a
result of such termination.

"(3) DEEMED TRANSFERAEES OF CERTAIN TERMINATIoN.-Where, at
the time of any termination, it is not clear who will be the trans-
feree of any portion of the property transferred, except to the
extent provided in regulations prescribed by the Secretary, such
portion shall be deemed transferred pro rata to all benefwiarles of
the trust in accordance with the amount which each of them would
receive under a maximum exercise of discretion on their behalf.
For purposes of the preceding sentence, where it is not clear
whether discretion will be exercised per stirpes or per capita, it
shall be presumed that the discretion will be exereied per stirpes.

"(4) TERMINATION OF POWER.-In the case of the termination of
any power, the property transferred shall, be deemed to be the
property subject to the power immediately before the termination
(determined without the application of paragraph (2)).

"(5) CERTAIN TERMINATIONS EXCLUDED FROM r4x,-The term
'taxable termination' does not include-,

"(A) any transfer to the extent such transfer is to a grand-
child of the grantor of the trust and does not exceed the limi-
tation provided by paragraph (6), and

"(B) any transfer to the extent such transfer is subject
to a tax imposed by chapter 11 or 12.

"(6) $.050,000 LIMIT ON EXCLUSION OF TRANSFERS. TO cWnDCHIL-
DREN.-In the case of any deemed tranferor, 'the maximum
amount excluded from the terms 'taxable distribution' and 'tax-
able termination' by reason of provisions exempting from such
terms transfers to the grandchildren of the grantor of the trust
shall be $250,000. The preceding sentence shall be applied to
transfers from one or more trusts in the order in which such
transfers are mode or deemed made.

"(7) COORDINATION WITH SUBSECTION (a).
"(A) TERMINATIONS TAKE PRECEDENCE OVER DISTRIBUT;ONS.-

If-
" (i) the death of an individual or any other occurrence

is a taxable termination with respect to any property,
and

"(ii) such occurrence also requires the distribution of
part or all of such property in a distribution which would
(but for this subparagraph) be a taxable distribution,

then a taxable distribution shall be deemed not to have oc-
curred with respect to the portion described in clause (i).

"(B) CERTAIN PRIOR TRAN5FER.-To the extent that-
"(i) the deemed tran8feror in any prior transfer of

the property of the trust being transferred in this trans-
fer was assigned to the same generation as (or a lower
generation than) the generation assignment of the
deemd transferor in this transfer,

"(ii) the transferee in Such prior transfer was as-
signed to the same generation as (or a higher generation~
than) the generation assignment of the transferee, in this
transfer, and



"(iii) such transfers do not have the effect of avoiding
tam under this chapter with respect to any transfer,

the terms 'taxable termination' and 'tamable distribution' do
not include this later transfer.

"(c) YOUNGER GENERATION BENEFICIARY; BENEFICIARY.-For pur-
poses of this chapter-

"(1) YOUNGER GENERATION BENEFiciARY.-The term 'younger
generation beneficiary' means any beneficiary who is assigned to a
generation younger than the grantor's generation.

"(8) TIME FOR ASCERTAINING YOUNGER GENERATION BENEFI-
CIARIEs.-A person is a younger generation beneficiary of a trust
with respect to any transfer only if such person was a younger
generation beneflicary of the trust immediately before the trans-
fer (or, in the case of a series of related transfers, only if such
person was a younger generation beneficiary of the trust imme-
diately before the first of such transfers).

"(3) BENEFICIARY.-The term 'beneflciary' means any person
woho has a present or future interest or power in the trust.

"(d) INTEREST OR POWER.-For purposes of this chapter-
"(1) INTrRs.-A person has an interest in a trust if such

person-
"(A) has a right to receive income or corpus from the

trust, or
"(B) is a permissible recipient of such income or corpus.

"I) PowER.-The term 'power' means any power to establish
or aTter beneficial enjoyment of the corpus or income of the trust.

"(e) L nrE POWER To APPOINT AMONG LINEAL DESCENDANTS OF
GRANTOR Nor TAKEN INTO ACCOUNT IN CERTAIN CAs.-For purposes
of this chapter, if any individual does not have any present or future
power in the trust oiter than a power to dispose of the corpus of the
trust or the income therefrom to a benefliary or a class of beneficiaries
who are lineal descendants of the grantor assigned to a generation
younger than the generation assignment of such individual, then such
individual shall be treated as not having any power in the trust.

"(f) EFFECT oF AnoersoN.-For purposes of this chapter, a relation-
ship by legal adoption shall be treated as a relationship by blood.
"SEC. 3614. SPECIAL RULES.

"(a) BASIS ADJUSTMENT.-If property is transferred to any person
pursuant to a generation-skipping transfer which occurs before the
death of the deemed transferor, the basis of such property in the hands
of the transferee shall be increased (but not above the fair market
value of such property) by an amount equal to that portion of the tax
imposed by section 2601 with respect to the transfer which is attrib-
utable to the excess of the fair market value of such property over its
adjusted basis immediately before the transfer. If property is trans-
ferred in a generation-skipping transfer subject to tax under this
chapter which occurs at the same time as, or after, the death o] the
deemed transferor, the basis of such property shall be adjusted in a
manner similar to the manner provided by section 1093 without regard
to subsection (d) thereof relatingg to basis of property passing from
decedent dying after December,31,1976, fair market value).
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"(b) NONRESIDENTS Nor CITIZENS OF THE UNITED STATES.-If the
deemed transferor of any transfer is, at the time of the transfer, u
nonresident not a citizen of the United States and-

"(1) if the deemed transferor is alive at the time of the trans-
fer, there shall be taken into account only property which would
be taken into account for purposes of chapter 12, or

"(2) if the deemed transferor has died at the same time as, or
before, the transfer, there shall be taken into account only prop-
erty which would be taken into account for purposes of chapter 11.

(c) DISCLAMERs.-

"For provisions relating tQ the effect of a qualified disclaimer for pur-
poses of this chapter, see section 2518.

"Subchapter C-Administration

"Sec. 2621. Administration.
"See. 2622. Regulations.

"SEC. 2621. ADMINISTRATION.
"(a) GENERAL RULE.Insofar as applicable and not inconsistent

with the provisions of this chapter-
"(1) if the deemed transferor is not alive at the time of the

transfer, all provisions of subtitle F (including penalties) appli-
cable to chapter 11 or section 2001 are hereby made applicable in
respect of this chapter or section 2601, as the case may be, and

"(2) if the deemed transferor is alive at the time of the trans-
fer, all provisions of subtitle F (including penalties) applicable
to chapter 12 or section £501 are hereby made applicable in respect
of this chapter or section £601, as the case may be.

"(b) SECTIONS 6166 AND 6166A Nor APPLICALE.-For purposes of
this chapter, sections 6166 and 6166.4 (relating to extensions of time
for payment of estate tax where estate consists largely of interest in
closely held business) shall not apply.

"(c) RETURN REQUIREMENTS.-
"(1) IN GENERAL.-The Secretary shall prescribe by regulation

the person who is required to make the return with respect to
the tax imposed by this chapter and the time by which any such
return must be filed. To the extent practicable, such regulations
shall provide that-

"(A) the person who is required to make such return
shall be-

"(i) in the case of a taxable distribution, the dis-
tributee, and

"(ii) in the case of a taxable termination, the trustee;
and

"(B) the return shall be filed-
"(i) in the case of a generation-skipping transfer

occurring before the death of the deemed transferor, on
or before the 90th day after the close of the taxable
year of the trust in which such transfer occurred, or

"(ii) in the case of a generation-skipping transfer
occurring at the same time as, or after, the death of
the deemed transferor, on or before the 90th day after the
last day prescribed by law (including extensions) for



filing the return of tax under chapter 11 with respect
to the estate of the deemed transferor (or if later, the
day which is 9 months after the day on which such
generation-skipping transfer occurred)

()INFORMATION R9TRN.-The Secretary may by regulations

require the trustee to furnish the Secretary with such in! orma-
tia as he determines to be necessary for purposes of this
chapter.

"SEC. 2622. REGULATIONS.
"The Secretary shall prescribe such regulations as may be necessary

or appropriate to carry out the purposes of this chapter, including
.regulations providing the extent to which substantially separate and
independent shares of different beneficiaries in the trust shall be
treated as separate trusts."

(b) TECHNICAL, CLERICAL, AND CONFORMING CHANGES.-
(1) CLERICAL CHANG.-The table of chapters for subtitle B is

amended by adding at the end thereof the following new item:

"CHAPTU 18. Tax on certaft generation-sktpping transfers."
(B) CREDIT FOR TAX ON PRIOR 2RAN FERS.-Section 013 (relating

to credit for tax on prior transfers) is amended by adding at the
end thereof the following new subsection:

"(g) TRAru'Nr oF TAX IMPON CERAIN GENERA TION-SKIPPING
TRANsRER---If any property was transferred to the decedent in a

sfr which is table under section B601 (relating to ta imposed
an generation-skipping transfers) and if the deemed transferor (as
defined in section B61B) is not alive at the time of such transfer, for
purposes of this section -

"(1) such property shall be deemed to have passed to the de-
cedent from the deemed transferor;

,"(B ) the taw payable under section 6601 on such transfer shall
be treated as a Federal estate tate payable with respect to the es-
tte of the deemed transferor; and

"(3) the amount of the table estate of the deemed transferor

be increased by the value of such property as determined
for purposes of the tax imposed by section 2601 on the transfer."

(3) INCOME IN RESPECT Or A D8 CEDENT.-Subsectioft (c) of sec-tion 691 (relating to deduction for estate tace) is amended by

adding at the end thereof the following new paragraph:
"t(3) SPECIAL RULE FOR GENFRATION-SKIPPING TRANSFRs-For

purposes of this section-
"(A) the tax imposed by section 2601 or any State inherit-

once tax described, in section 2602(c)(5)(C) on any
generation-skipping transfer shall be treated as a tax imposed
by section 6001 on the estate of the deemed transferor (as
definedin section 2612 (a);

"(H) any property transferred in such a transfer shall be
treated as if it were included in the gross estate of the deemed
ts angferor at the value of such property taken into account
for purposes of the tam imposed by section 2601; and

1(C) under regulations prescribed by the Secretary, any
item of gross income subject to the tax imposed under



section 2601 shall be treated as income described in subsection
(a) if such item is not properly includible in the gross income
of the trust on or before the date of the generation-skipping
transfer (within the meaning of section 2611(a)) and if such
transfer occurs at or after the death of the deemed transferor
(as so defined)."

(4) SPECIAL RULES FOR GENERATION-SKIPPING TRANSFERS.-Seotion
303 is amended by adding at the end thereof the following new
subsection:

"(d) SPECIAL RULES FOR GENERATION-SKIPPING TRANSFER.-Under
regulations prescribed by the Secretary, where stock in a corporation
is subject to tax under section 2601 as a result of a generation-skipping
transfer (within the meaning of section 2611 (a) ), which occurs at or
after the death of the deemed transferor (within the meaning of sec-
tion 2612)-

"(1) the stock shall be deemed to be included in the gross estate
of the deemed transferor;

"(2) taxes of the kind referred to in subsection (a) (1) which
are imposed because of the generation-skipping transfer shall be
treated as imposed because of the deemed transferor's death (and
for this purpose the tax imposed by section 2601 shall be treated
as an estate tax);

"(3) the period of distribution shall be measured from the date
of the generation-skipping transfer; and

"(4) the relationship of stock to the decedent's estate shall be
measured with reference solely to the amount of the generation-
skipping transfer."

(c) EFFECTiVE DATES.-
(1) IN GENERAL.-Except as provided in paragraph (2), the

amendments made by this section shall apply to any generation-
skipping transfer (within the meaning of section 2611 (a) of the
Internal Revenue Code of 1954) made after April 30, 1976.

(2) ExcEPeioNs.-The amendments made by this section shall
not apply to any generation-skipping transfer--

(A) under a trust which was irrevocable on April 30, 1976,
but only to the extent that the transfer is not made out of
corpus added to the trust after April 30, 1976, or

(B) in the case of a decedent dying before January 1,198,
pursuant to a will (or revocable'trust) which was in existence
on April 30, 1976, and was not amended at any time after
that date in any respect which will result in the creation of, or
increasing the amount of, any generation-skipping transfer.

For purposes of subparagraph (B), if the decedent on April 30,
1976, was under a mental disability to change the disposition of
his property, the period set forth in such subparagraph shall not
expire before the date which is 2 years after the date on which
he first regains his competence to dispose of such property.

(3) TRUST EQUIVALENTs.-For purposes of paragraph (2), in
the case of a trust equivalent within the meaning of subsection (d)
of section 2611 of the Internal Revenue Code of 1954, the provi-
swns of such subsection (d) shall apply.



SEC. o27. ORPHANS EXCLUSION.
(a) GENERAL RuLE.-Part IV of subchapter A of chapter 11 (relat-

ing to taxable estate) is amended by adding at the end thereof the
following new section:
"SEC. 2W. BEQUESTS, ETC., TO CERTAIN MINOR CHILDREN.
'"(a) ALL12WANCE OF DEDucTioN.-For purposes of the tax imposed

by section 2001, if--
"(1) the decedent does not have a surviving spouse, and
"(8) the decedent is survived by a minor child who, immediately

after the death of the decedent, has no known parent,
then the value of the taxable estate shall be determined by deducting
trom the value of the gross estate an amount equal to the value of any
interest in property which passes or h7as passed from the decedent to
such child, but only to the extent that such interest is included in deter-
mining the value of the gross estate.

"(b) LIMUTATIoN.-The aggregate amount of the deductions allowed
under this section (computed without regard to this subsection)
with respect to interests in property passing to any minor child shall
not exceed an amount equal to $5,000 multipled by the excess of 21
over the age (in years) which such child has attained on the date of
the decedent's death.

"(a) LIMITATION IN THE CASE OF LIFE ESTATE OR OTHER TERMINABLE
INTEREs.-A deduction shall be allowed under this section with re-
spect to any interest in property passing to a minor child only to the
extent that a deduction would have been allowable under section
2056(b) if such interest had passed to a surviving spouse of the deced-
ent. For.purpose8 of this subsection, an interest shall not be treated
as terminable solely because the property will pass to another person
if the child dies before the youngest child of the decedent attains
age £1.

"(d) DiFrNITION.-For purposes of this section--
"(1) MINOR 'CHLD.--The term 'minor child' means any child

of .he decedent who has not attained the age of 21 before the
ddte of the' decedent's death.

411(2) ADOPTED CHILDRr,.-A relationship by lefial adoption
shall be treated 'as replacing a relationship by blood.

"(3) PROPERTY PASSING FROM THE DECEDENT.-The determination
'of whether an interest in property passes from the decedent to

any person shall be made in accordance with section 2056(d)."
(b) CLERICAL AMENDMENT.-The table of sections for part IV of

subchapter A of chapter 11 is amended by adding at the end thereof
the following new stem:

"Sec. 2057. Bequests, etc., to certain minor children."
(c) EFFECTIVE DATr.-The amendments made by this section shall

apply to the estates of decedents dying after December 31, 1976.
SEC. 2208. ADMINISTRATIVE CHANGES.

(a) FURNISHiNO OF STATEMENT EXPLAINING ESTATE OR GIFT
VALUATION.-

1 (1) IN GeNERAL.-Chapter 77 (relating to miscellaneous pro-
'vsians) is amended by adding at the end thereof the following
new section:
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"SEC. 7517. FURNISHING ON REQUEST OF STATEMENT EXPLAINING
ESTATE OR GIFT VALUATION.

"(a) GENERAL RULE.-If the Secretary makes a determination or
a proposed determination of the value of an item of property for
purposes of the tax imposed under chapters 11, 12, or 13, he shall
furnish, on the written request of the executor, donor, or the person
required to make the return of the tax imposed by chapter 18 (a8 the
case may be), to such executor, donor, or person a written statement
containing the material required by subsection (b). Such statement
shall be furnished not later than 45 days after the later of the date of
Such request or the date of such determination or proposed deter-
mination.

"(b) CONTENTS OF STATEmEN.-A statement required to be furnished
under subsection (a) with respect to the value of an item of property
shall--

"(1) explain the basis on which the valuation was determined
or proposed,

"(2)set forth any computation used in arriving at such value,
and

"(3) contain a copy of any expert appraisal made by or for
the Secretary.

"(c) EFFECT OF STATEMENT.-ECept to the extent otherwise pro-
vided by law, the value determined or proposed by the Secretary with
respect to which a statement is furnished under this section, and the
method used in arriving at such value, shall not be binding on the
Secretary."

(2) CONFORMING AND CLERICAL AMENDMENTS.-
(A) Section 2031 (defining gross estate) is amended by

adding at the end thereof the following new subsection:
"(c) CROSS REFERENCE.-

"For executor's right to be furnished on request a statement regard.
ing any valuation made by the Secretary within the gross estate, we
section 7517."

(B) Section 2512 (relating to valuation of gifts) is
amended by adding at the end thereof the following new
subsection:

"(c) CROSS REFERENCE.-

"For individual's right to be furnished on request a statement regard-
ing any valuation made by the Secretary of a gift by that individual, see
section 7517."

(C) The table of sections for chaeter 77 is amended by
adding at the end thereof the following:

"See. 7517. Furnishing on request of statement expitning estate or
gift valuation."

(b) SPECIAL RULE FOR FILING RETURNS WHERE GIFTS IN CALENDAR

OUARTER TOTAL $25,000 OR Ls.-Rubsection (b) of section 6075 (re-
lating to gift tax returns) is amended to read as follows:

"(b) GIF TAxRETURNS.-
"(1) GENERAL RUT..-Except as provided in paragraph (B)t

returns made under sertion 6019 (relating to gift tares) shall be
filed on or before the 15th day of the second month following the
close of the calendar quarter.



"(2) SPECIAL RULN WHERE GIFTS IN A CALENDAR QUARTER TOTAL
$25,1000 ON LA.-If the total amount of taxable gifts made by a
person durin a calendar quarter is $55,000 or les, the return
under section 6019 for such quarter shall be filed on or before the
1Ath day of the second month after-

* (A) the close of the kret subsequent calendar quarter iv
the calendar year in which Me sum of-

"(i) the taxable gifts made during such subsequent
garter, plus

"(ii) al other taxable gifts made during the calendar
year and for which a return has not yet been required to
be fded under this subsection,

exoeeds $5,000, or
"(B) if a return is not required to be filed under sub-

paragraph (A), the close of the fourth calendar quarter of
the calendar year.

"(3) NONRESIDENTS NOT CITIZENS OF THE UNITED STATE.-In the
ease of a nonresident not a citizen of the United States, paragraph
(5) shall be applied by aubstituting '$15,00' for '$55,000' each
place it appears."

(c) PUBLIC INDEx OF FILED TAX LixNs.-
(1) INITIAL FILING OF NOTICE.-

(A) Section 6353(f) (relating to filing of notice of lien)
w amended by adding at the end thereof the following new
paragraph:

"(4) INDEX.-The notice of lien referred to in subsection (a)
"shall otbe treated as meeting the fling requirements under para-
graph (1) unless the fact of fling is entered and recorded in apublic indeo at the ditrict oice of the Internal Revenue Service
for the district in which the property subject to the lien is
siuaed."

(B) Paragraph () of section 6353(f) is amended by strik-
ing out "paragraph (1)" and inserting in lieu thereof "para-
graphs (1) and (4)".

() FsIING OF NoTICE.-Section 6353(g) (5) (A) (relating to
'49 'ng of'notice of lien) is amended to read as follows:

"(A) if such notice of lien is refiled in the office in which
the prior notice of lien was filed and the fact of refiling is
entered and recorded in an index, in accordance with subset
tion (f) (j); and".

(d) EFFECTIVE DATES.-
(1) The amendments made by subsection (a)-

(A) insofar as they relate to the tax imposed under chapter
11, of the internal Revenue Code of 1954, shall apply to the
estates of decedents dying after December 31, 1976, and

(B) insofar as they relate to the tax imposed under chap-
ter 15 of such Code, shall apply to gifts made after Decem-
ber, 1976.

(8) The amendment made by subsection (b) shall apply to gifts
made after December 31,1976.

(8) The amendment made by subsection (e) shall take effect-
(A) in the case of liens fZed before the dote of the enact-

ment of this Act, on the 270tA day after such date of enact-
ment, or



(B) in the case of liens fild on or after the date of
enactment of this Act, on the 120th day after such date
of enactment.

SEC. 2209. MISCELLANEOUS PROVISIONS.
(a) INCLUSION OF STOCK IN DCEDENr's ESTATE WHERE DECEDENT

RETAINED VoTING RiGHTs.-Subsection (a) of section 2036 (relating to
transfer with retained life estate) is amended by adding at the end
thereof of the following new sentence:
"For purpoee of paragraph (1), the retention of voting rights in
retained stock shall be considered to be a retention of the enjoyment
of such stock."

(b) DISCLAIMERS-
(1) AMENDMENT OF GIFT TAX PROVISIONS.-Subhapter B of

chapter 12 (relating to transfer for purpose of the gift taR) is
amended by adding at the end thereof the following new section:

"SEC. 2518. DISCLAIMERS.
"(a) GENERAL RuLE.-For purposes of this subtitle, if a person

makes a qualified disclaimer with respect to any interest in property,
this ubtitle shall apply with respect to such interest as if the interest
had never been transferred to such person.

"(b) QUALIFIED DISCLAIMER DEFINe.-FOr purposes of subsection
(a), the term 'qualified disclaimer' means an irrevocable and unyuali-
fled refusal by a person to accept an interest in property but only if-

"(1) such refusal is in writing,
"(2) Such writing ie received by the transferor of. the interest,

his legal representative, or the holder of the legal title to the
property to which the interest relates not later than the date
which is 9 months after the later of-

"(A) the day on which the transfer creating the interest in
such person is made, or

"(B) the day on which such person attains age 21,
"(3) such person has not accepted the interest or any of its

benefits, and
"(4) as a result of such refusal, the interest passes to a person

other than the person making the disclaimer (without any direc-
tion on the part of the person making the disclaimer).

"(c) OTHER RuLr.-For purposes of subsection (a)-
"(1) DISCLAIMER OF UNDIVIDED PORTION OF INTERET.-A dis-

claimer with respect to an undivided portion of an interest which
meets the requirements of the preceding sentence shall be treated
as a qualified disclaimer of such portion of the interest.

"(2) PowERs.-A power with respect to property shall be
be treated as an interest in such property."

(2) AMENDMENT Or ESTATE TAX PROVISlNs.-Part III of sub-
chapter A of chapter 11 (relatinqg to gross estate) is amended by
adding at the end thereof the following new section:

"SEC. 2045. DISCLAIMERS.
"For provisions relating to the effect of a qualified disclainer for

purposes of this chapter, see section 2518."
(3) CLERICAL AMENDMENTS-

(A) The table of.sections for subchapter B of chapter 10is
amended by adding at the end thereof the folowinki:



"Sec. 2518. "DiscZpmers.'1
(B) The table of sections for part III of subchapter A of

chapter 11 is amended by adding at the end thereof the
following:
"See. 2045. Dfstdaimers."

(4) TECHNICAL AND CONFORMING CHANGES.-

(A) Paragraph (0) of section 2041 (a) (relating to release
of general powers of appointment) is amended by striking
out the second sentence thereof.
* (B) The first sentence of subsection (a) of section 2055
(relating to transfers for public, charitable, and religious
uses) is amended by striking out "(including the interest
which falls into any such bequest, legacy, devise, or transfer
as a result of an irrevocable disclaimer of a bequest, legacy,
devise, transfer, or power, if the disclaimer is made before
the date prescribed for the filing of the estate tax return)".

(0) The second sentence of subsection (a) of section
5055 is amended-

(i) by striking out "an irrevocable" and inserting in
lieu thereof "a qualified", and

(ii) by striking out "such irrevocable" and inserting in
lieu thereof "such ualifed".

(D) Section 5056 (relatin to bequests, etc., to surviving
spouse) is amended by striking out subsection (d) and by
redesignating subsection (e) as subsection (d).

(E) Subsection (a) of section 2056 is amended by strik-
ing out "subsections (b), (C), and (d)" and inserting in
lieu thereof "subsections (b) and (c)

(F) Subsection (b) of section .514 (relating to powers
of appointment for purposes of the gift tax) is amended
by striinq out the second sentence thereof.

(c) CERTAIN REiRFNNT BEfFIrS.-
(1) EXCLUSION FROM OROSS ESTATE OF INDIVIDUAL RETIREMENT

ACCOuNrs, ET.--'ection 5039 (relating to annuities) is amended
by adding at the end thereof the following new subsection:

"(e) EXCLUsION OF INDIVIDUAL RETIRE'ENT ACCOUNTS, ETc.-Not-
wi~hstanding the provisons of this section or of any other provision
of law, there shall be excluded from the value of the gross estate the
value of an annuity receivable by any benefiiary (other than the
eecutor) under--

"(1) an individual retirement account described in section
408 a,

"(5) an individual retirement annuity described in section
408(b), or

"(3) a retirement bond described in section 409(a).
If any payment to an .account described in paragrph (1) or for an
annuity, described in paragraph (5) or a bond desr ibed in paragraph
(3) was not allowable as a deduction under section 219 and was not a
rollover contribution described in section 402(a) (5), 403(a) (4), 408
(d) (3), or 409(b) (3) (0), the preceding sentence shalg not apply to
that portion of the value.of the amount receivable under such'account,
annuity, or bond (asthe case may be) which bears the same ratio to



the total value of the amount so receivable as the'total amount which
was paid to or for such account, annuity, or bond and which was not
allowable as a deduction under section 019,and was not such a rollover
contribution bears to the total amount paid to or for such account,
annuity, or bond. For purposes of this subsection, the term 'annuity'
means an annuity contract or other arrangement providing for a series
of substantially equal periodic payments to be made to a beffliary
(other than the executor) for his life or over a period extending for
at least 36 months after the date of the decedents death"

(2) ExcLu Nolv FROM GROSS ESTATE OF SErF-EMPLOYED PLANS.-
The fifth sentence of section 2039(c) (relating to exemption of
annuities under certain trusts and plans) is amended to read as
follows: "For purposes of this subsection, contributions orpay-
ments on behalf of the decedent while he was an emp oyee
within the meaning of section 401(c) (1) made under a trust or
plan described in paragraph (1) or (9) shall, to the extent allow-
able as a deduction under section 404, be considered to be made
by a person other than the decedent and, to the extent not so
allowable, shall be considered to be made by the decedent."

(3) EXCLUSION INAPPLICABLE IN CASE OF LUMP BUM DI52rTIBU-
rToNs.-The first sentence of subsection (c) of section 9039 (relat-
ing to exemption of annuities under certain trusts and plans) is
amended by striking out "other payment receivable by any bene-
ficiary" and inserting in lieu thereof "other payment (other than
a lump sum distribution described in section 40(e) (4), deter-
mined without regard to the next to the last sentence of section
402(e) (4) (A) ) receivable by any beneflciary)".

(4) GIFT TAX TREATMENT OF ELECTIONS UNDER CERTAIN RETIRE-
MENT PLANS.-

(A) INDIvzDUAL RETIREMENT ACCOUNTS, ETC.-
(i) Subsection (a) of section 9617 ratingg to certain

annuities under qualified plans) is amended by striking
out "or" at the end of paragraph (3), by striking out
the period at the 'end of paragraph (4) and inserting
in lieu thereof "1; or", and by inserting after paragraph
(4) the following new paragraph:

"(5) an individual retirement account described in section 408
(a) an individual retirement -annuity described in section 408
(b), or a retirement bond described in section 409(a)."

(ii) Subsection (b) of section 2517 (relating to trans-
fers attributable to employee contributions) is amended
by striking out "other than paragraph (4)" and insert-
ing in lieu thereof "other than paragraphs (4) and (5)".

(iii) Subsection (0) of section 9517 (defining em-
ployee) is amended by adding at the end thereof the
following new sentence: "In the case of a retirement
plan described in paragraph (5) of subsection (a), 'such
te means the individual for whose benefit the plan
was established."

(B) SELF-EMPLOYED PLANS.-The last sentence of section
2517(b) (relating to transfers attributable to employee cons
t-butions) is amended to read as follows: "For pur oses of
this subsection, contributions or payments on behalf of an
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individual 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) of subsection (a) shall, to the extent
allowable as a deduction under section 404, be considered to
be made by a person other than such individual and, to the
extent not so allowable, shall be considered to be made by
such individual."

(5) GIFT TAX TREATMENT OF CERTAIN COMMUNITY PROPERTY.-
Section 2517 (relating to certain annuities under qualified plans)
is amended by redesignating subsection (c) (as amended by para-
graph (4) (A) (iii)) as subsection (d) and by inserting after sub-
section (b) the following new subsection:

"(a) EXEMPTION OF CERTAIN ANNUITY INTERESTS CREATED BY COM-
MUNiry PROPERTY LAws.-Notwithtanding any other provision of
law, in the case of an employee on whose behalf contributions or pay-
ments are made--

"(1) by his employer or former employer under a trust or plan
described in paragraph (1) or (2) of subsection (a), or toward
the purchase of a contract described in paragraph (3) of subsec-
tion (a), which under subsection (b) are not considered as con-
tributed by the employee, or

"(2) by the employee to a retirement plan described in para-
graph (5) of subsection (a),

a transfer of benefits attributable to such contributions or payments
shall, for purposes of this chapter, not be considered as a transfer by
the spouse of the employee to the extent that the value of an interest
of such spouse in such contributions or payments or in such trust or
plan or such contract-

" (A) is attributable to such contribution or payments, and
"(B) arises solely by reason of such spouse's interest in com-

munity income under the community property laws of the State."
(d) INCOME TAX TREATMENT OF CERTAIN EXPENSES OF ESTATE.-Sec-

tion 642(g) (relating to disallowance of double deductions) is amended
by inserting after "shall not be allowed as a deduction" the following:
" (or as an offset against the sales price of property in determining gain
or los)".

(e) EFFECTIvE DATES.-
(1) FOR SURSECTION (a).-The amendment made by subsection

(a) shall apply to transfers made after June 92,1976.
(B) FOR SURSECTION (b).-The amendments made bi subsection

(b) shall apply wth respect to transfers creating an interest in the
person dielaiming made after December 31,1976.

(3) FoR SERSCTION (c).-
(A) The amendments made by paragraphs (1), (9), and

(3) of subection (c) shall apply to the estates of decedents
dying after December 31,1976.

(B) The amendments made by paragraphs (4) and (5) of
subsection (c) shall apply to transfers made after Decem-
ber 31, 1976.

(4) FOR SUBsrc T ON (d).-The amendment made by subsection
(d) shall apply to taxable years ending after the date of the enact-
ment of this Act.
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SEC. 2210. CREDIT AGAINST CERTAIN ESTATE TAXES.

(a)IN GENERAL.-Subect to the provisions of subsections (b),I (e),
and (d), credit against the ta imposed by chapter 11 of the Internal
Revenue Code of 1954 (relating to estate tax).with respect to the estate
of LaVere Redfleld shall be allowed by the Secretary of the Treasury
or his delegate for the conveyance of real property located within the
boundaries of the Toiyabe National Forest.

(b) AmouNr OF (REDT-The amount treated as a credit shall b,y
equal to the fair market value of the real property transferred as of
the valuation date used for purposes of the tax imposed (and interest
thereon) by chapter 11 of the Internal Revenue Code of 1954.

( c) DEED ReQUInEsENrs.-The provisons of this section shall apply
on y if the executrioes of the estate execute a deed (in accordance with
the laws of the State in which such real estate is stuated) transfemrrng
title to the United State which is satisfactory to the Attorney General
or his designee.

(d) ACCEPTANCE As NATroNAL Foesr.-The provisions of this sec-
tion shall apply only if the real property transferred is accepted by
the Secretary of Agriculture and added to the Tolyabe Natnal
Forest. The lands shall be transferred to the Secretary of Agriculture
without reimbursement or payment from the Department of
Agriculture.

(e) ITEES.-Unless the Secretary of Agriculture determines ana
certifies to the Secretary of the Treasury that there has been an ex-
peditious transfer of the real property under this section, no interest
payable with respect to the tax imposed by chapter 11 of the Internal
Revenue Code of 1954 shall be deemed to be waived by reason of the
provisions of this section for any period before the date of such
transfer.

(f) EFFECTIVME DATr.-The provisions of this section shall be effec-
tive on the date of the enactment of this Act.



APPENDIX A:
STATEMENT OF MANAGERS FOR AMENDMENT

NUMBERED 35

ESTATE AND GIFT TAX PROVISIONS

Joint Explanatory Statement of the Committee of Conference
The House bill (H.R. 10612) did not contain revisions to the estate

and gift taxes, and as a result Senate amendment numbered 35 will be
taken back to the House of Representatives and Senate in technical
disagreement. The amendment which will be offered in the House of
Representatives and Senate relating to estate and gift taxes substan-
tially modifies the Senate amendment and adopts many of the pro-
visions contained in H.R. 14844. In those cases where the proposed
amendment follows H.R. 14844, the conferees agree with and incorpo-
rate the explanation of those provisions contained in House Report
94-1380 (the Ways and Means Committee Report on H.R. 14844), ex-
cept as modified in this statement.
Unified Credit

H.R. 14844.-Under present law, the estate of each decedent who
was a resident or citizen of the U.S. is entitled to an exemption of
$60,000 for estate tax purposes and a donor who is not a nonresident
alien is entitled to an exemption of $30,000 for gift tax purposes.
H.R. 14844 provides a unified'redit in lieu of the present exemptions
for estate and gift taxes. The amount of the credit is $30,000 for gifts
made in, and for estates of decedents dying in, 1977 and increases
$5,000 each year until 1979 when the credit is $40,000 (equivalent to
an exemption of $153,750).

Senate amendment.-The Senate amendment provides a credit in
lieu of the present exemption for estate tax purposes, but retains the
present gift tax exemption. The amount of the credit is $30,000 for
estates of decedents dying in 1977 and increases $5,000 each year
until 1981 when the credit is $50,000 (equivalent to an exemption of
$197,667).

Conference agreement.-The conference agreement provides a uni-
fied credit of $47,000 (equivalent to an exemption of $175,625) in lieu
of the present exemptions for estate and gift taxes. The credit is to
be phased-in over a 5-year period. Subject to a transitional rule for
certain gifts, the amount of the credit is $30,000 for gifts made in, and
decedents dying in, 1977, $34,000 in 1978, $38,000 in 1979, $42,500 in
1980, and $47,000 in 1981.

The unified credit allowable is to be reduced by an amount equal
to 20 percent of the amount allowed as a specific exemption under
present law for gifts made after September 8, 1976, and before Janu-
ary 1, 1977. However, the unified credit is not to be reduced for any
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amount allowed as a specific exemption for gifts made prior to Sep-
tember 9,1976. As a transitional rule for gift tax purposes, only $6,000
of the unified credit can be applied with respect to gifts made after
December 31, 1976, and prior to July 1, 1977.
Unification of Estate and Gift Tax Rates

H.R. 14844.-Under present law, an estate tax is imposed upon
transfers at death and a gift tax is imposed on gifts during lifetime.
Each tax has a separate rate schedule with the gift tax rate schedule
being three-fourths of the estate tax rate schedule for corresponding
brackets.

H.R. 14844 provides a unified rate schedule for estate and gift taxes.
The lowest effective rate (after taking into account the unified
credit) is 32 percent. The highest rate is 70 percent for cumulative
taxable transfers in excess of $5 million. This provision applies to
estates of decedents dying after December 31, 1976, and gifts made
after that date.

Senate amendment.-No provision.
Conference agreement.-The conference agreement generally! fol-

lows H.R. 14844.
The conference agreement modifies the method of 'determining the

tax imposed on transfers of U.S. property by a decedent who was a
nonresident alien. Since a separate schedule with reduced rates is
provided for estates of nonresident aliens, the deathtime credit, or
"offset," for tax on lifetime transfers, which is applied against the
tax computed on cumulative lifetime and deathtime transfers, is to be
determined under the same rate schedule that is applicable at death
rather than the schedule that applies to the lifetime transfers of all
donors.
Transfers Made Within 3 Years of Death

H.R. 14844.-Under present law, transfers made within 3 years of
death are presumed to be made in "contemplation of death" and in-
cluded in the decedent's gross estate unless the executor can prove to
the contrary.

H.R. 14844 eliminates the contemplation of death presumption and
provides for the inclusion in the decedent's gross estate of all gifts
(in excess of the $3,000 annual exclusion) made within the 3-year
period prior to the decedent's death.

Senate amendment.-No provision.
Conference agreement.-The conference agreement follows H.R,

14844.
This provision applies to gifts made after December 31,1976.

Gross-up for Gift Taxes
H.R. 14844.-Under present law, the tax paid with respect to a gift

is not included in the estate or gift tax base. Thus, an amount equal to
the gift tax will be removed from a decedent's gross estate and also al-
lowed as a credit against estate tax if the gift is included in the gross
estate even though the transfer is a "death-bed transfer." However,
if the transfer h-ad not been made during lifetime, the entire amount
would be included in the decedent's gross estate.

H.R. 14844 requires the gift tax on gifts made within 3 years of the
decedent's death to be included (or "grossed-up") in the decedent's
gross estate.
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This provision applies to gifts made after December 31,1976.
Senate amendment-No provision.
Conference agreement.-The conference agreement follows H.R.

14844.
Increase in Estate Tax Marital Deduction

H.R. 14844.-Under present law, the estate of each decedent is per-
mitted a deduction for property passing to a surviving spouse up to
one-half of the adjusted gross estate.

H.R. 14844 increases the maximum estate tax marital deduction to
the greater of $250,000 or one-half of the decedent's adjusted gross
estate.

This provision applies to estates of decedents dying after Decem-
ber 31,1976.

Senate amendment.-The Senate amendment is the same as H.R.
14844.

Conference agreement.-The conference agreement follows both
H.R. 14844 and the Senate amendment.
Increase in Gift Tax Marital Deduction

H.R. 1484.-Under present law, in the case of gifts, the maximum
allowable deduction is one-half of the value of the property transferred
to the spouse.

H.R. 14844 provides an unlimited marital deduction for the first
$100,000 of lifetime transfers to a spouse. Thereafter, the deduction
allowed is 50 percent of gifts in excess of $200,000.

This provision applies to gifts made after December 31, 1976.
Senate amendment.-No provision.
Conference agreement.-The conference agreement follows H.R.

14844.
Joint Interests

H.R. 14844.-Under present law, the entire value of property owned
in joint tenancy is included in the decedent's gross estate except for
the portion of property which is attributable to the consideration
furnished by the survivor.

H.R. 14844 replaces the "consideration furnished test" with a frac-
tional interest rule in certain cases where property is held by husband
and wife with rights of survivorship. Under the fractional interest
rule, where a joint tenancy is created by a transfer subject to gift tax
at the time of creation, the property is then treated as belonging 50
percent to each spouse for estate tax purposes.

This provision applies to joint interests created after December
31,1976.

Senate amendment.-No provision.
Conference agreement.-The conference agreement follows H.R.

14844.
Special Valuation for Certain Property

H.R. 1 48..-Under present law, the value of the property included
in the gross estate of the decedent is its fair market value at the
date of the decedent's death (or at the alternate valuation date).
One of the most important factors in determining fair market value
is the "highest and best up" to which the property can be put.



H.R. 14844 provides that, if certain conditions are met, the ex-
ecutor may elect to value qualified real property included in the
decedent's gross estate on the basis of such property's value in its
current use rather than on the basis of its highest and best use. Qual-
ified real property includes property used for farming or other
closely held business use. This special valuation may not be used to de-
crease the value of the decedent's gross estate by more than $500,000.
Also, H.R. 14844 provides specific valuation methods for qualifying
real property.

In general the tax benefits derived from the special valuation are
recaptured it the property is disposed of to nonfamily members or
ceases to be used for farming or closely held business purposes within
15 years after the death of the decedent (with a phase-out of the
amount recaptured over the last 5 years).

This provision applies to estates of decedents dying after Decem-
ber 31,1976.

Senate amendmet.-The Senate amendment is the same as H.i
14844 except that (1) the special valuation is available for woodland,
open pastoral space and historical sites in addition to farms (but not
other closely held businesses), (2) the special valuation can reduce
the value of the decedent's gross estate by $1 million rather than
$500,000 and (3) specified valuation methods for qualifying real
property are not provided.

The Senate amendment provides for recapture similar to H.R. 14844
but shortens the recapture period to 10 years (with a phase-out of the
amount recaptured over the last 8 years).

A Senate floor amendment (1) modifies the requirements for histori-
cal sites to allow an historical site to qualify if the value is at least 25
percent of the decedent's adjusted gross estate, (2) strikes "pastoral"
from open pastoral space, and (3) allows both the time the decdent
owned the property and the time a member of his family owned the
property to count tor purposes of satisfying the ownership and quali-
fied use requirements (5 out of the 8 years preceding the decedent's
death).

Conference aqreemenwt.-The conference agreement follows H.R.
14844. The conferees intend to make it clear that the rules for special
valuation apply to property which passes in trust. Trust properly shall
be deemed to have passed from the decedent to a qualified heir'to the
extent that the qualified heir has a present interest in that trust
property.
Extension of Time for Payment of Estate Tax

H.R. 1484.-Under present law, the estate tax .enerally must be
paid nine months after the decedent's death. However, there are two
provisions which permit the estate tax to be paid over a period of up
to 10 years. In order to qualify under the first provision (see. 6166), the
value of the closely held business must exceed 35 percent of the value of
the gross estate or 50 percent of the taxable etate of the decedent.
In order to qualify under the second provision (sec. 6161), the executor
must show that payment on the original due date would cauise "undue
hardship."

H.R. 1'844 modifies the first provision discussed above (see. 6166)
by providing for extended payments during a 15-year period for the



estate tax attributable to a farm or other closely held business (in-
cluding a trade or business of being an artist, craftsman, etc.) In
order to qualify, the farm or other closely held business must con-
stitute at least 65 percent of the adjusted gross estate. No tax (i.e., only
interest) must be paid during the first 5 years and thereafter the tax is
payable in equal installments over the next 10 years. A special 4 per-
cent interest rate is provided for the estate tax attributable to the first
$1 million of farm or other closely held business property.

H.R. 14844 substitutes a "reasonable cause" standard for the ten-
year discretionary extension of estate tax instead of the existing "un-
due hardship" standard.

A special lien is provided for payment of the deferred taxes and,
where this lien procedure is followed, the executor is discharged from
personal liability.

This provision applies to estates of decedents dying after December
81,1976.

Senate amendmet.-The Senate amendment is the same as H.R.
14844 except that (1) in order to qualify, the value of the farm or
closely held business must exceed 35 percent of the value of the gross
estate or 50 percent of the taxable estate of the decedent, (2) the tax is
payable in 12 annual installments beginning at the end of the third
year following the due date for the estate tax return, and (3) the
special interest rate is 6 percent.

Conference agreement.-In general, the conference agreement makes
4 changes to existing law.
. First, the conference agreement follows both H.R. 14844 and the
Senate amendment which substitute a "reasonable cause" standard for
the "undue hardship" standard under present law in the case of the
ten-year discretionary extension for payment of estate tax (see. 6161
(a) (2)). For this purpose, the term "reasonable cause" is to have the
same meaning as under present law for granting discretionary exten-
sions up to twelve months regss. § 20.6161-1(a)).

Second, the conference agreement retains the present ten-year ex-
tension for payment of estate tax (see. 6166) where the value of a
closely held business exceeds 35 percent of the value of the gross
estate or 50 percent of the taxable estate of the decedent.

Third, the conference agreement adopts the 15-year extension con-
tained in H.R. 14844 as an alternative provision for extending the
payment of estate tax attributable to a closely held business that
constitutes 65 percent of the decedent's adjusted gross estate.

Fourth, the conference agreement provides a special lien proce-
dure for payment of the estate tax deferred under either of the two
extensions for closely held businesses. The executor will be discharged
from personal liability where this special lien procedure is followed.
Carryover of Basis of Property

H.R. 14844-inder present law, the cost or other basis of property
acquired from or passing from a decedent generally is "stepped-up" to
its fair market value at the date of death (or the alternative valuation
date). However, where property is transferred by gift, the basis of the
property in the hands of the donee is generally the same as the donor's
basis (i.e., the.donor's basis is "carried over" to the donee).



H.R. 14844 provides that the basis of most property acquired from or
passing from a decedent who dies after December 31,1976, is to be the
same as the decedent's basis immediately before his death (with certain
adjustments). The aggregate basis of all carryover basis property may
be increased to a minimum of $60,000. In addition, a $10,000 exemption
is provided for household and personal effects of the decedent. The
provision is effective for property passing from decedents dying after
December 31, 1976.

Senate amendment.-No provision.
Conference agreement.-The conference agreement follows HI.

14844 with one modification. Under this modification, the adjusted
basis of property which the decedent is treated as holding on Decem-
ber 31 1976, is increased, for purposes of determining gain (but not
loss), by the amount by which the fair market value of property on
December 31, 1976, exceeds its adjusted basis on that date. However,
the basis cannot be increased above its estate tax value. In essence, this
modification continues existing law with respect to appreciation in
property accruing before January 1, 1977, and provides everyone with
a "fresh start."

The "fresh start" rule is applicable to any property held by the
decedent which reflects the basis of that property on December 31, 1976.
Thus, property held by the decedent at his death which he acquired in
a nontaxable exchange with other property which the decedent held on
December 31, 1976, is eligible for the "fresh start" provision. Likewise,
property acquired by the decedent as a gift or from a trust (see dis-
cussion below) qualifies for the "fresh start" treatment if the donor or
trustee held the property on December 31, 1976. The Treasury Depart-
ment is to issue regulations providing rules where the decedent has
property which reflects the basis of property held on December 31,
1976, to which the decedent has made capital improvements or other
additions to the basis of the property.

In order to avoid the necessity of obtaining an appraisal on all
property held on December 31, 1976, the conference agreement con-
tains a provision which requires that all property other than securities
for which market quotations are readily available, is to be valued
under a special valuation method. The special rule is to be used where
the carryover basis property is property whose basis does not reflect
the basis of property which, on December 31, 1976, was a marketable
bond or security. In general, the special rule determines the adjustment
by assuming tlat any appreciation occurring since the acquisition of
the property until the date of the decedent's death occurred 'at the
same rate over the entire time that the decedent is treated as holding
the property.

Under the special rule, the amount of the increase in basis is equal
to the sum of (1) the amount of all depreciation, amortization, or de-
pletion allowed or allowable with respect to the property during the
period the decedent is treated as holding the property prior t4 Jan-
uary 1, 1977, and (2) the portion of the appreciation on the asset since
its purchase that is assumed to have occurred during the period tat
the decedent is treated as holding the property prior to January 1,
1977.



The appreciation treated as occurring before December 31, 1976,
is determined by multiplying the total amount of appreciation over
the entire period during which the decedent is treated as holding the
property by a ratio. The ratio is determined by dividing the number
of days that the pro perty is considered to be held by the decedent be-
fore January 1, 1977, by the total number of days that the property
is considered to be held by the decedent.

The total amount of appreciation is computed by subtracting from
the fair market value of the property on the date of the decedent's
death a recomputed basis, which is basically equal to the purchase cost
of the property. For purposes of this rule, the fair market value of
Property on the date of the decedent's death is to be determined under

e special valuation rule for farms or other closely held businesses if
that rule is elected for estate tax purposes (sec. 2032A), but deter-
mined without regard to the alternate valuation rule (sec. 2032).

The special valuation method must be used for all property other
than marketable bonds or securities. Thus, the special valuation meth-
od must be used even though the executor or beneficiary of the decedent
can establish the fair market value of the property on December 31,
1976, is other than the value determined under the special valuation
method.

Where the decedent (or his predecessor) made a substantial im-
provement to any property, the Treasury Department is to issue regu-
lations under which that substantial improvement is treated as a sepa-
rate property for purposes of this special rule.

Under the conference agreement, the December 31, 1976. value of
marketable bonds or securities must be determined by their market
value on December 31, 1976. Marketable bonds or securities are securi-
ties which are listed on the New York Stock Exchange, the American
Stock Exchange, or any city or regional exchange in which quotations
appear on a daily basis, including foreign securities listed on a recog-
nized foreign national or regional exchange; securities regularly
traded in the national or regional over-the-counter market, for which
published quotations are available; securities locally traded for which
quotations can readily be obtained from established brokerage firms;
and uilits in a common trust fund. The value of such securities is to
be determined using the normal methods of valuation for estate and
gift tax purposes.

Where the "fresh start" rule applies, the amount of the increase in
basis that is permitted under the "fresh start" rule is not to be reduced
even though the property is subject to depreciation, depletion, etc.
The Treasury Department is to issue regulations determining the
application of the "fresh start" rule where gain from the sale of the
property is subject to special rules taxing all or a portion of the gain
as ordinary income (sec. 306, 1245, 1250, etc.) and where the property
,is held by a trust or partnership in which the decedent was a benefi-
ciary or a partner.

Any increase in basis permitted by the "fresh start" rule is made
before any other adjustments are made to the property's basis for
]Federal and State death taxes and minimum basis.

The carryover basis provision is effective for property acquired from,
or passing from, a decedent after December 31,1976.



Generation-Skipping Transfers
H.R. 14844.-Under present law, a gift or estate tax is generally im-

posed upon the transfer, of property by gift or by reason of death.
However, the termination of an interest of a beneficiary (who is not
the grantor) in a trust, life estate, or similar arrangement is not a
taxable event unless the beneficiary under the trust has a general
power of appointment with respect to the trust property. H.R. 14
imposes a tax in the case of generation-skipping transfers under a
trust or similar arrangement. An exclusion is provided for transfers
to a grandchild of a grantor of the trust to the extent that the total
transfers per child of the grantor do not exceed $1 million.

Senate amend .ent-The Senate amendment is basically the same
as H.R. 14844 except that no exclusion is provided for transfers to a
grandchild of the grantor.

Conferewe agreement.-The conference agreement generally fol-
lows the rules of the House bill with respect to technical matters, and
the conferees agree with the explanation of these provisions appear-
ing at pages 46-59 of House Report 94-1380 (the Ways and Means
Committee Report on H.R. 14844), except as modified in this report
Under the conference agreement, the exclusion for transfers to a
grandchild of the grantor is $250,000.

The conference agreement also includes several technical amend-
ments to H.R. 14844.

As under H.R. 14844, the basis of property which is subject to tax as
a generation-skipping transfer is to be increased (but not above t$
value of this property used in determining the amount of the tax) b
an amount equal to the tax imposed with respect to the appreciation
element in the value of the property (determined as of the applicable
valuation date). Property in a generation-skipping trust is also to
receive the benefit of the "fresh start" based on a December 31, 1976
valuation date, which is provided, under the conference agreement,
for property passing or acquired from a decedent (in connection with
the rules under the conference agreement concerning carryovere
basis"). Of course, this "fresh start" is only to be available to the
extent that property passing through the trust is subject to the tax
on generation-skipling transfers and the taxable transfer occurs at
or after the death of the deemed transferor. Where these conditions
are satisfied, property held in a generation-skipping trust, or by the
grantor of a generation-skipping trust, on December 31, 1976. is to
receive an adjustment to basis equal to the excess (if any) of the fair
market value of the property on that date over the basis of the
property in the hands of the trust or its grantor, for purpoes of de-
termining gain but not loss. Other issues in this area are to be deter-
mined under regulations and, to the extent practicable, the rules
with respect to carryover basis in the caqe of property which is subject
to the tax on generation-skippinp transfers are to be similar to the
niles which apply in the cas-e of other propertv pRqsi"t or acquired
from a decedent. Of course, the trist is not to be eligible for the
$60,000 minimum basis or tle $10.000 exclusion for personal or house-
hold effects. (Even if these provisions were applicable they would be
fully utilized by the estate of the deemed transferor in almost every
case.)
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The conference agreement provides that the alternate valuation date
is to be available where a taxable termination occurs at the death of the
deemed transferor. In this case the election to use the alternate valua-
tion date is to be made by the trustee of the generation-skipping trust
(who is also thbperson liable for the tax under these circumstances)
and it is not required that the executor of the deemed transferor's
estate also elect the alternate valuation date (since different persons
are liable for the tax and the estate and the trust may have a different
investment experience during the 6-month period). The trustee is
required to make a timely filing of the tax return (including any
extensions) in order to receive the alternate valuation date. Each
trustee of a trust in which there is a taxable termination may elect the
alternate valuation date for the property subject to tax, regardless
of whether any trustee of any other trust as to which there is a taxable
termination upon the death of the deemed transferor also elects the
alternate date. However, where more than one taxable termination
occurs in the same trust at the same time, the trustee must select the
same valuation date for all the transferred property.

As explained in the Ways and Means Committee Report (p. 50),
where two or more members of the same generation have present inter-
eke in the same trust, a taxable termination generally does not occur
until the last of these interests terminates. Under the conference agree-
ment, the alternate valuation date is also to be available in these cir-
cumstances. For example, if a trust is created providing discretionary

button of income to the grantor's children, A, B, and C, with theunder to be distributed to the grantor's great-grandchildren, then

the death of the survivor of A, B, and C, the trustee could elect
ue the alternate valuation date (6 months from the death of the

vor) with respect to all of the trust assets.
.i addition, the conference agreement modifies the rule on termina-
tons to cover cases where members of several different generations
have a present interest or power in the same trust. Under these cir-
cumstances, if the interest of the member (or members) of the younger
generation terminate first (because of an unusual order of death, or
for some other reason), tax is to be postponed until the interest of the
older generation also terminates. For example, assume that a discre-
tionary trust is created providing the income for life to the grantor's
spouse and his two children, A and B, with the remainder to be dis-
tributed to their grandchildren. Under the conference agreement if A
and B both predecease the spouse, no taxable termination would occur
until the death of the spouse, at which time a taxable termination
would occur. (A and B would be the deemed transferors, and the tax
base would be determined at the time of the taxable termination,
i.e., the death of the spouse.)

These rules concerning postponed terminations apply where two or
more persons hold present interests or powers in the trust simultane-
ously, and also apply where a beneficiary who is a member of the same
(or a higher) generation as the beneficiary whose interest has ter-
minated holds a present interest or power in the trust immediately
'after the termination. For example, assume that the trust provides
income for life to the grantor's nephew, subject to a limited power
of appointment exercisable by the nephew upon his death, with the
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principal to be distributed to the nephew's issue. If the nephew
exercises the power by providing that the trust income is to be paid
to his wife for life, before the distribution of principal to his issue,
tax is postponed until the death of the wife. (Of course, only one tax
is imposed at that time, the nephew is the deemed transferor, and the
tax base is computed as of the date of the death of the nephew'sspouse.)

In certain cases, the rule under the conference agreement may cause
several taxable terminations to occur at the same time. For example,
assume a trust is created for the benefit of the grantor's nephew and
his nephew's son for life, with the remainder to be distributed to the
nephew's grandson. If the nephew's son dies before the nephew, no tax
would be imposed at that time; upon the death of the nephew, how-
ever, a tax would be imposed on the termination of the nephew's inter-
est. The amount of this tax would then be deducted from the tax base
(the value of the trust assets) and the tax which had been postponed

upon the death of the nephew's son would then be imposed. (The rea-
son for deducting the tax imposed on the termination of the nephew's
interest is to avoid a double tax; the net result under the conference
agreement is that the generation-skipping tax will be essentially the
same, even where there is an unusual order of death.)

The conference agreement also provides that in connection with the
credit for previously taxed property, the value of the property subject
to the tax on generation-skipping transfers which is not taken fito
account for purposes of the estate tax (e.g., the excess over the actu-
arial value of the deemed transferor's life interest taken into account
under present law) is to be ,taken into account for purposes of the
credit allowed for the generation-skipping transfer tax. Minor tech-
nical changes are made with respect to the marital deduction, and the
deduction for losses and expenses of the trust. The conferees intend
that any permitted increase in the amount of the marital deduction by
reason of a generation-skipping transfer occurring after the death of
the decedent is not to be treated as a terminable interest solely by
reason of the fact that the maximum amount of the deduction is not
known as of the date of the decedent's death. The conference agree-
ment also provides that. where certain rights to income are subject to
the tax on generation-skipping transfers, the income tax treatment
of so-called "income in respect of a decedent" will apply to certain
types of income. Thus the recipient of this income (whether the trus-
tee or a beneficiary of the trust) is entitled to a deduction (in com-
puting the income tax on this income) for the generation-skipping tax
in the same way as the recipient is allowed a deduction for the estate
tax under present law (sec. 691(c) ). Also, under the conference agree-
ment, where a generation-skipping transfer which is subject to tax
occurs after the death of the deemed transferor, section 303 treatment
is to be available. The trust and the actual estate of the deemed trans-
feror are to be treated separately for purposes of the section 303
qualification requirements.



The conference agreement also provides that where the deemed
transferor dies within three years after a generation-skipping trans-
fer, the transfer is to be brought back for purposes of the tax on
generation-skipping transfers. (This is closely analogous to the estate
tax treatment of gifts made within 3 years of the decedent's death
under the conference agreement for estate tax purposes.) In other
words, the generation-skipping transfer is to be taxed, under these
circumstances, at the deemed transferor's transfer tax rate taking
account his cumulative lifetime and deathtime transfers (and not just
his adjusted taxable gifts as of the date of the generation-skipping
transfer).
-The conferees also wish to clarify that for purposes of the new dis-

claimer rules (sec. 2518), the event which triggers the 9-month period
allowed for an effective disclaimer is the generation-skipping trans-
forl(either a taxable termination or a taxable distribution).
,Under the conference agreement, returns are to be filed in accord-

ance with regulations. To the extent practicable, the regulations are
to provide that the return is to be filed by the trustee in the case of a
taxable termination, and by the distributes in the case of a taxable
distribution. In the case of a generation-skipping transfer occurring
before the death of the deemed transferor (generally a taxable dis-
tribution), the return isnotdue until 90 days after the close of the
taxable year of the trust in which the transfer occurs. In the case of
a transfer occurring at or after the death of the deemed transferor,
the return is due at the later of (1) 90 days after the, estate tax return
otthe deemed transferor is due, or (2) 9 months after the generation-
skipping transfer occurs. (Rule (2) will generally be used in cases
where a taxable termination is postponed because there are several
present interests in the same trust.) The Treasury Department is given
reglatory authority to require the filing of such information returns
asey be needed. The conferees intend that the Service will establish
promaures whereby the person required to file a return in connection
with any generation skipping transfer may receive information from
the Service concerning the deemed transferor's marginal transfer tax
rate, base, and other information which is necessary in order -to
properly prepare the return (or any refund claim).
,,Under the conference agreement, generation-skipping transfers are

generally subject to the procedural rules of Subtitle F which are ap-
plicable to gift and estate taxes but. of course, the specific provisions
of the-cenference agreement override this general rule in the area of
filing requirements, However, where not inconsistent with the confer-
enc agreement, the provisions of Subtitle F apply and the Internal
Revenue Service, for example, may grant an extension of up to 6
months for filing any return required with respect to a generation-
skipping transfer, where reasonable cause can be shown (sec. 6081),
or grant Fn extension for the payment of the tax (see sec. 6161).
,Jhe conferees also wish to clarify several additional points.



The conference agreement provides that transfers to the grandchild
of the grantor of a trust are not to be treated as taxable -transfers
except to the extent that the total amount of the transfers exceed
$250,000 for each deemed transferor (i.e., the child of the grantor
who is the parent of the grandchild receiving the transfer). This
exclusion is to be available in any case where the property vests
in the grandchild (i.e., the property interests will be taxable in the
grandchild's estate) as of the time of the termination or distribution,
even where the property continues to be held in trust for the grand-
child's benefit, and regardless of whether the grandchild receives his
interest under the express terms of the trust, or as the result of the
exercise (or lapse) of a power of appointment with respect to the
trust.

Under the conference agreement, the Treasury Department is given
authority to prescribe "separate share" rules, to determine whether a
trust in which there are several interests should be treated as one
trust, as two or more separate trusts. For this purpose, it is expected
that the regulations will, to the extent practicable, prescribe rules
which are substantially similar to those which apply presently to the
income taxation of trusts (under Subchapter J).

Under the conference agreement, where a beneficiarylias more than
one interest or power in a generation-skipping trust, the Imposition of
the generation-skipping tax is generally delayed until the termination
of the last power or interest of that beneficiary in the trust. For ex-
ample, where an individual is entitled to receive all of the trust income
until the individual dies or reaches age 85 and also has a power com-
mencing at age 35 to withdraw 5 percent of the trust cous for life,
the generation-skipping tax will be imposed at the death of the in-
dividual and not when the individual reaches age 35.

However, the amount subject to tax at that time is the cumulative
value (not in excess of 100 percent of the value of the trust assets deter-
mined as of the time of the termination or the alternate valuation
date) subject to these interests and powers. In this case, the individual
held a full income interest in the trust until age 35, so the tax base is the
value of the trust assets (determined as of the time of the taxable
termination, ie., the individual's death). If the individual had held
only a power to withdraw 5 percent of the trust corpus annually (or
$5,000, whichever is greater), the tax base equals the value of the
trust corpus determined as of the date of the individual's death (i.e.,
the date of the taxable termination) because the entire trust was
"subject to the power." (This is the result regardless of the number
of years for which the power was held, exercised, or allowed to lapse,
and regardless of the average value of the trust during this period.)'
Likewise, if the individual were a beneficiary under a power to invade
corpus subject to an ascertainable standard relating to his health, ed-

'The interpretation given to this ,nrovlston ho the example appearing in the flt foll
paragraph on page .4 of the Ways and Means Committee Report Is inconsistent with theinent of the conferees. Under the conference agreement the foil value of the trust corpus
is to be treated as the tax base (In the example appearing on pace 54. the tax base equals
$90,000 plus any appreciation accumulated at the end of the 15-year period, and subject
to any adjustments chargeable to corpus.)



ucation, support or maintenance, the tax is to be the value of the trust
corpus (determined as of the date of the termination) because the full
trust is subject to the power.

The assignment of a beneficiary's interest in a generation-skipping
trust is not to be treated as a taxable termination. For example, assume
a trust provided that the income was to be paid to the grantor's
nephew for life, with the remainder to be distributed to the nephew's
son upon his death. If the nephew assigned his life income interest
(with or without receiving consideration), this would not consti-
tute a termination of that interest for purposes of the tax on genera-
tion-skipping transfers. However, the death of the nephew would
institute a taxable termination and the tax would be imposed based
upon the value of the trust at that time.

In the case of a taxable distribution, the "transferee" for purposes
of the tax on generation-skipping transfers is, of course, the person
receiving the distribution. In the case of a taxable termination the
transfereee" is generally any person who has a present interest or
power in the trust or trust property after the termination. ' For ex-
ample, assume that a trust is created for the benefit of the grantor's
nephew for life, then to the nephew's son for life and, upon the death
of the nephew's son, the entire trust is to be distributed to the issue
of the nephew's son, per atirpe. Upon the death of the nephew, the
nephew's son is the transferee with respect to the entire trust (because
he is entitled to all of the trust income). Upon the death of the neph-
ew's son, each of his issue entitled to receive a portion of the trust
assets is to be treated as a transferee to the extent of that portion. The
same result would follow in the case of a trust which provided that
upon the death of the nephew the income was to be distributed, on a
discretionary basis, to the nephew's son and the son's issue with the
princil to be distributed to the issue of the nephew's son upon the
son' death; in this case the nephew's son would be the transferee of
the entire trust upon the death of the nephew.' Upon the death of the
nephew's son, his issue would become the transferees.

The term "transferee" is to be further defined in regulations. The
conferees intend that these regulations will prevent situations where
attempts are made to minimize tax through the use of nominal
transferees.

Under the conference agreement, as under H.R. 14844 (Ways and
Means Committee Report, p. 53) there are rules designed to prevent
the imposition of a second tax "to the extent that" the value of the

'Gamily the person would receive his present Interest immediately after the taxable
termination. However, in certain cases, there mirht le en Intervening Interest in a person
(A, a charity) which Is not a transferee (see. 2611(c) ()). In this ease, the transferee i
the person having the next succeeding Interest. (In the example which appears in the text
the nephew's son would be the transferee upon the death of the nephew, even if the trust
Provided that the Income was to be said to charity for 10 years after the date of the
nephew's death. Of coure, If the nephew's son died before the expiration of the 10-year
Intervening interest, no taxable termination would eccur upon his death under the con-
fenee agreement hecn'Me the nephew's son would never have held anything other than
a "future interest" In the trust (se. 2618(b) (I)),)'The ne-hew's son has an income Interest in the entire trust, he renreeents the oldest
geseration then having a present interest or power and, for purposes of determining who
is a transferee; it in presumed coder the conference agreement that any discretion with
respect to the trust will be exercised per sitrpa (sec. 2613(b) ()).
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property in the trust has already been taxed once to a particular gen-
eration. For example, assume that a trust ?r ides income for life to
the grantor's nephew, then to the nephew a son for life, then to the
grantor's niece for life and upon her death the principal is to be dis-
tributed to her daughter. Assume that all of these transfers in fact
occur, and that upon the death of the nephew the value of the trust
assets subject to tax i $100.000: upon the death of the niece the value
of the trust assets is $200,000. Under the conference agreement, only
$100.000 is to be subject to tax upon the death of the niece, because
$100,000 of value was previously subject to generation-skipping tax
upon the death of the nephew.

Also, under the conference agreement, these rules preventing the
imposition of a second tax (where there are two or more deemed trans-
fers of the same trust property attributable to the same generation)
are not to be applied where this would have the effect of avoiding the
tax with respect to any other transfer.

The conference agreements generally follows the nile of the Senste
bill with respect to the effective dates with certain modifications. Thus,
the tax does not apply in the case of transfers under irrevocable trusts
in existence on April 30, 1976, or in the case of decedents dvini before
January 1, 1982, pursuant to a will (or revocable trust) which was in
existence on April 30, 1976, and which was not amended (except in
respects which do not result in the creation of, or increase the amount
of, a generation-skipping transfer) at any time after that date. The
1982 date is extended in certain cases where the testator is incompetent
to change his will.

For purposes of this transitional rule, a change of trustee is not a
change creating or increasing the amount of a generation-skipping
transfer. Also, an amendment changing the beneficiaries, or a change
in the size of the share used for the benefit of a particular beneficiary,
does not disqualify the trust under the transition rule, so long as the
number of younger generations provided for under the trust (or the
potential duration of the trust in terms of voung.er generation bene-
ficiaries) is not expanded and the total value of the interests of all
beneficiaries in each generation below the grantor's generation is not
increased. For example, assume a revocable trust was created prior to
April 30, 1976, for the benefit of the .rantor's nephews. A. B, and C. in
equal shares for life, with the remainder to be distributed to the chil-
dren of A, B, and C. A becomes disabled and the trust is modified to
increase his share of the income; this does not disqualifv the trust be-
cause it does not crests or increase the amount of a ,eneration-skipping
transfer. Likewise, if the trust is amended to include nephew D as an
income beneficiary, this would not disqualify the trust under the tran-
sition rules. However. if the trust were amended so that the income was
to be held in trust for the lives of the children of A,. B. and C, with the
remainder distributed to the nephews' grandchildren, this would in-
crease generstion-skipping (by increasing the number of generations
skipped) and would disqualify the trust. An amendment creating a
power of snuointment would also disnualifv the trust if there were
any possibility, under the nower of annointment, of increasing the
number of generations which might be skipped.
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In some cases, a trust which is irrevocable on April 30, 1976, might
also be subject to a power of appointment under which it might be
possible for the property to continue to be held in trust for the benefit
of new beneficiaries, some of whom might be members of the generation
younger than any beneficiaries expressly covered under the trust prior
to the exercise of the power. Under the conference agreement the
grandfather provision will apply to such a trust which includes a lim-
ited power of appointment, so ong as the exercise of the power (includ-
ing the creation of a new trust) cannot result in the creation of an in-
terest which postpones, or a new power which can be validly exercised
so as to postpone, the vesting of any estate or interest in the trust prop-
erty for a period ascertainable without regard to the date of the crea-
tion of the trust.
Redemption of Stock To Pay Estate Tax

H.R. 14844.-Under present law, stock in a closely held corporation
that is redeemed within 4 years of the decedent's death is taxed as
capital gain rather than as dividend income. To qualify, the value
of the decedent's stock in the closely held business must be either 35
percent of the gross estate or 50 percent of the taxable estate. The
value of the redeemed stock qualifying for this treatment cannot ex-
ceed the sum of all death taxes plus funeral and administration

exR. 14844 requires that, in order to qualify for capital gains treat-
ment, the value of the decedent's stock of the closely held corporation
must exceed 65 percent of the value of the adjusted gross estate. The
stock that can qualify for capital gains treatment is limited to stock
which is redeemed from a shareholder whose interest in the estate
is reduced (either directly or through a binding obligation to con-
tribute) by the payment of the death taxes and funeral and adminis-
tration expenses. In addition, H.R. 14844 extends the time for redemp-
tion to 15 years in cases where an election has been made for the
deferred payment of taxes.

This provision applies to decedents dying after December 31, 1976.
Senate amendment.-No provision.
Conference agreement.-The conference agreement follows H.R.

14844, except that the 65-percent limit is reduced to 50 percent.
Orphans' Exclusion

H.?. 1484-There is no provision under present law which allows
an estate tax deduction for the value of any interest in property which
passes or has passed from a decedent to an orphaned child.

H.R. 14844 provides an estate tax deduction for amounts which pass
to a child of the decedent if the child is under 21 years of age and there
is no surviving spouse (or known surviving parent) of the decedent.
The maximum deduction under this provision is $5,000 for each year
the child is under age 21. This provision applies to estate of
decedents dying after December 31,1976.

Senate awndment.-No provision.
Conference agreement.-The conference agreement follows H.R.

14844.
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Requirement That IRS Furnish a Statement Explaining Estate or
Gift Valuation

HR. 14844.-Under present law, the IRS can *require that the
executor submit a copy of any appraisals he has obtained in deter-
mining the value of property included in the decedent's gross estate.
However, there is no administrative provision which provides an
affirmative requirement on the part of the IRS to disclose the method
or basis used by the IRS in arriving at its determination of value.

H.R. 14844 provides that if the IRS makes a determination of the
value of any item of property for purposes of the estate or gift tax
laws or the generation-skipping tax, the executor or donor may re-
quest that the IRS furnish a written statement explaining the basis
on which the valuation was determined. This provision applies to
estates of decedents dying after December 31, 1976, and gifts and
generation-skipping transfers occurring after December 31, 1976.

Senate amendme n-No provision.
Conference agreemet-The conference agreement follows H.R.

14844.
Gift Tax Returns

H.R. 14844.-Under present law, gift tax returns generally must
be filed for each calendar quarter in which a donor transfers by gift
an amount in excess of the annual $3,000 exclusion per donee.

H.R. 14844 provides that a gift tax return must be filed on a
quarterly basis only when the sum of (1) taxable gifts made during
the calendar quarter plus (2) all other taxable gifts made during
the calendar year for which a return has not been filed, exceeds
$25,000. This provision applies to gifts made after December 31,
1976.

Senate amendment-No provision.
Conference agreement.-The conference agreement follows H.R.

14844.
Public Index of Filed Tax Liens

H.R. 14844-Under present law, a Federal tax lien generally takes
priority over other interests in property subject to the lien which are
held by purchasers, holders of security interests and certain other
persons if notice of the tax lien has been appropriately filed before
such interests were acquired.

H.R. 14844 provides that a Federal tax lien is not effective over
other interests unless the fact of filing is entered and recorded on a
public index at the place of filing in such a manner that a reasonable
inspection would disclose the existence of the lien. This provision is
effective on the 90th day after enactment in the case of notices ified
on or after the date of enactment. The provision is effective on the
180th day after enactment in the case of liens filed before the date of
enactment.

Senate amendment.-No provision.
Conference agreement.-The conference agreement provides that a

notice of a lien is not to be treated as meeting the filing requirements



unless a public index of the lien is maintained at the district Internal
Revenue Service office in which the property subject to the lien is situ-
ated. For this purpose, an index of liens affecting real property would
be maintained in the district office for the area in which the real prop-
erty is physically located. In the case of liens affecting personal prop-
erty, the index would be maintained in the district office for the area
in which the residence of the taxpayer is located at the time the notice
of lien is filed.

The conferees understand that the Internal Revenue Service also
will use its best efforts to make follow-up checks on the recordation or
indexing of notices of lien which are filed after date of enactment with
offices designated under local law as the place for filing notices of lien.

The conference agreement is effective on the 120th day after enact-
ment in the case of notices filed on or after the date of enactment. In
the case of liens ified before the date of enactment, the conference
agreement is effective on the 270th day after enactment.
Inclusion of Stock in Decedent's Estate Where Decedent Retained

Voting Rights
H.R. 1484.-Under present law, an inter vivos transfer made by

the decedent is included in his gross estate if he retained for his life-
time either the right to possess or enjoy the property or the right to
designate the person who will possess or enjoy the property. In 77 T
v. Byrum, the U.S. Supreme Court held that the retention of the
power to vote stock in a closely held corporation did not require the
stock to be included in the decedent's gross estate.

H.R. 14844 requires the inclusion of stock in the gross estate of
the decedent if the decedent retained the voting rights in the stock.
This provision also applies to transfers made after June 22, 1976.

Senate amendment.-No provision.
Conference oqreement.-The conference agreement follows H.R.

14844.
Disclaimers

Hi. 1484.-Under present law, there are several estate and gift tax
provisions which provide rules governing the tax consequences of an
effective disclaimer. However, the provisions do not contain uniform
rules on what constitutes an effective disclaimer for estate and gift tax
purposes

H.R. 14844 provides a single set of definitive rules for disclaimers
for purposes of estate, gift, and generation-skipping transfer taxes.
This provision generally applies to transfers creating an interest in
the person disclaiming made after December 31, 1976.

Senate amendment.-No provision.
Conference agreemet.-The conference agreement follows H.R.

14844.
The conferees intend to make it clear that the 9-month period for

making a disclaimer is to be determined in reference to each taxable
transfer. For example, in the case of a general power of appointment
where the other requirements are satisfied, the person who would be
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the holder of the power will have a 9-month period after the creation
of the power in which to disclaim and the person to whom the property
would pass by reason of the exercise or lapse of the power would have
a 9-month period after a taxable exercise, etc., by the holder of the
power in which to disclaim. Similarly, in the case where a lifetime
transfer is included in the transferor's gross estate because he had re-
tained an interest in the property (e.g. sec. 2038), the person who
would receive an interest in the property during the lifetime of the
grantor will have a 9-month period aer the original transfer in which
to disclaim and a person who would receive an interest in the property
on or after the grantor's death would have a 9-month period after
the grantor's death in which to disclaim if the other requirements of
the provision are satisfied (e.g., that person had not accepted the in-
terest or any of the benefits attributable to the interest before making
the disclaimer).
Estate and Gift Tax Exclusions for Qualified Retirement Benefits

H.R. 14844.-Under present law, the value of a survivor's interest
in an annuity purchased by the decedent is included in the decedent's
gross estate. However, an exclusion for estate and gift tax purposes is

providedd for the value of the portion of a survivor's annuity attributa-
Is to employer contributions to a qualified retirement plan.
H.R. 14844 excludes from the gross estate a survivor's interest in an

H.R. 10 plan and an individual retirement account. This bill removes
the exclusion for all lump-sum distributions of the survivor's interest.
This provision applies to decedents dying and gifts made after
December 31,1976.

Senate amendment.-No provision.
Conference agreenent.-The conference agreement generally fol-

lows H.R. 14844.
The conference agreement modifies the provisions of H.R. 14844 to

make it clear that a distribution from an individual retirement account
to a beneficiary does not have to be in the form of a typical commercial
annuity contract to qualify for the exclusion. Generally, the exclusion
is to be available in situations where a liquidity problem might exist
because the schedule of payments to be made from the account will not
provide current funds to pay the estate tax. Under the conference agree-
ment, the exclusion will be available if the distribution from an mdi-
vidual retirement account to the beneficiary consists of an annuity con-
tract or other arrangement providing for t series of substantially equal
periodic payments to be made to a beneficiary (other than the executor)
for his life or over a period extending for at least 36 months after the
date of the decedent's death. For this purpose, payments under an an-
nuity contract are to be considered to be "substantially equal" under a
variable annuity if the variance in payments are not solely attributable
to tax avoidance motives. Of course, the annuity or other arrangement
need not provide payments for the life of the beneficiary. Generally,
satisfaction of the 3-year payment standard will be based on the pay-
ment provisions of the account or the settlement options, if any, elected
no later than the earlier of the date the estate tax return is filed or the
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date on which the return is required to be-filed (including extensions of
time to file).
Gift Tax Treatment of Certain Community Property

H.R. 14844.-Under present law, in community property States, no
portion of a survivor annuity in a qualified plan attributable to em-
ployer contributions is includible in the gross estate of the employee's
spouse if the spouse predeceased the employee. However, for gift tax
purposes, if an employee predeceases his spouse in a community prop-
erty State, the surviving spouse is treated as having made a gift of one-
half of any benefits payable to other beneficiaries.

H.R. 14844 provides a gift tax exclusion (similar to the existing es-
tate tax exclusion) for the value, to the extent attributable to employer
contributions, of any interest of an employee's spouse in a specified an-
nuity contract, or retirement plan payments. This provision is effective
for calendar quarters beginning after December 31,1976.

Senate amendmet.-The Senate amendment is the same as H.R.
14844.

Conference agreement.-The conference agreement follows H.R.
14844 and the Senate amendment.
Income Tax Treatment of Certain Selling Expenses of Estates

and Trusts
HR. 14844.-Undei present law, an estate or trust is not permitted

to deduct any item fo: income tax purposes if that same item is de-
ducted for estate tax pi irposes. However, a number of courts have held
that items which reducA the sales price, such as selling expenses, can be
deducted for estate tax purposes as well as reduce the sales price for
income tax purposes.

HI.R. 14844 provides that an item may not be used to offset the sales
price for income tax purposes if the same item is deducted for estate
tax purposes. This -provision applies to taxable years ending after the
date of enactment.

Senate amendme.-No provion.
Conference egreement.-Ths conference agreement follows H.R.

14844.

Estate Tax Credit For Payment in Kind
H.R. 1484.-No provision.
$enate araendment.-Under present law, in addition to legal tender,

it is lawful for the Secretary of the Treasury to accept checks or money
orders in payment of tax liability. There is no provision authorizing
the Secretary of the Treasury to accept other forms of payment, such
as the conveyance of real property.

The Senate amendment allows the Secretary of the Treasury to ac-
cept conveyance of real property located within the boundaries of the
Toiyabe National Forest as payment of estate tax imposed on the
estate of LaVere Redfield. This provision is effective on the date of
enactment

Conference agreement.-The conference agreement follows the Sen-
ate amendment, but provides that interest will accrue if the property
is not conveyed expeditiously.



APPENDIX B: Revenue Estimates on House, Senate and Conference Versions of H.R. 10612
TABLE .-- REVENUE EFFECT OF TAX REFORM, ESTATE AND GIFT TAX, AND TAX CUT PROVISIONS. SUMMARY AND BY TITLE

[in millions of doles; fiscal years]

"oo of RepreeontatUves Senate Conference
1977 1978 1979 19 1981 1977 1978 1979 1960 1981 1977 1978 1979 1980 1981

SUMMARY

Tax reform ----- 1,692 1,761 2, 34 2 227 2,474 -262 -783 -930 -764 -842 1,583 1,719 2 038 2,118 2, 470Wate ~~~~~ ~-2:4 -Ind 0 ----------------Iie s- --------------- 7----------------- 20 - -1,14 -1,49 Wlotaoolor of tax cob -9,827 -7, 61 -,78R -7,088 -, 869 -17, 326 -14120 -11 8 -1271 -12,747 - 3770 - - 34 -7Total ----------------- 7,135 -5,870 -4,731 -4,861 -3,415 -17, 58 -16,645 -13,965 -14,623 -15,595 -15,733 -12,7895 -, 849 -7, 364 -6,191

BY TITLE

I and I-Lmitaolin on artificial
losso and other
amendments related
to t shelfors ------- 783 584 664 718 826 144 110 116 152 203 417 3895 51 480 527

IlI-Minimurn and maxi-
mum tax --------- - 1, 083 1,189 1,302 1,416 1,544 819 979 1,129 1,235 1,353 1,095 1, 283 1,464 1, 63 1,758IV-f itansiona of individ-
aol income tox r"-ductions .- 0 ..... --5,851 -3,148 -3, 305 -3,471 -3,645 -14,350 -,293 -5,802 -5,975 -6,12 -14,35 -, 293 -4,506 -4,731 -4,68

V-"T simlilcotion in
the indixiduol income
tax -------------... . --486 -- 437 -452 -473 -494 -693 -727 -766 -807 -855 -409 -442 -457 -478 -499

VI-Buxlness-rslated idi-
vidual income tax
provsions ----------- 229 241 282 309 316 214 226 268 301 310 215 231 273 306 315

Vii-Acc afo . -1, fru t -3,39? - 3, 4% -. 6W - 2 2  -TA 3,- 9 -462W -,5 --4, - - -3, -4.09 -2.a
IX S -m-6

r  -- 2ipe5 
p-7-vionnwr ----------- -.... -1, 676 -1,177 -------- ....................... -1,676 -2, 221 -Z3 406 -2,579 -2, 771 -1,.676 -1,177 --------------------------....



X-40441u.1 in tie treat-. " =- of foreign
I e a.; .... 104 16 3 1 4 8 283 191 223 302 378 15 3e3 182 197 198

XI-Amandimant4 altos.
DISC- ......... 500 558 614 636 694 78 347 530 54 688 468 553 559 598 728

XlII-Admnistrative provi-
sins --------------- 107 71 71 71 71 -13 97 53 53 53 8 55 55 55 55

Xiii-Miscallaneous provi-
sin .-------------- -10 -57 -57 -42 -42 -107 -23 -144 -250 -374 -100 1 -92 -168 -251

XIV-Traatmoot of certain
'capital [ms s hold-in2 period for capital
gins and oas ......- -31 -2 46 36 17 -13 -21 -25 -34 -51 -2 35 104 93 83

XV-Paso3on and insurance
toation ----------- -414 -396 -435 -476 -502 -9 -51 -3 -76 -70 -8 -1 -20 -2Z -22

XVI-Re l estate investment

XVII-Ralm1 provisions -2 A -1 -W -1. - -IV -1 Al. -12 -V A 1 -1 -7 -2
XVIII-Tex credit for homa

p rde0 tools ----- - - 24 - 22 - 24 - 24 - 26 -----------------------------------------------------------------------------------------------
XX-Eneryearelated prc-

vi0 ........................--------------- 311 -50 -441 -76 -67 --------------------------------------------------XXI-Tao-eoempt orgeobc-
NX-Txooe._Fgni -6 -45 -41 -42 -43 - 5 -

XXII-Estand giftlave------------------------------------------------------- -1042 -1347 -1,698 -2,006 ----- -7211 -925 -1,124? -3.449
XXllI-Olher amendments ----------------------------------------------- -17 - -10 -1 5 -17 -15 -15 9 -
XXIV-U.S. international Trade

Com m ission --------------------------------------------------------------------------------------------------------------------------------------..------------.........
XXV-Additional miscellene-

ous provisions ------------------------------------------ 0 () 0) ) (s) () ) () ) )
XXVI-Other iscellaneous

a mn-dment. . ----------------------------------------- -27 -500 -756 -80 -1,174 -24 -30 -39 -45 -57XXVII-Additional Senate floor
amoendmoents ----------------------------------------------------------- -85 -46 -67 -72 -78 -31 -5 -24 -24 -23

Total ----------- -7,135 -5,870 -4,731 -4,861 -3,415 -17,583 -16,645 -13,965 -14,623 -15,595 -15,733 -12,785 -6,849 -7,364 -6,191

Does not include Title XIX-Repeat and Revision of Obsolete, Rarely Used, Etc Provisions. 2 Less than 85 million.
This reflects the House passed version of N.A. 10612 after eliminating the effect of the Revenue

Adjustment Act of 1975.



TABLE 2.-REVENUE EFFECT OF TAX REFORM, ESTATE AND GIFT TAX, AND TAX CUT PROVISIONS.' BY CONFERENCE BILL TITLE AND SECTIONS

Itn millions of dollars; fiscal years]

House of RepresentaUves Senate Conference
1977 1978 1979 1980 1981 1977 1978 1979 100 1001 1977 1978 1979 1980 . 101

TITLES I AND If PART I. TAX REFORM

Tax Shaters

House of Representatives Senate Conferenca
1977 1978 1979 1980 1981 1977 1978 199 1980 1001 1977 1978 1979 1980 1000

Real estate provisions:
LRitation on deductions
(LAL) -------------------- 99 114 200 231 261Lim itation on ded ct able -----------------------.. . .. . .. .. . .. . .. .. . .. . .. .. . .. . .. .. . .. .
losses of limited partners .................................... 5 6 23 54 0 .Amortization of real property
construction period interest
and taxes

Recapture of depreciation on 102 126 190 152 149real property .............. 9 18 28 38 56 7 14 21 29 42 9 1B 285 year amortization of ax 38 56Income housing.....-.... -1 -3 -3 -3 -4 -1 -4 -8 -8 -7 -1 -4Farming isions: -8 - -7
Lmition on deductions(LAL)~ ~~ ........... 1 6 3 39 40..........

anmount at risk ------------ ) () (a) (a) (a) () () C) C) () 0 C) C) ) )
Limitation on deductions forfor farming syndicates .................................................. 70 31 31 33 34 0
Accrural accounting for farm .... 76 32 32 33 34corltralons .............. 44 30 30 30 30......
Termination of additions to 8 is Is is 18excess deductions account- C C) C) C) (s)Q) ) ) () ) a)O il a n d s p t i n s : ( ) sjiaA.. .O -d......... 220 0 25 15 28



Limittion an dudutions toamount at risk ------------ (0) (9) Ca) Qa) Q) so is 6 3 6 50 to 6 3 6
Receptors of Intangible drill-

M ovie .....................--- 7 14 42 51 65 --------------------------........................ 7 14 42 51 65

Limia ion o deductions
(L ILL - -- -- -- -- - ---. 3.2...3..-- -- --..-- -- - -- -- -- -- -- -- -- - -- -- -- -- -- -- - -- -- -- -- -- -- - -- -- -- -- -- -- -

Limitation on deductions to
amount at risk ------- (1) ) ( ( () ) (1) 1 8 12 16 17 3 10 14 17 is
1 piillzation, rules ------------------------------------------------------------ 2 19 9 4 4 29 19 44

Equi mit lasing[ provisions:'
imitation on deductions
(LA L),. .. .. .. . 12 17 21 22 17 ----- ---- ---- ---- ----- ---- ---- ---- ---- -....... ....... ....... ....... ...... ....... ....... ....... ......

Limiationo eutos
amount at risk -------------------------------------------------------------- 6 14 17 17 14 4 14 17 17 14

Spur.s franchise provisions:
Limitation on deductions

ME EUo of bui,, t plAyer 1
contracts .................. 1 4 6 6 8 (a) Q) ) (1) 1 4 6 6 a

Recapture of depreciation on
P3 player contracts ----------- 6 5 5 5 6 7 6 7 7 7 7 6 7 7 7

Psrtnorshi sydication and
orai1~o"nees --------.. (8) (a) Qa) QJ) (2 (1) () (3) (1) Qa) Q]) (4) (1) (2) (1)

apartnership racme or Ios.. (1) (2) QI) (1) (1) (1) Ca) ) ( ) Ca) Q) ) Q) () a) ( a) Q)

tions-............. Q) Qz) Q) Qz) Q) QI) Qz) Q) (1) (1t) Q) Qa) Q) Q) (3)
Limritation on; dedCtob

issues of limited par ters. -------------------------------- (1) (a) QI) Q) Q) (a) Qa) Ca) (a)
Limitation an additional first

year depreciation for part-
nt. r-sum s -.....-......... 12 10 10 10 10 12 to 10 10 10 12 10 to 10 10

prepaid mnrs ------------- () (a) Qa) Qa) Q) (a) QI) Qa) ) (2) 0I) 0) (a) Ca) (9)
Limitation on deduction of

nonbusiness intret ------- 241 225 226 237 271 -------------------------------------------------- 100 110 130 140 145
Repeal present law limitation

an interest dduction. - - - - - -- - - - - - - -- - - - - - - -- - - - - - - - 11 - 1)2 - 12 - 13 -14 --------------------------------------------------
other provisions: Scope of waiver

of statute of limitations in case
of hobby loss elections ---------- Q) QJ) Qa) () (2) (s) (s) (1) QI) (2) Ca) 0a) Qa) Q) C)

Total, tithis I and 11 -------- 783 584 664 71B 826 184 Ito 116 152 203 417 395 501 4811 527

See footnotes at end of table.



TABLE 2.-REVENUE EFFECT OF TAX REFORM, ESTATE AND GIFT TAX, AND TAX CUT PROVISIONS 1 BY CONFERENCE BILL TITLE AND SECTIONS-Contin.ud

PART I. TAX REFORM-Continued

[in million of dollars; fiscal yars

House of RepresentatUves Senate Conference

1977 1978 1979 1980 1001 1977 1978 1979 1980 1981 1977 1978 1979 1080 1981

TITLE III

Minimum Tax and Maximum Tax

301-Minimum tax for individuals- 1,083 1, 188 1,302 1,416 1,544 756 831 914 1, 005 1,180 1, 032 1,135 1, 249 1,373 1,51
Minimum tax for corpor-

tions ---------------------------------------------------- 5 124 185 194 204 59 124 185 194 204
302-Maximum tax amendments ---------------------------------------------------- 4 24 30 36 43 4 24 30 36 43

Total -------------------- 1,083 1,188 1,302 1,416 1,544 81 970 1,129 1,230 1,353 1,095 1,283 1,464 1,603 1,7i0

TITLE V
Tax Simpliflcation in the
Individual Income Tax

501-Revision of tax tables for
individual -.........................................................................................................................................................................

502-Deduction for alimony at-
lowed in determining adjusted
gone nrome...-47 -44 -49 -54 -19 -7 -44 -4 -54 -59 -7 -44 -49 -54 -59

S3-Revision of reIiament n-
come credit ---- --- - -391 -340 -340 -340 -340 -391 -340 -340 -40 -340 -391 -340 -34 -340 -340

504-Credit for child core en-
pann - ------------------ 379 -363 -39 -439 -483 -414 -398 -434 -474 -51 -384 -368 -404 -444 -488

505-ChaneS in exclusion for sick
pay and cartaon military, etc.,
disability pensions ------------ 380 357 37 417 450 129 122 131 142 152 380 357 37 417 40

506--Movin epenses ........... -- 49 -47 -51 -57 -62 -10 -67 -74 -81 -0 -7 -47 -51 -57 -62
107-Tax revision study by Jointcom m ittee -----------------------------------------------------------------------------------------------------------------------------------..-----------------------------........

Total --------------------- 46 -437 -452 -473 -494 -693 -727 -766 -807 -855 -409 -442 -457 -478 -499

TITLE VI

Business Related Individual
Income Toe Proivisios



5Ol-Deductipns for expenses at-tiributable to business use of
homes, rental of vacation homes,
Deta ------------------.- .. 213 212 241 276 313 207 206 235 268 305 207 206 235 8 so5602-Deductions far attending
I -- ,aq in ta Qxamn f () () () () () () () (Q )) ( Q) ) Q)() Is) ()

quaified stock options ------- 10 24 36 28 -2 7 20 33 33 5 7 20 33 33 5
GO4-Lefistors' travel expenses

605--aducton for guarantees of 11 Q) Q Q) Q Q) () Q Q 4) a) Q Q Q ()
business bad debts to guarantors
not i nvolved in business -------- 6 5 5 5 5 .. ... .. . .. . . . .. ... ... .. .. . 1 5 5 5 5

Total.----------- 229 241 282 309 316 214 226 268 301 310 215 231 273 306 315

TITLE VII

Accumulation Trusts
701-Accumulaton trusts ..... (2) 0z i () ) (2) (1) 0z) Q ) Qz) Qz ) (2) Qz) 0s)

TITLE Vill

Capitl Formation
Y e0 P arte IIIart In of this ------------ -- ------------ ------------------------ -- -- --------- ---- ---------------------------- -- ---------- -------------- ---------------------------- -802-First-in, first-ot treatment ... ...

of investment credit amount.
(For extension of 10-percent
credits.e Part III of this table) --------------------------------------------------- (1) O) -5 -20 -40 (1) () -5 -20 -40

Extension of expiring investment
cre d it ...... ..... . .. .. .. ... ... .... .. ... ... .. .... ... ... .... . .. .... ... ..-- 9--- 2----- -. ..... .... .. ... .. . ...... .....803-Employee stock ownership..................

804-1Investment credit in the case . ..of movie and television films-- ... e-25 s -15 i -10 e -10 (1) i -45 1 -20 6 -15 s -15 -5 u -37 s--IS s -13 -13 -3805--Investment credit in the uaseof cartel. ships .................................................................- --26 -23 -29 -37 -45 -13 -12 -15 -18 -23
806-Additioal net opertinl ose

carryover years; limitations onnetS opera~t'. less carrovers --... --. ----- ------------ -----....... - ------------ (1) Qz i z ) Qz ()807---Smal fishing vesyml ao-structon meer os ......... ........ ......... ........ ........ ......... ......-- )------1----- ( ) )) Q)) 1) (Q ) Q)Donations of works of art by artists
to charitable organiztions ---------------------------------- ... .... .... = - - - - - - - - -- - - 4 -5 - 5 -5 . . . . . . . . . . . . . . . . . . . . . . . . .

Total ...................... -25 -15 -10 -10 (1) -465 -551 -782 -914 -1,012 -157 -287 -336 -383 -255

See footnotes at end of table.



TABLE 2.-REVENUE EFFECT OF TAX REFORM, ESTATE AND GIFT TAX, AND TAX CUT PROVISIONS' BY CONFERENCE BILL TITLE AND SECTIONS-Continued

PART I. TAX REFORM-Continued

[In millions of dollars; fiscal year.]

House of Representatives Senate Conference

1977 1978 1979 1i8 1981 1977 1978 1979 1980 1981 1977 1978 1979 1980 1981

TITLE X
Change in the Treatment of

Foreign Income

Part I-Foreign tax rovisi ns
affecting individuals adrimi:

1011-rcome earned abroad
by U.S. citizens living or
raiding abroad ----------- 9 21 34 48 48 33 28 28 28 28 44 38 31 38 38

1012-Income tax treatment
of nonresident alien indi-
viduals who are married to
citizens or residents of the
United States -.---------- - -5 - -b -5 -21 -5 -5 -- 5 -5 -1 -5 -5 -5 -5

1013-Foreign trusts having
oe or more U.S. ben.fici-aries to ha taoed currentlytoroor ................y 12 10 10 10 10 2 10 10 10 10 12 10 10 10 10

114-nereat charge on ac-
cumulation distribtions
fromoreign trusts (a) (a) (a) (a) (a) (a) (a) (a) (a) (a) () (a) (a) (a) (a)

1015-Excise tax on trans-
fers of property to foreign
pe..ons to avoid Federal
Income ta ------------ (a) (a) ) ( () (a) () () () (a) (a) () (a) () (a) (a)

Part II-Awrandments Affecing
Tax Treatment of Controlled
FSaie gCorporations and TheirShiiren dors

1021-Amendwent of pro.
vision relating to invest-
ment in U.S. property by
o trolled foreign corpora-

Alone-- -------------- () () () (a) Q) () (s) () () (a ) (a) (a) () (a)£o-r earnig aJls .v
sped country corporations
for purposes of section



1240--------14 
10 to 10 10 14 It 10 10 10 14 It 10 10 £0

1023-Eesl union -from- W u 
-14 -to0 -0I toO1

part F of certain esarnip 
-14 -to -10 -to -to

at insurance compniesa.... -14 -1 -10 -0 -QI -0

1024-Shippin profits of ()) (1) 1 (a) ()
foreign corporations -----. (1) Q ) (a)

Limitation on definition of

foreign base company sa-s...........................................
income in the cse of cOr- 0-10ta in agricuootat prod ou ts. . - 14 - -1O 1 0 I

Past lt-Amendments Affectini
Treatment of Foreign Taos: 45

1031-Iequiement that 50 51foreign tax credit be do- 45 45 73 50 so so

t rm d on over basis - - 51 35 t9 45 
2 so 2 8 14 40 28

1032-Reapturl of foreign n 0 14 22 20 2 £ 04 21 28 2 0 14 22

[cases ------ ------ ------ 2.14.2

1lO3--ividends from es
developed country corpora-
tions to be crossed up foru ssof dtrmimatl 55

.iW "d St a t e s n co m e F ,n5d5 
5 5 s o 5 5 5 5 5 5

foreign tan credit eaIot 8 5 55 55 55 so 55 5 55

that incforpe rp------- -4 18 0 10 5 5 14 10 10 to
1t34-Trestmet of cupitatpins for purple| of 14 10 10 10 10 10 10500

orsi tax credit ....... ---- 
60 60 ( -6 23 so 50 s

035-oreign Oil and s 10 -10 -7 (-3 Q 1) Q)

extraction income ------ -- -..--... - 0 3 0..6.2......

103- nderwritin come- .------------------------------ 
- --10 -o -0 -0

1 37 - Th ird tier ren tax ........ 
- 10 -

credit when section 951 
- -4 - --I - -I1

,plie --------------------------------------------............
Part V--pMoney or OUtier Pmp~e

Moving[ ot ofor In
t Ot he Un i

g
ee

States:

1041-Portinfoio debt invest- -145
means in United States of - -55 -115 -125

nonresident aliens and for- -55 -115 -125 -135 -145 - -115 -125 -- 5 ...- 1.1.-4

6 corpo ration s -........
1042-Change in ruling !4e-Q

quirements under section Q s) Q) Q) Q) Q)

367; certain changes in Q)

section 1248- .... - )) 1 8 8 0()
04-Cotigu0os country -8 -

branches of domestic life -12 -8 -8 -- - -12 --
a

insurance companies ...... - -

10 44--Tiansitinnai rule f o) ----------------------------------------
bond, atc., toss" of foreign (1) .........------------------------------

See footnotes at end of table.



TABLE 2--REVENUE EFFECT OF TAX REFORM, ESTATE AND GIFT TAX, AND TAX CUT PROVISIONS I BY CONFERENCE BILL TITLE AND SECTIONS-Continuod

PART I. TAX REFORM-Continued

[In millilos of dollars; fisal years]

House of RepresentaUives Senate Conference

1977 1978 1979 190 1981 1977 1978 1979 1980 1981 1977 1978 1979 1980 1981

Part VSpeaial C=tris of For-eiin To. Treatesi:
05]-Tax treatment of cor-

porations conducting trade
or boinne in Puerto Rico
endpoaemeions of the

tate s ..... 14 10 IS 10 10 6 10 10 10 ID 6 10 10 10 101002-Westorn Hemisphmere
tradeoarporatins- ---- 19 25 34 45 50 19 25 34 45 50 19 25 34 45 91053-Repeat of prooisions
relatingito China Trade Act
corpinoros.------------- 0 ) (0) (0) (0) Q) () 0) (0) 0) (0) )) )

Part VI-Detial of Certain Tax
Benefits on International Boy-
cols and Bribe.producod
Income. ...................................................................... 142 190 100 10 100 (0) 32 70 70 70

Total, title X -------------- 104 26 51 84 Be 283 191 223 302 378 150 101 182 197, 198

TITLE XE

Amendments affecting DISC

1101-Amoedmenth afectin8
DISC --------------- -------- 500 059 614 636 694 78 347 530 566 688 468 55, 559 598 72B

TITLE XlI

Administrative provisions

1207-Wilbht)diE
Withholdnng of Federal tax onI107 71 71 1 71 110 66 66 66 101 61 68 68 68

' rto individual enpld
, -- - - ------------------------------------- 13 -13 -13 -13 -13 -13 -13 -13 -13 -13
11- ,oi's es ----------



return is prepared for taxpayer
by the Internal Revenue Service (a) ) (a) (a) () (a) (a) (a) (a) (a)

Award of cost to prevailing tax-
payer ---------------------------------------------------------------- ----- - (a) (a) () a) (a)

Total ----------------- 107 71 71 71 71 -13 97 53 53 53 9U 55 55 55 55

TITLE XIII

Miscellaneous Provisions

1301-Tax treatment of certain
houing associations ----------- (a) () ( ) ) ) a) Q) () (a) (a) (at (a) () ()

1302-Treatment of certain dis-
-48 -42 -42 -42 -42 -48 -42 -42 -42 -42 -49 -42 -42 -42 -42

as treatment at certain
1972 disaster lossues-- ---- --60 -15 -15 ----------------- -60 -15 -15 ----------------- -60 -15 -15

1304-Tax treatment of certain.
debts owed b political pertie,
etc., o accrueal iasi taxpayers. (3) (1) (a) (a) ra) (a) (a) (a) (a) (0) (a) (a) (a) (,) (a)

1305-Ta'-exempt bonds for

student loans- ------------------------- - - - (a) () (a) (a) (1) (0) (a) (a) (a) (a)
1306-Personal holding company

income amendments --- ............ ...------------------------------------------- ( (2) () ( ( Q) (a) (0) Qe) () (a)
1307-Work incon. ie program
epr-ss.-------------------------------------------------- 3 -7 -11 -14 -17 -3 -7 -11 -14 -9

1304-Repeal of eise tax on
lht-dutp truck parts --- .............. .....----------------------- --------------- -3 -3 -3 -3 -3 -3 -3 -3 -3 -3

130-Exclusio from ecise tao
on certain articles resold matter
modification...................................................)... lo)

1310-Franchise transe ------------------------------------------------------------- Q)
1311-Employers' duties in con-

nactios with e recording and
reportniof tips----------------------------------------------(at (a) (a) (1) (a) (Q ) (Q t ).

1312-Treatment 0f certain polls-
lion otr facilities --------------------------------------------------- 52 78 -34 -152 -275 59 102 IS -70 -160t313-Clarifcation or stats of
cortainfishermen'sorpnizations ---------------- (t (a) () (a) () (a) () (a) (a) (1314-Changes in sobcapter2rules . ........................................................................ (2) (t (t (t (t (s s s s s

1315 Ap Qieina etti () () () () () () Qa) (a) (a) Qa)1315 pintion f section 6013
(e)of telItrnl Revenue Code
of 19 4 --------------- (-) ( )a(s) (-) ..............................) (a) (a)

1316-Amendments to rules ret--
ing to limitation on percentage
delation in case of oil and gas
wells ----..----------------------------------------------------------------- ...- -- 24 - 10 - 10 - 10 - 10 - 24 - to - 10 - 10 - t

0
See footnotes at end of table.



TABLE 2.-REVENUE EFFECT OF TAX REFORM, ESTATE AND GIFT TAX. AND TAX CUT PROVISIONS 1 BY CONFERENCE BILL TITLE AND SECTIONS--Continued

PART I. TAX REFORM--Cotinued

(in million of dollars; fiscal yars]

House of Representatives Senate Conference
1977 1978 1979 1980 1991 1977 1978 1979 1990 1991 1977 1979 1979 19S0 1981

137--lmpmonation of Federal.
State Tao Collection Act of 1972

131I --SI nB ellation rtaicertain ---u- ----c----- ----- ----- ---s-- ----- --io- ------ ----- -----of---- ----- ---certain- ----- ------ ----- ------ ----- ----- ------ ----------dent oatnsme of pin or loss on ----- (-) () (0- (Q)) (a) 0() ()
saten or exchanges In connection
with simultaneous liquidation
of a aren't and subsidiaryxorpor n ... .. .. .. ... .. .. ..

Taxato f certain brges pr-o . ................... Q) () (a) , 'Q () (O () C

1320-Reainsein o------------------------------------------------------------------------------------------------------------------

lon expenditures of publishers
1321-- Contribu ionns in aid of con---------------------------------------------------------------------------------

ruc on for c rtin utilities -------------------------------------- - 16 -11 -11 -1 1i -to - - - t ti - -
322-Probition of discrimina-

.o Steste of deduction or
1323--Alowowance of deduct on ro --------------------------------------------------.-----------------------------------------

elminating archtectoel and
transportation barders for theheedroapd -..... 4 -10 -10 -6 -

53,- In .......... - - -10 -6 --------

thlapiseavalon of histonc
atroolree - f------ § ----------------------------------------------- -1 -3 -a -12 -16 -1 3 - 1 11326-Amnndm Is Supple- . -12 -16
mental Security Incme Pro-

am eats .. .. .. .. .. . .. .. .. .. . .. .. .. .. . .. .. .. .. . .. .. .. .. .
1828-Extensioe of carrymoer- - - - - ) () () (1) (5) () (0) (Q) (5)

= for Cuban exproprtian0-ce -........ ............ ............ ............ ............ ............ -) -- 0 Q)(Q 0 09 Q) Q)



Study of tax treatment of married
adsingle persona -
Total --------------------- -108 -57 -57 -42 -42 -107 -23 -144 -25D -374 -100 1 -92 -168 -251

TITLE XIV

Treatment of Certain Capital
Loses Holding Period for
Capital Gains andLosses

1401-latreaso in amount of
ordinary income apinst which
capital ksmaybeoffoer ..... -175 -245 -306 -322 -339-------------------

1402-1nReasa in holding period --------------------------- -22 -362 -248 -260 -273
reuin 

r
d for capital gean or loss

Ioe tan ..-..-.----- - 157 264 377 392 407- ------------------------
1403-Allowano e ......................... 33 218 e77 392 407

loss carryover in case of
regulated investment companies- -13 -21 -25 -34 -51 -13 -21 -25 -34 -51 -13 -21 -25 -34 -51

Total ------------------ -31 -2 46 36 17 -13 -21 -25 -34 -51 -2 35 104 9 I3

TITLE XV

Pension and Insurance Taxation

Tax-free rollover of certain amounts
distributed on account of termi-
nation af pension, et., plan B--- -0 -70 -70 -70 70 -- ------150t-Ratirement sins tar cer- -.. . .. ... . .... ..... .. .. ..
tain married individuals ..........................- -3 -2t -23 -24 -25 -2 -14 -151502-Limitatiao on contributions -17 -17
to certain pension, eta., plans (a)...).....(.)...)...).....C')...(a)Participation by moernment Q)
employees in individual retire-
ment accounts atc.. -L im ited em p ioyee ' -------- -- ------ -- ---- -- ---- -- ---------- -- ------ - -------- ---- ---- -- -------- ---- -- -- ---------- ----- -- ------ ---------- -- -- -- ------ ------ -- -- -- ------ -
amounts I -------------------- 414 -396 -435 -476 -502

1503-Participation by members
of reserves or national guard in
individual retirement accounts,

1504-Certain investments by 5- -65 -
annuity plans -------------

15 5 Se rg05- sst-mmS-- - -- - -- - --- --- - --e- -- ---a- -- --- ---d- -- ---asset-- -- -- --- - --- --- ---- - -- --- -- -- --n- --- - -- --1506--Stud y of salary reduction ...... . ..........................................................................
pension plans . . . . . . . . . ..------------------------------------------------------------------------- ---

See footnotes at end of table.



TABLE 2.-REVENUE EFFECT OF TAX REFORM, ESTATE AND GIFT TAX. AND TAX CUT PROVISIONS BY CONFERENCE BILL TITLE AND SECTIONS-Continud

PART I. TAX REFORM-Continued

(in millions of dollars; fiscal years]

House of Representatives Senate Conference

1977 1978 1979 Ii0 1981 1977 1978 1979 190 1981 1977 1978 1979 190 1901

1507-Consotidatsd returns for life
and other insurance ompanies -............................... 25 - 55 - 49 - 40 ............................................ .
118-Treotment of certain life
insurance contracts guaranteed
nenewable ....................................----------------------------------- (1) Q) (1) () -----------------------------------------------

1089-Study of expanded partici-police in IR A s --------------------------------------------------------------------------------------------------------------------------------------------------------------------

Tolt -414 -396 -435 -476 -502 -9 -51 -83 -78 -70 -8 -19 -20 -22 -22

TITLE XVI

Real Estate Investment Trusts

1601-160--Real estate invest-
ment trusts ----------------- () () ( ) ()) () Q) Q () () (1)

TITLE XVti

Railroad Provisions

1701-Cerain provisior reoting
to ailreds - .---------------- () () () () (5) -34 -76 -81 -74 -69 -29 -6 -65 -53 -41

1701-Amnotization over 50-year
period of reitnoad grading end
tunnel hone placed in service
1ere1969 ---------- - ------- -26 -18 -18 -1B -18 -26 -18 -18 -19 -18 -26 -18 -18 -18 -185701-nlintrviions ref sting
T nt . I. .------------------------------------------------ -32 -55 -35 -27 -21 -32 -55 -35 -27 -21

Total ----------------- 26 -18 - -18 -18 -92 -149 -134 -119 -108 -87 -139 -11 -98 -8

TITLE XVIII

Tax Credit for Home Garden Tool
Expenses



Tax credit for home prden tool
expanses --- ---.........- -24 -22 -24 -24 -26---------- ----------------- - ----------------

TITLE XX

Energy Related Provisions 11

2001-Insulation and other energy-
conservii alteration of prin-
cipal resilonce:Ins: at ontfi r si eno .. ... .. ... ... ... ... .. ... ... ... .. ... ....----- 20----0--2--. ... ... ... ... .. ... ... ... .. ... ... ... ... .. ... ... ... ..

Inion nI raie208 -320 -272 -- ---- -- --- --- -- --- - -- -- -- - ----Insuletion of ducts ---- ----------------------------------------- - - - - - - - - - -14 -29 -25 .--....................................................
Burners and igniters-- ------------------------------------ -- 34 -66 -56

2002-Residential solar and ge-- - - -- - - - -- - - -
thermal ener aquiprent:

Solar energy and ganthennal
aqurpment tan credit ---------------------------- ' 4 29 231

Heatu p ta crdit ... ... .. ... .. ... .. ... ... .. . .. .. .-.. - - -6t . ..... - .Qalified widl-related tax.............

redit --------------------------------------------------- Q) -) (5) C) Q) ..................................................20--inoestment tan credit
changes relating to energy can-
sarvtion and production:

Providing investment credit
of 10% on qualified busi- 0'
nes insulation placed in
existing structures during CO
1977 and 1978. -it------------------------------------------------------------. .-26 -15

20% investment credit on
solar, wind-related, and
goothermel energy equip-
met in business strutres
through 1980 and 10% in
1981 -- ) - -) C-) C-) QC) Q

Increasing investment credit
to 12 percent i0 on:

Waste conversion equip-
m ent_ -- () C ) (2) () ........................................ . ........... .Organic lust conversion
equipment ---- 0 C) - -----

Rairoad equi pment ------------ -5 -3
Deep mining coal equip-

m ent -------------------- --4--1- -------------------------------- - 4 -11 - 12 -g8
Goal processing equip-

m ent C--------- -) C ) C-) C-) C-) ... .. .. ... .. .. ... .. .. ... .. .. ... .. ..
Shale oil conversion

equipment -. . . . . . .. . . . ..--------------------------------------------2 -5 -6 - -------------..... .. ....--
Sen footnote at end of table.



TABLE Z.-REVENUE EFFECT OF TAX REFORM. ESTATE AND GIFT TAX, AND TAX CUT PROVISIONS - BY CONFERENCE BILL TITLE AND SECTIONS-Continum!

PART I. TAX REFORM-Continuad

[in millions of dollars; fal years]

House of Representatives Senate Conference
1977 1978 1979 198O 1981 1977 1978 1979 1989 1981 1977 1978 1979 1980 1981

2o4-Depleion of geothermal
anergv sonces ................................................................ -- 7 -15 -16 -18 --212001-Changes is investment -..........................
credit relating to eir-condition-
n and space l-es Q.......................................... () () () (a) ()...............................2000-Study of recline9  inran- ". . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

lires.....................................................................................

2007-Repeal of exciselaxon
bUSs and bus parts ........................................ -22 -20 -21 -12 -12 ..............................200---oned tubricating oil ............ ..........................- - - - - . . ...

2009-- Nonbighway use of special ...................................................
motor fuels -------------- ---- )---(a)----.....)..................... (a) - - ---

2Ot0-ouy-free eoxchane ofcrude or -------------------------------------------------------------------------------------------------------------------------------------------------------------------------

Total --...............................................-- 11 -5 -441 -76 --67.....................

TITLE XXI

Tax Exempt Organizations

2101-Disposition of privas found.
ddion property unsdr transition
rutes o Tax Reform Act of 1969 ...................................... ()..............).......... .... ()..............

2102-New private foundations
aet.asides distribution------------ - () (a) () (-) (a) () (a) (5) () (a)

Amount fo private foundations te ....................................... (a) () () O ()
Sl4-Emteeion of time Is amend

t. ibte remainder trust"0nOinsetrument............................................. ~ -............- 1........
RA n prisae founds- n ......... - -5 -- 5 ------------.................

tion investment income excise
tax ----- ............... ....... () -35 -36 -37 - . ....................

In. 
00

fed tr e.r. . . .. .



Charritable nrwnibaotin not
subject to an unrelated busi-
nnu income tax on rental in.c o m e f ro m tra d e s h o w s 

00-0-0-0-0-0.. .0 
0

County fairs not subject to --- --- -- --- -- --- -- --- --- -- --- -- --- --.... 3 (1) (2) (1) () (1) (1) 1an unrelated business in-
2IO-Dclarato iffodj-u--a- jw-ant 0 0 0t 0---- 0--------------------- 01 01 01 09 0

rampet to unction SOt(cX3)
status and classification

Alcoholism Trust Fund ------------------------- --- -- ---------Individuals pfow --------------- ---------- .......................................................
alollcemen ieervcee - ---------- --....

Minimum distribution rire. ---------------------------------- -3 -5 -5 -m ob to include considet- --------------------------------------aln of miscellaneous distribu.tdon ------------ ..... ------------------ ----------------------- Q)_) (2) (9) ,.........
ltfer ------------------------------- 

P)At -4 ------- ------------------(0)-
..... .... ..... .... ..... .... ..... .... .... -8 -- 42 --43 -5 . . . . . . . .. . . . . . . . .TITLE XXill -- - P)

Other Amendments
2301 utdor adviaJ.u nidisplays. . .302-Txtretment ofI l pr ...............--.------ :------------- .....-------......----7-....-- ................
2303--Trotmnnt of pin arom

sale or enchange, between re-
to a "a aon o sin W7 - -- Q)
11,1.1 -t- [ . . . .. . ....................... , , . .
for erfata ducaino niramllls 

Q) l () ts s .
tor m embrs of the uniformedsenoicosin

(3) (ouse1n fo) 
(h) (a) 

------------- 
------ -2 4 8--------------------------------------------------------------------------------- 

.......
Commission an value nadd pe----, -. . . . . . . .-------------------- ( ) - - Q - . -- - -
230Mistorribuons ------------------------------------------------

T(') 
() () () (2) (0) (3) (0) ()

Total----------------------------------------------- 
--17 -15 -I IlO17 -5 i

TITLE XXIV -1 5 -17 -15 -15 -9 -7
United States International Trade

Commission ----------

See footnote. at end of table.



TABLE 2.-REVENUE EFFECT OF TAX REFORM, ESTATE ND GIFT TM(, NMD TAX CUT PROVISIONS 0 BY CONFERENCE BILL TIRLE AID SECTIONS-Contiooed

PART I. TAX REFORM-Continued

[in mills of dollars: fisal pn]

House of Reprenaloov SonS Conference

1977 1978 1979 1990 1991 1977 1978 1979 198D 1911 1977 1978 1979 1990 1991

TITLE XXV

Additional Miscellaneous
Provisions

ES9l-Cortin disability inoome ----------------------------------------------------- Q) () (9) () Q) () () Q) () (9)
vernmnt publication.------------------ . 9........... Q Q) () 9) ) 9) () 9) 9) ()

2 oSLobbying by public churl
lo----------- ------------------------------------------- 9) 9) 9) Q) 9) Q) Q) 0) Q) Q)2504--Tao lions ofo., not to con-
ile acqoiion indebtedness - ------------------------------------ -) () (9) ) 9) 9) 9) 9) 9)505-Entension of nolf-donling

t~nSitgon rules for privls
foundEio . .--------------------------------------------------------------------. .------.-------.....------ ......... ...................-------- ).-------- .........

,06-1mputd Intert --------------------------------------------------- 9) 9) -) 9-) 9) 9 9) 9s) 9)
2 a07-Tao incentive study ---------------------------------------------------------------------------------------------------------------- ----------------------------

Totel -------------------------------------------------------------------- 9 ) 9) ) () 0) 9) 9) 9) 9) 9

TITLE XXVI
Other Mimchaneous Amendments

Credit for certain eopeson In-
cured In provding education...............--------------------------------------------467 -711 -926 -1,103 .......................9......................I le o o n c otain go~v rn mental 

. .

.. liotns for bonpital con-
on ----------------------------------------------------------------------- -1 - -7 -9 -14 ----------------d bepi e conel l~..... 

L 
.................................................. -7 -8 -16 -21 -33 -5 ------- If ----- " 1 ---- 3

d hospital pso ---------------------------------------------------- ( -) ( -) Q) ( ) -( ) () -Q) (

a . srles fo cetai
1bopitl-r l co...-n)-------------------------------------- 9) 9) 9) 9) 9) 9) 9) 9)

lble contributions of In9

ry and other properly ......... ......-------------------------------------- -19 -U -22 -24 -24 -19 -22 -22 -24 -?A

Total --------...------------------------------------ - - -M -75 -m -1,174 -4 -30 -38 -45 -57
TITLE XXVII

n Aeml enane Fow
Anenals



.2101-Employse stock ownershipplans
Tenses of amateur' ath.
let engasging in natanal orinternational c m petiion --------------------------------------------------------- Q1 1) ) Q (1) --------------------------------------------------..

2702-Exemption of certels anw-
taut athletic organizations from
tox .) -- -) 1) Q) Q) ) ) C) Q)

2703-Taxable status of pension
nefits guaranty cororation .....................................................................................................................................................

2704-Level premium planscover-
ingowner-employees ------------------------------------------- C) 0) Q) ) ) Q) C) C) Q)

2705-Lump-sum distrihutions
from qualified pension, e..
slant- ------------------------------------------------ --- to -10 -9 -9 -8 -10 -1t -9 -9 --8276-Tao treatment of the
granter of options of stock,
securithir,andcommodis . ---------------------------------------- 5 10 10 t 10 3 10 10 1o 102707--oxropt-inteest dividenils
of regulated investment cm-
pnies . . . .. - (1 ----------------------------------------------------- ) C ) C) C) C) C) C) C) (a)Cossonssion on tan simplifica-
tion and r odernization ---------------------------------------------------------------------------------------------------------------------------------------------------------------

2708--Cormon trost fund treat-
ment of certain custodial ac-
counts -------------------------------------------------------------------- - - - - - - - - - - - ------------------------------------------------------------------------------------- -------

grily within the same con-ole d group or family-- ............................... 1 ) (1) Q1) (1) (2) (2) (1) t

27 .pportet foret ndest
children of dired, a.,

-------arent-----------------s --------------------------------------------------------------------------------27111udy of epanded stock
2712-nPutl ronoraissea of

ml -rpet-y -- ----------------------------------------------- -3 -15 -15 -15 -15
341 - 1 residence hy alddy-------------------------- ------- 4............ . 4 -25 -25 -25 -25 - -
Valuation of certain prop-

erty for purposes of the Federal
estate to --------- ------------------------------------------------------------- C () s) () C) (C)

Exemption from station for
certain mutual depositlguarantee

2714-Addtlionat changes in sub-
chapter S shareholder rules ------------------------------------------------------- C) Q ) ) )) Q) ) ) ) C) C)

2715-Pa o silos by certain
louteer fireamen in indivtdunt

retirement accounts ------- - - - - - - - - ) C) C) C) C) C) C) () C) C)
Exemption from items of nidnQ-

mum otax preference -------------------------------------- -- -------- ------ - - - -22 -26 -2 -30 -34 --------------------------------------------------

See footnotes at end of table.



TABLE 2.-REENuE EFFECT OF TAX REFORM, ESTATE AND GIFT TAX. AND TAX CUT PROVISIONS 1 BY CONFERENCE BILL TITLE AND SECTIONS-Conlinuw

PART I. TAX REFONM-Cetined

[in millions of dollars; fiscal year]

Hous of Reprnentaives Snuts Conference

1977 1978 1979 1980 1991 1977 1978 1979 1980 19i 1977 1978 1979 199 1901

Certain WIN of low-income
roug .jlt; recapture of

x.:rtio on reel property;sec io --- -- --- -- -.--.-.-------------------------------------........... (a) - 3 - 6 ---------------- ---------------- ---------------
2716-vatck said on scon..o.

of droug---L------------------------------------------------------ -20 20 ----------------------------- -20 20
Same of the Senate with.

Cet to reduction of revenue
loss m bill t conference ..................................................... -b----------------ll--------------- Is ------e-----------f-----------r-----------------------e----

Total ------------------------------------------------------------------------ 5 -- 46 -67 -72 -7 -31 -5 -24 -24 -23
Total for Part l, Tax Reform. 1,692 1,761 2,034 2,227 2,474 -26 -783 -930 -764 -842 1,593 1,719 2,038 2,118 2,410

PART II. ESTATE A9D GIFT TAX

TITLE XXII

etalo and Gift Turs

Total ' -------------------------------------- -- -------------------------------- -1;4 -1,367 -1.6 -, 0 -- - -- 728 -921 -1,134 - 449

PART Ill. EXTENSION OF TAX REDUCTIONS

TITLE IV

Extension' of Individual Income
Ta" Rooluction

40I--Eataosons o individual
,iml tea reductions:
, -() Prcapi taxorodiL. ---------------------------------------------------- -9,59 -3,462 ------------------------------ -,50D1 -3,462 ------------------------------



b1Stndard deduction - . -, -3,148 -3,305 - 471 -3,645 -4,14, -4, 481 -4, -4, 731 -49 N -4..14 - 481 -4. 506 -4,731 -4,968Earned inco-e credit-...........-.............................-695 -1, 350 -1,296 -1,244 -1194 -6 -1,350 ........................402-Rotunds of earned income
credit disregrded in tre edwin-
istration o Federalprogramt
and federally assisted programs ........... ............................................................................................................ 

Total -........... -5,851 -3,148 -3,305 -3,471 -3,645 -14,350 -9,293 -5,802 -5,975 -6.162 -14,350 -9,293 -4,506 -4,731 -4,968

TITLE VIII

Capital Formation

l0]-Extnsion of $10,0100 limita-
tion on used property for the
investinntcredit ----------- -38 -142 -149 -156 -118 -38 -142 -149 -156 -164 -38 -142 -149 -156 -118

802-Etension uf 10 percent
investment credit ..........-- 1,262 -3,164 -3,311 -3,461 -2,126 -1,262 -3,164 -3,311 -3,461 -3,650 -1,262 -3,164 -3,311 -3,461 -2126

Total --------------- 1,300 -3,306 -3,460 -3,617 -2,244 -1,300 -3,306 -3,460 -3,617 -3,814 -1,300 -3,306 -3,460 -3,617 -2,244

TITLE IX

Small Business Previsions

901-Smell business provisions _ 14 -1,676 -1,177 ----------------------1,676 -2,221 -2,406 -2,579 -2,771 -1,676 -1,177 ------------------------------

Total for Part III Extension
of Tax Reductions ------- -8,27 -7,631 -6,765 -7,08 -5,889 -17,326 -14,820 -11,668 -12,171 -12,747 -17,326 -13,776 -7,966 -8,348 -7,219

Grand total, Part. 1, 111 and
III -- -- -7,135 -5,870 -4,731 -4,861 -3,415 -17,588 -16,645 -13,965 -14,623 -15,595 -15,733 -12785 -6,849 -7.364 -6,191

1 This table has omitted Title XIX-Repeal and Revision of Obsolete, Rarely Used, Etc., Provisions a provision was adopted which would permit a participant in a Government plan to make deductible
Less than $5 million. IRA contributions if the LERA provision should be adopted.

8 The revenue impact of this provision cannot be estimated until the Internal Revenue Service 10 From 10% to 12%.
dearmines se deduction leveL I House provisions on energy are contained in House-passod HR. 6860. The conference agreementa The revenue impact of this provision cannot be estimated until the Bureau of Labor Statistics omits the provisions in th Senate amendment as the Finance Committee has reported the Senate
determines the deduction level, amendment in separate House-pased bill (H.R. 6860). The section numbers shown under this ile

t The revenue impact of this provision will not be very great; it, magnitude. however,. is not de- are those under Title XX of the Senate version of the bill.
10rminable because of lack of information regarding the practices of the state legislators during the is There is aim an estimated $2,000,000 decrease in budget receipts for fiscal Year 1976 under this
period covered by the provision. provision.

Reflects liability of prior years.. i While the House version of te Tax Reform Act of 1976 does not include estate and gift tax pr-It is estimated that this provision will decrease budget receipts by $5,00,000 in the aggregate visions, to Estate and ift Tan Reform Act o 1976 an reported by the Waolowend Mas Committee is
over the next final years . estimated 1 reduce fnal year recerts as follows: 1977. $15 million; 197 1 1 million; 1979, $8i5

e This proision hen been encted into law; the estimates, therefore, are not included in the total million; 1980, $82 million;eand 1981, $917 million.
for Title XV. ' Tireflects the Rouse passed version of H.R. 10612 after eliminating the effect of the Revenuer The LERA provision of Ito House bill wos not shoutd by the Senate Finance Committee; however, Adjustment Act of 1975.
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