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OcTOB3e 1, 1962,-Ordered to be printed

Mr. MIrLS, from the committeI of conference,
submitted the following

CONFERENCE REPORT

,,t,,,,. ,(To accompany, H.R. 106501]

Thecommnitteef of.conference on the disagreeing votes of the two
Houses on the amendmentsof the Senate to the bill (H.R. 10650) to'
amend,: their Interfial Revenue, Code of 1954 ,to provide a credit for
investment in certain depreciable property, to eliminate certain defects'
and inequities, and for other purposes, having met, after full and free
oo.nference,\ have:,agreed. to" recommend 'and do recommend to their
respectiVe.Houses as'follows;,,, \', '..'
That theSenate recede, from its amendments numbered 11, 12, 13,

14,28 180,601i9b,;14i5 146, 197, 1099 200, ad .203. ., That theo'Hiouso' recede fromitsi disagreement' to the amendments
of the SenAte iumbknred.2, 3,'4, 6;7,, 8 10;0 '5, 16, , 17, 18, 19. 20, 21,
22, 23, 24, 25, 26, 27, 32, 33, 34,.35v 36j,'37 '38% '39, 40,,41 42i 43, 44,
45, 46, 47, 49, 51, 52, 53, 55, 56, 57,-58,,59,,62; 631 64, 65, 66, 67, 68,
70, 71, 72, 73, 74, 75,76,77, 78.79, 80, 81,82,,8 3, 84, 86, 88, 93, 94,
97, 98, 100, 101, 02 103, 105, i06, 107, 1'08, 109, 110, ii, 1412 113,
11~,;4":15,'6'.'117:, '1188/'19..120;" 121, 'I~, i~3, 1, 25' 127:12i8,
129', 130i! 3'l.33.4. i2b;3~.,'6.37; 138, I39,14 I 142, 143,
144 ,1i, 148, 149, 150, 11, 152, 153154 155, 15 157, 8, 160,:
162,1l.64.' t8t.'i66t.68 .169.i70,171, 17', 174 5175, i76
177, 178, 179, 181,'"182,' 1f4'185', 186, 188,'1, 193, and 194, and
agree to the same. !

tAnehdmentiri red'-1^'^'' 1,!! ** -iin-ijt"**.
Ta,!utheo'us'r&eede i'6nm i disagre'enoht to the amendment of,

the Senate numbered .1.and agree to the same with amendments as
foilS1!",, , T, .}t

FitPa^^lin; 6, '6f"thi'.eiiat 'engrossd: iiendments, strike o't
"d ^It^^t *"*
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q.Pge 4 of the Senate qngronedqen4 s,tike.ouW..!n,: d
and insert: - ; ..''

(b) Conforming amn.dmWS.
(Clerical amendment.
(d) Effective date.

Page 5 of the Senate engrossed amendments, strike out lines 1 to 24,
inclusive, and insert:

Sec. *7. Exclusion frotn qross income of certain awards made pursuant to
evacuation dtathnsiof Japanee-American persons.

(a) In general.
(b) Effective date, etc.

Sec. 28. Deduction for depreciation by tenant-stockholder of cooperative
housing corporation.

(a) A4tUodrec of deductio.:*. :'

(b) Clerical amendment.
(c) Effective date.

Sec. M9. Deduction for income tax purposes of contributions to certain or-
ganizations for judicial refor.n. . ,

Sec. S0. Ec'i' dtso'tamendmet' t seeoti174(b)"
Sec. 1S. Treaties.: ; ,',, ,, i '*:

And the Senate agree to the same.

Amendment numibifedbt; ' ' )

That the House recede from its disagreement to the amendment of
the Senate numbered- 5, and agretedto' the same with amendments as
follows:
Page 6, line 13,' of the Senate engrossed aemefdmeitsistrike '6ut

"June 30, 1962" iid insert DeceMber'l$,19619,' i6,:
Page 7 of the, Senate engrossed amendmentss, strike out lies: 14 ito,

22, inclusive,andl insert .' ; '. '; , .! ':"-i"i ;'
"(4) iAAB YEARBEGiNNINaoBOREJUarY-SFotF

purposes oJ determining the amountofianl invedment! credit ary
back that may be added under paragraph; (1,')for.a,utaxabUe tar
beginning before January l. 1960, and[ ending after Deweber 81,
1961, the amount of the limitation, provided b)tbectVin..a)(2):.
the amount which bears the same, ratio, to suchli.tatin 'a the
number of days it ,such year after .December S1:,1961, bears to the
total number of days in suckh a '. , , ,' ; .

And the Senate agre. to the same;, ,:, ,:.. : , ,
Amendment numbered 9: ' ,,
That the HoUse recede from its disagreprnent to the am^pndmentoi

the Senate numbered 9, and agree toJhe sme. Ywit 'a,an ont
as follow .: 'I '

--

Page 9, line 19, of the, enate engross4 amedment,,ftt, "l",
insert'equal to or; and S aeetheatea t e same. , ;
Amendment numbered 29:
That the House recede from its disagreementjto the Sanenmept. of

Senate numbered 29, and agree t, the ,sane wth^ , W , ^s
In lieu of te matter proposed to 'e|nseried by Ithe Siatea'., ,

ment insert the following:, or, in t~e, ,,jq ^i~,yr', * g
or folowing a substantial dnd bona 7Ye bustnee, ,<ct#?4
business meetings at a convention or otherwise), t'a such em was
associated with,
And the Senate agree to the same.

2
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Amendment numbered 31: ..,, ,,; , ,, , '; , .
That the House recede from its disagreement, to,t4he amendment

.of the Senate nuqbred 31, anp agre to, the same. wth an amendment
118 I Iwe*.... . . . . . ,,'','.I...f A · A ''e'i -.*'.,. .

In lieu 'of the matterr proposed to be inserted by the Senate amend-
menk ijnert the fobowing: ,p,, in the case of ,an em dsvri/bed in sub-
parafgraph (A) directly preceding or folowng a ubstantial and. bona
fide burgess discsioS.n (ingw.idng1-i .es8$ meein.gs at a convention or
otherwise, the po6Hn oj 8shitem associated with,
And the Senate agree to the same.

Amendment numbered 48:
That the J Iouse 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-
nient insert the following: , but the amount deter,.mined under this sub-
paragrah shall inno ease be 'grater than the larger of-

(i) the amount determined uider parraprah (4), r
'(ii) the 'amount wiih, wh added to the amount determined

under subparagraph (A), eqals the amount by which 1I percent ofthe total deposits or withdrauable accounts of depositors of the tax-
' payer at the close of suh year' exceeds the sum of-its surplus, un-
divided profits, and reserves at the beginning of sueh vear (taking into
accit any portion therof attributable to the period before the first
taxable year beginning. after December 81, 1961)

And the Senate agree to the sane.,
Amendment numbered 54:
·Thatb.heHouse recededfrom itisdisagreement to the amendment of

the SetiXenumbered 54; and agree to; the same with an amendment
as follows:
Page 46 .adterllne 4;iof the'Houselengrossed bill insert:

"()6 LIMITATION IN CASE OP CERTAIN DOMESTIC BUILDING AND
'tdAA,.ssotIANIOS;*- fthe percenttae of the assets of a domestic
building and loan association which are not assets described in se8,

.">)'~0 1(¢)(,9)'((D) (ii)"ode 86 prcnt' fo&' the tadblet year (as
determined for purposes of section 7701 (a) (19) for icth year) the

','niit d atentnidundui p riph 2) ,t and! the amount deter-.' "firdungrtragrap:($), shaU in' ck dase bethe amount (deter-
mined without regard to this paragraph but with regard to the limits
contained in paragraphs (2), (S)yand(1)(B)) redWued by the amount
determined under the following table: ; i,

' 'll.';:l) ', '--TI"li'!.\ --IIIi. - -'I- ..'
-

ftg-W 4 ' b-t'doe'sirt'3o the rddictions hall'b the foUlowng pro-
dexeeed-- exceed- portion of the amount so determined',,~.""!i~"i !,,0,. :l t ,i~.: I',-' *!.'.' .W4m rfard t thio. raraph.

37 pwrot _-3-38 percent i/-
p*^rt::__'__._;IS...

*"
1 ,

40 perm -. 41 percent ,It
: . :,! +;ti ,'.!(¢t' ';

9.869604064

Table: [No Caption]
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And the Senate agree to the same. - ,, ; ''

Amendment numbered 60: t ';
That the House recede fr6m its disagreement to the amendmen" of

the Senate numbered 60, and. agree to the same with amendments as
follows: .'. 'L"
Page 24 line 15, of the Se'iate- engrossed amendments, strike'' ut

the.parenthesis at the`beginniing of the line.
Page 265 line 23, of the Senate engros`d. amendments, strike out

"(i) and (ii)" and insert (i), (i), (iv), andI(v),
Page 26,line 10, of the Senate'engrdssed amendments, strike out

"(i) and (ii)" and insert (i), (ii) (iv), and (vi) ; '.
Page 27, after line 6, of the Senate engrossed amendments, insert:

The term 'domestic building and loan association also includes, any
association which, for the taxable year, would satisfy the requirements
of the first sentence of this paragraph if '41 percent' ,were substituted
for '36 percent' in 8subparagraph ,(E'), Except in. the case of the
taxpayer's first taxable year beginning after the date of the enactment
of the Revenue Act of 1962, the second sentence of this paragraph
shall not apply to an associationffor th table year, .esS such
association (i) was a domestw building ~and loan associat, within
the meaning of the first sentence of this paragraph jfo the first
taxable year preceding the taxable year, or (ii) was a domestic building
and loan association solely by, reason of the. second sentence of this
paragraph for the first taxable year preceding the taxable year (but
not for the second preceding taxable year)., .

And the Senate agree to the same. . S'..
Amendment numbered 61: : i. ,':.: ,.
That the House recede from itse disagreement to the amedraeut'of

the Senate numbered 61, and, agree to the same';with amendiments:^&a
follows: ',,i

Page 27, line 13, "of the Senate engrossed amendment, strike! out
"EXCISE". '

Page 27, line 15, of the Senate engrossed amendments, alter f'ACT",
insert or 19s ',,X'I.
Page 27, line 16, of the Senate engrossed amendments; after "Act",

insert of 1938
Page 27, lines 19 and 20, of the Senate engrossed amendments,

strike out "EXMIMPTION FROM DISCRIMINATORY STATs AND LOCAL
TAXATION.-". i,
And the Senate agree to the same. \, ,
Amendment numbered69:: '
That the House recede from its disagreement to the amendment of

the Senate numbered 69, and agree to the same with,,amendments as
follows: . ',.,

Page 64, line 9, of the House engrossed bill, strike out "6047" and
insert 6048
Page 65, line 13, of the House engrossed. bil, strike out "67041' and

insert 6048 * --,',.........." ,,'.
Page 67, after line 6, of the House enko"sed bill, strik t"4V'7"

and insert608',,8'.', .,'
And the Senate agree to the same.
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Amendment numbered 85: i *

That the House recede' from iti disagreement to the amendment' of
the Senate numbered 86,' andl agree to thb same with an amendment g/
follows: ' : t

In lieu of the matter:proposed.`to be inserted by the Senate &ateid-
ment insert the following: $600,000; and the Senfate agree to the same.
Amendment numbered 87: :'
That the House recede from itstdisagree'ment to' the amendment of

the Senate numbered' 87', and' agree to. the same with an amendment
as follows: ' * '

In lieu of' the mratter!proposed to be inserted by the Senate amend-
ment insert the followinig:k ,-. -:.:

"(U) SPECIAL TRANSITIONAL UNDERWRITING Loss.- .
"(I) COMPANIES TO WHICH SUBSECrTIOy APPLIES.--This subsec-

tion shall apply to every mutual insurance company which has been
,Subject the, ax iimposed by :this section (as in effect before the.
enactment of 'this subsectTon)i for the' 6 taxable years immediately'.
preceding January 1, 1962,an6 d has incurred an underwriting' loss
for each of sui'ch'stablee years.' :, . .',

" (2) EDUCTI ' OF STATUTORY UNDPRWRITING INCOME.-For
purposes of this pat, 'the sa'tutoy 'udrwrHiting in'me 'of A com-
pany described in paragraph (11)for the taxable year shall be'the
statutory underuwritng income for the taxable year determineded with-
out regard, to this' subsection)' reduced by 'the amount by which-'

i"(A), the sum of the underwriting losses of such companip
for the 6 taxable years immediately preceding January 1, 1962C;

"(B) the total amount by which. the company's statutory
underwriting income was reduced by reason of this subsection
for prior taxable years. : ;'

'

,i'.:'/.
"(8) UNDERWRITING LOSS DEFINED.-Forpurposes' of thissub-

section, the term 'underwriting o1088' means' ,statutory underwriting)
loss, computed without any deduction under section 824(a).aadi
without any deduction nder section!882(c) (11). .

"(4) YEARS TO WHICH SUBSECTION APPLIES.-This subsection
shall apply with respect to any taxable year beginning after December
3S1 1962,, and before January 1, 1968, fo' which the taxpayer is sub.J
ject: to the tax imposed by subsetiotn (a).

And the Senate agreertothe same. '- :
Amendment'inumbered 89: ,,
That the Hou0e recede from its disagreement to the amendment' of

the Senate numbered8 9, and agree to the same with an amendment
as follows; :''i,: "'

..^..,
In lieu of the matter proposed to.be inserted by the Senate amend-

ment insert the following: $,o00,0o00; and the Senate agree to' the
same.

Amendment' numb6rbedl9.O.,,0
That theHoi`e&r`cdefrom itl disagreement to the amendmept of

the Senante numbered 90, and agree,t the sate wjth an amenp'met
as followsQ g<*,"t;,' sm W

In !ieu of the tte,prppo to ,e..iserted by the ~,,at¥and-ment ifrt the i 1 ,00 ;' and the 'enate,-agr,ot'
same.

B
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Amendment numbered 91: ;
That the House recede from its disagreement to the amendment of

the Senate numbered 91, 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: $6.00,000; and the Senate agree to the same;
Amendment numbered 92:
That the House recede from its disagreement to the amendment of

the Senate numbered 92, 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: $1,100,000; and the Senate agree to the
same.

Amendment numbered 96:
That the House recede from its disagreement to the amendment of

the Senate numbered 96, 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: ariing, either in any one State or within
200 miles of any fixed point selected by the taxpayer,
And the Senate agree teeothe same.
Amendment numbered 99:
That the House recede from its disagreement to the amendment of

the Senate numbered 99, and agree to the same with an amendment
as follows:

Page 85, line 4, of the House engrossed bill, after "insurance",
insert company; and the Senate agree to the same.

Amendment numbered 104:
That the House recede from its disagreement to the amendment of

the Senate numbered 104, and agree to the same with amendments as
follows:

Page 89, line 10, of the House engrossed bill, after "mutual fire",
insert or, ood
Page 89,. line 19, of the HOUse engmred bill, after the period and

before the quotation marks, insert ,Premiumts paid by the subscriber
of a mutual flood insurance company *eferred to in paragraph (8) of
section 831 (a) shall be treated, for purposes, of computing the taxable
income of such subscriber, in the same manner as pre iums paid by a
policyholder to a mutual fire insurance company referred to in such
p(Mrraph(S).Page 90, line 18, of the Holise engrOssed bill, after "mutual fire",
insert or flood
And th Seniate agree t6 the same. i,
Amendment numbered 126:
That the House recede from its disagreempent to the,amendment of

tMe Senate numbered 126, and agree to the same with' amendments as

'Page 62, line 7, of the Seihte eringossed amendmentst, before .i',,
insert income

'

D %ag :64, line 24; f theSetiate grosse4a4,erd after "is",
iiie~rt'creatdo,*' ";;!¼^:' '**"* *^ ***'i";* *""'***
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Page 82, line, 6,"&nd 7, ofthe Senate'engrowd aiAei'dinients, strike
out "(computed wi*hoitregard tosection 931)" ;

Page '82"'limne 14 %and 15 ) of the Senate engrossed amendments,
strike out ;"(bomputed without'regird to section. 931) ,,.:

*Page 100 of theiSe'a.te engroesed amendment Btrike out the table
following line 10 antidinert.t ' .
"If the effective foreign ta ¢ate i'tper- 'T1e re"iJed mi timz dit ribi'tiotof

centage)-^ :.-' earnings and profits (percentage) -

Under 10 f90;
10 or over but less than 0--------------
20 or over but lees than ,8 ------.---.-B,-. 82
28 or over but less than 84-------------- 75
34 or over but less than 89 ------------- 68
39 or over but less than 42 6.5
42 or over but less than 44-------------- .0
44 or over but less than 46--------------7.'7
46 or over but less than 47 . . -47' 14 "

47 or over,.. -4j - 0-;, .

Page 106, line 3, of the Senate engrossed amendments, strike out
"total" and insert 'co'olidated !
Page 106, line 5; of the Senate enigrossed amendments, strike out

"total" and insert consolidated ' '

Page 107, lines 20 and 21, of the Senteo; engrossed amendments,
strike out, "is eligible to make" andinsert makes ,

AnA .VA A .or'nat.,~''r rr'o A t.r h rn....
Amendment numbered 140: .;
That :the House recedeI from, its disagreement to the .mendinent of

the Senate numbered 140, and agree to the same with'an iamiendmeht,
as follows: !; ..4' ,
Page 123, line i4, of the Senate engrossed' amendments, 'ftri

"1962',insert a comrna,; and the Senate agree to the same..
(within the meaning of section 1221)'and ia been heid 'or' more th ,6
Amendment numbered 169: " ,1, ,"
That the ,House,reede! from its,disdgi.meer nt ,to thq,omen4 erot of

the Senate numbered 159, and agree, to,,the, aamAe witb ^men~dent.as
follows: ; : ^I,.', .> ji *Kjf i,of" 44 j ;i j. I.is,Page 130 of the Senate engrossed amendments, bef g with line
8, strlkQ out 011 through page !31, and iwert, the follow.'g: , ,

"(b) LIMITATION ON TAX Ap4PP#Ixq JQl(IVDVhIU,4Seln
caee of an insitd,4{4the jtck r,or ngedwicupital, wet
(uwithtn the meaning of section iSi) and has bef fsdljrInoretkiM
months, (4the tx i W ,tonamun ti nw4 tngri n cowme a
dividend tnder sub eetion (a) .hfUnotb greater thana tax eqi to the
*8UtOefo','-S*i 4 iiii( i.':':!'(i ., ^e.i(a): ,,,.

"(1) a pro xa t .areoJ; ewe,,'oJ,r-".. !.jf
,,i ',,@".4';' X

"(A) the takes th4t would .yebeen, zid by theforeign
corporation with respect to itt eomrn'l 'iW t^eg ' ta r

for ddzcikibn'f,O d di f A ed1ii
/I>\ '/-t 1I_ a ^ » u ^-ItAC -.a.-...J

section 961, ovr

9.869604064

Table: [No Caption]
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(<."O:)mincome, uar profit, or ecess profit,ta paid y
the foreign corporation wUh respect to sw4 ;income; and

"(*) an amount equal to the,taz that would result by including
in gross income, as gain from the sale or emhage:oef, aacapital aset
held for more than 6 month,. an amount equal to .the.exezs of (A)
the amount included in gross income as a d unduier section
.(a), over (B) the amount determined under paragraph (1).

Page 135, lines 9 and 10, of the Senate engrossed amendments,
strike out "referred to in subparagraph (B)" and insert. ending on
the date of the sole or exchange

Page 137; line 25, of the-Senate engrossed amendments, strike out
"(2)".
And the Senate agree to the same.
Amendment numbered 161:
That the House recede from its disagreement to the amendment of

the Senate numbered 161, and agree to the same with amendments
as follows:
Page 139 of the Senate engrossed amendments, insert quotation

marks after "apply." in line 7 and strike out lines 8 to 14, inclusive;
and the Senate agree to the same.
Amendment numbered 173:
That the House recede from its disagreement to the amendment

of the Senate numbered 173, and agree to the same with amendments,
as follows:
' .Page 150,, line 4, of the Senate engrossed amendments, strike out
"6047" and insert 6048

Page 150, line 6, of the Senate engrossed amendments, strike out
"60.48'and-ifhert 6049

Page 154, line 13, of, the Senate, engrossed amendments strike out
'60_48(a)(1)" and insert 60,49(a)(1)

Page 155, line 4, of the Senate engrossed amendments, strike out
"6048(a)(2)" and insert 6049(a)($)
'Page 165, line 5;6, ofthe Senate engrossed amendments, strike out
6048(a) (3)";and insert (6049(4)(3)
Page 156, line 56, of the Senate engrossed amendments, strike out

"6048(c)",nd insertPs -60oA9,)T-~-
Page 156;.line 8 of the Senate engrossed amendments, strike out

"'048(a) (1)" ad 1hsert' 6049(a) (1)Pag' 1W6 line 22,; 6f the Senate engrossed amendments, strike out
6048(a)'(1')" nd insert604"(a)()
,,Pa q166, "liine256, 'of the' Senate grossedaiendenrits,; strike out

"'604(i)(2); or'6048(a)(3)" ana1 insert 6049(a) (S), or 6049(a) (s)
Page 157, line 19, of the. Senate engrossed amendments, strike out

"6048" apd insert 60]49;,and the Senate agree t6 the same.

. , n.; ziment nuni e"e4 t ':'· "

i .hatthe,,Housereeede from its 4isagreenent, to the amendment of
thA, .e a, nunmbere I,,'wi agree to the same with, an amendment
a folQl ws: .1, ,s.\, .,\'; ,, - >v*i*.\,'^ \s I Ad h

, .Pag. 1569, ime.ne',,\o,, te, senate , engrossed amendments, after'p^oe_:':'ti(a ,kfnedg* ,, 770o (a)(o0) .

',,And toenate etre, toUeBaOe, ,,.,.:, >,' ,, ,,, ./,,, ,,.*.

8
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Amendment numbered 183: : ; '

iThat '~ih Hode: re6ede fkenm its disage'eMieit to the' amendment of
the' Siatthdiumid 183; and 'agree to the samtie ith an amendment
as follows: ;

In lie dof th' imattW proposed to be inserted,by the Senate amend-
ment insert the following:
"() JITAOWN.-"": -,

')'(Jz)z'ZAAII.nRILz.-Fxcept aeprovided in paragraph (2), no

information shall be required to be furnished under this section with
respect to ay.y forpoeigroration unless such information was
required to be furnishedd tenderr 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). ,,

*f' () Exosprio,.In the case of liability to file a return under
.su8section\' (a) arising,on.or after January. 1, 1963, and before

"(A) no information, shall be required to be furnished under
this sectiontwith respet to any foreign corporation unless such
information' was required to be furnished under regulations in

'

.effect on or before March I, 196S, and
"(B) if the date' on which such regulati6onr become effective

is later than the day on which suoh liability arose, any return
required by subsection (a) shall (in lieu of the time prescribed
,by subsection (d)) be filed on or before the 90th day after such

Andthe'oSe'i;at6 agree;to 'the ' ame.
,Amnendmontnumbered 187:.
That .he House recede from its disagreement to. the. amendment

6f' tl'i¢e.iat~e:numbered: 187 .and agree .to the same with an amend-
mentas" vtllows: ;

Page 239,. after line 3, 'of' the House engrossed bill, strike out
"6038d)(2)" ';andinsert\6038(d)(l); and the Senate agree to the same.
'iielndment numbered!'9 .' -;9:
That the House recede from its disagreement to the 'amendment

of the Senate numbered 189, and agree tojthb same with,amendments
as follows:
Page 163, after line 23, of the Senate enriossed 'amendments, insert:
(b) Oi6NtORMzINo ,AmsDM fT,:-fSetion 263(a)(1) (rdelting to dis-

allownce of deduions for capital expenditures) i* amended by striking
out "or" at the end of subparagraph (0), by striking out the period at
the end, .o .ubparagraph (D) an inserting: , or"'', and by adding at
th end theref the follow gnew kubpaidrgoaph:

.,* ,T "'(E)' expenditure,: by farmer. for' cledrig land deductible
under section 182."

Page 163, line 24, of the Senate engrossed amendments, strike out
"(b)" and insert (a)
Page 164, line 4, of the Senate engrossed amendments, strike out

"() and insert (d)
And the Senate agree to the same.

'9
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Amendment numbered 190: ; .
.

That the House recede from its disagreement to, the,Ant of
the Senate numbered 190, aud agree to the same with an amendment
as follows: :

Page 165 of the Senate engrossed amendments, strike outlnes 4
through 10 and insert: v,. ., .,
In any case in which the taxpayer elects to have the provisions Of the
preceding sentence apply, for purposes of computing. the limitation' on tax
under this part-

"(1) only the same proportion of the amount to which this. part
applies shall be taken into account for purposes of computing the
limitations under section 170(b)(l)(A) and (B) jor taxable years
before the taxable year in which such amount is received or accrued as
(A) the excess of the maximum amount which could, if the taxpayer
had made additional contributions described in clause ('), (ii), or
(iii) of section 170(b)(1)(A), have been described in clause (1) of the
preceding sentence over the amount described in such. 'clause (1),
bears to (B) such maximum amount, and -.

"(2) the portion of the amount of charitable contributions de-
scribed in the preceding sentence shall not be taken into account in
computing the tax for the taxable year in which the amount to which
this part applies is received or accrued."

And the Senate agree to the same.
Amendment numbered 192:
That the House recede from its disagreement to the amendment of

the Senate numbered 192, and agree to the same with an amendment
as follows:

Page 168, of the Senate engrossed amendments, strike out lines6 to
11, inclusive, and insert: '..',"

(b) UNUSED CONVERSION 'Loss DEINED.- The amount of the Guused
conversion loss shall be the sum of the part of the net operating Moss for
each year described in subsection (a) which (without regard to. this action)
would be carried over to the sixth taxable year following the 088oss.year if
section 172(b) of the Internal Revenue Code of, 19564 (or, where applicable,
section 122(b)(2)(B) of the Internal .Revenue Coie of 1939) permitted
such a carryover.
And the Senate agree to the same.
Amendment numbered 195:
That the House recede from its disagreement to the amendment of

the Senate numbered 195, and agree to the same with an amendment
as follows:
Page 171, line 19 of the Senate engrossed amendments, strike out

"AMERICAN-JAPANESE INDIVIDUALS" and insert JAPANESE".
AMERICAN PERSONS; and the Senate agree to the same.
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Amendment numbered 196:
That the House recede from its disagreement to the amendment of

the Senate numbered 196, and agree to the same with amendments
as follows:
Page 173, line 9, of the Senate engrossed amendments, after "AND",

insert BtJS1NESS
Page 174, after line 2, of the Senate engrossed amendments, insert:
(b) CLERICAL AMENDMENT.-The table of sections for part VII oj

subehdpter B of chapter 1 is amended by striking out the item relating to
section 216 and inserting in lieu thereof the following:

"Sec. 1¢6. Deduction of taxes, interest, and business depreciation by coop-
erative housing corporation tenant-stockholder."

Page 174, line 3, of the Senate engrossed amendments, strike out
"(b)" and insert (c)
And the Senate agree to the same.
Amendment numbered 198;
That the House recede from its disagreement to the amendment of

the Senate numbered 198, and.agree to the same with an amendment
as follows:,
Page 177, line 2, of the Senate engrossed amendments, strike out

"30" and insert 29; and the Senate agree to the same.
Amendment numbered 201:
Thfg the House recede from its disagreement to the amendment of

tihe Senate .numbered 201, and agree to the same with an amendment
as follows:'
Page 181, line 8, of the Senate engrossed amendments, strike o

"33" and insert 80; and the Senate agree to the same.
Amendment numbered 202:
That the House recede from its disagreement to the amendmei t of

the Selate numbered 202, and agree to the same with an amendment
as'follbws:

In libu 6f tho matter proposed to be inserted by the Senate amend.
nent iWisert the following: 31; and the Senate agree to the same.

W. D, MILLS,
CECIL R. KING,
HiAL BOGGS
'EUGENE J. iEOGH,
JOHN W. BYRNES,
HowAnb H. BAKER,

AManagers on tlhe Part of the House.
HARRY F. BYnD,
ROUT. B. KERR,

By R. S. K.
RUSBELL B. LONG,
GEORGE SMATHJRB,

By H. F, B.
JOHN J. WILLIAMS,
FRANK CARLSON,
WALLACE BENNETT,

Managers on the Part of the Senate.
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STATEMENT OF THE MANAGERS ON THE PART OF THE
HOUSE

The managers on the part of the House at the conference on the
disagreeing votes of the two Houses on the amendments of the Senate
to the bill (H.R. 10650) to amend the Internal Revenue Code of 1954
to provide a credit for investment in certain depreciable property ,to
eliminate certain defects and inequities, and for other purposes,
submit the following statement in explanation of the effect of the
action agreed upon by the conferees and recommended in the accom-
panying conference report:
The following Senate amendments made technical, clerical, clarify-

ing, or conforming changes: 1, 2, 3, 4, 7, 8, 15, 16, 20, 22, 24, 25, 26,
27, 34, 35, 36, 38, 39, 40, 44, 47, 49, 51, 53, 55,-57, 58, 59, 63, 66, 67,
68, 71, 72, 73, 74, 77, 78, 83, 86, 88, 89, 101, 103, 105, 106, 107, 108,
109, 110, 112, 114, 115, 116, 117, 118, 119, 120, 122, 127, 134, 136,
137, 138, 139, 142, 144, 146, 148, 149, 150, 151, 152, 154, 155, 156,
157, 158, 164, 165, 169, 170, 171, 172, 174, 175, 177, 178, 182, 184,
185, 186, 187, 188, and 202. With respect to these amendments (1)
the House either recedes or recedes with amendments which are tech-
nical, clerical, clarifying, or conforming in nature or (2) the Senate
recedes in order to conform to other action agreed upon by the com-
mittee of conference.

CREDIT FOR INVESTMENT IN CERTAIN DEPRECIABLE POPEjRTY

Amendments Nos. 5 and 23:. Under the bill as passed by both the
House and the Senate the amount of the investment credit which may
ite allowed for any taxable year may not exceed so much of the
ability for tax fo; the taxable year as does not exceed $25 000, plus
25 percent of so much of the liability for tax for the taxable year as
exceeds $25,000. Under the bill as passed by the House, any unused
credit resulting from this limitation was to be carried forward to each
of the 5 succeeding taxable years to the extent not taken into account
in intervening years. Under Senate amendment No. 5, such unused
credit is first carried back to the 3 preceding taxable years and then
carried over to the 5 succeeding taxable years. This rule is subject
to 3 exceptions: (1) The unused credit may be a carryback only to
taxable years ending after June 30, 1962, (2) to the extent that an
unused credit arises by reason of a net operating loss carryback, such
unused credit is taken into account only as a carryover and not as a

carryback from such year, and (3) in the case of a taxable year begin-
ning before July 1, 1962, and ending after June 30, 1962, the limitation
on the credit allowable for such year for purposes of the carryback
to such year is the amount which bears the same ratio to the limitation
otherwise applicable as the 'number of days in such year after June 30,
1962, bears to the total number of days in such year. The House re-
cedes with amendments conforming the unused credit carryback pro-
visions to the conference action on Senate amendment No. 28 (which

12
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provides that the investment, redit is to apply to. taxable years end-
ing after December 31, 1961). ' .;*i

epate amendment, No. 23 amends the provisions of the code relating
to, periods of limitation ,and interest, to,conformto the Senate. amend-
ments providing for the unused credit carryback. The House recedes.
Amenddments Nos. 6 and,, ; ,Thh bleg as passed by. the !4ouse, (see.

46:(c)'of the code, as added by the bill) defined the qualified investment
for purposes of the investment credit as, the aggregate of (1) the appli-
cable percentage of the.basis of each new section 38 property placed in
service during the taxable year, plus (2):the applicable percentage of
the cost of each used section 38 property placed in service during the
taxable year. These. applicable percentages vary according to the
useful life 'f the property. If any such property is disposed of, or
otherwise ceases to be section 38 property with respect to the taxpayer,
before the close of the useful life that was taken into account in com-
puting the investment credit, then the-income tax for the taxable year
of 'the disposition is increased (sec. 47 of the code, ao added by the bill),
by an amount equal to the decrease in credits which would have re-
suited had the useful life used in,determining the credit been the
period beginning with the time the'property was places in service and
ending with the time it ceased to be section 38 property,
The bill as passed by the Senate retains these rules except in cases

where section 38 property is placed in service by the taxpayer to
replace property. which was stolen or was destroyed or damaged by
fire, storm, shipwreck, or other,casualty. Under Senate amendment
No. 6, the basis (if new property) or cost (if used property) of the
replacement section 38 property taken into account in determining.
qualified investment is required to be reduced by,an amount equal
to the amount received,by te taxpayer as compenratiop (by insurance
or otherwise) for the property destroyed, damagedy.orstolen,. or, by
an amount equal to the adjusted basis of such property, whichever is
the lesser, This rule is not to apply if the reduction in qualified
investment attributable to the substitution required by section
47(a),(1) of the code with respect to the property so destroyed, dam-
aged, or stolen is greater than the, reduction required under the new
paragraph (4) added to section 46,(c) by Senate amendment No. 6.

Senate amendment No, 9 adds a new paragraph (4) to section 47(a)
of the code (relating to certaip positionson, etc., of seo. 38 property)
to coordinate the provisions of such section 47(a) with the new, rules
provided uqder Senate amendment No. 6. In general, the new para-
graph (4)' of. section 47(a) provides that paragraphs (1)' and (3) of
section .47(a) shall not apply to, property which ceases to be section
38 property on account of its destruction or damage by fire, storm,
shipwreck, or other casualty, or, by reason of its theft, if such property
is replaced by property to which the new paragraph (4) of section
46(c) (added by Senate amendment No, 6) applies, and if the reduction
under that new paragraph is greater than the reduction in qualified
investment under paragraph (1.) of section 47(a). .
The House recedes on ,enate amendment No.. 6.and recedes with

a technical clarifying amendment on Senate amendment No. 9.;,
Amendment No, 10: This amendment adds a new ,paragraph :(6)

to new section 48(a) of the code (defining "section 38 property" 'for
purposes of the investment credit) to provide that livestock,io not to be
treated as section 38 property,,. The;House,recedes. ,

13
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Ahiendmnts Nos.' 11', 12, 13;an3d 14: The bill as passed by the
House defined the term "new section 38 property" as section 38
property (1) the construction, reconstruction, or erection 'of 'which is
completed by:t,h taxpayer after December'31, 161.i or (2) acquired
after Decembe't*31, 1961, if the original use of such property M.
mences, with the taxpayer 'and commences after such date. In
determining qualified investment described in clause (1) of'the pie-
ceding sentence, only! that portion of the basis which is properly
attributable to cohstructioh, reconstruction, or erection after Decem-
ber 31, 1961, is to bei taken into account. The bill as passed by the
House also limited' the definition of "used' section 38 property" to
property acquired by purchase' after December 31, 1961. Senate
amendments Nos. 11, 12; 13, and 14 changed these dates from Decem-
ber 31, 1961, to June 30, 1962. The Senate recedes.
Amendment No. 17: Under the bill as passed by the House, a person

engaged in the business of leasing property would be permitted to
elect with respect to any new section 38 property to treat the lessee
as having acquired the property. Under Senate amendment No. 17,
the lessor is not required to be engaged in the business of leasing
property in order to make the election. The House recedes.
Amendments Nos. 18 and 19. Senate amendment No. 19 adds

a new subsection (g) to new section 48 of the code (containing defi-
nitions and special rules relating to' the investment credit). The
new subsection requires that for purposes of subtitle A of the code
(relating to income tax), other than for purposes of the investment
credit, the basis of any section 38 property be reduced by an amount
equal to 7 percent of the qualified investment with respect to such
property, The new subsection provides, however, that if the tax
under chapter 1 of the code is increased, or An adjustment in carry-
backs or carryovers is made, under new section 47(a) of the code,
the basis of the property is to be increaed' by an amount equal to
the portion of the increase in tax 'and the portion of the adjustment
attributable to such property. The House' recedes.

It is the understanding'of the'conferees on the part of both the
House and 'the Senate that the purpose f 'the credit for investment
in certain depreciable property in the case of both regulated and non-
regulated industries, is to encourage modernization and expansion of
the Nation's productive facilities and to improve its economic po-
tential by reducing the niet cost of acquiring new equipment, thereby
increasing the earnings of the new facilities over their productive lives.
Senate animndment No. 18 provides that if a lessor makes an

election to 'treat the lessee as having acquired the property then,
under regulations prescribed by the Secretary of the Treasury or
his delegate, the new subsection (g) added by amendment No. 19
is not to apply and the deductions otherwise allowable under section
162 of the code to the lessee for amounts paid to the lessor under
the lease are to be adjusted in a manner consistent with the pro-
visions of the new subsection (g). The House recedes.
Amendment No. 21: This amendment adds a new section 2(c) to

the bill, adding a new section 181 to part VI of subchapter B of
chapter :1 of the code (relating to itemized deductions for individuals
and corporations). If after applying the carrybacks and carryovers
of any unused investment credit any 'amount thereof remains unused,this amount is to be allowed to the taxpayer as a deduction for the
first taxable year following the last taxable year in which the unused
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amount could have, been allowed as a credit. However, if a taxpayer
dies or ceases to exist before such first taxable year, the amount
described in the preceding sentence (or proper portion thereof) is,
under regulations, to be allowed to the taxpayer as a deduction for
the taxable year in which such death or cessation occurs. The House
recedes.
Amendment No. 28: tinder the bill as passed by the House, the

amendments made by section 2 (relating to credit for investment in
certain depreciable property) were to apply with respect to taxable
years ending after December 31, 1961. Under Senate amendment
No. 28, the amendments were to apply with respect to taxable years
ending after June 30, 1962. The Senate recedes.

DISALLOWANCE OF CERTAIN ENTERTAINMENT, ETC., EXPENSES

Amendments Nos. 29, 30, and 31: The bill as passed by both the
House and the Senate adds a new section 274 to the code (relating to
disallowance of certain entertainment, etc., expenses). Section
274(a)(1) as passed by the House provided that no deduction other-
wise allowable under chapter 1 of the code is to be allowed for any
item-

(1) with respect to an activity which is of a type generally con-
sidered to constitute entertainment, amusement, or recreation,
unless the taxpayer establishes that the item was directly related
to the active conduct of the taxpayer's trade or business, or

(2) with respect to a facility used in connection with such an
activity, unless the taxpayer establishes that thet facility was used
primarily for the furtherance of the taxpayer's trade or business
and that the item was directly related to the active conduct of
such trade or business,

and such deduction is in no event to exceed the portion of such item
directly related to the active conduct olf the taxpayer's trade or
business.

Senate amendments Nos. 29, 30, and 31 inserted the words "or
associated with" after the words "directly related to" each place they
appeared in the new section 274(a)(1) as passed by the House.

Under the conference agreement the House recedes on Senate
amendment No. 29 with an amendment providing that deductions
otherwise allowable under chapter 1 of the code shall not be allowed
for any item with respect to an entertainment type activity "unless
the taxpayer establishes that the item was directly related to, or, in
the case of an item directly preceding or following a substantial and
bona fide business discussion (including business meetings at a con-
vention or otherwise), that such item was associated with," the active
conduct of the taxpayer's trade or business. Under the conference
agreement, the Senate recedes on amendment No..30, and the House
recedes on amendment No. 31 with an amendment conforming to the
action on amendment No. 29.
The rule of the House bill as described in the report of the Com-

mittee on Ways and Means is more strict than the "or associated with"
rule of the Senate amendment. The rule of the House bill would not
allow deduction of expenditures for entertainment occurring under
circumstances where there is little or no possibility of conducting
business affairs or carrying on negotiations or discussions relating
thereto, such as where the group of persons entertained is large or the
distractions substantial.

15
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It is the understanding of the conferees,: both on the part of the;
House and the Senate that the alternative Senate "or associated,
with" test as described in the report of the Finance Committee,
would apply to certain entertaining primarily to encourage goodwill
where the evidence of business connection, is clear, whether or not
business is actually transacted or discussed during the entertainment;
The conference agreement would permit a deduction for the cost of
an entertainment item, even though the item is not directlyrelated to
the active conduct of the taxpayer's trade or business, if the item is.
associated with it, so long as the entertainment activity directly pre-
cedes or follows a substantial and bona fide business discussion. The
conditions under which an item is "associated with" the active con-
duct of a trade or business are contained in the report of the Com-
mittee on Finance. The deductibility of other items of entertain-
ment expense, as well as items with respect to facilities, would be
governed by the rule of the House bill.

Section 274(a) as agreed to by the conferees will allow as a deduc-
tion the cost of entertaining connected with what are primarily busi-
ness meetings. For example, if the taxpayer conducts substantial
negotiations with a group of business associates and that evening en-
tertains the group and their wives at a restaurant, theater, concert, or
sporting event, such entertainment expenses, if associated with the
active conduct of the taxpayer's business, will be deductible even
though the purpose of the entertainment is merely to promote good-
will in such business. Moreover, if a group of business associates
with whom the taxpayer is conducting business meetings comes from
out of town to the taxpayer's place of business to hold substantial
business discussions, the entertainment of such business guests by
the taxpayer the evening prior to the business discussions will be re-
garded as directly preceding the business discussions.

Similarly, if in between, or in the evenings after, business meetings
at a convention, the taxpayer entertains his business associates or
prospective customers attending such meetings (and their wives), such
entertainment will be considered as directly preceding or following a
business discussion.
Any entertainment which is a part of substantial and bona fide

business discussions, where the conduct of business is the principal
activity during the combined entertainment and business time spent
together by the taxpayer and the person or persons entertained, will
be deductible if the expense is associated with the active conduct of
the taxpayer's trade or business.

Also, the cost of banquets at meetings of professional and business
associations would normally be deductible. As in the above cases, if
the expense is associated with the active conduct of a trade or busi-
ness, it would not be necessary for the person paying for the banquet
to attend the banquet himself, For example, a dental equipment

supplier wotld be able to deduct the cost of purchasing a table at a
dental association banquet for dentists who are actual or prospective
customers for his eq(llip)lent.

Thus, under the business meal exception contained in proposed
section 274(e)(1), and the conference agreement, the cost of providing
food and beverages at most business meetings and banquets would be
deductible, ns well as almost all restaurant and most hotel entertain-
ing. In neither of the situations covered by the conference agreement

16
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nor under the business meal exception is there a requirement that
business must actually be discussed in order to get a deduction.
Amendment No. 32: Section 274(b), as added to the code by the

bill as passed by both the House and the Senate, provides in effect
that no deduction is to be allowed under section 162 or 212 of the code
for any expense for gifts to any individual to the extent that the total
expenses of the taxpayer for gifts to such individual during the same
taxable year exceed $25. For purposes of the new section 274, the
term "gift" is defined to mean any item excludable from gross income
of the recipient under section 102 of the code which is not excludable
from his gross income under any other provision of chapter 1 of the
code. Senate amendment No. 32 adds a new provision providing
that such term does not include-

(1) an item having a cost to the taxpayer not in excess of $4
on which the name of the taxpayer is clearly and permanently
imprinted and which is one of a number of identical items dis-
tributed generally by the taxpayer,

(2) a sign, display rack, or other promotional material to be
used on the business premises of the recipient, or

(3) an item of tangible personal property having a cost to the
taxpayer not in excess of $100 which is awarded to an employee
by reason of length of service or for safety achievement.

The House recedes.
Amendment No. 33: This amendment adds a new subsection (c)

to the new section 274 added to the code by the bill. The new sub-
section (c) provides that in the case of any individual who is traveling
away from homein pursuit of a trade or business or in pursuit of an
activity described in section 212 of the code (relating to expenses for
production of income), no deduction is to be allowed under section
162 or 212 for that portion of the expenses of such travel otherwise
allowable under such section which, under regulations prescribed by
the Secretary of the Treasury or his delegate, is not allocable to such
trade or business or to such activity. The new subsection (c) is not
to apply to the expenses of any travel away from home which does
not exceed 1 week or where the portion of the time away from home
which is not attributable to the pursuit of the taxpayer's trade or
business or an activity described in section 212 is less than 25 percent
of the total time away from home on such travel. The House recedes.
Amendment No. 37: Under subsection (e)(6) of the new section

274 of the code, as added by the bill as passed by the House, section
274(a) (relating to disallowance of entertainment, amusement, or
recreation expenses) was not to apply to expenses directly related to
business meetings of employees or stockholders. Under Senate
amendment No. 37, section 274(a) is not to apply to expenses incurred
by a taxpayer which are directly related to business meetings of his
employees, stockholders, agents, or directors. Under this provision,
the members of a partnership are to be considered as agents. The
House recedes.
Amendment No. 41: Section 162 of the code provides that there

shall be allowed as a deduction all the ordinary and necessary expenses
paid or incurred during the taxable year in carrying on any trade or
business, including "traveling expenses (including the entire amount
expended for meals and lodging) while away from home in the pursuit
of a trade or business." Under the bill as passed by the House, the
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parenthetical matter quoted in the preceding sentence would be
changed to "(including a reasonable allowance for amounts expended
for meals and lodging)". Under Senate amendment No. 41, such
parenthetical matter would be changed to "(including amounts ex-
pended for meals and lodging other than amounts which are lavish
or extravagant under the circumstances)". The House recedes.
Amendment No. 42: Under the bill as passed by the House, the

amendments made by the bill with respect to the disallowance of
certain entertainment, etc., expenses were to apply with respect to
taxable years ending after June 30, 1962, but only in respect of periods
after such date. Under Senate amendment No. 42, the amendments
are to apply with respect to taxable years ending after December 31,
1962, but only in respect of periods after such date. The House
recedes.

AMOUNT OF DISTRIBUTION WHERE CERTAIN FOREIGN CORPORATIONS
DISTRIBUTE PROPERTY IN KIND

Amendment No. 43: Subsection (d) of section 5 of the bill as passed
by the House would amend section 902(a) of the code (relating to
credit for foreign taxes) to provide that for purposes of section 902 (a)
and (b) the amount of any distribution in property other than money
is to be determined under section 301(b)(1)(B) of the code. Under
section 301(b)(1)(B) the amount of a distribution of property to a
corporate shareholder is the lesser of (1) the fair market valueof such
property, or (2) the adjusted basis of such property (in the hands of
the distributing corporation immediately before the distribution).
Senate amendment No. 43 strikes out subsection (d) of section 5 of
the bill. The House recedes.

AMENDMENT TO SECTION 482 OF THE INTERNAL REVENUE CODE

Amendment No. 45: Section 6 of the bill as passed by the House
amended section 482 of the code (relating to allocation of income and
deductions among taxpayers) by designating the existing text as sub-
section (a) and by adding a new subsection (b) to provide special rules
for allocating taxable income, arising from sales of tangible property
within a related group which includes a foreign organization, among
the members of the group. The allocation was to be made by the
Secretary of the Treasury or his delegate by taking into consideration
that portion of the factors listed in the bill which is attributable to
the United States and that portion which is not attributable to the
United States. The bill also permitted consideration of other factors
(including special risks, if any, of the market in which the property is
sold). If the taxpayer established to the satisfaction of the Secretary
or his delegate that an alternative method of allocation clearly re-
flects the income of each member of the group with respect to the
property in question, the alternative method was required to be used.
Senate amendment No. 45 strikes out section 6 of the bill as passed

by the House.
The House recedes. The conferees on the part of both the House

and the Senate believe that the objectives of section 6 of the bill as
passed by the House can be accomplished by amendment of the regu-
lations under present section 482. Section 482 already contains broad
authority to the Secretary of the Treaoury or his delegate to allocate
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income and deductions. It it) believed that the Treasury should ex-
plore the possibility of developing and promulgating regulations under
thisauthority which would provide additional guidelines and formulas
for the allocation of income and deductions in cases involving foreign
income.

DISTRIBUTIONS OF FOREIGN PERSONAL HOLDING COMPANY INCOME

Amendment No. 46: Section 7 of the bill as passed ,by the House
amended section 552(a) of the code to substitute a 20-percent gross
income requirement for the requirement nowcontained in the defini-
tion of a foreign personal holding company that more than 60 percent
(or 50 percent in certain cases) of its gross income consist of foreign
personal holding company income. Such section 7 also amended the
definition of "undistributed foreign personal holding company income"
contained in section 556(a) of the code to mean taxable income (ad-
justed as provided by existing law) if the foreign personal holding
company income exceeds 80 percent of the company's gross income,
and to mean a proportionate part of such taxable income if the foreign
personal holding company income does not exceed 80 percent of its
gross income.

Senate amendment No. 46 strikes out section 7 of the bill as passed
by the House. The House recedes.

MUTUAL SAVINGS BANKS, ETC.

Amendment No. 48: The bill as passed by both the House and the
Senate amends section 593 of the code to provide rules relating to
reserves for losses on loans by mutual savings institutions listed in the
bill. Subsection (b)(1) of the amended section 593 prescribes the
method for determining the reasonable addition for the taxable year
to the reserve for bad debts under section 166(c) of the code and also
specifies the reserves to which such additions are to be made. Such
reasonable addition is the sum of two amounts-(1) the amount deter-
mined under section 166(c) to be the reasonable addition to the reserve
for losses on nonqualifying loans, plus (2) the amount determined by
the taxpayer to be a reasonable addition to the reserve for losses on
qualifying real property loans (but the amount so determined by the
taxpayer is not to exceed the amount determined under pars. (2), (3),
or (4) of sec. 593(b), whichever amount is the largest). Senate amend-
ment No. 48 adds a further limitation providing that the amount of
the addition for a taxable year to the reserve for losses on qualifying
real property loans, when added to the amount of the addition to the
reserve for losses on nonqualifying loans, shall in no case be greater
than the amount by which 12 percent of the total deposits or with-
drawable accounts of depositors of the taxpayer at the close of such
year exceeds the sum of its surplus, undivided profits, and reserves at
the beginning of such year (taking into account any portion thereof
attributable to the period before the first taxable year beginning after
December 31 1951). The House recedes with a substitute for the
Senate amendment which provides, in effect that the 12-percent. ceil-
ing is not to apply in the case of a taxpayer using the experience method
for the taxable year.
Amendments Nos. 50 and 52: Under section 593(b)(2) of the code

as amended by the bill as passed by the House, the amount of the

19



REVENUE 'ACT ,OF., .1902

reasonable addition to the reserve for losses on qualifying real props
erty loans for a taxable year was limited to the excess of an amount
equal to 60 percent df the taxable income for such year over thie amount
determined under section 166(c) to be a reasonable addition to the
reserve for losses on nonqualifying loans. For purposes of this method,
taxable income is determined without regard to any deduction for any
additions to the reserves for bad debts, and also by excluding-from
gross income any amount included therein by reason of subsection (f)
(relatingito the:treatment of certain distributions of property to stock-
holders by a domestic building and loan association).

Senate amendment No. 50 provided that, in the case of a domestic.
building and loan association having capital stock' with respect to
which any distribution of property is not allowable as a deduction
under section 591 (relating to dividends paid on deposits), an amount
equal to 50 percent of the taxable income is substituted for the 60
percent provided by the bill as passed by the House. The Senate
recedes.

Senate amendment No 52 provides that the amount of the addition
determined under section o93(b)(2) is not to exceed the amount neecs-
sary to increase the balance (as of the close of the taxable year) of the
reserve for losses on qualifying real property loans to 6 percent of such
loans outstanding at such time. The House recedes.
Amendment No. 54: Under section 593(b)(3) of the code as amended

by the bill as passed by the House, the amount of the reasonable
addition to the reserve for losses on qualifying real property loans for
a taxable year was limited to an amount equal to the amount necessary
to increase the balance (as of theclose of the taxable year) of such
reserve to 3 percent of such loans outstanding at such time. Senate
amendment No. 54 permits the balance of the reserve for losses on

qualifying real property loans to be increased' to a larger amount in the
case of a mutual savings institution which is a new company and which
does not have capital stock with respect to which distributions of
property are not allowable as a deduction under section 591 of the
code. This larger amount is the sum of two amounts: (1) 3 percent
of qualifying real property loans outstanding at the close of the taxable
year, plus (2) an amount equal to 2 percent, of so much of such loans
as' does not exceed $4,000,000, reduced (but not below zero) by the
amount, if any, of the balance (as of the close of suchyear) of the tax-
payer's supplemental reserve for losses on loans. A taxpayer is a
"new company" for any taxable year only if such taxable year begins
not more than 10 years after thefirst (lay on which it (or any prede-
cessor) was authorized to do business as a mutual savings institution
described in section 593(a) of the code.
The House recedes with an amendment. Under the conference ac-

tion the text of section 593(b)(3) of the code is the same as it is under
Senate amendment numbered 54. Ini addition, under the conference
action the new section 593(b)(5) of the code provides that in the case
of certain domestic building and .loan associations there will be a re-
duction in the amount t determined under paragraph (2) (60 percent of
taxable income method) and paragraph (3) (percentage of real prop-
erty loans method) of section 593(b). For purposes of computing
this reduction, the amount determined under paragraph (2), and the
amount determined under paragraph (3), shall in each case be the
amount determined without regard to the new section 593(b)(5), but
with regard to the 12-percent ceiling added by Senate amendment
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numbered 48 and,.in the case'of the amouht determined under.para,
graph (2), the 6-percent ceiling added;by Senate amfiendment numbered
52. The' reduction provided by the new section 593(b)(5) will apply
only in the case of a domestic building and loan association: which
qualifies as such for the taxable year solely by reason of the second
sentence of section 7701(a)(19) (see the discussion of Senate amend-
ment numbered 60), which changes the 36-percent requirement of
subparagraph (E) of the first sentence of:section 7701(a)(19) to a
41-percent requirement. The reduction varies from one-twelfth to
five-twelfths, depending on the number of percentage points (and
fractions. thereof.) by which the association fails to satisfy the, 36-
percent requirement.;
Amendment No. 56: Section 593(c) of the code, as amended by the

bill as passed by the House provides for the allocation of pre-1963
reserves (that is, the net amount, determined as of December 31,
1962, accumulated in the reserve for bad debts for taxable years be-
ginning after December 31, 1951)-

(1) first, to the reserve for losses on nonqualifying loans, to
the extent such reserve is not increased above the amount which
would be a reasonable addition under section 166(c) of the code
for a period in which such loans' increased from 'zero to the
amount outstanding at the close of 1962,

(2) second, to the reserve for losses on qualifying real property
loans, to the extent such reserve is not 'increased above the
amount equal to 3 percent of the' loans outstanding at the close
of 1962 or, if larger, 'the:atnount which would be a reasonable
addition under section 166(c) of the code-for a period in which
such loans increased from zero to the amount outstanding at the
close of 1962, anrd

(3) then to a .supplemental reserve for losses on loans.,Senate amendment No. 56 adds a new paragraph (5) to section'
593(c) providing, in effect, that-if the pre-1963 reserves are insufficient
to bring the balance of the reserve for qualifying real property loans
up to theQ amount referred to' in paragraph (2) above then' the term
"pre-1963 reserves" includes so much of. the surplus, undivided
profits, and bad debt reserves (determined as of Dec. .31,' 1962),
attributable to the period before the first taxable year beginning
after December 31, 1951, as is necessary to bring the balance of the
reserve for qualifying real property loans up to the amount referred
to in paragraph (2) above. 'This'rule is to apply only for the purpose'
of determining reasonable additions under the' amended section 593 to
such reserve, and for such purpose the amount so allocated is to be
treated as remaining in such reserve. The House recedes.
Amendment No. 60: Section 7701(a)(19) of the code defines the

term "domestic building and loan association" as a domestic building
and loan association, a domestic savings and loan association, and a
Federal savings and loan association, substantially all of the business
of which is confined to making loans to members.
The bill as passed by the House amended section 7701 (a) (19) to pro-

vide that the term "domestic building and loan association" means
any domestic building and loan association, domestic savings and loan
association, and Federal savings and loan association which met each
of two requirements. The first requirement was that the association
be either (i) an insured institution within the meaning of section 401 (a)
of the National Housing Act, or (ii) subject by law to supervision and
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examination by State or Federal authority having supervision over
such, associations. The second requirement was that substantially all
of the business of the association must consist of accepting savings and
investing the proceeds in (i) loans secured by an interest in real prop-
erty which is, or from the proceeds of the loan will become residential
real property, and (ii) other loans to the extent they would be author-
ized to be made by a Federal savings and loan association under sec-
tion 5(c) of the Home Owners' Loan Act of 1933.

Senate amendment No. 60 adopts without change the first require-
ment of the bill as passed by the House, but replaces the second re-
quirement with six new requirements:

(1) Substantially all of the business of the association must consist
of acquiring the savings of the public and investing in loans described
in paragraph (2) below.

(2) At least 90 percent of the amount of the total assets (determined
as of the close of the taxable year) of the association must consist of
(i) cash, (ii) obligations of the United States, a State, or a political
subdivision of a State, stock or obligations of a corporation which is an
instrumentality of one of those governmental units, and certificates
of deposit in, or obligations of, a corporation organized under a State
law which specifically authorizes such corporation to insure the
deposit or share accounts of member associations, (iii) loans secured
by an interest in real property and loans made for the improvement
of real property, (iv) loans secured by a deposit or share of a member,
(v) property acquired through the liquidation of defaulted loans
described in clause (iii) of this paragraph, and (vi) property used by
the association::in the conduct of the business described in paragraph
(1) above. .

(3) Of the assets taken into account as assets constituting the 90
percent of total assets, at least 80 percent of such 90 percent must
consist of (i) assets of the types described in clauses (i) and (ii) of
paragraph (2) above, and (ii) loans secured by an interest in real
property which is, or from the proceeds of the loan will become,
residential real property or real property used primarily for church
purposes, loans made for the improvement of residential real property
or real property used primarily for church purposes, or property
acquired through the liquidation of defaulted loans described in this
paragraph.

(4) Of the assets taken into account as assets constituting the 90
percent of total assets, at least 60 percent of such 90 percent must
consist of (i) assets of the types described in clauses (i) and (ii) of
paragraph (2) above, and (ii) loans secured by an interest in real
property which is, or from the proceeds of the loan will become,
residential real property containing four or fewer family units or real
property used primarily for church purposes, loans made for the
improvement of residential real property containing four or fewer
family units or real property used primarily for church purposes, or
property acquired through the liquidation of defaulted loans described
in this paragraph.

(5) Not more than 18 percent of the amount of the total assets (de-
termined as of the close of the taxable year) of the association may
consist of assets other than those referred to in paragraph (3) above,
and not more than 36 percent of the amount of such total assets may
consist of assets other than those referred to in paragraph (4) above.
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(6) Except for property described in paragraph (2) above, not more
than 3 percent of the total assets of the association may Consist of
stock of any corporation. ':,,'.
;Senate ,amendment No. 60 also provides that, at the election of the

association, the percentages specified in paragraph (2) through (6)
above shall be :applied on.the basis of the average assets outstanding
during (the taxable year, rather than at the: close'of 'the taxable year,
as computed under regulations prescribed by the Secretary of the
Treasury or his delegate.
The House recedes with amendments. Under the conference ac-

tion loans secured by a deposit or share of a member, and property
used by the association in the conduct of its savings and loan 'business,
are in effect to be taken into account (1) in the same manner as loans
on residential real property for purposes of section 7701(a) (19) (D) (i),
and (2) in the same manner as loans on residential real property for
four -or fewer. family units for purposes of section 7701(a)(19)(D)(ii).
Under the conference'aetien, a second sentence and a third sentence

are added to section 7701(a) (19). The new second' sentence provides
that the term "domestic building and loan association" also includes
any association which would satisfy the requirements of the first
sentence if "41 percent" were substituted for "36 percent" in 'sub-
paragraph (E) of the first sentence. The new third sentence provides
in effect that, except in the case of the association's first taxable year
(whenever occurring in the case of a new association) beginning after
the date of the enactment of the bill, the modification of the 36-percent
requirement is to be available to it for a taxable year only if-

(1) it met the requirements of the first sentence of section
7701 (a) (19) for the immediately preceding taxable year, or

(2) it qualified as a. domestic building and l.an association
for the' immediately preceding taxable'yei.srblly:'yre''od
the second sentence of section 7701(a):(19) and (if the taxable
year is the third or any succeeding taxable year of the association
beginning after the date of the enactment of the bill) it met the
requirements of the first sentence of section 7701 (a)(19) for the
second preceding taxable year.Amendment N"o. 61: The bil as passed by the House repealed the

.exemption of Federal savings and loan associations from the taxes
imposed by sections 4251 and 4261 'of the code (relating, respecties*y,
'to the excise tax on communications and the excise tax on the trans-
portation of persons). Senate amendment No. 61 amends section
5(h) of the Home Owners' Loan Act of 1933 (12 U.S.C., sec. 1464(h))
so as to eliminate entirely the exemptions from Federal taxes which
that section now provides in the ease of Federal savings and loan
.associations.

Under section 4382(a)(2) of the node, capital stock and certifi-
.cates of indebtedness issued by dora,,stic building and loan associa-
tions and cooperative banks are exempt from the documentary stamp
taxes imposed by chapter 34 of the code. Senate.amendment No. 61
amends section 4382(a)(2) so as to eliminate this exemption insofar
as it extends (i) to all certificates of indebtedness issued by a domestic
building and loan association or cooperative bank, and (ii) to shares
.or certificates of stock issued by such .a domestic building and loan
association or cooperative 'bank, to 'the extent that such shares or
-certificates of stock do not represent deposits oi withdrawable accounts.,
The House recedes with clerical and clarifying amendments.
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Amendment No. 62: This enateaiamendment adds a new provision
to the bill as passed by the House which would, amend,section 591' of
the code (relating to the deduction for dividends paid-on depositsby
mutual savings banks, cooperative banks, and, domestic building and
loan associations) so as to make clear that a deduction will be allowable
.mder section 591 for (1) interest paid or credited to the accounts of
depositors or holders of accounts on their deposits or withdrawable
accounts by mutual savings banks, cooperative banks, and domestic
building and loan associations, and (2) dividends and interest described
in section 591 paid by a savings institution chartered and supervised
as a savings and loan or similar association under Federal or State law.
The House recedes.
Amendment No. 64: Under the bill as passed by the House, the

change in the definition of the term "domestic building and loan
association" would have taken effect on the enactment of the bill.
Senate amendment No. 64 adds a new provision under which the new
definition will apply to taxable years beginning after the date of the
enactment of the bill. The House recedes.
Amendment No. 65: The bill as passed by the House provided an

effective date of July 1 1962, for the termination of'the exemption of
domestic building and loan associations from the excise taxes on com-
munications and transportation of persons. Senate amendment No.
65 provides an effective date of January 1, 1963, for the termination,
resulting from Senate amendment No. 61 of exemptions from Federal
taxes. The House recedes.

DISTRIBUTIONS BY FOREION TRUSTS

Amei(ndment No. 60: ThIe bill as passed by the House defined the
term "foreign trust created by a United States person" (for purposes
of the provisions of'the bill relating to 'distributions by foreign trusts)
as, in general,a foreign trust to which'nmopey or property has been
transferred directly or i'n(Iirectly'by a Unjied States person, or under
the will of a decedent vwhoat'the late of his death was a United States
citiZen or resident.' Senlato amendment No. 69 provides that such
term means that portion of, a foreign .trust attributable to money or
property trallsfertrel directly or indirectly,:by such a person qr under
the Will of such a dec'edent. ie house reqedes with clerical anehd-
ments,

Amend(len't No. 70: .Under fl(e bill as paseld lv the Iouse,, the
amendmientn to sulbehapter J of cliapter 1 of the -poee with respect to
distributions lby foreign trusts were to apply with respect, to distriiu-
tion4s made in taxable years 9f trusts beginning after the date of the
enactment, of the bill. Senate amendment No. 70 provides that, these
amendments fpre to apply with respect to distributiops male after
December 31, 1962. Thle Hiouse're(cedes.

MUTUIAL INSURANCE'COMPANIES (OTHER TIIAN LIFTF, MARINE, AND
CERTAIN FIRE ORl FLOOD INSURIANCE COMPANIES)

Amendments Nos. 75 and 76: These are amendments to conform,
in the case of insurance' companies subject to tax under part II of
subchapter Is of chapter 1 of the code, the normal tax rates on mutual-
insuranoe cornpany taxable, income and on taxable investment income
to the notion taken by.the Congress in the Tax Rlate Extension Act
of 1962. T.he Ilouse receide..
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.Anmindmentz Nos. 79, 80,,8t, 82, and 102: Under existing law and:
under the bills paseid by ttle Houise:mutual insurance companies
other 'than life:or marine are exempt from income tax if the gross
amount received from specified items does not exceed $75,000. Under
the bill as passed by the House, if this gross amount is over $75,000
but less than $125,000, the alternative tax-imposed by the new see-
tion 821(c)(1) of the code on small companies is proportionately re-
duced. Under Senate amendment No. 102, a mutual insurance
company other than life or marine is exempt from income tax if the
gross amount does not exceed $150,000. Senate amendments Nos.
79, 80, 81, and 82 provide for a proportionate decrease in the alterna-
tive tax if the gross amount is over $150,000 but less than $250,000.
The House recedes.
Amendments Nos. 84 and 85: Under the bill-- as passed by the

House, the alternative tax for certain small companies provided by
the new section-821 (c) of the code applied for a taxable year only if
the gross amount referred to in section' 821(c) (3) for the taxable year
exceeded $75,000 but did not exceed $300,000. Under Senate amend-
ments Nos. 84 and 85 the $75,000 and $300,000 amounts are changed
to $,150,000 and $600,000, respectively. The House recedes on Senate
amendment 'No.'84: The House recedes on Senate amendment No.
85 with an amendment changing the $600;000 amount provided by
the Senate amendment to $500,000.
Amendment No. 87: Thins amendment adds a new'subsection ;(f)'

to section' 821I of the code and provides a special transitional under-
writing loss deductions for taxable years beginning after 1962' and be-
fore 1968'for mutual insurance companies which were' subject to the
tax imposed byexisting section 821 for the 6 taxable years immediately
preceding 1963 aid which, incurred an underwriting loss for at.least 5
of iiudh6l'ye''s The mutual insurance company taxable income with
respect to such'a company;is reduced each year by the' amount by
which' (1.) the sum of the underwriting losses df such company for such
6 yesr,; redtced',by the underwriting gain for such years,' exceeds (2)
the'total amountby whichmutual insurance company taxable income
Wasr'tedied under the'new subsection (f) for prior taxable years. The
HoiuseIrcedes with ti' substitute' under which (1) the new subsection
(f) puppiess only 'in the case of a company which has been subject to.
the tax imposed by section 821 for each of the 5 taxable years im-
medipately preceding 1962, ,and has incurred ah 'underwriting loss for
each of such'5 taxable years, aud (2) such losses are to be used. as an
offset only to statutory underwriting income,
Amendments' Nos. 90, 91, and' 92: Section; 823(c) of the code, as

added by the bill as passed by the House',Provided a special deduction
(riot to exceed $6,000 in amount) in determining the statutory under-
writing income or loss for the taxable year if the, gross amount re-
ceived from the items specified in section' 823(c) does not equal or
exceed $900,000. Under Senate amendments Nos. 90, 91, and 92
this special deduction decreases .to zero when the gross amount equals
$1,200,000. Thie Houseo recedes with' an amendment under which
the deduction decreases to zero when the gross amount equals
$1,100,000.

Amendnients Nos. 93, 94, 95, arid 96: Under the bill as passed by
the Hois4, paragraph (1) of thetnewSection 824(a) added'to the code
(relating to, deduction to' 'provide protection against losses) provides
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that in determining the statutory underwriting income or los for any
taxable year there is to be allowed as a deduction the sum of-,

(1) an amount equal to 1 percent of the losses incurred during,
the taxable year, plus

(2) an amount equal to 256 percent of the underwriting; gain
for the taxable year, plus

(3) if the concentrated windstorm, etc., premium percentage
(as defined in the bill) for the taxable year exceeds 50 percent, an.
amount determined by applying so much of such percentage as
exceeds 50 percent to the underwriting gain for the taxable year.

Under the bil as passed by the House, paragraph (2) of the new
section 824(a) defines the term "concentrated windstorm, etc.,
premium percentage" as the percentage obtained by dividing (A)
premiums earned on insurance contracts during the- taxable year, to
the extent attributable to insuring against losses arising in any one
State from windstorm, hail, flood, earthquake, or similar hazards,
by (B) premiums earned on insurance contracts during the taxable
year.

Senate amendments Nos. 93 and 94 increase the scope of the cover-
age of paragraph (3) above and increase the amount of the deduction
by striking out the references to 50 percent and inserting in lieu
thereof 40 percent. The House recedes.

Senate amendment No. 96 changes the definition of "concentrated.
windstorm, etc., premium percentage" to permit the percentage to
be determined by reference to premiums attributable to insuring
against losses arising (1) in any one State, (2) if the taxpayer so
elects, within 200 miles of any fixed point selected by the taxpayer,
or (3) if the taxpayer so elects, within 400 miles of any fixed point
selected by the taxpayer. Senate amendment No. 95 provides that
in the case of a taxpayer making the election described in clause (3) of
the preceding sentence, the amount of the deduction allowable by
reason of section 824(a)(1)(C) is to be one-half of the amount it would
be but for this amendment. The House recedes on Senate amend,
ment No. 96 with an amendment under which the percentage is to be
determined by reference to premiums attributable to losses arising
either (1) in any one State, or (2) within 200 miles of any fixed point
selected by the taxpayer. The Senate recedes on Senate amendment
No. 96.
Amendments Nos. 97 98, and 99: Subsection (d) of the new section

824 of the code, as added by the bill, sets forth the amounts which
are to be subtracted from the protection against loss account, These
amounts are taken into account for purposes of determining mutual
insurance company taxable income.
Under the bill as passed by the House, the first subtraction from

the account was to be made for so much of the statutory underwriting
loss as was generated either by the deduction for dividends to policy-
holders or by the deduction provided in section 824(a) for protection
against losses. Thus, under the bill as passed by the House, any
underwriting loss attributable to policy dividends could not be applied
against taxable investment income unless the balance in the protection
against loss account had first been reduced to zero.
The effect of Senate amendments Nos. 97, 98, and 09 is to permit

any portion of the statutory underwriting loss' attributable to the
deduction for dividends to policybolders to be first applied agaist
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taxable investment income. The Houe recedes on Senate amend-
ments Nos. 97 and 98, and recedes on Senate amendment No. 99 with
a clerical amendment.
Amendment No. 100: New section 826 of the code, as added by the

bill, in effect permits a mutual insurance company which is an inter-
insurer or reciprocal underwriter to elect to combine certain income
of its attorney-in-fact with its own underwriting income. If the
company so elects, it is credited with so much of the tax paid by the
attorney-in-fact as is attributable to such income of the attorney-in-
fact. Under the bill as passed by the House, subsection (d) of sec-
tion 826 provided, in effect, that the protection against loss deduction
of thli reciprocal making the election and the addition to its protection
against loss account were to be computed without regard to the
election. Senate amendment No. 100 strikes out this provision, thus
permitting the protection against loss deduction, and the amount
added to the protection against loss account, to reflect amounts
attributable to such income of the attorney-in-fact. The amendment
inserts a new subsection (d) providing, in effect, that no part of the
amount added to the protection against loss account by reason of the
election by the reciprocal may remain in the account (and thus be
subject to tax deferral) for more than 5 years. The House recedes.
Amendment No. 104: Under this amendment (and Senate amend-

ment No. 74) mutual flood insurance companies are to be taxed under
part IllI of subchapter L of chapter 1 of the code (which imposes a tax
on certain marine and mutual fire insurance companies and on certain
stock insurance companies which are not life insurance companies).
The House recedes with technical conforming amendments making

it clear that the taxation of these mutual flood insurance companies
(and of their subscribers or policyholders) is to be the same as the
present tax treatment of so-called factory mutuals (and of their policy-
holders).

DOMESTIC CORPORATIONS RECEIVING DIVIDENDS FROM FOREIGN
CORPORATIONS

Amendments Nos. Ill and 113: These amendments deal with (1)the method to 1)e used for determining the amount of foreign income
tax deemed to have been paid by domestic corporations with respect
to dividends received from foreign corporations for purposes of the
allowance of a foreign tax credit under section. 902 of the code, and (2)the amount to be treated as received as a dividend by reason of the
tax so deemed paid. Under the bill as passed by the House, the entire
amount of foreign income tax of the foreign corporation was to be
taken into account in determining the foreign income tax deemed to be
paid by the domestic corporation, and (under new sec. 78) an amount
equal to the taxes deemed paid was required to be included in income
as a dividend. Senate amendment No. 111 would (A) retain existing
law with respect to dividends paid by a foreign corporation out of
accumulated profits of a year for which it is a "less developed country
corporation," and (B) provide, with respect to all other dividends paid
by a foreign corporation, the same rules as were provided by the bill
as passed by the House. Under Senate amendment No. 113, the now
section 78 is amended to exclude from the application of the new sec-
tion 78 dividends referred to in clause (A) above. The House re-
cedes on Senate amendments Nos. 111 and 113.
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SEPARATE LIMITATION ON FOREIGN TAX CREDIT WITH RESPECT TO
CERTAIN INTEREST INCOME

Amendment No. 121: Section 904 of the code provides a per-.
country limitation on the amount of the foreign tax credit or (at the
election of the taxpayer) an overall limitation may be applied. Senate
amendment No. 121 adds a new section to the bill to provide a separate
limitation on the foreign tax credit with respect to certain interest
income. Under the amendment, (1) the foreign tax credit limitations
are to be applied separately with respect to (A) certain interest in-
come, and (B) income other than such interest income, and (2) the
overall limitation is not to apply to such interest income. The
interest income referred to is any interest other than-

(A) interest derived from any transaction which is directly
related to the active conduct of a trade or business in a foreign
country or a possession of the United States,

(B) interest derived in the conduct of a banking, financing, or
similar business,

(C) interest received from a corporation in which the taxpayer
owns at least 10 percent of the voting stock, and

(D) interest received on obligations acquired as a result of
the disposition of a trade or business actively conducted by the
taxpayer in a foreign country or a possession of the United States
or as the result of the disposition of stock or obligations of a
corporation in which the taxpayer owned at least 10 percent of
the voting stock.

The amendment requires the Secretary of the Treasury or his delegate
by regulations to prescribe the manner of applying foreign tax credit
carrybacks and carryovers where the taxpayer elects the overall
limitation as to other income and provides transitional rules (1) for
foreign tax credit carrybacks from years to which the new provisions
apply to years to which they do not apply, and (2) for foreign tax credit
carryovers from years to which the new provisions do not apply to
years to which they do apply. The new provisions are to apply
with respect to taxable years beginning after the date of the enact-
ment of the bill, but only with respect to interest resulting from trans-
actions consummated after April 2, 1962. The House recedes.

EARNED INCOME FROM SOURCES WITHOUT THIE UNITED S'CT.ES

Amendment No. 123: This amendment adds a new paragraph (6)
to section 911 (c) of the code as contained in the bill as passed by the
House. Section 911(c) contains special rules for determining the
amount of earned income from sources without the United States
which is excludable from gross income. The new paragraph (6)
provides that a statement by an individual who has earned income
from sources within a foreign country to the authorities of that
country that he is not a resident of that country, if he is held not
subject as a resident of that country to the income tax of that country
by its authorities with respect to such earnings, shall be conclusive
evidence with respect to such earnings that ihe is not a bona fide resi-
dent of that country for purposes of section 911H(a)(1).The Iouse
recedes.
Amendment No. 124: This amendment adds a new paragraph (7)

to section 911(c) of the code as contained in the bill at passed by the
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House. Under the new paragraph (7), if an individual who qualifies
as a bona fide resident of a foreign country receives compensation
from sources without the United States (except from the United
States or any agency thereof) in the form of the right to use property
or facilities, the $20,000 or $36,000 limitation applicable with respect
to such individual (A) for a taxable year ending in 1963, is to be in-
creased by an amount equal to the amount of such compensation so
received during such taxable year; (B) for a taxable year ending in
1964, is to be increased by an amount equal to two-thirds of such
compensation so received during such taxable year; and (C) for a
taxable year ending in 1965, is to be increased by an amount equal
to one-third of such compensation so received during such taxable
year. The House recedes.
Amendment No. 125: The bill as passed by the House provided that

the amendment made to section 911 of the code was to apply to taxable
years ending after December 31, 1962, but only with respect to
amounts received after December 31, 1962, which were attributable
either to (A) services performed after December 31, 1962, or (B)
services performed on or before December 31, 1962, but only if on
March 12, 1962, there existed no right (whether forfeitable or non-
forfeitable) to receive such amounts. Senate amendment No. 125
provides that the amendment made to section 911 of the code will
apply to taxable years ending after September 4, 1962, but only with
respect to (1) amounts received after March 12, 1962, which are at-
tributable to services performed after December 31, 1962, or (2)
amounts received after December 31, 1962, which are attributable to
service performed on or before December 31, 1962, unless on March
12, 1962, there existed a right (whether forfeitable or nonforfeitable)
to receive such amounts. The House recedes.

CONTROLLED FOREIGN CORPOILRTIONS

Amendment No. 126: The bill as passed by the House added a new
subpart F to part III of subchapter N of chapter 1 of the code (relating
to income from sources without the United States). The new subpart
F (relating to controlled foreign corporations) provided rules under
which a United States person who owns stock in a controlled foreign
corporation would be required to include in his gross income a pro
rata share of certain portions of the controlled foreign corporation's
income. Senate amendment No. 126 struck out these provisions of
the bill as passed by the House and inserted new text in the nature
of a substitute which adds a new subpart F (relating to controlled
foreign corporations) and a new subpart G (relating to export trade
corporations). Under the conference agreement, thle House recedes
with amendments, which, except as discussed below in paragraph (m)
relating to receipt of minimum distributions, are either technical or
clerical. The more important differences between the bill as passed
by the House and the Senate amendment as agreed to in conference
are explained below.

(a) Amounts included in Uros08 income.-The bill as passed by both
the House and the Senate provides, in general, that a U.S. person who
owns, or is considered to own, 10 percent or more of the total combined
voting power of all classes of stock entitled to vote of a controlled
foreign corporation is required to include in his gross income his pro
rata share of (1) the subpart F income of the foreign corporation, (2)
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previously excluded subpart F income withdrawn from investment in
less developed countries, and (3) the increase in earnings of the foreign
corporation invested in certain property ("nonqualified property" in
the bill as passed by the House, and limited to "United States prop-
erty" in the Senate amendment). Under the bill as passed by the
House, this provision applied if the foreign corporation was a controlled
foreign corporation on any one day of the taxable year. Senate
amendment No. 126 requires that the foreign corporation be a con-
trolled foreign corporation for an uninterrupted period of 30 days or
more during its taxable year. The bill as passed by both the House
and the Senate defines U.S. persons to mean, in general, citizens or
residents of the United States, domestic partnerships and corpora-
tions, and any estate or trust (other than a foreign estate or trust).
However, Senate amendment No. 126, in cases relating to certain
corporations organized in the Commonwealth of Puerto Rico or pos-
sessions of the United States, excludes from the definition of U.S.
persons certain individual citizens of the United States who are bona
fide residents in the Commonwealth of Puerto Rico or the possession
of the United States in which the corporation is created or organized.

(b) Subpart F income.-
(1) Amounts indluded.-The bill as passed by both the House and

the Senate included within the term "subpart*F income" the foreign
base company income of a controlled foreign corporation and the in-
come of al controlled foreign corporation derived from the insurance
of U.S. risks. The bill as passed by the House also included in the
subpart F income of a controlled foreign corporation income of such
corporation derived from U.S. patents, copyrights, and exclusive
formulas and processes if such properties were substantially developed,
created, or produced in the United States or were acquired from a
related U.S. person. Senate amendment No. 126 does not include
such income in subpart F income. However, see amendment No.
161 for a provision that gain on the sale or exchange of such property
to a foreign corporation controlled by the transferor is to be taxable as
ordinary income.

(2) Limitations on subpart F income.-The bill as passed by both
the House and Senate provided that the subpart F income of a con-
trolled foreign corporation could not exceed the earnings and profits
for thie taxable year. Senate amendment No. 126 provides that, for
purposes of this limitation the earnings and profits for any taxable
year is to be reduced by deficits in earnings and profits for taxable
years of the controlled foreign corporation beginning after l)ecember
31, 1962 (and certain deficits in earnings and profits for taxable years
beginning after December 31, 1959, and before January 1, 1963) and,
un(ler regulations prescribed by the Secretary of the Treasury or his
delegate, by deficits in earnings and profits of other corporations in
a chain of ownership which includes the controlled foreign corporation.

(c) Income derived from insurance of U.S. rsks.--The bill as passedd
by both the House and the Senate provides that subpart F income
includes income of a controlled foreign corporation derived from the
insurance or reinsurance of property in the United States or of lives
or health of residents of the United States. However, under Senate
amendment No. 126 this provision applies only if the premiums or
other consideration received or accrued in respect of such insurance
or reinsurance I)y a controlled foreign corporation represents more
than 6 percent of total premiums and other consideration.
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(d) Foreign base company income.-The bill as passed by both the
House and the Senate provides that the term "foreign base company
income" means the sum of the foreign personal holding company in-
come (discussed in paragraph (e) below) and the foreignbase company
sales income (discussed in paragraph (f) below) of a controlled foreign
corporation. Senate amendment No. 126 also includes foreign base
company services income (discussed in paragraph (g)' below) within
the defined term.

(e) Foreign personal holding company income.-The bill as passed
by both the House and the Senate provides that subpart P income
of a foreign corporation includes foreign personal holding company
income, with certain modifications. The bill as passed by the House
provided for an exclusion in the case of personal holding company
income of certain banks. The Senate amendment provides for an
exclusion from personal holding company income of: (i) rents and
royalties derived from the active conduct of a trade or business, if
received from an unrelated person; (ii) dividends, interest, and cer-
tain gains derived in the conduct of a banking, financing, or similar
business, or derived by an insurance company on investments of un-
earned premiums or certain reserves, if received from an unrelated
person; (iii) dividends and interest received from related persons if
such persons are organized, and have a substantial part of their assets,
within the country of incorporation of the controlled foreign corpo-
ration; (iv) interest received in the conduct of a banking, financing
or similar business from a related person also engaged in the conduct
of a banking, financing, or similar business, if the businesses of both
the recipient and payor are predominantly with unrelated persons;
and (v) rents, royalties, and similar amounts received from a related
person for the use of, or the privilege of using, property within the
country of incorporation of the controlled foreign corporation.

(f) Foreign base company sales income.-The bill as passed by both
the House and the Senate provides that subpart F income of a con-
trolled foreign corporation includes income, whether in the form of
profits, commissions, fees, or otherwise, derived by a controlled foreign
corporation in connection with the purchase of property from a related
person, or sale of property to a related person, when the property sold
was neither manufactured in, nor sold for use, consumption, or dis-
position in, the country in which the controlled foreign corporation is
organized. The Senate amendment provides that foreign branches of
a controlled foreign corporation shall, under certain circumstances, be
treated as wholly owned subsidiary corporations for purposes of de-
terinining the foreign base company sales income of the controlled.
foreign corporation, and treats foreign base company sales income of
the branch as foreign base company sales income of the controlled
foreign corporation.
The bill as passed by the House provided for a reduction of foreign

base company sales income by an amount equal to the increase in
qualified investments in less developed countries. Moreover, the bill
as passed by the House provided that foreign base company sales
income would be includible in subpart F income only if such income
amounted to at least 20 percent of gross income (not including other
foreign base company income). Senate amendment No. 126 contains
neither provision. However, see the discussion below under paragraph
(h) relating to exclusions from foreign base company income.
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(g) Foreign base company services income.--Senate amendment No.
126 provides that subpart F income of a controlled foreign corporation
includes income, whether in the form of compensation, commissions,
fees, or otherwise, derived by a controlled foreign corporation in
connection with the performance of technical, managerial, engineering,
or like services if such services are performed for a related person and
are performed outside the country of incorporation of the controlled
foreign corporation, and if such income is not related to certain selling
activities. The bill as passed by the House did not contain any
similar provision.

(h) Exclusions from foreign base company income.-The bill as
passed by the House provided that no part of the gross income of a
controlled foreign corporation would be treated as foreign base
company income if such income was less than 20 percent of gross
income, and that the entire gross income of such a corporation would
be treated as foreign base company income if such income exceeded
80 percent of gross income. Senate amendment No. 126 changes
these percentages to 30 percent and 70 percent, respectively. The
bill as passed by the House also provided, in general, that foreign
base company income was to be reduced by an amount equal to the
increased investment in certain less developed country properties,
including stock of a foreign corporation engaged in business almost
wholly within less developed countries if substantially all the property
of such corporation was ordinary and necessary for the active conduct
of such trade or business. -Senate amendment No. 126 provides that
foreign base company income does not include dividends and interest
received from qualified investments in less developed countries, and
net gain from the sale or exchange of such investments to the extent
such dividends, interest, and gains do not exceed the increased invest-
ment of a controlled foreign corporation, f9r the taxable year, 'in
qualified investments in less developed countries. The Senate amend-
ment also provides that foreign base company income does not include
income of a controlled foreign corporation derived from the use of
any aircraft or vessel in foreign commerce, or from services directly
reoiited to such use.

(i) Withdrawal of previously excluded subpart F income from quali-
fied investments.-As noted in paragraph (h) above, Senate amendment
No. 126 provides that dividends, interest, and gains derived from
qualified investments in less developed countries are excluded from
foreign base company income to the extent of the increased invest-
ment for the taxable year, in qualified investments in less developed
countries. Amounts once excluded from foreign base company in-
come under this provision are, however, included in gross income of
U1.S. shareholders when there is a decrease in qualified investments in
less developed countries.

(1) Qualifed investments in Wess developed countries.--The Senate
amendment defines the term "qualified investments in less developedcountries" to mean (A) stock of a less developed country corporation,
but only if the controlled foreign corporation which makes the invest-
meont owns 10 percent or more of the stock of such corporation, (B)
an obligation of a less developed country corporation which at the
time acquired by the controlled foreign corporation has a maturity of
1 year or more, but only if the controlled foreign corporation which
makes the investment owns 10 percent or more of the stock of such
corporation, and (C) obligations of a less developed country. How-
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ever, if any such investment is disposed of within 6 months after the
date of its acquisition, it is not to be treated :as a qualified investment.

(2) Less developed country corporations.-Senate amendment No.
126 defines the term "lees developed country corporation" to mean a
foreign corporation engaged in the active conduct of g trade or business
if (A) such corporation derives 80 percent or more of its gross income
from sources within less developed countries, and (B) 80 percent or
more of the assets of such corporation consists of (i) property located
in less developed countries if used in an active trade or business, (ii)
stock of any other less developed country corporation, (iii) obligations
of less developed country corporations which at the time of their
acquisition have a maturity of 1 year or more, (iv) obligations of a
less developed country, and (v) certain other investments, including
certain permissible investments in the United States. The Senate
amendment also provides that the term "less developed country
corporation" includes a foreign corporation (1) which, in general,
derives 80 percent or more of its gross income (A) from the use in
foreign commerce of aircraft or vessels registered under the laws of a
less developed country, (B) from the performance of services directly
related to such aircraft or Vessels, (C) from the sale or exchange of such
aircraft or vessels, and (D) from dividends and interest received from
other less developed country corporations (within the meaning of this
sentence) in which the recipient owns 10 percent or more of the voting
stock, and from gain from the sale or exchange of stock or obligations
of such other less developed country corporations, and (2) 80 percent
or more of the assets of which consists of assets used in connection
with the production of income described in (1) above, and of cer-
tain permissible investments in the United States.

(j) Increase in investment,,in certain property.-The bill as passed
by the House provided for the inclusion in gross income of U.S.
shareholders of earnings and profits of a controlled foreign corporation
invested in nonqualified property to the extent of a shareholder's pro
rata share of the increase in such investments for the taxable year.
As defined in the bill as passed by the House, nonqualified property
meant (1) property located in the United States, with certain excep-
tions, but including stock in a domestic corporation or an obligation
of a U.S. person, and (2) property other than property ordinary and
necessary for the active conduct of a trade or business (or for a sub-
stantially similar trade or business) carried on by the controlled
foreign corporation outside the United States, if (A) the business had
been carried on since December 31, 1962, or for a 5-year period ending
at the close of the preceding taxable year, or (B) the business was
carried on almost wholly within less developed countries. Senate
amendment No. 126 includes only the first category of nonqualified
property defined in the Senate amendment as "United States
property".

(k) (Controlled foreign corporations,--The bill as passed by the House
provided that a foreign corporation would be considered a controlled
foreign corporation if more than 50 percent of the total combined
voting power of all classes of its stock entitled to vote was owned byU.S. persons on any yday during the taxable year of such corporation.
Under Senate amendment No. 126, a foreign corporation is a con-
trolled foreign corporation only if U.S. shareholders (defined as a U.S.
person who owns, with the application of special rules of ownership
continued in the Senate amendment, 10 percent or more of the stock
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of a foreign corporation) on any day during the taxable year of such
corporation owned more than 65 percent of. the total combined voting
power of all classes of stock entitled, to, yvte of such, corporation.
Senate amendment No. 126 also provides that a corporation organized
in the Comnnonwealth of Puerto Rico or a possession of the United
States is excluded from the term "controlled foreign corporation" if
the corporation is primarily engaged in the active conduct of specified
trades or businesses in the Conimonwealth,of Puerto Rico or a posses-
sion of the United States and derives its income from specified sources.

(1) Irniiiduals subject to tax at corporate rates.- Senate amendment
No. 126 provides that a U.S. shareholder who is a.n individual may
elect to h'mit his U.S. tax liability with respect to amounts which are
includible in his gross income under the new subpart F by using the
rates provided by section 11 of the code applicable in the case of a
domestic corporation, and by applying the provisions of section 960
(relating to foreign tax credit). A U.S. shareholder who makes an
election under this provision, must, in the yesr of actual distribution
of an amount previously taxed under subpart F, include an amount in
gross income equal to the amount distributed reduced by U.S. tax
previously paid with respect to such amount.

(m) Receipt of minimum distributions.-Senate amendment No. 126
provides that if a given percentage of the earnings and profits of a
controlled foreign corporation is distributed, a domestic corporate
shareholder may elect to exclude from its gross income its share of the
amount of subpart F income of such controlled foreign corporation.
A domestic corporate shareholder may elect to apply the minimum
distribution provision on the basis of (1) any controlled foreign cor-

poration in which it owns stock directly (2) controlled foreign cor-

porations in a chain of ownership, or (3) all controlled foreign corpora-
tions. In the case of an election with respect to all controlled foreign
corporations, the domestic corporation may also elect (A) to exclude,
under certain circumstances, less developed country corporations, and
(B) to treat its foreign branches as controlled foreign corporations, for
purposes of this provision. The required minimum distribution de-
creases as the effective foreign tax rate increases, with the result that
the sum of tile amount of foreign tax paid by tile foreign corporations,
and the U.S. tax paid by the shareholders on distributions of current
earnings and profits of such corporations, produces an overall effective
tax on current foreign profits equal to approximately 90 percent of the
tax that would have been paid had the foreign corporations been
taxable as domestic corporations. Under the conference agreement,
a now table of minimum distributions, which permits less variation
from this 90-percent requirement, is substituted for the table con-
tained in Senate amendment No. 126. Under Senate amendment
No. 126, an affiliated group of corporations eligible to file a consolidated
return under section 1501 of the code could elect to be treated as a
single corporation for purposes of applying the minimum distribution
provision. Under the conference agreement, this election may be
made only if the affiliated group actually files such a consolidated
return for the taxable year.

(n) Export trade corporations.--Senate amendment No. 126, which
adds a new subpart G to part III of subchapter N of chapter 1 of
the code, provides that the subpart F income of a controlled foreign
corporation which is an export trade corporation shall be reduced by
the export trade income of such corporation which constitutes foreign
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base company income. In general, this provision applies to con-
trolled foreign corporations which derive more than. 75 percent of
their gross income from (1)' the sale of property produced in the
United States to unrelated persons for use outside the United States,
(2) the, performance of certain services outside the United States for
unrelated persons, (3) the ,use of export property by unrelated persons,
and (4) the receipt of interest on obligations which qualify as export
trade assets. However, the amount of export trade income which
reduces subpart F income is limited to the lesser of (1) an amount
equal to 1% times certain export promotion expenses of the controlled
foreign corporation, or (2) an amount equal to 10 percent of the gross
receipts of such corporation from the transactions described above.
In addition, the amount of export trade income which reduces sub-
part F income can in no event exceed an overall limitation based on
the increase in investments in export trade assets.

(o) Miscellaneous.-The committee of conference was informed by
the Treasury Department of the policy it plans to follow in the granting
of rulings under section 367 of the Internal Revenue Code of 1954 in
situations in which taxpayers seek to reorganize, during a reasonable
period after the enactment of the bill, their foreign corporate structures
in response to the enactment of section 12 of the bill as agreed to in
conference.
The Treasury Department, for purposes of section 367, will not

treat a transaction involving the reorganization of foreign corporate
structures as being in pursuance of a plan having as one of its principal
purposes the avoidance of Federal income taxes solely by reason of
the fact that a principal purpose of the reorganization is to terminate
a method of operation which would result in tax to U.S. shareholders
under the provisions of section 12 of the bill. In such cases a favorable
ruling under section 367 will generally not be denied by the Treasury
Department in transactions in which earnings and profits of foreign
corporations are carried over to other foreign corporations under
circumstances in which there will be no reduction of the U.S. taxes
(and foreign taxes) that would be payable on the eventual remittance
of such earningsPnd profits to U.S. shareholders.
Under present administrative rules, where corporate shareholders

are involved the Treasury Department generally does not issue rulings
under section 367 which permit the tax-free remittance to the United
States of earnings and profits of foreign corporations. However,
under existing practice a ruling permitting a tax-free exchange is
generally given subject to a condition that an appropriate amount be
included in the income of the domestic shareholder (thus negating the
existence of i, principal purpose to avoid U.S. tax). Such rulings will
continue to be given even though a principal purpose of the transac-
tion is (1) to terminate the activities of a foreign corporation which
would result in tax to U.S. shareholders under the provisions of section
12 of the bill, and (2) to carry on such activities in the future through
a domestic corporation.
The conferees recognize that theproblemss in this area are complex

and that particular aspects of the policy as explained above may
require qualification and refinement as experience is gained in apply-
ing it, to particular situations.
rlie conferees on the part of the Senate called attention to the

colloquy in the Senate with respect to the amendment offered in the
Senate relating to corporations engaged in producing or selling books
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or other media of communications, etc. (see pp. 17511-17513 of the
daily Congressional Record for Sept. 5, 1962). The conferees were
advised that the substance of this amendment was not within the
jurisdiction of the conference committee. However the conferees
have requested the Treasury Department to study this matter and
report back next year to the Committees on Ways and Means and
Finance.

GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE PROPERTY

Amendments Nos. 128 129, 130 and 131: The bill as passed by
both the House and the Senate adds a new section 1245 to the code.
In general, the new section provides for the treatnent-as-ordinary
income of the gain from the disposition of certain depreciable property
to the extent of depreciation deductions (taken in periods specified in
the bill) which are reflected in the adjusted basis of the property.
Under the bill as passed by the House, the new section 1245 applied

to property disposed of after the date of the enactment of the bilf and
to thle extent of adjustments for depreciation and certain amortization
for taxable years beginning after December 31, 1961. Under Senate
amendment No. 128, the new section applies to property disposed of
during a taxable year beginning after December 31, 1962. Under
Senate amendments Nos. 129, 130, and 131, the adjustments taken into
account are those attributable to periods after December 31, 1961.
The House recedes.
Amendment No. 132: The bill as passed by both theoHouse and the

Senate amends section 167 of the code to permit a taxpayer to elect to
change his method of depreciation in respect of section 1245 property
from any declining balance or sum of the years-digits method to the
straight line method. Under the bill as passed by the House, the
election was required to be made within the period after the date of
the enactment of the bill prescribed by the Secretary of the Treasury
or his delegate. Under Senate amendment No. 132, the election must
b)0 made by Lhe taxpayer on or before the last day prescribed by law
(including extensions thereof) for filing his return for his first taxable
year beginning after December 31, 1962. The House recedes.
Amendment No. 133: This amendment adds a new provision to thle

bill inserting a new sentence after the second sentence of section 613(a)
of the code, relating to the general rule for computing percentage
depletion. the new sentence, which does not affect the computation
of the gross incofie from the property under the first sentence of
section 613 (a), provides that the allowable deductions taken into
account with respect to expenses of mining in computing the taxable
income from the property shall, for purposes of the 50-percent limita-
tion contained in the second sentence of section 613(a), be decreased
by an amount equal to so much of any gaimn which (1) is treated under
new section 1245 of the code (relating to gain from disposition of
certain depreciable property) as ordinary income, and (2) is properly
allocable to tho property. Thlo House recedes.
Amendment No. 135: Under the bill as passed by the House, the

amendments made by tlhe bill relating to gain from dispositions of
certain depreciable property (new sec. 1245), including the election
to change the method of depreciation with respect to section 1245
property, the amount taken into account as salvage value, and the
special rule for charitable contributions of section 1245 property,
were to apply to taxable years beginning after December 31, 1961,
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and ending after the date of the enactment of the bill. Under Senate
amendment No. 135, the amendments (except the amendments with
respect to salvage value, which take effect as provided by the bill
as passed by the House) are to apply to taxable years beginning after
December 31, 1962. The House recedes.

FOREIGN INVESTMENT COMPANIES

Amendments Nos. 140 and 141: The bill as passed by both the
House and the Senate adds a new section 1246 to the code, relating
to gain on foreign investment company stock.
Under the bill as passed by the House, a foreign investment conm-

pany was defined as any foreign corporation which met one of two
alternative tests. Under Senate amendment No. 140, either of these
two tests must be met for any taxable year beginning after December
31, 1962. One test is registration under the Investment Company
Act of 1940 either as a management company or as a unit investment
trust. The second test (which must be met at a time when more than
50 percent of either the voting power or total value of the stock is held
by U.S. persons) under the House bill was that the foreign corpora-
tion must be engaged (or holding itself out as being engaged) primarily
in the business of investing, reinvesting, or trading in securities
(within the meaning of section 3(a)(1) of the Investment Company
Act of 1940). Senate amendment No. 141, in effect, excludes from
the second test certain foreign corporations such as brokers, banks, and
small loan companies. The House recedes on Senate amendments
Nos. 140 and 141.
Amendment No. 143: Subsection (e)(1) of section 1246 added to the

code by the bill provides that the basis of stock of a foreign invest-
ment company acquired from a decedent dying after December 31,
1962, is to be reduced by the amount of the decedent's ratable share
of earnings and profits. Under the bill as passed by the House, the
ratable share was of the accumulated earnings and1 profits of the
company. Under Senate amendment No. 143, the ratable share is of
the earnings and profits accumulated after December 31, 1962. The
House recedes.
Amendment No. 145: This amendment adds a new subsection (g)

to the new section 1246 of the code. The new subsection (g) provides
that if a registered foreign investment company has made an election
(under the new sec. 1247 added by the bill to distribute income
currently with respect to taxable years beginning after December 31,
1962, then section 367 of the code is not to apply in respect of such
foreign investment company if the company is a party to a reorgan-
ization in which all of its properties are acquired before January 1,
1964, by a domestic corporation which is a regulated investment
company under section 851 for its first taxable year ending after the
reorganization. The committee of conference was informed by the
Treasury Department that the proposed new subsection was not needed
in view of the administrative practices under section 367 of the code,
and might therefore imply that such practices are erroneous. The
Senate recedes.
.Amendment No. 147: New section 1247 added to the code by the

bill provides that new section 1246 of the code (treating gain on sale
or exchange of foreign investment company stock as ordinary income)
is not to apply to the qualified shareholders of a registered foreign
investment company if the company elects on or before December
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31, 1962, with respect to each taxable year beginning after such(late,
to distribute 90 percent or more of its taxable income currently and to
designate in a written notice to its shareholders thp pro rata amount
of the excess of the net long-term capital gain over the net short-term
capital loss and the portion thereof which is being distributed. Under
the bill as passed by the I-House, the notice must boe mailed before the
expiration of 30 days after the close of the taxable year. Under
Senate amendment No. 147, the notice must be mailed before the
expiration of 45 days after the close of the taxable year. TheiHouse
recedes.
Amendment No. 153: This amendment strikes out ulbsection (d)of the new section 1247 added to the code by the bill and inserts sub-

sections (d), (o), (f), and (g).
Under the Senato amendment the new subsection (d) requires each

qualified shareholder of a foreign investment company with respect
to which an election under section 1247 is in effect to compute his long-
term capital gains by including his pro rata share of the distributed
portion of the company's excess of net long-term capital gain over net
short-term capital loss and his pro rata share of the undistributed
portion of such excess. Subsection (e) is the same as subsection (d)
asnpamsed by the House in requiring proper adjustment in the earnings
and profits of the company and in the adjusted basis of stock of such
company held by such shareholder to reflect such shareholder's
inclusion in gross income of undistributed capital gains, but also
requires proper adjustment in a qualified shareholder s ratable share
of the company's earnings and profits.

Subsections (f), (g), and (h) are new provisions relating to theelection by a foreign investment company with respect to foreign
taxes. Under subsection (f), a foreign investment company which
has elected to distribute income currently and more than 50 percent
of the value of whose total assets at the close of the taxable year
consists of stock or securities in foreign corporations may elect (for
such taxable year and for purposes of complying with its election to
distribute 90 percent or more of its taxable income) to compute its
taxable income without any deduction for income, etc., taxes paid to
foreign countries or possessions of the United States and to treat the
amount of such taxes as distributed to its shareholders. If the elec-
tion is made each qualified shareholder of the company is required
(1) to include in gross income and treat as paid by him his propOr-tionate share of such taxes and (2) for purposes of the foreign tax
credit, to treat such share ot taxes as having been paid to the country
in which the company is incorporated and to treat as gross income from
sources within such country such share of taxes and any dividend
paid to him by the company. Subsection (g) provides for notice to
the shareholders of their proportionate share of the taxes to be taken
into account as provided in subsection (f). Subsection (h) providesthat the election and( notice are to be made in such malmer as tlhe
Secretary of the Treasury or his delegate imay prescribe by regulations.
The House recedes.
GAIN FROM CEIRTAIN SALES ORt EX(IIANOGE OF BI'OCK IN CERTAIN

'OREIGN CORPORATIONS

Amendments Nos. 159 and 160: The bill as passed by tho I-ouse
added a new section 1248 to the code which provided, in general, that
(1) if a U.S. person owned, or was considered to have owned, 10 per-
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cent or more of the voting stock of a foreign corporation on the date
he sells or exchanges stock in such corporation, or during the 5-year
period ending onil such date, ~and (2) the foreign corporation was a
controlled foreign corporation on the date of the sale or exchange or
during the 5-year period ending on such date, then (1) gain recog-
nized on the sale or exchange, other than in redemption or liquidation
of such stock, would, to the extent of the earnings and profits of the
corporation attributable to the stock sold or exchanged, be consid-
ered gain from the sale of property which is not a capital asset, and
(2) gain recognized on a distribution in redemption or liquidation of
such corporation would, to the extent of the earnings and profits of
the corporation attributable to the stock exchanged, be treated as a
dividend. The new section 1248 provided for the reduction in the
earnings and profits of a. foreign corporation by amounts included in
gross income of a U.S. person as subpart F income or as amounts
invested in nonqualified property, but only to the extent such amounts
did not result in an exclusion from gross income. The bill did not
apply to distributions in redemption of stock to pay death taxes, con-
sideration received in an exchange to which section 356 applied, or to
amounts includible in gross income under any other provision of the
code as a dividend, gain from the sale of an asset which is not a capital
asset, or gain from the sale of an asset held for hrot more than 6 months.

Senate amendment No. 159 provides that (a) if a U.S. person sells or
exchanges stock in a foreign corporation (including distributions in
redemption or liquidation), and (b) such person owns, or is considered
to own, 10 percent or more of the voting stock of such corporation at
any time during the 5-year period ending on the date of sale or ex-
change on a date when such corporation was a controlled foreign corpo-
ration, then the gain shall be includible in the gross income of such U.S.
person as a dividend, to the extent of the earnings and profits of the
foreign corporation accumulated (1) in taxable years of the corporation
beginning after December 31, 1962, (2) while the stock sold or ex-
changed was held by the U.S. person, and (3) while the foreign
corporation was a controlled foreign corporation.

Senate amendment No. 159 provides that earnings and profits of
a foreign corporation are to be determined according to rules sub-
stantially similar to those applicable to domestic corporations, except
that the earnings and profits are to bo reduced with respect to a U.S.
person by amounts included in pross income under section 951, gain"
realized from the sale or exchange of property in pursuance of a plan
of complete liquidation, income derived from sources within the
United States of a foreign corporation engaged in trade or business
within the United States, amounts included in gross income of a'
qualified shareholder of a foreign investment company, and, in some
cases, by earnings and profits accumulated while the foreign corpora-
tion was a leaNsdevelopedd country corporation.
Under Senate amendment No. 159 the earnings and profits of a

foreign corl'poration whose stock is sold or exchanged is, under certain
circumstances, seemedd to include earnings and profits of foreign
corporations in a chain of corporations. The Senate amendment
also provides that if a domestic corporation was formed or availed of
l)rin.cipally for the holding, directly or indirectly, of stock of one or
more foreign corporations, the sale or exchange of the stock of the'
domestic corporation will be treated as a sale or exchange of the stock
of the foreign corporation or corporations held by the domestic
corporation.
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The new section 1248, as amended by Senate amendment No. 159,
provides a limitation on the tax imposed on an individual who is a
U.S. person by reason of the application of the new section. In gen-
eral, the tax so imposed is not to exceed the greater of (1) his pro
rata share of the taxes which would have been imposed if the foreign
corporation had been a domestic corporation (luring the period he
held the stock sold or exchanged, or (2) the taxes which would have
been imposed if the amounts to which the section applies had been
received as dividends in the years in which earned by the foreign
corporation. With respect to Senate amendment No. 159, the House
recedes with amendments which (1) eliminate the second limitation
described in the preceding sentence, and (2) make clerical and con-
forming changes.
Under the bill as passed by the House, the new section 1248 applied

to sales or exchanges after the date of the enactment of the bill.
Senate amendment No. 160 provides that the new section shall apply
to sales or exchanges after December 31, 1962. The House recedes.

SALES AND EXCHANGiES OF PATENTS, ETC., TO CERTAIN FOREIGN
CORPORATIONS

Amendment No. 161: Senate amendment No. 161 adds a new sec-
tion to the bill which adds a new section 1249 to the code, relating
to gain of a U.S. person from the sale or exchange after December 31,
1962, of a patent, invention, model, or design (whether or not pat-
ented), copyright, secret formula or process, or similar property right
to a foreign corporation which such person controls (within the mean-
ing of the new sec. 1249). If such gain would (but for the new sec-
tion) be gain from the sale or exchange of a capital asset or of property
described in section 1231, then such gain is to be considered as gain
from the sale or exchange of property which is neither a capital asset
nor property described in section 1231. Under subsection (c) of the
new section 1249, the new section would not apply, however, to gain
realized from the sale or exchange for stock or contribution to capital
of such property where it is established to the satisfaction of the Secre-
tary of the Tre'asury or his delegate that the principal purpose of the
transfer is to enable the foreign corporation to use the property in its
own manufacturing operations, The new section 1249 applies to
taxable years beginning after December 31, 1962.
Under the conference agreement, the House recedes with an amend.

meant striking out subsection (c) of the new section 1249. With the
deletion of subsection (c), the new section 1249 provides ordinary in-
come treatment for all taxable sales or exchanges of patents (and other
property covered by the provision) by a domestic corporation to a
foreign corporation which it controls. The new section 1249 would
not apply to nontaxable transactions such as those sales or exchanges
to which (as the result of a ruling under sec. 367) section 351 of t.he
code applies. Neither the enactment of section 1249 nor the deletion
of the exception in subsection (c) is intended to have any implications
with respect to the application of section 367 of zlhe code to such non'-
taxable transactions.

Thle conferees requested the Treasury Department to study and
report back on the proper tax treatment of the transfer of patents,
etc., to foreign subsidiaries which use such property in their own
manufacturing operations.
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TAX TREATMENT OF COOPERATIVES AND PATRONS

Amendments Nos, 162, 163, 166, 167, and 168: The bill as passed
by the House provides that, in computing the taxable income of a
cooperative organization, certain distributions paid to patrons in the
form of qualified written notices of allocation are to be treated as
deductions from the cooperative's gross income, The recipients of
such qualified written notices of allocation are required to include the
stated dollar amount of such allocations in their gross income when
received. A written notice of allocation is qualified only if (1) it is
payable in cash within 90 days at the option of the patron, or (2) the
patron has consented to include the stated dollar amount of this
written notice of allocation in his gross income. Senate amendment
No. 163 contains a further requirement which provides that a written
notice of allocation is not a qualified one unless 20 percent or more
of the distribution of which it is a part is paid in money or by qualified
check.
The bill as passed by the House provides two methods by which a

patron may consent to the inclusion in his gross income of the stated
dollar amount of qualified written notices of allocation not redeemable
in cash within the period provided in the bill. Senate amendments
Nos. 162 and 166 provide a third method by which such consent
may be made. Under this third method a patron may consent by
endorsing and cashing (within the time prescribed by the amendment)
a qualified check which is paid as a part of the same distribution as the
written notice of allocation, Under Senate amendment No. 167, a
qualified check is defined as a check (or other instrument redeemable
in money) on which there is a clearly imprinted statement that the
endorsement and cashing of the check (or other instrument) consti-
tutes the consent of the payee to include in his gross income, as pro-
vided in the Federal income tax laws, the stated dollar amount of the
written notice of allocation which is a part of the patronage dividend
or payment of which such qualified check is also a part. Under
Senate amendment No. 168, if a qualified check is not cashed on or
before the 90th day after the close of the payment period for the taxable
year with respect to which it is paid, such check becomes a non-
qualified-written notice of allocation. The House recedes on amend.
mnents Nos. 162, 163, 166, 167, and 168.

WITlIHIOLDING OF INCOME TAX AT SOURCE ON. INT'EREST, DIVIDENDS,
AND PATRONAGE DIVIDENDS; REPORTING OF INTEREST, DIVIDEND,
AND PATRONAGE DIVIDEND PAYMENTS OF $10 OR MORE DURING A
YEAR

Amendment No. 173: Section 19 of the bill as passed by the House
added to the Internal Revenue Code of 1954 provisions requiring the
withholding of income tax at source on certain interest, dividend, and
patronage dividend payments. The tax was to be withheld at the
rateofT20 percent and was to apply to payments of interest, dividends,
and patronage dividends as those terms were defined for withholding
purposes. In addition, the bill as passed by the House provided for
exemptions from withholding, quarterly refunds, and special credits.
The tax withheld was to be allowed as a credit against tie income tax
of the recipients of the payments to the extent it had not been pre-
viously refunded to them or credited against other tax due from them.
Amendment No. 173 strikes out the provisions of section 19 of the

bill as passed by the House and, in lieu thereof, adds to the Internal
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Revenue Code of 1954 provisions requiring persons who make pay-
ments of dividends, patronage dividends, or interest (within the mean-
ing of such terms as d(lefined in the Senate amendment) aggregating
$10 or more to any other person in a calendar year to file an informa-,
tion return with tle Secretary of the Treasury or his delegate with
respect to such payments. The Senate amendment adds provisions'
requiring that payers of dividends, patronage dividendss, and interest
(as those terms are defined by the amnendment)furnish to the recipients
of these amounts annual statements showing the amounts paid to
them as reported on the information returns filed with the Internal
Revenue Service. Now penalty provisions are provide(ld by the Senate
amendment for failure to file information returns with respect to pay-
ments of dividends, patronage dividends, or interest, and for failure
to furnish to a recipient of such payments an annual statement of such
payments.

^The House recedes with clerical amendments. As a part of tihe
agreement to the Senate amendment, the House and Senate conferees
have requested the Treasury D)epartment to make annual reports to
the Committees on Ways and Means and Finance on the improve-
ment in the reporting on tax returns of dividends, interest, and
patronage dividends as a result of the Senate amendment, with the
view that this matter will be reconsidered by the Committees on

Ways and Means and Finance if it is determined that there has not.
been sufficient improvement in the reporting of such income.

INFORMATION WITH RESPECT TO CERTAIN FOREIGN ENTITIES

Amendment No. 176: Section 6038(b) of the code, as contained
in the bill as passed by both the House and the Senate provides for
a reduction in foreign tax credit for each failure to furnish information
with respect to a foreign corporation controlled by a U.S. person.
Senate amendment No. 176 provides that such reduction is not to ex-
ceed whichever of the following amounts is greater: (A) $10,000, or
(B) the income of the foreign corporation for its annual accounting
period with respect to which the failure occurs. ''The ouse recedes.
Amendment No. 179: Section 6038(d)(1) of thle code as contained

in the bill as passed by the House provided that, in applying Vhe con-
structive ownership rules of section 318(a) of tile code for purposes of
determining control under section 6038 of the code, the rule which
requires ownership of 50 percent of thq stock of a corporation before
stock owned by such corporation is attributed to its stockholders was
to apply without regard to tile 60-percent limitation. Senate amend-
ment No. 179 substitutes a 10-percent limitation for the 50-percent,
limitation. Senate amendment No. 179 also provides that the rules of
section 318(a)(2) of tile code that stock owned by at partner or a
beneficiary of an estate or trust will be considered as owned by the
partnership), estate, or trust, are not to be applied so as to consider
a U.S. person an owning stock which is owned by a person who is
not a U.S. person, nor will a corporation be considered as owning
stock owned by or for a i50 percent or more stockholder where the
effect is to consider a U.S. person as owning stock which is owned
by a person who is not tf U.S. person. The House recedes.

Amendment ts Nos. 18(, lr'-, 181: Section 6046 (a) and (b) of the code,.
as amended by tile l)ill as passed by the House, required each U.S.
citizen or resident who (on or after January 1, 1963) was or becomes
an officer or director of a foreign corporation and each U.S. person
who (on or after January 1, 1963) was or becomes an owner of S per.
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cent or more in value of the stock of such a corporation to file an
information return setting forth such information as the Secretary of
the Treasury or his delegate prescribes by forms or regulations as
necessary for carrying out the provisions of the income tax laws.
Under Senate amendment No. 180, such an officer or director is re-
quired to file an information return only if 5 percent or more in value of
the stock of the foreign corporation is owned by a U.S. person. Under
Senate amendment No. 181, in the case of an officer or director of the
foreign corporation the information required is limited to furnishing
the names and addresses of the U.S. persons who own 5 percent or
more in value of the stock of such corporation. The House recedes
on amendment No. 180 with a technical amendment. The House
recedes on amendment No. 181.
Amendment No. 183: This amendment adds a new subsection (e)

to section 6046 of the code. Under the new subsection, no information
is to be required to bo furnished under section 6046 with respect to
any foreign corporation (1) if the liability of the U.S. citizen, resident,
or person to file a return under section 6046(a) arises on or after
January 1, 1963, and before March 1, 1963, unless such information
is required to be furnished under regulations which have been in effect
since January 1, 1963 (but only if such regulations wore prescribed
before December 1, 1962), or (2) if the liability of the U.S. citizen,
resident, or person to file a return under section 6046(a) arises on or
after March 1, 1963, unless such information is required to be furnished
under regulations which have been in effect for at least 90 days.
Under the conference agreement, the House recedes with an amend-

ment substituting a new subsection (e). Under the conference agree-
ment, in the case of liability to file a return under section 6046 of the
code arising on or after January 1 1963, and before June 1 1963--

(A) no information is to be required to be furnished under
section 6046 with respect to any foreign corporation unless such
information was required to be furnished under regulations in
effect on or before March 1, 1963, and

(B) if the (late on which such regulations become effective is
later than the (lay on which such liability arises, any return re-
quired by section 6046(a) is required (in lieu of the time pre-
scribed by sec. 6046(d)) toblofied on or before the 90th day after
such date.

In the case of liability to file a return under section 6046(a) arising
ou or after June 1, 1963, no information is to be required to be fur-
nished under section 6040 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
U.S. citizen, resident or person becomes liable to file a return required
under section 6046(a).

EXPENDITUIRES BY FARME18S FORC0LAItING LAND

Amendment No. 189: This amendment adds a new section to the
bill, adding a now section 182 to part VI of subchapter}3 of chapter 1
of the code (relating to itemized deductions for individuals and
corporations). The new section 182 permits farllmers to elect to treat
as deductible expenses, rather than as nondeductible expenditures for
capital improvements to property, expenditures for the clearing of
land (including a reasonable allowance for depreciation with respect
to depreciable property used in the clearing of land) if such expendi-
tures are for the purpose of making the land suitable for use in farming

99-219'--fA2 3. Iept., 87-2,. Tl 7-- 88
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The term "clearing of land" includes the eradication of trees, stumps
and brush, the treatment or moving of earth, and the diversion of
streams and watercourses. The new section 182 limits the deduction
for expenditures for the clearing of land for any taxable year to $5,000
or to 25 percent of the taxable inconle derived from farming during
the taxable year, whichever amount is the lesser. The new section
applies to taxable years beginning after December 31, 1962. The
House recedes with clerical and conforming amendments.
CHARITABLE CONTRIBUTIONS MADE FROM INCOME ATTRIBUTABLE TO

SEVERAL TAXABLE YEARS

Amendment No. 190: This amendment adds a new section to the
bill, adding a new subsection (e) to section 1307 of the code, relating
to rules applicable to part I of subchapter Q of chapter 1 of such code
(which relates to income attributable to several taxable years).
When income attributable to several taxable years is received or

accrued in a particular taxable year, part I of subchapter Q provides,
under certain circumstances, that the tax attributable thereto for the
taxable year in which it is received or accrued is, in general, not to be
greater than the aggregate increases in taxes which would have re-
sulted if the amount had been included in the taxpayer's income, on
an allocated basis, over the period specified in the applicable section
of such part I.
New subsection (o) provides that an individual who receives or

accrues in a taxable year an amount to which part I of subchapter Q
applies may elect (in such manner and at such time as the Secretary
of the Treasury or his delegate prescribes by regulations) to apply the
provisions of subsection (e) in computing his tax liability under such
.Irt. If the taxpayer so elects, the amount received or accrued shall

be reduced, for the purposes of computing his tax liability under such
part I with respect to such amount, by an amount (1) which bears the
same ratio to the amount of his allowable charitable deduction for the
taxable year in which the amount was received or accrued (computed
without regard to pt. I of subch. Q) as (2) the amount received or
accrued during the taxable year to which part I applies bears to the
adjusted gross income for such year (computed without regard to
pt. I of such, Q).
New subsection (e) further provides that no portion of the amount

received or accrued to which part I of subchapter Q applies shall (for
purposes of computing the limitation on tax under such part) be
taken into account for purposes of computing the limitation under
section 170(b)(1) of the code for the taxable year in which the amount
to which such part applies is received or accrued.
The House recedes with an amendment which is technical and

clarifying in nature and is a substitute for the provision described in
the preceding paragraph.
EFFEC'rIVE D)AT' OF SECTION 1871 (c) OF TIlE INTERNAL REVENUE CODE
\ 1964

Amendment No."191: The Senate amendment adds a new section
to the bill as passed by the House which provides that section 1371(c)
of the code (relating to the determination of the number of share-
holders of a small business corporation where stock is owned by a
husband and wife) is, subject to the provisions for filing of election
and consents described below, to apply to taxable years beginning
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after December 31, 1957,,and before January 1, 1960. Under existing
law, section 1371(c), which was added to the code by section 2(a) of
Public Law 86-376 (approved September 23, 1959), applies only to
taxable years beginning after December 31, 1959. The Senate
amendment provides a 1-year period within which an otherwise
qualifying small business corporation may make a special election to
have the earlier effective (late of section 1371(c) apply. For the
special election to be valid, a corporation must have previously filed
a timely election to have its income taxed directly to its shareholders,
and each person who is a shareholder at the time of the special election
(as well as each person who was a shareholder for any taxable year
beginning after December 31, 1957, and ending before the date on
which the special election is made) must give his consent. The
amendment also provides that where a special election (and the
requisite consents) has been made, the statute of limitations for
assessing additional tax against the corporation or the shareholders
attributable to the earlier effective date of section 1371(c) (and the
statute of limitations for allowing a credit or refund of any overpay-
ment of tax by the corporation or its shareholders attributable to the
earlier effective date of section 1371(c)) is to remain open, or be
opened, for 1 year following the date of the election. The House re-
cedes.
CERTAIN LOSSES SUSTAINED IN CONVERTING FROM STREET RAILWAY

TO BUS OPERATIONS

Amendment No. 192: The Senate amendment adds a new section
to the bill as passed by the House which provides that in the case of
net operating losses incurred in the calendar years 1953 and 1954
principally as the result of conversion from street railway to bus
operations, an additional 5 years, beginning with 1960, is to be allowed
for the carryover of such losses. The Senate amendment applies
only for years in which the taxpayer is engaged in the furnishing or
sale of transportation (as defined, in sec. 1503(c)(1)(A) of the 1954
code). The Houme recedes with a technical amendment.
PENSION PLAN OF LOCAL UNION NO. 436, INTERNATIONAL HOD CARRIERS'

BUILDING AND COMMON LABORERS' UNION OF AMERICA

Amendment No. 193: Ther Seliate amendment adds a new section
to the bill as passed by the House which provides that the pension plan
of Local Union No. 435 of the International Hod Carriers' Building
tand Common Laborers' Union of America, which was negotiated to
take effect May 1, 1960, pursuant to an agreement between such
union and the Building Trades Employers Association of Rochester,
N.Y., shall be held and considered to have been a qualified trust under
section 401 (a) of the code, and to have been exempt from taxation
under section 601 (a) of the code, for the period beginning May 1, 1960,
and ending April 20, 1961, but only if it is'shown to the satisfaction of
the Secretary of the treasuryy or his delegate that those trust has not in
this period been operated in a manner which would jeopardize the
interests of its beneficiaries. The House recedes.
CONTINUATION OF A PARTNERSHIP YEAR FOR SURVIVING PARTNER IN A

TWO-MAN PARTNERSHIP WHERE ONE DIES

Amendment No. 194: The Senate amendment adds a now section
to the bill as passed by the House which amends section 188 of the
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Internal Revenue Code of 1939 (relating to different taxable years of
partner and partnership) to provide that for purposes of chapter 1
of tlhe 1939 code, if the surviving partner so elects within 1 year after
the (late of enactment of this bill, thie death of one of the partners of a

partnership consisting of two members shall not result in the termina-
tion of tlhe partnership or in the closing of the taxable year of the
partnership with respect to the surviving partner prior to the time the
partnership year would have closed if neither partner hadliedd or
disposed of his interest. The amendment is to apply to taxable years
of a partnership beginning after Decemberr 31, 1946, to which t[i
Internal Revenlue Code of 1939 applies. The amendment furth,'
provides that if refund or credit of any overpayment resulting from
the application of such amendment was prevented on the (late of the
enactment of the bill, or ati any time within 1 year from such date by
the operation of any law or rule of law (other than those relating to
closing agreements and compromises), refund or credit of such over-
paymenlt may, nevertheless, be made or allowed if claim therefore is
filed withlin I year after the (late of enactment of the bill. No interest
is to bo0 allowed or paid on any overpayment resulting from the
application of the amendment. The House recedes.
EXCLUSION FROM GROSS INCOME OF CERTAIN AWARDS MADE PUIRSUANT

TO EVACUATION CLAIMS OF JAPANESE-AMERICANS

Amendment No. 195: This amendment, which adds a new section
to the bill, provides that awards received under the Japanese-American
Evacuation Claims Act, as amended in 1951 and 1956 (50 U.S.C.
App., sees. 1981-1987), are not to be included in gross income for
purposes of chapter I of the Internal Revenue Code of 1939 or 1954.'['his treatment is to apply with respect to taxable years ending after
July 2, 1948.
Any refund or credit of an overpayment of Federal income tax

(including interest, additions to the tax, additional amounts, and pen-
alties) resulting from this provision which is barred on the date of the
enactment, of this bill, or within 1 fear from such date, by any law
or rule of law may, nevertheless, be made, without interest, if a claim
for such refund or credit is filed within 1 year after tile date of enact-
mont of the bill. In the case of any claim described in the preceding
sentence, the amount to be refunded or credited as an overpayment
is not to be diminished by any credit or setoff based on any item other
than the amount of the award.
The House recedes with technical amendments.

DEDUCTION FOR UIJSINESS DEP'RECIATION BY TENANT-STOCKHOLT)DER OF
(COOPERATIVE IIOUSING CORPORATION

Anlendment No. 196: This amelndme(nt adds a new section to the
bill, adding a new subsection (c) to section 216 of the code (relating
to amounts representing taxes and interest paid to a cooperative
housing corporation).
The now subsection (c) provides that so much of the stock of a

tenant-stockholder in a cooperative housing corporation as is allocablo,
under regulations prescribed by the Secretary of the Treasury or his
delegate, to a proprietary lease or right of tenancy in property subject
to the allowance for depreciation under section 167(a) shall, to the
extent that such proprietary lease or right of tenancy is used i)y such
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tenant-stockholder in a trade or business or for the production of
income, be treated as property subject to the allowance for deprecia-
tion under section 167(a). The amendment is effective with respect
to taxable years beginning after December 31, 1961. The House
recedes with clerical amendments.

EXCLUSION FIROM GROSS INCOME OF GAIN FROM SALE OF RESIDENCE
BY INDIVIDUAL AGE 65 ORt OVER

Amendment No. 197: This amendment added a new section to the
bill adding a new section 121 to part III of subchapter B of chapter 1
of thile code (relating to items specifically excluded from gross income).
The new section 121, applicable only in the case of individuals, pro-
vided that gross income does not include gain from the sale, exchange,
or involuntary conversion (within the meaning of sec. 121(e)) after
December 31, 1962, of property used by the taxpayer as his principal
residence, if (1) the taxpayer had attained the age of 65 years before
the sale, exchange or involuntary conversion, and (2) the property
had been used by the taxpayer as his principal residence for a period of
not less than 5 years at the time of its sale, exchange, or involuntary
conversion. The Senate recedes.
DEDUCTION FOR INCOME TAX PURPOSES OF CONTRIBUTIONS TO CERTAIN

ORGANIZATIONS FOR JUDICIAL REFORM

Amendment No. 198: This amendment, which adds a new section
to the bill, provides that a contribution or gift made after December
31, 1961, with respect to a referendum occurring during the calendar
year 1962, shall be deductible as a charitable contribution under
section 170 of the code if made to, or for the use of, an organization
created and operated exclusively to consider proposals for the re-
organization of the judicial branch of any State or local government
and to provide information, make-recommendations, and seek public
support or opposition to such proposals. For contributions or gifts
to be eligible for this treatment, no part of the net earnings of the
organization may inure to the benefit of any private shareholder or
individual and the organization must not participate in any political
campaign in behalf of, or in opposition to, any candidate for public
office. The IHouse recedes with a clerical amendment.
AMENDMENT TO SOCIAL SECURITY ACT RELATING TO STATEMENT OF

FINANCIAL STATUS OF CLAIMANTS FOR MEDICAL ASSISTANOE FOR
THE AGED

Amendment No, 199: This amendment added to the bill a new sec-
tion, amending section 2(a) of the Social Security Act so as to permit
a State to provide in its State plan under title I of such act that any
written statement required of a claimant for medical assistance for
the aged under that title shall )o presumed by the State agency ad-
ministering the plan to be factually correct for purposes of datermin-
ing eligibility for such assistance insofar as the statement relates to the
claimant's financial status. The Senate recedes.
FOREIGN SUBSIDIARIES MANUFACTURING PRODUCTS ABROAD FOR SALE

IN TIlE UNITED STATES

Amendment No. 200: Senate amendment No. 200 added a new
section to the bill to provide that foreign corporations to which the
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proposed now section, section 885 of the code, applies are deemed to
he engaged in trade or business within the United States, and their
gross income from sources within the United States is deemed to be
not less than their gross income from the sale of competitive articles
sold for ultimate use, consumption, or disposition in the United States.
'lThe new section applied to a foreign corporation if at any time during
the taxable year one or more domestic corporations own, directly or
through one or more other corporations, 10 percent or more of the
outstanding stock of the foreign corporation, and if for such taxable
year the foreign corporation derives 10 percent or more of its gross
income from the sale of competitive articles sold for ultimate use,
consumption, or disposition in the United States. For such purpose
a competitive article is any article mined, processed, or manufactured
outside the United States for a foreign corporation which is the same
as or similar to any article mined, processed, or manufactured in the
United States (or formerly mined, processed, or manufactured in the
United States) by any domestic corporation described in the preceding
sentence with respect to the foreign corporation, or by any subsidiary
of such domestic corporation. The new provision applied to taxable
years beginning after December 31, 1962. The Senate recedes.

EFFECTIVE DATE OF AMENDMENT TO SECTION 1874(b) OF
INTERNAL REVENUE CODE OF 19654

Amendment No. 201: The Senate amendment adds a new section
to the bill as passed by the House which makes the amendment to
section 1374(b) of the code, which was added by section 2(b) of Public
Law 86-376 (approve(l Sept. 23, 1959), effective on September 2
1958. Under existing law, the amendment to section 1374(b), which
permits the deduction of a deceased shareholder's pro rata share of the
net operating loss of an electing small business corporation incurred in
the year in which he dies, is effective only with respect to taxpayers
who (lie after September 23, 1959. The House recedes with a clerical
amlendmient.

TREATIES

Amendment No. 203: The hill as passed by the House provided
that section 7852(d) of the code, relating to treaty obligations, was
not to apply in respect of any amendment made by the Revenue Act
of 1962. Senate amendment No. 203 provides that no provision of
the Revenue Act of 1962 will apply in any case where its application
would be contrary to any treaty obligation of the United States.

Tlhe Senate recedes. In this connection, the Treasury Department
informed the committee of conference that it.is its view that there are
no conflicts between provisions of the bill and provisions of tax treaties,
with one minor exception relating to the real estate clause of the Greek
Estate Tax Treaty which the Treasury will seek to have renegotiated
before July 1, 1064.
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