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TAX REDUCTION ACT OF 1975

MARCH 26, 1975.-Ordered to be printed

Mr. ULL-MA , from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 2166]

The committee of conference on the disagreeing votes of the two
Houses on the amendment of the Senate to the bill (H.R. 2166) to
amend the Internal Revenue Code of 1954 to provide for a refund of
1974 individual income taxes, to increase the low income allowance
and the percentage standard deduction, to provide a credit for certain
earned income, to increase the investment credit and the surtax ex-
emption, and for other purposes, having met, after full and free con-
ference, have agreed to recommend and do recommend to their respec-
tive Houses as follows:

That the House recede from its disagreement to the amendment of
the Senate and agree to the same with an amendment as follows:

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

SECTION 1. SHORT TITLE; TABLE OF CONTENTS.
(a) SHORT Tinr.-This Act may be cited as the "Tax Reduction

Act of 1975".
(b) TABLE OF CONTENTS.-

See. 1. Short title; table of contents.
See. 2. Amendment of 1954 Code.

TITLE I-REFUND OF 1974 INDIVIDUAL INCOME TAXES

See. 101. Refund of 1974 individual income taxes.
Sec. 1052. Refunds disregarded in the administration of Federal programs and

federally assisted programs.

TITLE II-REDUCTIONS IN INDIVIDUAL INCOME TAXES

See. 201. Increase in low income allowance.
Sec. 202. Increase in percentage standard deduction.
See. 203. Credit for personal exemptions.
See. 204. Credit for certain earned income.
See. 205. Withholding tau.

38-006



2

See. 206. Increase in income limitation applicable to child and dependent care
deduction.

See. 207. Extension of period for replacing old residence for purposes of non-
recognition of gain under section 1084.

See. 208. Credit for purchase of new principal residence.
Sec. 209. Effective dates.

TITLE HI-CERTAIN CHANGES IN BUSINESS TAXES

sec. 301. Increase is investment credit.
See. 302. Allowance of investment credit where construction of property will

take more than 2 years.
Sec. 303. Change in corporate tax rates and increase in surtax exemption.
See. 304. Increase in, minimum accumulated hearings credit from $100,000 to

$150,000.
See. 305. Effective dates.

TITLE IV-CHAVGES AFFECTING INDIVIDUALS AND BUSINESSES

Sec. 401. Federal welfare recipient employment incentive tax credit.
See. 402. Time when contributions deemed made to certain pension plans.

TITLE V--PERCENTAGE DEPLETION

Sec. 501. Limitations on percentage depletion for oil and gas.

TITLE FI-TAXATION OF FOREIGN OIL AND GAS INCOME AND OTHER
FOREIGN INCOME

See. 601. Limitations on foreign tax credit for taxes paid in con ection with
foreign oil and gas income.

Sec. 602. Taxation of earnings and profits of controlled foreign corporations and
their shareholders.

See. 603. Denial of DISC benefits with respect to energy resources and other
products.

Scc. 604. Treatment for purposes of the investment credit of certain property
used in international or territorial waters.

TITLE VII- MISCELLANEOUS PROVISIONS

Sec. 701. Certain unemployment compensation.
See. 702. Special payment to recipients of benefits under certain retirement and

survivor benefit programs.
* * * * * * *

SEC. 2. AMENDMENT OF 1954 CODE.

Except as otherwise expressly provided, whenever in this Act an
amendment or repeal is expressed in terms of an amendment to, or re-
peal of, a section or other provision, the reference shall be considered
to be made to a section or other provision of the Internal Revenue
Code of 1954.



TITLE I-REFUND OF 1974 INDI-
VIDUAL INCOME TAXES

SEC. 101. REFUND OF 1974 INDIVIDUAL INCOME TAXES.
(a) Lv GENERA.-Subchapter B of chapter 65 (relating to rules of

special application i. the case of abatements, credits, and refunds) is
amended by adding at the end thereof the following new section:

"SEC. 6428. REFUND OF 1974 INDIVIDUAL INCOME TAXES.
"(a) GENER.AL RULE.-Except as otherwiise provided in this section,

each indiidual shall be treated as having made a payment against the
tax imposed by chapter 1 for his first taxable year beginning in 1974
in an amount eual to 10 percent of the amount of his liability for tax
for such taxable year.

"(b) I[IINIM PA Yu.T1r.-The amount treated as paid by reason of
this section shall not be less than the lesser of-

"(1) the amount of the taxpayer's liability for tan for his first
taxable year beginning in 1974, or

"(2) $100 ($50 in the case of a married individual filing a sepa-
rate return).
"(c) MAXIMUM PA I'MENT.-

"(1) I. GE-VERAL.-The amount treated as paid by reason of
this section shall not exceed $200 ($100 in the case of a married
individual filing a separate return).

"(2) LIMITATION BASED ON ADJUSTED GROSS icOME.-The excess
(if any? of-

(A) the amount which would (but for this paragraph) be
treated as paid by reason of this section, over

"(B) the applicable minimum payment provided by sub-
section (b),

shall be reduced (but not below zero) by an amount which bears
the same ratio to such excess as the adjusted gross income for the
taxable year in excess of $20,000 bears to $10,000. In the case of a
married individual filing a separate return, the preceding sen-
tence shall be applied by substituting '$10,000' for '$20,000' and
by substituting '$5,000' for '$10,000'.

"(d) LIABILITY FOR Tix.-For purposes of this section, the liability
for tax for the taxable year shall be the sum of-

"(1) the tax imposed by chapter I for such year, reduced by the
sum of the credits allowable under-

"(A) section 33 (relating to foreign tax credit),
"(B) section 37 (relating to retirement income),
"(C) section 38 (relating to investment in certain depreci-

able property),
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"(D) section 40 (relating to expenses of work incentive
programs), and
" (E) section 41 (relating to contributions to candidates for

public office), plus
"(2) the tax on amounts described in section 3102 (c) or 3202(c)

which are required to be shown on the taxpayer's return of the
chapter 1 tax for the taxable year.

"(e) DATE Pi uMF'T DEEMED MADE.-The payment provided by
this section shall be deemed made on whichever of the following dates
is the later:

",(1) the date prescribed by law (determined without exten-
sions) for filing the return of tax under chapter 1 for the taxable
year, or
" (2) the date on which the taxpayer files his return of tax under

chapter I for the taxable year.
"(f) JOINT RErURN.- For purposes of this section, in the case of a

joint return Under section 6013 both spouses shall be treated as one
individual.

"(g) MARITAL STATUs.-The determination of marital status for
purposes of this section shall be made under section 143.

"(h) CERTAIN PERsoNs NOT ELIGIBLE.-This section shall not apply
to any estate or trust, nor shall it apply to any nonresident alien
individual."

(b) No INTERESr ON IVoIOUAL INcoMa TAx REFUNDS FOR 1974 RE-
FUNDED WT IIv 60 DAYS AFTER RETURN Is FILED.-In applying sec-
tion 6611 (e) of the Internal Revenue Code of 1954 (relating to income
tax refund within 45 days after return is filed) in the case of any over-
payment of tax imposed by subtitle A of such Code by an individual
(other than an estate or trust and other than a nonresident alien indi-
vidual) for a taxable year beginning in 1974, "60 days" shall be substi-
tuted for "45 days" each place it appears in such section 6611 (e).

(c) CLERICAL AMENDMEIT.-The table of sections for such sub-
chapter B is amended by adding at the end thereof the following new
item:

"Sec. 6428. Refund of 1974 individual income taaes."

SEC. 102. REFUNDS DISREGARDED IN THE ADMINISTRA.
TION OF FEDERAL PROGRAMS AND FEDER.
ALLY ASSISTED PROGRAMS.

Any payment considered to have been made by any individual by
reason of section 6428 of the Internal Revenue Code of 1954 shall not
be taken into account as income or receipts for purposes of determining
the eligibility of such individual or any other individual for benefits
or assistance, or the amount or extent of benefits or assistance, under
any Federal program or under any State or local program financed
in whole or in part with Federal funds.



TITLE H-REDUCTIONS IN INDI-
VIDUAL INCOME TAXES

SEC. 201 INCREASE IN LOW INCOME ALLOWANCE.
(a) IN GFNER.L.-S ubsection (c) of section 141 (relating to low

income allowance) is amended to read as follows:
"(e) Low lycomx ALLow.iWcE.-The low income allowance is-

"(1) $1,900 in the case of-
"(A) a joint return under section 6013, or
"(B) a surviving spouse (as defined in section 2(a)),

"(2) $1,600 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or

"(3) $950 in the case of a married individual filing a separate
return."

(b) CHA.VOF ix FILieuG REQUIREMENTS To REFLECT INCREASE IN Low

LycoE ALLOWAVAF.-SO much of paragraph (1) of section 6012(a)
(relating to persons rcuired to make returns of income) as precedes
subparagraph (C) thereof is amended to read as follows:

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

"(i) who is not married (determined by applying section
143), is not a surviving spouse (as defined in section 2(a)),
and for the taxable year has a gross income of less than
$2,350,

"(ii) who is a surviving spouse (as so defined) and for the
taxable year has a gross income of less than $2,650, or

"(iii) who is entitled to make a joint return under section
6013 and whose gross income, when combined with the gross
income of his spouse, is, for the taxable year, less than $3,400
but only if such individual and his spouse, at the close of the
taxable year, had the same household as their home.

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

"(B) The amount specified in clause (i) or (ii) of subparagraph
(A) shall be increased by $750 in the case of an individual en-
titled to an additional personal exemption under section 151
(c) (1), and the amount specified in clause (iii) of subparagraph
(A) shal be increased by $750 for each additional personal exemp-
tion to which the individual or his spouse is entitled under section
151 (c) ;".
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(c) CHANGE IN OPTIONAL TAX TABLES.-Section 3 (relating to op-
tional tax tables) is amended by striking out "$10,000" and by insert-
ing in lieu thereof "$15,000".
SEC. 202. INCREASE IN PERCENTAGE STANDARD DE.

DUCTION.
(a) ICREASE. Subsection(b) of section 141 (relating to percent-

age standard deduction) is asnended to read as follows:
"(b) PERCENTAGE STANDARD DEDUCTiON.-The percentage standard

deduction is an amount equal to 16 percent of adjusted gross income
but not to exceed-

"(1) $2,600 in the case of-
"(A) a joint return under section 6013, or
"(B) a surviving spouse (as defined in section 2(a)),

"(2) $2,300 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or

"(3) $1,300 in the case of a married individual filing a separate
re turn."'

(b) CONFORMING AMENDMENT.-Subparagraph (B) of section
3402(m) (1) (relating to withholding allowances based on itemized
deductions) is amended to read as follows:

"(B) an amount equal to the lesser of (i) 16 percent of his
estimated wages. or (ii) $2,600 ($2,300 in the case of an individual
who is not married (within the meaning of section 143) and who
is not a surviving spouse (as defined in section 2(a)))."

SEC. 203. TAX CREDIT FOR PERSONAL EXEMPTIONS.
(a) IN GENERAL.-Subpart A of part VI of subchapter A of chapter

1 (relating to credits allowable against tax) is amended by redesignat-
ing section 4

2 
as section 13 aund by inserting iftev section 41 the follow-

ing new section :

"SEC. 42. CREDIT FOR PERSONAL EXEMPTIONS.
"(a) GEVER.JL RULE.- In the case of an individual, there shall be al-

lowed as a rredit against the tax imposed by this chapter for the tax-
able year s30, multiplied by each exemption for which the taxpayer
is entitled for the taxable year under sobsection (b) or (e) of section
151.

"(b) APPLICATION WITH OTHER CREDITs.-The r-edit allowed by
subsection (a) shall not exceed the anont of the tax imposed by this
chater for the taxable year. In determining the credits allowed
u~aer-

"(1) section 33 (relating to foreign tax credit),
"(2) section 37 (relating to reti em ent income),
"(3) section 38 (relating to investment in certain depreciable

property),
"(4) section 40 (relating to expenses of worc incentive pro-

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

lic office),
the tax imposed by this chapter shall (before any other reductions) be
reduced by the credit allowed by this section."



(b) TECHtNzCAL AND CLERICAL AmENDMENT.-
(1) The table of sections for such subpart is amended by strik-

ing out the last item and inserting in lieu thereof the following:
'See. 42. Credit for personal exemptions.

"See. 43. Overpayment& of tax."
(2) Section 56(a) (2) (relating to imposition of minimum tax)

is amended by striking out "and" at the end of clause (iv), by
striking oul "; and" at the end of clause (v) and inserting in
lieu thereof ", and", and by inserting after clause (v) the follow-
ing new clause:

"(vi) section 42 (relating to credit for personal exemp-
tions) : and".

(3) Section 56(c) (1) (relating to tax carryovers) is amended
by strikldnqy out "and" at the end of subparagraph (D), by striking
out "exceed" at the end of subparagraph (E) and inserting in lieu
thereof "and", and by inserting after subparagraph (E) the fol-
lowing new subparagraph:

"(F) section 42 ('elating to credit for personal exemp-
tions). exceed".

(4) Section 6096(b) (relating to designation of income tax pay-
ments to P)'exidential Election ('Campaiqn Fund) is amended by
striking out "cod 41" and inserting in lieu thereof "41, and 42".

SEC. 204. CREDIT FOR CERTAIN EARNED INCOME.
(a) ALLOW;ANc' OF CREDIT.-Subpart A of part IV of subchapter

A of chapter I (relating to credits against tax) is amended by redesig-
nating section 4.3 as ,etion 44. and by inserting after section 42 the
following new section:
"SEC. 43. EARNED INCOME.

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

"(b) Lmir-irx.- The amount of the credit allowable to a taxpayer
under subsection (a) for any taxable year shall be reduced (but not
below zero) by an amount equal to 10 percent of so much of the ad-
justed gross income (or, if greater, the earned income) of the taxpayer
for the taxable year as exceeds $4,000.

"(c) DEFINITIoN.-For purposes of this section-
"(1) ELIGIaLE I'DIVID4L.-The term, 'eligible individual'

means an individual who, for the taxable year--
"(A) maintains a household (within the meaning of section

214(b) (3) ) in the United States which is the principal place
of abode of that individual and of a child of that individual
with respect to whom he is entitled to claim a deduction under
section 151 (e) (1) (B) (relating to additional exemption for
dependents), and

"(B) is not entitled to exclude any amount from gross in-
come under section 911 (relating to earned income from
sources without the United States) or section 931 (relating to
income from sources within the possessions of the United
States).



"(2) EARNED INCOME.-
(A) The terrn 'earned income means-

"(i) wages, salaries, tips, and other employee compen-
sation, plus

"(ii) th- amount of the taxpayer's net earnings from
self-employment for the taxable year (within the mean-
iug of section 1402(a)).

"(B) For purposes of subparagraph (A)-
"(i) except as provided in clause (ii), any amount

shall be taken into amount only if sm-h amount is ineludi-
ble in the gross income of the taxpayer for the taxable
year,

"(ii) the earned income of an individual shall be com-
puted without regard to any community property laws,

" (iii) no amount received as a pension or annuity shall
be taken into account, and

"(iv) no amount to which section 871(a) applies (re-
lating to income of nonresident alicn individuals not
connected with United States business) shall be taken
into account.

"(d) MARRIED I.LIzIDIUALS.-In the case of an ilicidual who is
m sried withinn the meaning of section 143), this section shall apply
only if a joint ret, is filed for the taxable year under section 6013.

"(e) T4X iBLF YEAR MUST BE FULL TAXABLE YEAR.-Except in the
case of a taxable year closed by reason of the death of the taxpayer,
no credit shall be allowable under this section in the case of a taxable
year covering a period of less than 12 months."

(b) REFUND TO BE IoDE WHEE CREDIor ExcEEDs LIABILITY FOR
TAX.-

(1) Section 6401 (b) (relating to excessive credits) is
amended-

(A) by inserting "4k3 (relating to earned income credit),"
before "and 667 (b) "; and

(B) by striking out "and 39" and inserting in lieu thereof
a comma anl ,".59 and 4"'.

(2) Section 6201(a) (4) (relating to assessment authority) is
amended by-

(A) inserting "or 43" after "section 39" in the caption of
such section; and

(B) striking out "oil)," and inserting in lieu thereof "oil)

Cor section 43 (r elating to earned income),"
(c) CLERZcAL AMENDmENM-.-The table of sections for such subpart is

amended by striking out the last item and inserting in lieu thereof the
following:
"See. 48. Credit for certain earned income.
"Se. 44. Overpayments of tax."

SEC. 205. WITHHOLDING TAX.
(a) REQUIREMENT OF WITLOLDING.-Subsection (a) of section 3402

(relating to income tax collected at source) is amended to read as
follows:

" (a) REQUIREMENT OF WrTOSDI'aN.- Except as otherwise provided
in this section, every employer making payment of wages shall deduct



and withhold upon such wages a tax determined in accordance with
tables prescribed by the Secretary or his delegate. The tables 80 pre-
scribed shall be the same as the tables contained in this subsection as
in effect on January 1, 1975, except that the amounts set forth as
amounts of income tax to be withheld with respect to wages paid after
Alril 30, 1975. and before January 1, 1976, shall reflect the full cal-
endar year effect for 1975 of the amendments made by section 201,202,
,03, and 204 of the Tax Redtetion -1 et of 1975. For purposes of apply-
ing such tables, the tei-m 'the amount of wages' means the amount
by which the wages exceed the number of withholding exemptions
claimed, multiplied by the amount t of one such exemption as shown in
the table in subsection (b) (1)."

(b) CoNORuzINu, AurDMoEvr. -Section 3402(c) (6) (relating to
,cage bracket withholding) is amended by striking out "table 7 con-
tamoed in subsection (a)" and inserting in lieu thereof "the table for
an annual payroll period prescribed pursuant to subsection (a) "-
SEC. 206. INCREASE IN INCOME LIMITATION APPLICA-

BLE TO CHILD AND DEPENDENT CARE DE-
DUCTION.

Section 214 (relating to expenses for household and dependent care
services necessary for gainful employment) is amended by striking out
"18.000" each place it appears in subsection (d) and inserting in lieu
thereof "$35.000".
SEC. 207. EXTENSION OF PERIOD FOR REPLACING OLD

RESIDENCE FOR PURPOSES OF NONRECOG-
NITION OF GAIN UNDER SECTION 1034.

(a) ONE-YF. IR PERIOD INCREASED TO 18 MONTHS.-
(1) Subsections (a), (c)(4), (c)(5)1 (d), and (h) of sec-

tion 103j,, (relating to nonrecognition of gain on sale or exchange
of residence) are each amended by striking out "1 year" each
place it appears and inserting in lieu thereof "18 months".

(2) Subsection (c) (5) of section 1034 is amended by strik-
ing out "one year" and inserting in lieu thereof "18 months".

(b) 18-Mo-vTH PERIOD FOR ConsTRUcTIa NEW RESIDENCE INCREASED
ro 2 YEARS.-Subsection (c) (5) of section 1034 is amended by strik-
ing out "18 months" and inserting in lieu thereof "2 years".
SEC. 208. CREDIT FOR PURCHASE OF NEW PRINCIPAL

RESIDENCE.
(a) ALLOWANVCE OF CREDiTs.-Subpart A of part IV of subchapter A

of chapter I ( eloting to credits allowed) is amended by redesignating
section 44 as section 45 and by inserting after section 43 the following
new section:
"SEC 44. PURCHASE OF NEW PRINCIPAL RESIDENCE.

"(a) GENERAL RULE.-In the case of an individual there is al-
lowed, as a credit against the tax imposed by this chapter for the
taxable year, an amount equal to 5 percent of the purchase price of a
new principal residence purchased or constructed by the taxpayer.

"(b) LIITTINSp'-
"(1) MAXIMUM CREoIT.-The credit allowed under subsection

(a) may not exceed $2,000.



"(2) LIMITATION TO ONE RESIDENE.-The credit under this see-
tion shall be allowed with respect to only one residence of the tax.
payer.

"(3) MARRIED INDIVIDUALS.-In the case of a husband and wife
who file a joint return under section 6013, the amount specified
under paragraph (1) shall apply to the joint return. In the case of
a married individual filing a separate return, paragraph (1) shall
be applied by substituting '$1,000' for '$2,000'.

"(4) CERTAIN OTHER TAxPAYERS.-In the case of individuals
to whom paragraph (3) does not apply who together purchase the
same new principal residence for use as their principal residence,
the iinouit of the t redit allowed uider section (a) shall be allo-
cated am ong such indiridaals as prescribed by the Secretary or his
delegate, but the sum of the amounts allowed to such individuals
shall oot exceed s2,000 with respect to that residence.

"(5) APPLICATION WITH OTHER cREDiTs.-The credit allowed
by subsection (a) shall not exceed the amount of the tax imposed
by this chapter for the taxable year, reduced by the sum of the
credits allowable under sections 33, -37. 38, 40, 41. and 42.

"(e) DEFINITIoNs.-For purposes of this section-
"(1) NEW PRINCIPAL RESiDENCE.-The term 'new principal

residence' means a principal residence (within the meaning of
sect/oa 104), the original use of which comsmences with the tax-
payer, and includes, without being limited to, a single family
structure, a residential unit in a condominium, or cooperative
housing project, and a mobile home.

"(2) PURCHASE PRicE.-The term 'purchase price' means the
adjusted basis of the new, principal rcsilde ?ce on the date of the
acquisition thereof.

"(3) PRCHAsE.-The term 'purchase' means any acquisition
of property, but only if-

"(A) the property is n.ot acquired from a person whose
relationship to the person acquiring it would result in the
disallowance of losses under section 267 as 707(b) (but, in
applying section 267 (b) and (c) for purposes of this section,
paragraph (4) of section 267(c) shall be treated as providing
that the family of an individual shall include only his spouse,
ancestors, and lineal descendants), and

"(B) the basis of the property in the hands of the person
acquiring it is not determined-

(i) in whole or in part by reference to the adjusted
basis of such property in the hands of the person from
whom acquired, or

"(ii) under section 1014(a) (relating to property
acquired from a decedent).

"(d) RECAPTURE FOR CERTAIN DISPOSITIONS.-
"(1) IN OENERAL.-Except as provided in paragraphs (2) and

(3), if the taxpayer disposes of property with respect to the
purchase of which a credit was allowed under subsection (a) at
any time within 36 months after the date on which he acquired it
(or, in the case of construction by the taxpayer, on the day on
,which he first occupied it) as his principal residence, then the tax



imposed under this chapter for the taxable year in which termi-
nates the replacement period under paragraph (2) with respect to
the disposition is increased by an amount equal to the amount al-
lowed as a credit for the purchase of such property.

"(i) ACQUISITION OF NEW RESIDENCE.-If, in connection with a
disposition described in paragraph (1) and within the applicable
period prescribed in section 1034, the taxpayer purchases or con-
structs a new principal residence, then the provisions of paragraph
(1) shall not apply and the tax imposed by this chapter for the
taxable year following the taxable year during which disposition
occu-rs is increased by an amount which bears the same ratio to the
amount allowed as a credit for the purchase of the old residence

as (A) the adjusted sales price of the old residence (within the
meaning of section 1034), reduced (but not below zero) by the
taxpayer's cost of purchasing the new residence (within the
meaning of such section) bears to (B) the adjusted sales price of
the old residence.

"(3) DE4TH OF OWNER; CASUALTY LOSS; INVOLUNTARY CONVER-

SION; ETC.--The provisions of paragraph (1) do not apply to-
"(A) a disposition of a residence made on account of the

death of any individual having a legal or equitable interest
therein occurring during the 36 month period to which ref-
erence is made under such paragraph,

"(B) a disposition of the old residence if it is substantially
oe, completely destroyed by a casualty described in section
165(c) (3) or compulsorily and involuntarily converted
(within the meaning of section 1033(a)), or

" (C) a disposition pursuant to a settlement in a divorce or
legal separation proceeding where the other spouse retains
the residence as principal residence.

"(e) PROPERTY TO WHICH SECrIO v APPLIES.-
"(3) SELF-CONSTRUCTED PROPERTY BEGUN BEFORE MARCH 13,

1975.-In the case of property the construction of which was
begun by the taxpayer before March 13, 1975, only that portion of
the basis of such. property properly allocable to construction after
March 12, 1975, shall be taken into account in determining the
amount of the credit allowable under subsection(a).

"(3) BINDING CONTRACT.-For purposes of this subsection, a
contract for the purchase of a residence which is conditioned upon
the purchaser's obtaining a loan for the purchase of the residence
(including conditions as to the amount or interest rate of such
loan) is not considered non-binding on account of that condition.

"(1) IN GENERAL.-The provisions of this section apply to a
new principal residence-

"(A) the construction of which began before March 26,
1975,

"(B) which is acquired and occupied by the taxpayers
after March 12, 1975, and before January 1, 1977, and

"(C) if not constructed by the taxpayer, which was ac-
quired by the taxpayer under a binding contract entered into
by the taxpayer before January 1,1976.
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"(4) CERTIFICATION MUST BE ATTACHED TO RETURN.-This section
shall not apply to any residence (other than a residence con-
structed by the taxpayer) unless there is attached to the return
of tax on which the credit is claimed a certification by the seller,
in accordance with regulations prescribed by the Secretary or his
delegate, that the purchase price is the lowest price at which the
residence was ever offered for sale."

(b) SUITS To RECOVER AMOUNTS OF PRICE INCREASES.-If-
(1) any person certifies under section 44 (e) (.J) of the Internal

Revenue Code of 1954 that the price for which a residence was
sold ;s the lowest price at which the residence was ever offered for
sale, and

(2) the price for which the residence zvas sold exceeded the
lowest price at which the residence was ever offered for sale,

such person shall be liable to the purchaser of such residence in an
amount equal to three times the amount of such excess. The United
States district courts shall have jurisdiction of suits to recover such
amounts without regard to any other provision of law. In any suit
brought under this subsection in which judgment is entered for the
purchaser, he shall also be entitled to recover a reasonable attorney's
fee,

(c) DENIXAL OF DEDUCrON.-Notwithstanding the provisions of see-
tion 162 or 212 of the Internal Revenue Code of 1954, no deduction
shall be allowed in computing taxable income for two-thirds of any
amount paid or incurred on a judgment entered against any person in
a suit brought under subsection (b).

(d) TECHNICAL AND CLERICAL AMENDMENTS.-
(1) The table of sections for such subpart is amended by strik-

ing out the last item and inserting in lieu thereof the following:
".ee. 44. Credit for purchase of new principal residence.
"See. 45. Overpaynents of taoc.'

(2) Section 56(a) (2) (relating to imposition of minimum tax)
is amended by striking out "and" at the end of clause (v), by
striking out "; and" at the end of clause (vi) and inserting in
lisu thereof ", and", and by inserting after clause (vi) the follow-
ing new clause:

"(vii) section 44 (relating to credit for purchase of new principal residence);
and".

(3) Section 56(c) (1) (relating to tax carryover) is amended
by striking out "and" at the end of subparagraph (E), by striking
out "exceed" at the end of subparagraph (F) and inserting in lieu
thereof "and", and by inserting after subparagraph (F) the fol-
lowing new subparagraph:

"(G) section 44 (relating to credit for purchase of new principal residence),
exceed".

(4) Section 6096(b) (relating to designation of income tax pay-
ments to Presidential Election Campaign Fund) is amended by
striking out "and 42" and inserting in lieu thereof "42, and 44".
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SEC. 209. EFFECTIVE DATES.
(a) SEcTxioNs 201, 202(a), AND 203.-The amendments made by sec-

tions 201, 202(a), and 20,3 shall apply to taxable years ending after
December 31, 1974. Such amendments shall cease to apply to taxable
years ending after December 31,1975.

(b) SECTION 204.-The amendments made by section 204 shall apply
to taxable years beginning after December 31, 1974, arnd before Jan-
uary 1,1976.

(C) SEcrIo. 's 202(b) AND 205.-The amendments made by sections
202(b) and 205 shall apply to wages paid after April 30, 1975, and
before January 1, 1976.

(d) SECTION 206-. The amendments made by section 206 apply to
taxable years beginning after the date of enactment of th9 Act.

(e) Scriox 207.-The amendments made by section 207 shall apply
to old residences (within the meaning of section 1034 of the Internal
Revenue Code of 1954) sold or exchanged after December 31, 1974, in
taxable years ending after such date.





TITLE III-CERTAIN CHANGES IN
BUSINESS TAXES

SEC. 301. INCREASE IN INVESTMENT CREDIT.
(a) INCREASE OF INVESTENT CREDI.-Paragraph (1) of section 46

(a) (determining the amount of the investment credit) is amended
to read as follows:

"(1) GENERAL RuL.-
"(A) TEN PERCENT CREDIT.-Except as otherwise provided

in this paragraph, in the case of a property described in sub-
paragraph (D), the amount of the credit allowed by section
38 for the taxable year shall be an amount equal to 10 percent
of the qualified investment (as determined under subsections
(c) and (d)).

"(B) ELETET PERCENT CREoIT.-Execept as otherwise pro-
ried in this paragraph, in the case of a corporation which
elects to have the provisions of this subparagraph apply, the
amount of the credit allowed by section 38 for the taxable
year with respect to property described in subparagraph (D)
shall be an amount equal to 11 percent of the qualified invest-
ment (as determined under subsections (c) and (d) ). An elec-
tion may not be made to have the provisions of this subpara-
graph apply for the taxable year unless the corporation meets
the requirements of section 301 (d) of the Tax Reduction Act
of 1975. An election by a corporation to hare the provisions of
this subparagraph apply shall be made at such time, in such
form, and in such manner as the Secretary or his delegate
may prescribe.

" (C) SFVEV PERCENT CREOIT.-EXcept as otherwise provided
in this paragraph, the amount of credit allowed by section 38
for the taxable year shall be an amount equal to 7 percent of
the qualified investment (as determined under subsections
(a) and (d)).

"(D) TRANSITIONAL RLEs.-The provisions of subpara-
graphs (A) and (B) shall apply only to-

"(i) property to which subsection (d) does not apply,
the construction, reconstruction, or erection of which is
completed by the taxpayer after January 21, 1975, but
only to the extent of the basis thereof attributable to the
construction, reconstruction, or erection after January 21,
1975, and before January 1,1977."

"(ii) property to which subsection (d) does not apply,
acquired by the taxpayer after January 21, 1975, and
before January 1, 1977, and placed in service by the tax-
payer before January 1, 1977, and

(15)



"(iii) property to which subsection (d) applies, but only
to the extent of the qualified investment (as determined under
subsections (c) and (d)) with respect to qualified progress

expenditures made after January 21, 1975, and before Janu-
(try 1, 1977."

(b) PUBLIC [ TILITY PROPERTY.-
(1) DETEIRMINATI0N OF QUALIFIED INVESTMENT.-Subparagraph

(A) of section 46(c) (3) (relating to determination of qualified
investment in the case of public utility property) is amended to
read as follows:

"(A) To the extent that subsection (a) (1) (C) applies to
property which is public utility property, the amount of the
yualifled investment shall be 4/7 of the amount determined
under paragraph (1).".

(2) INCREASE Iv 50-PERCFNT LIMITATION.-Section 46(a) (re-
lating to determination of amount of credit) is amended by add-
ing at the end thereof the following sew paragraph.

"(6) ALTERNATIVE LIMITATION IN TlE CASF OF CERTAiN UTILITiES.-

(A) IN GENERAL.-If, for a taxable year ending after calendar
year 1974 and before calendar year 1981, the amount of the quali-
fled investment of the taxpayer which is attributable to public
utility property is 25 percent or more of his aggregate qualified
investment, then subparagraph (C) of paragraph (2) of this sub-
section shall be applied by substituting for 50 percent his appli-
cable percentage for such year.

"(B) APPLICARLE P-RCE TAGOE.-The applicable percentage of
any taxpayer for any taxable year is-

(i) 50 percent, plus
(ii) that portion of the tentative percentage for the tax-

able year which the taxpayer's amount of qualified invest-
ment which is public utility property bears to his aggregate
qualified investment.

If the proportion referred to in clause (ii) is 75 percent or more,
the applicable percentage of the taxpayer for the year shall be 50
percent plus the tentative percentage for such year.

"(C) TENTATIVE P-RCENTAGE.-For purposes of subparagraph
(B), the tentative percentage shall be determined under the
following table:

"If the taxable year The tentative
ends in: percentage is:

1975 or 1976 ----------------------------------------------- 50
1977 ----------------------------------------------------- 4
1978 ----------------------------------------------------- so
1979 --------------------------------------------------------------- 20
1980 --------------------------------------------------------------- 10

"(D) PUBLIC UTILITY PROPERTY DEFINFD.-For purposes of this
paragraph, the term 'public utility property' has the meaning
given to such term by the first sentence of subsection (c) (3) (B)."

(3) LIMITATION IN CASE OF CERTAIN REGULATED COMPANIES.-Sec-

tion 46 (f), as redesignated by section 302 (a) of this Act (relating
to limitation in case of certain regulated companies), is amended
by adding at the end thereof the following new paragraph:



"(8) PROHIBITION OF IMMEDIATE FLOWTIHROuGct.-An election
made under paragraph (3) shall apply only to the amount of the
credit allowable under section 38 with respect to public utility
property (within the meaning of subsection (a) (6) (D) ) deter-
mined as if the Tax Reduction Act of 1975 had not been enacted.
Any taxpayer who had timely made an election under paragraph
(3) may, at his own option and without regard to any requirement
imposed by an agency described in subsection (c) (3) (B), elect
within 90 days after the date of the enactment of the Tax Reduc-
tion Act of 1975 (in such manner as the Secretary or his delegate
shall prescribe) to have the provisions of paragraph (3) apply
with respect to the amount of the credit allowable under section
38 with respect to such property which is in excess of the amount
determined under the preceding sentence. If such taxpayer does
not make such an election, paragraph (1) or (2) (whichever
paragraph is applicable without regard to this paragraph) shall
apply to such excess credit, except that if neither paragraph (1)
nor (2) is applicable (without regard to this paragraph), para-
graph (1) shall apply unless the taxpayer elects (in such manner
as the Secretary or his delegate shall prescribe) within 90 days
after the date of the enactment of the Tax Reduction Act of 1975
to have the provisions of paragraph (2) apply. The provisions of
this paragraph shall not be applied to disallow such excess credit
before the first final determination which is inconsistent with such
requirements is made, determined in the same manner as under
paragraph (4)."

(4) EFFECTIVE DATEs.-The amendment mode by paragraph (1)
of this subsection shall apply to property placed in service after
January 21, 1975, in taxable years ending after January 21, 1975.
The amendments made by paragraphs (2) and (3) shall apply to
taxable years ending after December 31, 1974.

(C) INCREASE FROM $50,000 To $100,000 OF DOLLAR LIMITATION ON

USED PROPERTY.-

(1) IN GENERAL.-Paragraph (2) of subsection 48(c) ( relating
to dollar limitation in case of used section 38 property) s
amended-

(A) by striking out "$50,000" each place it appears and
inserting in lieu thereof "$100,000", and

(B) by striking out "$25,000" and inserting in lieu thereof
"$50 ,000".

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

1974, and before January 1, 1977.
(d) PLAN REQUIREMENTS FOR TAXPAYERS ELECTING 11-PERCENT

CREDIT.-In order to meet the requirements of this subsection--
(1) A corporation (here;nafter in this subsection referred to as

the "employer") must establish an employee stock ownership plan
(described in paragraph (2)) which is funded by transfers of em-
ployer securities in accordance with the provisions of paragraph
(6) and which meets all other requirements of this subsection.

(2) The plan referred to in paragraph (1) must be a defined
contribution plan established in writing which-
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(A) is a stock bonus plan, a stock bonus and a money pur-
chase pension plan, or a profit-sharing plan,

(B) is designed to invest primarily in employer securities,
and

(C) meets such other requirements (similar to require-
ments applicable to employee stock ownership plans as de-
fined in section 4975(e) (7) of the Internal Revenue Code of
1954) as the Secretary of the Treasury or his delegate may
prescribe.

(3) The plan must provide for the allocation of all employer
securities transferred to it or purchased by it (because of the re-
quirement8 of section 46(a) (1) (B) of the Internal Revenue Code
of 1954) to the account of each participant (who was a participant
at any time during the plan year, whether or not he is a partici-
pant at the close of the plan year) as of the close of each plan year
in an amount which bears substantially the same proportion to
the amount of all such securities allocated to all participants in
the plan for that plan year as the amount of compensation paid
to such participant (disregarding any compensation in excess of
the first $100,000 per year) bears to the compensation paid to all
such participants during that year (disregarding any compensa-
tion in excess of the first $100,000 with respect to any participant).
Notwithstanding the first sentence of this paragraph, the alloca-
tion to participants' accounts may be extended over whatever
period may be necessary to comply with the requirements of sec-
tion 415 of the Internal Revenue Code of 1954.

(4) The plan must provide that each participant has a nonfor-
feitable right to any stock allocated to his account under para-
graph (3), and that no stock allocated to a participant's account
may be distributed from that account before the end of the eighty-
fourth month beginning after the month in which the stock is allo-
cated to the account except in the case of separation from the serv-
ice, death, or disability.

(5) The plan must provide that each participant is entitled to
direct the plan as to the manner in which any employer securities
allocated to the account of the participant are to be voted.

(6) On making a claim for credit, adjustment, or refund under
section 38 of the Internal Revenue Code of 1954, the employer
states in such claim that it agrees, as a condition of receiving any
such credit, adjustment, or refund, to transfer employer securities
forthwith to the plan having an aggregate value at the time of the
claim of 1 percent of the amount of the qualified investment (as
determined under section 46 (c) and (d) of such Code) of the tax-
payer for the taxable year. For purposes of meeting the require-
ments of this paragraph, a transfer of cash shall be treated as a
transfer of employer securities if the cash is, under the plan, used
to purchase employer securities.

(7) Notwithstanding any other provision of law to the contrary,
if the plan does not meet the requirements of section 401 of the
Internal Revenue Code of 1954-

(A) stock transferred under paragraph (6) and allocated
to the account of any participant under paragraph (3) and
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dividends thereon shall not be considered income of the par-
ticipant or his beneficiary under the Internal Revenue Code
of 1954 until actually distributed or made available to the
participant or his beneficiary and, at such time, shall be tax-
able under section 72 of such Code (treating the participant
or his beneficiary as haring a basis of zero in the contract).

(B) no amount shall be allocated to any participant in ex-
cess of the amount which might be allocated if the plan met
the requirements of section 401 of such Code, and

(C) the plan must meet the requirements of sections 410
and 415 of such Code.

(8) If the amount of the credit determined under section 46(a)
(1) (B) of the Internal Revenue Code of 1954, is recaptured in
accordance with the provisions of such Code, the amounts trans-
ferred to the plan under this subsection and allocated under the
plan shall remain in the plan or in participant accounts, as the case
may be, and continue to be allocated in accordance with the origi-
nal plan agreement.

(9) For purposes of this subsection, the term-
(A) "employer securities" means common stock issued by

the employer or a corporation which is in control of the em-
ployer (within the meaning of section 368(c) of the Internal
Revenue Code of 1954) with voting power and dividend rights
no less favorable than the voting power and dividend rights
of other common stock issued by the employer or such con-
trolling corporation, or securities issued by the employer or
such controlling corporation, convertible into such stock, and

(B) "value" means the average of closing prices of the
employer's securities, as reported by a national exchange on
which securities are listed, for the 20 consecutive trading days
immediately preceding the date of transfer or allocation of
such securities or, in the case of securities not listed on a na-
tional exchange, the fair market value as determined in good
faith and in accordance with regulations issued by the Secre-
tary of the Treasury or his delegate.

(10) The Secretary of the Treasury or his delegate shall pre-
scribe such regulations and require such reports as may be neces-
vary to carry out the provisions of this subsection.

(11) If the employer fails to meet any requirement imposed
under this subsection or under any obligation undertaken to com-
ply with the requirement of this subsection, he is liable to the
United States for a civil penalty of an amount equal to the amount
involved in such failure. The preceding sentence shall not apply
if the taxpayer corrects such failure (as determined by the Secre-
tary of the Treasury or his delegate) within 90 days after notice
thereof. For purposes of this paragraph, the term "amount in-
volved" means an amount determined by the Secretary or his dele-
gate, but not in excess of 1 percent of the qualified investment of
the taxpayer for the taxable year under section 46(a) (1) (B) and
not less than the product of ons-half of one percent of such amount
multiplied by the number of months (or parts thereof) during
which such failure continues. The amount of such penalty may be



collected by the Secretary of the Treasury in the same manner in
u,hich a deficiency in the payment of Federal income tax may be
collected.

(12) Notwithstanding any provisions of the Interval Revenue
Code of 1954 to the contrary, no deduction shall be allowed under
section 162, 212, or 404 of such Code for amounts transferred to
an employee stock ownership plan and taken into account under
this subsection.

SEC. 302. ALLOWANCE OF INVESTMENT CREDIT WHERE
CONSTRUCTION OF PROPERTY WILL TAKE
MORE THAN 2 YEARS.

(a) GENERAL RULE.-Section 46 (relating to amount of credit) is
amended by redesignating subsections (d) and (e) as subsections (e)
and (f), respectively, and by inserting after subsection (c) the follow-
ing new subsection:

"(d) QUALIFIED PROGRESS EXPENDITURES.-
"(1) IN CENERAL.-In the case of any taxpayer who has made

an election under paragraph (6), the amount of his qualified
investment for the taxable year (determined under subsection (c)
without regard to this subsection) shall be increased by an amount
equal to his aggregate qualified progress expenditures for the
taxable year with respect to progress expenditure property.

"(2) PROGRESS EXPENDITURE PROPERTY DEFINED.-
"(A) IN GENERAL.-For purposes of this subsection, the

term 'progress expenditure property' means any property
which is being constructed by or for the taxpayer and
which-

"( i) has a normal construction period of two years or
more, and

"(ii) it is reasonable to believe will be new section 38
property having a useful life of 7 years or more in the
hands of the taxpayer when it is placed in service.

Clauses (i) and (ii) of the preceding sentence shall be
applied on the basis of facts known at the close of the taxable
year of the taxpayer in which construction begins (or, if later,
at the close of the first taxable year to which an election under
this subsection applies).

"(B) NORMAL CONSTRUCTION PERIOD.-For purposes of sub-
paragraph (A), the term 'normal construction period' means
the period reasonably expected to be required for the con-
struction of the property-

"c(i) beginning with the date on which physical work
on the construction begins (or, if later, the first day of the
first taxable year to which an election under this sub-
section applies), and

"(ii) ending on the date on which it is expected that
the property will be available for placing in service.

"(3) QUALIFIED PROGRESS EXPENDITURES DEFINED.-For purposes
of this subsection-

" (A) SELF-CONSTRUCTED PROPERTY.-In the case of any self-
constructed property, the term 'qualified progress expendi-
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tures' means the amount which, for purposes of this subpart,
is, properly chargeable (during such taxable year) to capital
account with respect to such property.

' (B) ,ON-SFLF-COVTICIrFD PROPERTi.- In the case of non-
self-constructed property, the term 'qualified progress
expenditures' means the lesser of-

"(i) the amount paid during the taxable year to
another person for the construction of such property, or

"(ii) the amount which represents that proportion of
the overall cost to the taxpayer of the construction by
such other person which is properly attributable to that
portion of such construrtion which is completed during
such taxable year.

(4)SPFCIAL RULES FOR APPLYING PARAGRAPHS (3).-For purposes
of paragraph (3)-

"(A) COMPONENT PARTS, ETC.-Property which is to be a
component part of, or is otherwise to be included in, any
progress expenditure property shall be taken into account-

"(i) at a time not earlier than the time at which it be-
comes irrevocably devoted to use in the progress expendi-
ture property, and

"(ii) as if (at the time referred to in clause (i) ) the
taxpayer had expended an amount equal to that portion
of the cost to the taxpayer of such component or other
property which, for purposes of this subpart, is properly
chargeable (during such taxable year) to capital account
with respect to such property.

'(B) CERTAIN BORRO WINGS DISREGARDED.-A ny amount
borrowed directly or indirectly by the taxpayer from the
person constructing the property for him shall not be treated
as an amount expended for such construction.

" (C) CERTAIN UNUSED EXPENDITURES CARRIED oVER.-In the
case of on-self-constructed property, if for the taxable
year-

"(i) the amount under clause (i) of paragraph (3) (B)
exceeds the amount under clause (ii) of paragraph
(3) (B), then the amount of such excess shall be taken
into account under such clause (i) for the succeeding
taxable year, or

"(ii) the amount under clause (ii) of paragraph (3)
(B) exceeds the amount under clause (i) of paragraph
(3) (B), then the amount of such excess shall be taken
into account under such clause (ii) for the succeeding
taxable year.

"(D ) DETERMINATION OF PERCENTAGE OF COMPLETION.-In the
case of non-self-constructed property, the determination un-
der paragraph (3) (B) (ii) of the proportion of the overall
cost to the taxpayer of the construction of any property
which is properly attributable to construction completed dur-
ing any taxable year shall be made, under regulations pre-
scribed by the Secretary or his delegate, on the basis of engi-
neering or architectural estimates or on the basis of cost ac-
counting records. Unless the taxpayer establishes otherwise



by clear and convincing evidence, the construction shall

be deemed to be corn pleted not more rapidly than ratably

over the normal construction period.
"(E) No QUALIFIED PROGRESS EXPE.VIIURES FOR CERTAIN

PRIOR I'FI?1 ]. the case of any property, no qualified
progress expenditures shall be taken into account under this

subsectionfor og aq period before Jan ary/22,1975 (or, if later,

before the first day of the first taxable year to wrhich an elec-

tion under this sibsection applies).
"(F) No QUALIFIED PROGRESS EXPENDITURES FOR PROPERTY

FOR I EAR IT IS PLACED IN SERVICE, ETC.In the case of any

property, no qualified progress expenditures shall be taken
into account under this Sbe ton for the earlier of-

"(i) the taxable year in which the property is placed
ii series, or

"(ii) the first taxable year for which recapture is re-
quired 91-r section 47(a) (3) with respect to such
property,

or for any taxable year the/Paftre.
"(5) OTHER DFEIITIO.vs0.-For purposes of this subsection-

"(A1) SKF7rv-eSTRUCTED PROPERT.-The term 'self-con-
st/rtrrl property' neans property/ more than half of the
construction experditures for I,//ich it is reasonable to be-
lie/e ,il be /Pade d;rrtly by the taxpayer.

"(1) N0.1-SKEF-CONVSTIUCTFD PRoPERTY.-The ter/, '/on-
self-constr/Icted property' neans property which is not self-
const/r/cted property.

"(C) CONSTRUCTION, ETC.-The te/r/ '(o//trieton' i/cl/Pdes
reconstruction and erection, and the te/m. 'constructed' in-
eludes reconst/I/cted and erected.

"(D) ONLY CONSTRUCTION OF ,EPIIOV 38 PROPERTY TO BE

TAK Vo ACCOURT.-COstPIaetio shall be taken into no-
count oly f, for purposes of this sboart, expevliti/res there-
for aP properly chargeable to capital account /ith respect
to the property.

"(6) ErEcTION.-An election under this s/bsectio/n I/a/ be /ar/
at such ti/n a/d in s/c/ moInanP/ as the Secretarv or his delegate
//ay bI/ rep/dations prescribe. S//ch an cletio/) shal apply to the
ta./able year for which made and to all mIbseoie/t taxable years.
SI/rh 0n e7cltio/, once nade. //a0/ not be re/okced except /with, the
consent of the Secretary or his delegate.

"(7) TRANSIT)ONAL RULES.-The qualified in'est,/unt taker into
account under this subsection for any taxable year beginning be-
fore •J/rPuw/ 1, 1920, /cith /P./pect to al/y property shall be (in lieu
of the f/il amount) an amount equal to the sum of-

"(A) the applicable percenae of the full amount de-
ter sined tnder the fo/losing table:

"For a taxable year The applicable
beginning in: percentage is:

1974 or 1975 - 20

1976 - 40
1977 - 60

1978 -- 80

1979 100;



plus
"(B) in the case of any property to which this subsection

applied for one or more preceding taxable years, 20 percent of
the full amount for each such preceding taxable year.

For purposes of this paragraph, the term 'full amount', when used
with respect to any property for any taxable year, means the
amount of the qualified investment for such property for such year
determined under this subsection without regard to this
paragraph."

(b) Cox omfi.(; Aus VOM.vlTS.-
(1) A.vFtVDMFvT OF SFCTOY 46(c).-Section 416(c) (relating to

quedifled investment) is amended by adding at the end thereof
the following new paragraph:

'(4) COORDI fTIOA WITHl SUBSECTION (d).-The amount which
would (but for this paragraph) be treated as qualified investment
under this subsection with respect to any property shall be re-
duced (but not below zero) by any amount treated by the tax-
payer or a predecessor of the taxpayer (or, in the ease of a sale
and leaseback described in section 47(a) (3) (C), by the lessee)
as qualified in vestment with respect to such property under sub-
section (d), to the extent the amount so treated has not been re-
quired to be recaptured by reason of section 47(a) (3)."

(2) D1sPosiTIox, ETC.-
(A) Subsection (a) of section 47 (relating to certain dis-

positions, etc., of section 38 property) is amended by redesig-
nating paragraph (3) as paragraph (4) and by inserting
after paragraph (2) the following new paragraph:

y'3) PROPFPTY crASES TO BE PROaRnSS FXPFYDITrJRE PROPERTY.-
"(A) IN CENERAL.-If <lering any taxable year any prop-

erty taken into account in determining qualified investment
under section 46(d) ceases (by reason of sale or other disposi-
tion, cancellation or abandlonment of contract, or otherwise)
to be, with respect to the taxpayer, property which, when
placed in service, will be new section 38 property, then the
tax under this chapter for such taxable year shall be increased
by an amount equal to the aggregate decrease in the credits
allowed under section 38 for all prior taxable years which
would hare resulted solely from reducing to zero the quali-
fled investment taken into account with respect to such
property.

"(B) CRTAI FrCEFSS CREDIT RECAPTUFD.-Any amount
which would hare been applied as a reduction of the qualified
investment in property by reason of paragraph (4) of section
. 6(c) but for the fact that a reduction under such paragraph
cannot reduce qualified investment below zero shall be treated
as an amount required to be recaptured under subparagraph
(A) for the taxable year in which the property is placed in
service.

;(C) CERTAIN SALES AND LEAsFBA'c.-Under regulations

prescribed by the Secretary or his delegate, a sale by, and
leaseback to, a taxpayer who, when the property is placed in
service, will be a lessee to whom section 48 (d) applies shall not
be treated as a cessation described in subparagraph (A) to
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the extent that the qualified investment which will be passed
through to the lessee under section 48(d) with respect to such
property is not less than the qualified progress expenditures
properly taken into account by the lessee with respect to such
property.

"(D) COORDINATION WITH PA1RaG ccc (1).-If, after prop-
erty is placed in service, there is a disposition or other cessa-
tion described in paragraph (1), paragraph (1) shall be ap-
plied as if any credit which was allowable by reason of sec-
tion 46(d) and which has not been required to be recaptured
before such cessation were allowable for the taxable year the
property was placed in service."

(r) 0(craicr AvFr,omVS.-
(1) Paragraph (4) of section 47(a) (as redesiqnated by sub-

section (b) (2) (A) of this section) is amended by striking out
"paragraph (1)" and inserting in lieu thereof "paragraph (1) or
(3)".

(2) Paragraphs (5) and (6) (B) of section 47(a) are each
amended by striking out "paragraph (3)" and inserting in lieu
thereof "paragraph (4)".
(3) Paragraphs (1) and (2) of section 48(d) are each amended

by itrikinq out "section 46(d) (1)" and inserting in lieu thereof
"sction 46(e) (1)".

(4) Subsection (f) of section 50B is ameiided by striking out
"section 46(d)" and inserting in lieu. thereof "section 46(e)".

SEC. 303. CHANGE IN CORPORATE TAX RATES AND IN-
CREASE IN SURTAX EXEMPTION.

(a) T R ATs. qertion 11(b) (relating to corporate norm al tax)
is an? cneed to read as follows.

"(b) AORMAL T.s.-The noinal tax is equal to-
"(1) in the case of a taxable year ending before January 1,

1975, or after December 31, 1975,22 percent of the taxable income,
and

"(2) in the case of a taxable year ending after December 31,
1974, and before January 1, 1976, the sum of-

"(A) 20 percent of so much of the taxable income as does
not exceed $25,000, plus

" (B) 22 percent of so much of the taxable income as exceeds
$25,000.".

(b) S vT.AX EYF uPrTO.S-ection 11 (d) (relatinq to surtax exemp-
tion) is amended by striking out "$25,000" and inserting in lieu thereof
"$50,000".

(e) TE HrICA L A V 0 (OVFORMINC, AIFNDMFNTS.-
(1) Paragraph (1) of section 1561 (a) (as in effect for taxable

years beginning after December 31, 1974) (relating to'limitations
on certain multiple tax benefits in the case of certain controlled
corporations) is ansended by striking out "$25,000" and inserting
in lieu thereof "$50,000". In applying subsection (b) (2) of sec-
tion 11, the first $25,000 of taxable income and the second $25,000
of taxable income shall each be allocated among the component
members of a controlled group of corporations in the same manner
as the surtax exemption is allocated.



(2) Paragraph (7) of section 12 (relating to cross references
for tax on corporations) is amended by striking out "$25,000"
and inserting in lieu thereof "$50,000"

(3) 8ectioan 962(c) (relating to surtax exemption for indi-
viduals electing to be subject to tax at corporate rates) is amended
by strikig out ",25,000" and inserting in lieu thereof "$50,000"

SEC. 304. INCREASE IN MINIMUM ACCUMULATED EARN-
INGS CREDIT FROM $100,000 TO $150,000.

(0) l-cgR.s.-Parageaphs (2) and (3) of section 535(c) (relating
to accumulated earvi gs credit) are each amended by striking out
"$100,000" aad i'serting i? licu thereof "150,000".
(b) Cofarvjv~ya A.1u If.f. xWs.- Sectiomn 243 (b) (3) (C) (i) (relating

to qualifying dividends for purposes of the dividends received de-
ductiov), 15,51 (a) (relating to disallowance of surtax exemption and
accumulated earnings credit) and 1561 (a) (2) (relating to limita-
tions on certain multiple tax benefits in the case of certain controlled
corporations) are each amended by striking out "$100,000" and insert-
ing i, lieu the cof "$150.000".

SEC. 305. EFFECTIVE DATES.
(a) S&(eiox 302-The amendments made by section 302 shall apply

to taxable years ending after December31,1974.
(b) SFc Tiox 303.-

(1) LV a' AW IL.-The amenclmcidts made by section 303 shall
apply to taxable years ending after December 31, 1974. The
amendments made by subsections (b) and (e) of such section shall
cease to apply for taxable years ending after December 31, 1975.

(2) CII.IN CTeS IR ITEFD As i F S lae 1'H Il" Section 21 (re-
lating to change in rates during taxable year) is amended by
adding at the end thereof the following new subsection:

"(f) s R ii' V SUlTAx E.YrrruOI.-z. In .applying subsection (a)
to a taxable year of a taxpayer a-h ich is not a calendar year, the change
made by section 303(b) of the Tax Reduction Act of 1975 in section
11(d) (relating to corporate surtax exemption) shall be treated as
a change in a rate of tax."
(e) ScTzov 304.-The amendments made by section 304 apply to

taxable years beginning after December 31, 1974.





TITLE IV-CHANGES AFFECTING
INDIVIDUALS AND BUSINESSES

SEC. 401. FEDERAL WELFARE RECIPIENT EMPLOYMENT
INCENTIVE TAX CREDIT.

(a) IT GENERAL.-
(1) Section 50A (a) (relating to determination of amount of

credit) is amended by adding at the end thereof the following new
paragraph.

"(6) LIMITAI TION WITH RESPECT TO NONBUSINESS ELIGIBLE
EMPLOYEEs.--Niotwithetanding paragraph (1), the credit allowed
by section 40 with respect to Federal welfare recipient employ-
ment incentive expenses paid or incurred by the taxpayer during
the taxable year to an eligible employee whose services are not
performed in connection with a trade or business of the taxpayer
shall not exceed $1,000."

(2) Section 50A (c) (2) (A) (relating to amount of credit) is
amended-

(A) by striking out "or " at the end of clause (ii),
(B) by striking out the period at the end of clause (iii)

and inserting in lieu thereof a comma and "or", and
(C) by inserting at the end thereof the following new

clause:
"(iv) a termination of employment of an individual

with respect to whom Federal welfare recipient employ-
ment incentive expenses (as described in section 50B
(a) (2)) are taken into account under subsection (a)."

(3) Section 50B(a) (relating to definitions; special rules) is
amended to read as follows.

"(a) WORK INCENTIVE PROGRAM EXPENSES.--
"(1) IN GENERAL -For purposes of this subpart, the term 'work

incentive program expenses' means the sum of-
" (A) the amount of wages paid or incurred by the taxpayer

for services rendered during the first 12 months of employ-
ment (whether or not consecutive) of employees who are
certified by the Secretary of Labor as-

" (i) having been placed in employment under a work
incentive program established under section 432(b) (1)
of the Social Security Act, and

"(ii) not having displaced any individual from em-
ployment, plus

"(B) the amount of Federal welfare recipient employment
incentive expenses paid or incurred by the taxpayer during
the taxable year.



"(2) DEFINITION.-FOr purposes of this section, the term 'Fed-
eral welfare recipient employment incentive expenses' means the
amount of wages paid or incurred by the taxpayer for services
rendered to the taxpayer before July 1, 1976, by an eligible em-
ployee.
" (3) ExCiuLSo.-No item taken into account under paragraph

(1) (A) shall be taken into account under paragraph (1) (B). No
item taken into account under paragraph (1) (B) shall be taken
into account under paragraph 1 (A)."

(4) Section 50B (c) ig amended-
(A) by striking out "subsection (a)" in paragraph (1)

and inserting in lieu thereof "subsection (a) (1) (A)", and
(B) by striking out "subsection (a) " in paragraph (4) and

inserting in lieu thereof "subsection (a) (1) (A) ".
(5) Section 50B is amended by redesignating subsection (g)

as (h) and by inserting immediately after subsection (f) the fol-
lowing new subsection:

"(g) ELIGIBLE EMPLOYEE.-
"(1) ELIcIBLE EMPLOYE.-For purposes of subsection (a)(1)

(B), the term 'eligible employee' means an individual-
"(A) who has been certified by the appropriate agency of

State or local government as being eligible for financial as-
sistance under part A of title IV of the Social Security Act
and as having continuously received such financial assistance
during the 90 day period which immediately precedes the date
on which such individual is hired by the taxpayer,

"(B) who has been employed by the taxpayer for a period
in excess of 30 consecutive days on a substantially full-time
basis,

"(C) who has not displaced any other individual from em-
ployment by the taxpayer, and
" (D) who is not a migrant worker.

The term 'eligible employee' includes an employee of the taxpayer
whose services are not performed in connection with a trade or
business of the taxpayer.

"(2) MIGANr WORKER.-For purposes of paragraph (1), the
term 'migrant worker' means an individual who is employed for
services for which the customary period of employment by one
employer is less than 30 days if the nature of such services requires
that such individual travel from place to place over a short period
of time."

(b) EFFEcTrE DATE.--The amendments made by this section with
respect to federal welfare recipient employment incentive expenses
shall apply to such expenses paid or incurred by a taxpayer to an
eligible employee whom such taxpayer hires after the date of the
enactment of this Act.

SEC. 402. TIME WHEN CONTRIBUTIONS DEEMED MADE
TO CERTAIN PENSION PLANS.

Section 1017 of the Employee Retirement Income Security Act of
1974 (relating to effective dates for funding, etc., provieions of that
Act) is amended-
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(1) in subsection (b) by striking out "(c) through (A)," and
inserting in lieu thereof " 

(
c) through (i) ,", and

(2) by addlinq at the end thereof the following new subsection:
"(i) CONTRIBUTIONS To H.R. 10 PLA.vs.--Nothithstantig subsec-

tione (b) and (c) (2), in the ease of a plan in existence on January 1,
1974, the amendsnent made by section 1013(c) (2) of this Act shall
apply, with respect to a plan which provides contributions or benefits
for em ployees some or all of whom are employees within the meaning
of section 401 (c) (1) of the Intecrnal Revenue Code of 1954, for plan
years beginning after Decenber 31, 1974, but only if the employer
(withini the meaning of second 401(c) (4) of such Code) elects in
such saner ,d at .9vI time as the Secretary of the Treasury or his
dele gate shall by regulations psescibe, to have such amendment so
apply. Any election made under this subsection, once nade, shall be
irrevocable."





TITLE V-PERCENTAGE
DEPLETION

SEC. 501. LIMITATIONS ON PERCENTAGE DEPLETION
FOR OIL AND GAS.

(a) IN Gs 'neL.-Part I of subchapter I of chapter 1 (relating to
natural resources)is amended by inserting after section 613 the fol-
lowing new section:

"SEC. 613A. LIMITATIONS ON PERCENTAGE DEPLETION
IN CASE OF OIL AND GAS WELLS.

"(a) GENERAL RULE.-Except as otherwise provided in this see-
tion, the allowance for depletion under section 611 with respect to any
oil or gas well shall be computed without regard to section 613.

"(b) EXEmPTzON FOR CERTAIN DOMESTIC GAS WELLS.-
"(1) IN GENERAL.-The allowance for depletion under section

611 shall be computed in accordance with section 613 with respect
to-

" (A) regulated natural gas,
"(B) natural gas sold under a fixed contract, and
"(C) any geothermal deposit in the United States or in a

possession of the United States which is determined to be a
gas well within the meaning of section 613(b) (1) (A),

and 22 percent shall be deemed to be specified in subsection (b)
of section 613 for purposes of subsection (a) of that section.

"(2) DEFrio 'IO.-For purposes of this subsection-
"(A) NATURAL GAS SOLD UNDER A FIXED ONTRAcT.-The

term 'natural gas sold under a fixed contract' means do-
mestic natural gas sold by the producer under a contract, in
effect on February 1, 1975, and at all times thereafter before
such sale, under which the price for such gas cannot be
adjusted to reflect to any extent the increase in liabilities of
the seller for tax under this chapter by reason of the repeal
of percentage depletion for gas. Price increases after Feb-
ruary 1, 1975, shall be presumed to take increases in tax
liabilities into account unless the taxpayer demonstrates to
the contrary by clear and convincing evidence.

" (B) REGULATED NATURAL GAs.-The term 'regulated natu-
ral gas' means domestic natural gas produced and sold by
the producer, before July 1, 1976, subject to the jurisdiction
of the Federal Power Commission, the price for which has
not been adjusted to reflect to any extent the increase in
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liability of the seller for tax under this chapter by reason of
the repeal of percentage depletion for gas. Price increases
after February 1, 1975, shall be pressured to take increases
in tax liabilities into account unless the taxpayer demon-
strates the contrary by clear and convincing evidence.

"(c) ExEMPTiON FOR INDEPENDENT PRODUCERS AND ROYALTY

OWNERS.-

"(1) IN OENERAL.-Except as provided in subsection (d), the
allowance for depletion under section 611 shall be computed in
accordance with section 613 with respect to--

"(A) so much of the taxpayer's averaqe daily production
of domestic crude oil as does not exceed the taxpayer's de-
pletable oil quantity; and

"(B) so much of the taxpayer's average daily production
of domestic natural gas as does not exceed the taxpayer's
depletable natural gas quantity;

and the applicable percentage (determined in accordance with the
table contained in paragraph (5)) shall be deemed to be specified
in subsection (b) of section 613 for purposes of subsection (a) of
that section.

"(2) AVERAGE DAILY PRODUCTION.-For purposes of paragraph
(1)-

" (A) the taxpayer's average daily production of domestic
crude oil or natural gas for any taxable year, shall be deter-
mined by dividing his aggregate production of domestic
crude oil or natural gas, as the case may be, during the taxable
year by the number of days in such taxable year, and

"(B) in the case of a taxpayer holding a partial interest
in the production from any property (including an interest
held in a partnership) such taxpayer's production shall be
considered to be that amount of such production determined
by multiplying the total production of such property by the
taxpayer's percentage participation in the revenues from such
property.

In applying this paragraph, there shall not be taken into account
any production of crude oil or natural gas resulting from second-
ary or tertiary processes (as defined in regulations prescribed by
the Secretary or his delegate).
(b) applies.

"(3) DEPLETABLE OIL QUANTITY.-

"(A) IN GENERAL.-For purposes of paragraph (1), the
taxpayer's depletable oil quantity shall be equal to-

"(i) the tentative quantity determined under the table
contained in subparagraph (B), reduced (but not below
aero) by

"(ii) the taxpayer's averaqe daily secondary or terti-
ary production for the taxable year.
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"(B) PHASE-OUT TALE,-For purposes of subparagraph
(A)-

"In the case of production during the calendar year:
The tentatnve

quantity in barrels is

1975 --------------------------------------- 2 000
1976 --------------------------------------- 1, 800
1977 --------------------------------------- 1,600
1978 --------------------------------------- 1,400
1979 ---------------------------------- 1200
1980 and thereafter ---------------------- 1,000

"(4) DAILY DEPLETABLE NATURAL GAS QUANTITY.-For pur-
poses of paragraph (1), the depletable natural gas quantity
of any taxpayer for any taxable year shall be equal to 6,000 cubic
feet multiplied by the number of barrels of the taxpayer's
depletable oil quantity to which the taxpayer elects to have this
paragraph apply. The taxpayer's depletable oil quantity for any
calendar year shall be reduced by the number of barrels with
respect to which an election under this paragraph applies. Such
election shall be made at such time and in such manner as the
Secretary or his delegate shall by regulations prescribe.

"(5) APPLzcABLE PERCENTAGE.-For purposes of paragraph
(1)-

"In the case of production The applicable
during the calendar gear: percentage is:

1975 -- -- -- 22
1976 -- 22
1977 - 22
1978 -- 22
1979- 22
1980 --- -- 22
1981 - 20
1982 ---------------- 18
1985 --- 16
1984 and thereafter --------------------------------- 15

" (6) OIL AND NATURAL GAS RESULTING FROM SECONDARY OR TERTI-

ARY PROCESSES.-

"(A) IN GENERAL.-Except as provided in subsection (d),
the allowance for depletion under section 611 shall be com-
pitted in accordance with section 613 with respect to-

" (i) so much of the taxpayer's average daily secondary
or tertiary production of domestic crude oil as does -not
exceed the taxpayer's depletable oil quantity (determined
with regard to paragraph (3) (A) (ii); and

"(ii) so much of the taxpayer's average daily second-
ary or tertiary production of domestic natural gas as does
not exceed the taxpayer's depletable natural gas quantity
(determined without regard to paragraph (3) (A) (ii) ) ;
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and 22 percent shall be deemed to be specified in subsection
(b) of section 613 for purposes of subsection (a) of that
section.

" (B) AVERAGE DAILY SECONDARY OR TERTIARY PRODUCTION.-

For purposes of this subsection-
"(i) the taxpayer's average daily secondary or tertiary

production of domestic crude oil or natural gas for any
taxable year shall be determined by dividing his aggre-
gate production of domestic crude oil or natural gas, as
the case may be, resulting from secondary or tertiary
processes during the taxable year by the number of days
in such taxable year, and
" (ii) in the case of a taxpatyer holding a partial interest

in the production from any property (including any
interest heid in any partnership) such taxpayer's pro-
duction shall be considered to be that amount of such
production determined by multiplying the total produc-
tion of such property by the taxpayer's percentage par-
ticipation in the revenues from such property.

"(C) TFRMINATIoN.-This paragraph shall not apply ,after
December 31, 1983.

"(7) SPFCI IL RULES.-
"(A) PRODUCTION OF CRUDE OIL IN EXCESS OF DFPLETABLE

Orr QUANTITY.-If the taxpayer's average daily production
of domestic crude oil exceeds his depletable oil quantity, the
allowance under paragraph (1) (A) with respect to oil pro-
duced during the taxable year from each property in the
United States shall be that amount which bears the same ratio
to the amount of depletion which could have been allowable
under section 613(a) for all of the taxpayer's oil produced
from such property during the taxable year (computed as if
section 613 a pplied to all of such production at the rate speci-
fled in paragraph (5) or (6), as the case may be as his deplet-
able oil quantity bears to the aggregate number of barrels
representing the average daily production of domestic crude
oil of the taxpayer for such year.

"(B) PRODUCTION OF NATURAL GAS IN EXCESS OF DEPLET-
ABLE NATURAL GAS QUANTITY.-If the taxpayer's average
daily production of domestic natural gas exceeds his de-
pletable natural gas quantity, the allowance under para-
graph (1) (B) with respect to natural qas produced during
the taxable year from each property in the United States
shall be that amount which bears the same ratio to the
amount of depletion which would hae been allowable under
section 613(a) for all of the taxpayers natural cas produced
from such property during the taxable year (computed as
if section 613 applied to all of such production at the rate
specified in varaqraph (5) or (6) as the case my be) as the
amount of his depletable natural gas quantity in cubic feet
bears to the aggregate number of cubic feet representing the
average daily production of domestic natural gas of the tax-
payer for such year.



"(C) TAXABLE I mOtE FROM THE PROPERTY.-If both oil
and gas are produced from the property during the taxable
year, for purposes of subparagraphs (A) and (B) the tax-
able income from the property, in applying the 50-percent
limitation in section 613(a), shall be allocated between the
oil production and the gas production in proportion to the
gross income during the taxable year from each.

" (D) PARTN RsHPs.--In the case of a partnership, the de-
pletion allowance in the case of oil and gas wells to which this
subsection applies shall be computed separately by the part-
ners and Dot by the partnership.

" (F) VCONDARY Ole TERTIARY PRODUCTION.-If the taxpayer
has production from secondary or tertiary recovery processes
dinw ig the taxable year, this paragraph (under regulations
prescribed by the Secretary or his delegate) shall be applied
separately with respect to such production.

" (8) BUSlV'FSSE U.Dm COMMON CONTROL; MEMBERS OF THE SAME

FAMILY.-
"(A) Component members of controlled group treated as

one taxpayer.-For purposes of this subsection, persons ,ho
are members of the same controlled group of corporations
8ha71 be treated as one taxpayer.

"(B) Aggregation of business entities under common con-
trol.-If 50 percent or more of the beneficial ;ntc rest in two or
more corporations, trusts, or estates is owned by the same or
related persons (taking into account only persons aho owni
at least 5 percent of such beneficial interest), the tentative
quantity determined under the table in paragraph (3) (B)
shall be allocated among all such entities in proportion to the
respective production of domestic crude oil during the period
in question by such entities.

"(C) Allocation among members of the same family.-In
the case of individuals rho are members of the same family,
the tentative quantity determined under the table in para-
graph (3) (B) shall be allocated among such individuals in
proportion to the respective production of domestic crude oil
during the period in question by such individuals.

"(D) Definition and special rules.-For purposes of this
paragraph-

"1 (i) the term controlled group of corporations' has
the meaning given to such term by section 1563(a), ex-
cept that section 1563(b) (2) shall not apply and except
that 'more than 50 percent' shall be substituted for 'at
least 80 percent' each place it appears in section 1563(a),

"(ii) a person is a related person to another person if such
persons ae members of the same controlled group of corpo-
rations or if the relationship between such persons would re-
sult in a disallowance of losses under section 267 or 707(b),
except that for this purpose the family of an individual tA
cludes only his spouse and minor children,

"(iii) the family of an individual includes only his spouse
and minor children, and



"(iv) each 6,000 cubic feet of domestic natural gas shall be
treated as I barrel of domestic crude oil.

"(9) TRANSFER OF OIL OR GAS PROPERTY.-
"(A) In the case of a transfer (including the subleasing of a

lease) after December 31, 1974 of an interest (including an
interest in a partnership or trust) in any proven oil or gas prop-
crty, paragraph (1) shall not apply to the transferee (or sub-
lessee) with respect to production of crude oil or natural gas
attributable to such interest, and such production shall not be
taken into account for any computation by the transferee (or sub-
lessee) under this subsection. A property shall be treated as a
proven oil or gas property if at the time of the transfer the prin-
cipal value of the property has been demonstrated by prospecting
or exploration or discovery work.

'(B) Subparagraph (A) shall not apply in the case of-
"( i) a transfer of property at death, or
"(ii) the transfer in an exchange to which section 351

applies if following the exchange the tentative quantity de-
termined under the table contained in paragraph (3) (B) is
allocated under paragraph (8) between the transferor and
transferee.

"(10) SPECIAL RULE FOR FISCAL YEAR TAXPAYERS.-In applying this
subsection to a taxable year which is not a calendar year, each portion
of such taxable year which occurs during a single calendar year shall
be treated as if it were a short taxable year.

"(11) CERTAIN PRODUCTION NOT TAKEN INTO ACCOUNT.-In applying
this subsection, there shall not be taken into account the production
of 'natural gas with respect to which subsection (b) applies.

'(d) LIMITATIONS ON APPLICATIONS OF SUBSECTION (c).-
"(1) Limitation based on taxable income.-The deduction for the

taxable year attributable to the application of subsection (c) shall not
exceed 65 percent of the taxpayer's taxable income for the year com-
puted without regard to-

"(A) depletion with respect to production of oil and gas
subject to the provisions of subsection (c),

" (B) any net operating loss carryback to the taxable year under
section 172, and

"(C) any capital loss carryback to the taxable year under sec-
tion 1212.

If an amount is disallowed as a deduction for the taxable year by rea-
son of application of the preceding sentence, the disallowed amount
shall be treated as an amount allowable as a deduction under subsec-
tion (c) for the following taxable year, subject to the application of
the preceding sentence to such taxable year. For purposes of basis
adjustments and determining whether cost depletion exceeds per-
centage depletion with respect to the production from a property,
any amount disallowed as a deduction on the application of this para-
graph shall be allocated to the respective properties from which the
oil or gas was produced in proportion to the percentage depletion
otherwise allowable to such properties under subsection (c).



"(2) RETAILERS EXCLUDED.-Subsection (a) shall not apply in the
ease of any taxpayer who directly, or through a related person, sells oil
or natural gas, or any product derived from oil or natural gas-

"(A) through any retail outlet operated by the taxpayer or a
related person, or

"(B) to any person-
"(i) obligated under an agreement or contract with the

taxpayer or a related person to use a trademark, trade name,
or service mark or name owned by such taxpayer or a related
person, in marketing or distributing oil or natural gas or any
product derived from oil or natural gas, or

"(ii) given authority, pursuant to an agreement or con-
tract with the taxpayer or a related person, to occupy any
retail outlet owned, teased, or in any way controlled by the
taxpayer or a related person.

"(3) RELATEo PERSON.-For purposes of this subsection, a per-
san is a related person with respect to the taxpayer if a significant
ownership interest in either the taxpayer or such person is held
by the other, or if a third person has a significant ownership inter-
est in both the taxpayer and such person. For purposes of the pre-
ceding sentence, the term 'significant ownership interest' means

"(A) with respect to any corporation, 5 percent or more in
valpte of the outstanding stock of such corporation,

"(B) with respect to a partnership, 5 percent or more in-
terest in the profits or capital of such partnership, and

"(C) with respect to an estate or trust, 5 percent or more of
the be?)eficial interests in such estate or trust.

"(4) CERTAIN REFINERS EXCLUDED. If the taxpayer or a related
person engages in the refining of crude oil, subsection (c) shall not
apply to such taxpayer if on any day daring the taxable year the
refinery runs of the taxpayer and such person exceed 50,000
barrels.

"(e) DEFINITIONs.-For purposes of this section-
"(1) CRUDE oIL.-The term 'crude oil' includes a natural

gas liquid recovered from . gas ,ell in lease separators or
field facilities.

"(2) NATURAL cAs.-The term 'natural gas' means any
product (other than crude oil) of an oil or gas well if a de-
duction for depletion is allowable under section 611 with re-
spect to such product.

"(3) DOMESTa.-The term 'domestic' refers to production
from an oil or gas well located in the United States or in a
possession of the United States.

"(4) BARREL.-The term 'barrel' means 42 United States
gallons."

(b) TEchNICAL AMENDME'NTS.-
(1) Section 613(d) (relating to percentage depletion) is

amended to read as follows:
"(d) DENIAL OF PERCENTAGE DEPLETION IN CASE OF OIL AND GAS

WELL.-Except as provided in section 613A, in the case of any oil or
gas well, the allowance for depletion shall be computed without ref-
erence to this section."
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(2) Section 613(b) is amended-
(A) by striking out subparagraph (A) of paragraph (1)

and redesignating subparagraphs (B) and (C) as subpara-
graphs (A) and (B), respectively,

(B) by striking out "(1)(C)" each place it appears in
paragraphs (3), (4), and (7) and inserting in lieu thereof
(1) (B) ", and
(C) by amending the last sentence of paragraph (7)-

(i) by striking out "or" at the end of clause (A),
(ii) by striking out the period at the end of clause (B)

and inserting in lieu thereof "; or", and
(iii) by adding at the end thereof the following new

clause:
"(C) oil and gas wells."

(3) Section 703(a) (2) (relating to deductions not allowable
to a partnership) is amended by striking out "and" at the end
of subparagraph (E), by striking out the period at the end of
subparagraph (F) and inserting in. lieu ", and", and by adding
at the end thereof the following new subparagraph:

"(0) the deduction for depletion under section 611 with
respect to oil and gas production subject to the provisions of
section 613A (c) ."

(c) EFFECTIvE DATREs.- The amendments made by this section shall
take effect on January 1, 1975, and shall apply to taxable years ending
after December31, 1974.



TITLE VI-TAXA TION OF FOREIGN
OIL AND GAS AND OTHER FOR-
EIGN INCOME

SEC. 601. LIMITATIONS ON FOREIGN TAX CREDIT FOR
TAXES PAID IN CONNECTION WITH FOREIGN OIL AND
GAS INCOME.
(a) IN GYERAL.-Subpart A of part III of subchapter N of chap-

ter I (relating to foreign tax credit) is amended by adding at the end
thereof the following ew section;
"SEC. 907. SPECIAL RULES IN CASE OF FOREIGN OIL AND

GAS INCOME
"(a) REDUCTION IN AMOUNT ALLOWED As FOREIGN TAX UNDER SEC-

TION 901.-In applying section 901, the amount of any income, war
profits, and excess profits taxes paid or accrued (or deemed to have
been paid) during the taxable year with respect to foreign oil and gas
extraction income which would (but for this subsection) be taken into
Wecount for purposes of section 901 shall be reduced by the amount
(if any) by which the amount of such taxes exceeds the product of-

"(1) the amount of the foreign oil and gas extraction income
for the taxable year, multiplied by

"(2) the percentage which is-
"(A) in taxable years ending in 1975, 110 percent of,
"(B) in taxable years ending in 1976,105 percent of, and
"(C) in taxable years ending after 1976, 0 percentage

points above,
the sum of the normal tax rate and the surtax rate for the taxable year
speciged in section 11.

"(b) APPLICATION o SECTION 904 LIMITATIOs.- The provisions of
section 904 shall be applied separately with respect to-

"(1) foreign oil related income, and
"(2) other taxable income.

With respect to foreign oil related income, the overall limitation pro-
vided by section 904(a) (0) shall apply and the per-country limitation
provided by section 904(a) (1) shall not apply.

"(c) FOREIGN INCOME DEFINITIONS AND SPECIAL RULEs.-For pur-
poses of this section-

(1) FOREIGN OIL AND GAS EXTRACTION INCOME.-The term
'foreign oil and gas extraction income' means the taxable income
derived from sources without the United States and its possessions
from-

(39)



"(A) the extraction (by the taxpayer or any other person)
of minerals from oil or gas wells, or

"(B) the sale or exchange of assets used by the taxpayer
in the trade or business described in subparagraph (A).

"(2) FOREaN OIL RELATED INCOME.-The term 'foreign oil re-

lated income' means the taxable income derived from sources out-

side the United States and its possessions from-
"(A) the extraction (by the taxpayer or any other person)

of minerals from oil or gas wells,
"(B) the processing of such minerals into their primary

products,
"(C) the transportation of such minerals or primary

products,
"(D) the distribution or sale of such minerals or primary

products, or
"(E) the sale or exchange of assets used by the taxpayer

in, the trade or business described in subparagraph (A),
(B), (C), or (D).

"(3) DiviDENDs, INTEREST, PARTNERSHIP DISTRIBUTION, ETC.-
The term 'foreign oil and gas extraction income' and the term
'foreign oil related income' include-

"(A) dividends and interest front a foreign corporation
in respect of which taxes are deemed paid by the taxpayer
under section 902,

"(B) dividends from a domestic corporation which are
treated wnder section 861 (a) (2) (A) as income from sources with-
out the United States,

"(C) amounts with respect to which taxes are deemed
paid under section 960 (a), and

"(D) the taxpayer's distributive share of the income of
partnerships.

to the extent such dividends, interest, amounts, or distributive
share is attributable to foreign oil and gas extraction income, or
to foreign oil related income, as the case may be; except that
interest described in subparagraph (A) and dividends described
in subparagraph (B) shall not be taken into account in computing
foreign oil and gas extraction income but shall be taken into
account in computing foreign oil-related incomiie.

"(4) CERTAIN LOSSES.-If for any foreign country for any tax-
able year the taxpayer would have a net operating loss if only
itevis from sources within such country (including deductions
properly apportioned or allocated thereto) which relate to the
extraction of minerals from oil or gas wells were taken into
account, such items-

"(A) shall not be taken into account in computing foreign
oil and gas extraction income for such year, but

" (B) shall be taken into account in computing foreign oil
related income for such year.

"(d) DISREGARD OF CERTAIN POSTED PRIcES, ETc.-For purposes
of this chapter, in determining the amount of taxable income in the
case of foreign oil and gas extraction income, if the oil or gas is dis-



posed of, or is acquired other than from the government of a foreign
country, at a posted price (or other pricing arrangement) which
differs from the fair market value for such oil or gas, such fair mar-
ket value shall be used in lieu of such posted price (or other pricing
arrangement).

"1 (e) TRANSITIONAL RULE.-
"(f) RECAPTURE OF FOREIGN OIL RELATED Loss.-

(1) GE-,FRAL RULE.-For purposes of this subpart, in the case
of any taxpayer who sustains a foreign oil related loss for any tax-
able year-

" (A) that portion of the foreign oil related income for each
succeeding taxable year which is equal to the lesser of-

"(i) the amount of such loss (to the extent not used
under this paragraph in prior years), or

"(ii) 50 percent of the foreign oil related income for
such succeeding taxable year,

shall be treated as income from sources within the United
States (and not as income from sources without the United
States), and

"(B) the amount of the income, war profits, and excess
profits taxes paid or accrued (or deemed to have been paid)
to a foreign country for such succeeding taxable year with
respect to foreign oil related income shall be reduced by an
amount which bears the same proportion to the total amount
of such foreign taxes as the amount treated as income from
sources within the United States under subparagraph (A)
bears to the total foreign oil related income for such succeed-
ing taxable year.

For purposes of this chapter, the amount of any foreign taxes for
which credit is denied under subparagraph (B) of the preceding
sentence shall not be allowed as a deduction for any taxable year.
For purposes of this subsection, foreign oil related income shall
be determined without regard to this subsection.

"(2) FOREIGN OIL RELATED LOSS DEFINED.-For purposes of this
subsection, the term 'foreign oil related loss' means the amount
by which the gross income for the taxable year from sources
without the United States and its possessions (whether or not
the taxpayer chooses the benefits of this subpart for such taxable
year) taken into account in determining the foreign oil related
income for such year is exceeded by the sum of the deductions
properly apportioned or allocated thereto, except that there shall
not be taken into account-

"(A) any net operating loss deduction allowable for such
year under section 172(a) or any capital loss carrybacks and
carryovers to such year under section 1212, and

"(B) any-
"(i) foreign expropriation loss for such year, as de-

fined in section 172 (k) (1), or
"(ii) loss for such year which arises from fire, storm,

shipwreck, or other casualty, or from theft,
to the extent such loss is not compensated for by insurance
or otherwise.



"(3) DIsPOsITIONs.-
"(A) IN GENERAL-For purposes of this chapter, if prop-

erty used in a trade or business described in subparagraph
(A), (B), (C), or (D) of subsection (c) (2) is disposed of
during any taxable year-

" (i) the taxpayer notwithstanding any other provision
of this chapter (other than paragraph (1)) shall be
deemed to have received and recognized foreign oil
related income in the taxable year of the disposition,
by reason of such disposition, in an amount equal to the
lesser of the excess of the fair market value of such
property over the taxpayer's adjusted basis in such
property or the remaining amount of the foreign oil
related losses which were not used under paragraph
(1) for such taxable year or any prior taxable year, and

"(ii) paragraph (1) shall be applied with respect to
such income by substituting '100 percent' for '50 percent'.

"(B) DISPosITION DEFINFD.-For purposes of this subsec-
tion, the term 'disposition' includes a sale, exchange, distri-
bution, or gift of property, whether or not gain or loss is
recognized on the transfer.

"(1) TAXABLE YEARS ENDING AFTER DECEMBER 51, 1974.-In ap-

plying subsections (d) and (e) of section 904 for purposes of
determining the amount which may be carried over from a taxable
year ending before January 1, 1975. to any taxable year ending
after December 31, 1974-

"(A) subsection (a) of this section shall be deemed to have
been in effect for such prior taxable year and for all taxable
years thereafter, and

"(B) the carryover front such prior year shall be divided
(effective as of the first day of the first taxable year ending
after December 31,1974) into-

"( a foreign oil related carryover, and
" (ii) another carryover,

on the basis of the proportionate share of the foreign oil
related income, or the other taxable income, as the case may
be, of the total taxable income taken into account in comput-
ing the amount of such carryover.

"(2) TAXABLE YEARS ENDING AFTER DECEMBER 51, 1976.-In ap-
plying subsections (d) and (e) of section 904 for purposes of
determining the amount which may be carried over from a taxable
year ending before January 1, 1976, to any taxable year ending
after December 31 1975, if the per-country limitation provided
by section 904 (a) (1) applied to such prior taxable year and to
the taxpayer's last taxable year ending before January 1, 1976,
then in the case of any foreign oil related carryover-

"(A) the first sentence of section 904(e) (2) shall not ap-
ply, but



"(B) such amount may not exceed the amount which could
have been used in such succeeding taxable year if the per-
country limitation continued to apply.

(b) CERTAIN PAYMENTS NOT To BE CONSIDERED AS TAxES. Section
901 is amended by redesignating subsection (f) as subsection (g), and
by adding after subsection (e) the following new subsection:

"(C) ExcEPTiON.-Notwithstanding subparagraph (B),
the term 'disposition' does not include-

"(i) a disposition of property which is not a material
factor in the realization of income by the taxpayer, or

"(ii) a disposition of property to a domestic corpora-
tion in a distribution or transfer described in section
381 (a).

"(g) WESTERN HEMISPHERE TRADE CORPORATIONS WHICH ARE MEM-
BESS OF AN AFFILIATED GROUP.-If a Western Hemisphere trade cor-
poration is a member of an affiliated group for the taxable year, then
in applying section 901, the amount of any income, war profits, and
excess profits taxes paid or accrued (or deemed to have been paid)
during the taxable year with respect to foreign oil and gas extraction
income which would (but for this section and section 1503(b)) be
taken into account for purposes of section 901 shall be reduced by the
greater of-

"(1) the reduction with respect to such taxes provided by sub-
section (a) of this section, or

"(2) the reduction determined under section 1503(b) by
applying section 1503(b) separately with respect to such taxes,

but not by both such reductions."
" (f) CERTA IN PAYMENTS FOR OIL OR GAS NOT CONSIDERED AS TAXES.-

Notwithstanding subsection (b) and sections 102 and 960, the amount
of any income, or profits, and excess profits taxes paid or accrued dur-
ing the taxable year to any foreign country in connection with the pur-
chase and sale of oil or gas extracted in such country is not to be con-
sidered as tax for purposes of section 275(a) and this section if-

"(1) the taxpayer has no economic interest in the oil or gas to
which section 611 (a) applies, and

"(2) either such purchase or sale is at a price which differs from
the fair market value for such oil or gas at the time of such pur-
chase or sale."

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

"See. 907. Special rules in ease of foreign oil and gas income."

(d) EFFECTIVE DATEs.-The amendments made by this section shal
apply to taxable years ending after December 31, 1974; except that-

(1) the second sentence of section 907(b) shall apply to taxable
years ending after December 31, 1975, and

(2) the provisions of section 907(f) shall apply to losses sus-
taied in taxable years ending after December 31, 1975.



SEC. 602. TAXATION OF EARNINGS AND PROFITS OF
CONTROLLED FOREIGN CORPORATIONS AND
THEIR SHAREHOLDERS.

(a) REPEAL OF MINIMUM DIsTRLBUTiON EXCEPTION To REQUIRE-

MENT OF CURRENT TAXATION OF SUBPART F INCOME.-

(1) REPEAL OF MINIMUM DISTRIBUTION PROVISIONS.-Section
963 (relating to receipt of minimum distributions by domestic
corporations) is hereby repealed.

(2) CERTAIN DISTRIBUTIONS BY CONTROLLED FOREIGN CORPORA-

TIONS TO REGULATED INVESTMENT COMPANIES TREATED AS mIv1-

DENDS.-Subsection (b) of section 851 (relating to limitations on
definition of regulated incestannt company) is amended by add-
ing at the end thereof the following new sentence:

"'For purposes of paragraph (2), there shall be treated as dividends
amounts included in gross income under section 951 (a) (1) (A) (i) for
the taxable year to the extent that, under section 959(a) (1), there is a
distribution out of the eavaiogs awd profits of the taxable year which
are attributable to the amounts so included."

(3) CONFORMING AMENDMENTS.-
(A) The table of sections for subpart F of part III of sub-

chapter N of chapter 1 is amended by striking out the item
relating to section 363.

(B) Subparagraph (A) (i) of section 951 (a,) (1) (relating
to general rule for amounts included in gross income of
United States shareholders) is amcnded by striking out
"except as provided in section 963,".

(b) LIMITATION O.V DEFINITION OF FO2EIaN BASE COMPANY SALES IN-
COME.-Paragraph (1) of section 954(d) (relating to definition of
foreign base company sales income) is amended by adding at the end
thereof the following new sentence.- "For purposes of this subsection,
personal property does not include agricultural commodities which are
not grown in the United States in commercially marketable quantities."

(c) REPEAL OF EXCEPTION TO REQUIREMENT OF CURRENT TAXATION

OF SUBPART F INCOME FOR REINVESTMENT IN LESS DEVELOPED COUN-

TRIES.-

(1) REPEAL OF SECTION 954(b)(1).-Paragraph (1) of sub-
section (b) of section 954 (relating to exclusions and special mrles
regarding foreign base company income) is hereby repealed.

(2) REPEAL OE SECTION 954(M). Subsection (f) of section 954
(relating to increase in qualified investments in less developed
countries) is hereby repealed.

(3) AMENDMENT OF SECTION 951(a) (1) (A) (ii).-Clause (ii)
of section 951(a) (1) (A) is amended by strik *ng out "(deter-
mined under section 955(a) (3))" and inserting in lieu thereof
"(determined under section .955(a) (3) as in effect before the en-
actment of the Tax Reduction Act of 1975) ".

(4) REPEAL OF SECTION 951(a)(3).-Paragraph (3) of section
951 (a) (relating to limitation on pro rata share of previously
excluded subpart F iwome withdrawn from investment) is here-
by repealed.



(5) REPEAL OF SECTION 955.-Section 955 (relating to with-
drawal of previously excluded subpart F income from qualified
investment) is hereby repealed.

(6) LEss DEVELOPED COUNTRY CORPORATION DE5INFD.-Subsee-
tion (d) of section 902 is amenled to read as follows:

"1(d) LESS DEVELOPED COUNTRY CORPORATION DEFINED.-For pur-
poses of this section, the term 'less developed country corporation'
means-

" (1) a foreign corporation which, for its taxable year, is a less
developed country corporation within the meaning of paragraph
(3) or (4), and

"(2) a foreign corporation -h i- h ownvs 10 percent or more of
the total combined eoting power of all classes of stock entitled to
vote of a foreign corporation which i, a less developed country
corporatio, within the meaw'nY of paragraph (3), and-

"(A) 80 percent or more of the gross income of which for
its taxable year meets the requirement of paragraph (3) (A),
and

" (B) 80 percent or more in value of the assets of which on
each day of such year consists of property described in para-
graph (3) (B).

.! foreign corporation? sbicrh i.q a less developed country corporation
foe its first tar'able year beginning after December 31, 1960, shall, for
purposes of this section, be treated as having been a less developed
country corporation for each of its taxable years beginning before
Janusy 1, 1963.

"(3) The term 'less developed country corporation' means a
foreign corporation which during the taxable year is engaged in
the active conduct of one or more trades or businesses and-

"(A) 80 percent or more of the gross income of which for
the taxable year is deri erd from smrces within less developed
countries, and

"(B) 80 percent or more in value of the assets of which on
each day of the taxable year consists of-

" (i) property used in such trades or businesses and lo-
cated in less developed countries,

" (ii) money, and deposits with persons carrying on the
banking business,

" (iii) stock, and obligations 9ohich, at the time of their
acquisition, have a maturity of one year or more, of any
other less developed country corporation,

"(iv) an obligation of a less developed country,
"(v) an investment which is required because of re-

strictions imposed by a less developed country, and
" (vi) property described in section 956(b) (2).

For purposes of subparagraph (A), the determination as to
whether income is derived from sources within less developed
countries shall be made under regulations prescribed by the Secre-
tary or his delegate.

" (4) The term 'less developed country corporation' also means a
a foreign corporation-
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(A) 80 percent or more of the gross income of which for
the taxable year consists of-

"(i) gross income derived from, or in connection with,
the using (or hiring or leasing for use) in foreign com-
merce of aircraft or vessels registered under the laws of
a less developed country, or from, or in connection with,
the performance of services directly related to use of
such aircraft or vessels, or from the sale or exchange of
such aircraft or vessels, and

"(ii) dividends and interest received from foreign car-
porations which are less developed country corporations
within the meaning of this paragraph and 10 percent or
more of the total coinbUned voting power of all classes of
stock of which are owned by the foreign corporation, and
gain from the sale or exchange of stock or obligations of
foreign corporations which are such less developed coun-
try corporations, and

"(B) 80 percent or more of the assets of which on each day
of the taxable year consists of (i) assets used, or held for
use, for or in connection 7rith the production of income de-
scribed in subparagraph (A), and (ii) property described
in section 956(b) (2).

"(5) The term 'less developed country' means (in respect to any
foreign corporation) any foreign country (other than an area
within the Sino-Soriet bloc) or any possession of the United
States with respect to which, o) the first day of the taxable year,
there is in effect an Exerutive order by the President of the United
States designating such count y or possession as an economically
less developed country for purposes of this section. For purposes
of the preceding sentence, an overseas territory, department, pra-
ince, or possession may be treated as a separate country. No
designation shall be made under this paragraph with respect to-

Australia Luxembourg
Austria Monaco
Belgium Netherlands
Canada New Zealand
Denmark Norway
France Union of South Africa
Germany (Federal Republic) San Marino
Hong Kong Sweden
Italy Switzerland
Japan United Kingdom
Liechtenstein

After the President has designated any foreign country or any po8-
session of the United Stat,s as an economically less developed country
for purposes of this section, he shall not terminate such designation
(either by issuing an Execwstive order for that purpose or by issuing an
Executive order under the first sentence of this paragraph which has
the effect of terminating such designation) unless, at least 30 days
prior to such termination, he has notified the Senate and the House of
Representatives of his intention to terminate such designation. Any



designation in effect on March 26, 1975, under section 955(c) (3) (as
in effect before the enactment of the Tax Reduction Act of 1975) shall
be treated as made under this paragraph."

(7) CLERICAL AMENDMENT.-The table of sections for subpart
F of part III of subchapter A' of chapter I is amended by striking
out the item relating to section 955.

(d) SHIPPING PROFITS OF CONTROLLED FOREIGN CORPORATION TO BE

TAXED CURRENTLY EXCEPT TO EXTENT REINVESTED IN SHIPPING OPERA-

TIONS-
(1) SHIPPING PROFITS INCLUDED IN GROSS INCOME OF UNITED STATES

SHAREHOLDERS.-

(A) Section 954(a) (relating to foreign base company
income) is amended by striking out "and" at the end of para-
graph (2), by striking out the period at the. end of paragraph
(3) and inserting in lieu thereof ", and ", and by adding at the
end thereof the following new paragraph:

"(4) the foreign base company shipping income for the taxable
year (determined under subsection (f) and reduced as provided
m subsection (b) (5) )."

(B) Paragraph (2) of section 954(b) is amended to read
as follows:

"(2) EXCLUSION FOR REINVESTED SHIPPING INcoME.-For pur-
poses of subsection (a), foreign base company income does not
include foreign base company shipping income to the extent that
the amount of such income does not exceed the increase for the
taxable year in qualified investments in foreign base company
shipping operations of the controlled foreign corporation (as
determined under subsection (g) ) ."

(C) Subparagraphs (A) and (B) of section 954(b) (3)
are each amended by striking out "paragraphs (1) and (5)"
and inserting in lieu thereof "paragraphs (2) and (5) ".

(D) Subparagraph (B) of section 954(b) (3) is amended
by striking out "paragraphs (1), (2)," and inserting in lieu
thereof "paragraph (2).".

(E) Paragraph (5) of section 954(b) is amended by strik-
ing out "and the foreign base company services income" and
inserting in lieu thereof "the foreign base company services
income, and the foreign base company shipping income".

(F) Section 954 (b) is amended by adding at the end thereof
the following new paragraph:

"(6) SPECIAL RULES FOR FOREIGN BASE COMPANY SHIPPING IN-
coME.-Income of a corporation which is foreign base com-
pany shipping income wnder paragraph (4) of subsection (a)
(determined without regard to the exclusion under paragraph
(2) of this subsection)-

"(A) shall not be considered foreign base company income
of such corporation under any other paragraph of subsection
(a) and

" (B) if distributed through a chain of ownership described
under section 958(a), shall not be included in foreign base
company income of another controlled foreign corporation in
such chain."



(G) Section 954 is amended by adding at the end thereof
the following new subsections:

"(f) FOREIGN BASE COMPANY SHIPPING INcOME.-For purposes of
subsection (a) (4). the term 'foreign base company shipping income'
means ineome derived from, or in connection with, the use (or hiring
or leasing for use) of any aircraft or vessel in foreign commerce, or
from, or in connection with, the performance of services directly re-
lated to the use of any such aircraft, or vessel, or from the sale, ex-
change, or other disposition of any such aircraft or vessel. Such term
includes, but is not limited to-

"(1) dividends and interest received from a foreign corporation
in respect of which taxes are deemed paid under section 902, and
gain from the sale, exchange, or other disposition of stock or obli-
gations of such a foreign cor7poration to the extent that such diei-
dends. interest, and gains are attributable to foreign base company
shipping income, and

"(2) that portion of the distributive share of the income of a
partnership attributable to foreign base company shipping income.

"(g) INCREASE IN QUALIFIED INVESTMENTS IN FOREIGN BASE COM
-

PANY SHIPPING OPERATIONS.-For purposes of subsection (b) (2), the
increase for any taxable year in qualified investments in foreign base
company shipping operations of any controlled foreign corporation is
the amount by which-

"(1) the qualified investments in foreign base company shipping
operations (as defined in section 955(b)) of the controlled for-
eign corporation at the close of the taxable year, exceed
" (2) the qualified investments in foreign base company shipping

operations (as so defined) of the controlled foreign corporation
at the close of the preceding taxable year."

(2) AMOUNTS INCLUDED IN CROSS INCOME OF UNITED STATES SHARE-

HOLDERS.-

(A) Subparagraph (A) of section 951(a) (1) is amended
by striking out "and" at the end of clause (i), by striking out
the semicolon at the end of clause (ii) and inserting in lieu
thereof a comma, and by adding at the end thereof the follow-
ing new clause:

"(iii) his pro rata share (determined under section
955(a) (3)) of the corporation's previously excluded sub-
part F income withdrawn from foreign base company
shipping operations for such year; and

(B) Section 951(a) is amended by inserting after para-
graph (2) the following new paragraph:

"(3) LIMITATION ON PRO NATA SHARE OF PREVIOUSLY EXCLUDED
SUBPART F INCOME WITHDRAWN FROM INVESTMENT.-For pur-
poses of paragraph (1) (A) (iii), the pro rata share of any United
States shareholder of the previously excluded sebpart F income
of a controlled foreign corporation withdrawn from investment in
foreign base company shipping operations shall not exceed an
amount-

"(A) which bears the same ratio to his pro rata share of
such income withdrawn (as determined under section 955(a)
(3)) for the taxable year, as



"(B) the part of such year during which the corporation is
a controlled foreign corporation bears to the entire year."

(3) WITHDRAWAL OF PREVIOUSLY EXCLUDED SUBPART F INCOME

FROM QUALIFIED INVESTMENT.-

(A) Subpart F of part III of subchapter N of chapter 1
is amended by inserting after section 954 the following new
section:

"SEC. 955. WITHDRAWAL OF PREVIOUSLY EXCLUDED
SUBPART F INCOME FROM QUALIFIED IN-
VESTMENT.

"(a) GENERAL RULES.-

"(1) AMOUNT WITDRAWN.-For purposes of this subpart, the
amount of previously excluded subpart F income of any controlled
foreign corporation withdrawn from investment in foreign base.
company shipping operations for any taxable year is an amount
equal to the decrease in the amount of qualified investments in
foreign base. company shipping operations of the controlled for-
eign corporation for such year, but only to the extent that the
amount of such decrease does not exceed an amount equal to-

"(A) the sum of the amounts excluded under section 954
(b) (2) from the foreign base company income of such cor-
poration for all prior taxable years, reduced by

"(B) the sum of the. amounts of previously excluded sub-
part F income withdrawn from investment in foreign base
company shipping operations of such corporation determined
under this subsection for all prior taxable years.

"(2) DECREASE IN QUALIFIED INVFSTMENTS.-For purposes of
paragraph (1), the amount of the decrease in qualified investments
in foreign base company shipping operations of any controlled
foreign corporation for any taxable year is the amount by which-

"(A) the amount of qualified invoestments in foreign base
company shipping operations of the controlled foreign corpo-
ration at the close of the preceding taxable year, exceeds

"(B) the amount of qualified investments in foreign base
company shipping operations of the controlled foreign corpo-
ration at the close of the taxable year,

to the extent that the amount of such decrease does not exceed
the sum of the earnings and profits for the taxable year and the
earnings and profits accumulated for prior taxable years begin-
aing after December 31, 1975, and the asnaunt of previously ex-
eluded subpart F income invested in less developed country corpo-
rations described in, section 955(c (2) (as in effect before the enact-
ment of the Tax Reduction Act of 1975) to the extent attributable
to earnings and profits accumulated for taxable years begining
after December 31, 1962. For purposes of this paragraph, if quali-
fied investments in foreign base company shipping operations are
disposed of by the controlled foreign corporation during the tax-
able year, the amount of the decrease in qseaified investments in
foreign base company shipping operations of such controlled
forei qn corporation for such year shall be reduced by an amount

equal to the amount (if any) by which the losses on such disposi-



tions during such year exceed the gains on such dispositions dur-
ing such year.

"(3) PRO RATA SHARE Or AMOUNT WITHDRAWN.-In the case of
any United States shareholder, the pro rata share of the amount
of previously excluded subpart F income of any controlled for-
eign corporation withdrawn from investment in foreign base
company shipping operations for any taxable year is his pro rata
share of the amount determined under paragraph (1).

"(b) QUALIFIED INVESTMENTS IN FOREIGN BASE COMPANY SHIPPING

OPERATIONS.-
"(1) Ir GENERAL.-For purposes of this subpart, the term

'qualified investments in foreign base company shipping opera-
tions' m ans investments in-

"(A) any aircraft or vessel used in foreign commerce, and
"(B) other assets which are used in connection with the

performance of services directly related to the use of any
such aircraft or vessel.

Such term includes, but is not limited to, investments by a con-
trolled foreign corporation in stock or obligations of another
controlled foreign corporation which is a related person (within
the meaning of section 954(d) (3)) and which holds assets de-
scribed in the preceding sentence, but only to the extent that such
assets are so used.

"(2) QUALIFIED INVESTMENTS BY RELATED PERSONS.-For pur-
poses of determining the amount of qualified investments in
foreign base company shipping operations, an investment (or
a decrease in investment) in such operations by one or more con-
trolled foreign corporations may, under regulations prescribed
by the Secretary or his delegate, be treated as an investment (or
a decrease in investment) by another corporation which is a con-
trolled foreign corporation and is a related person (as defined
in section 954(d) (3) ) with respect to the corporation actually
making or withdrawing the investment.

"(3) SPECIAL RULE-.For purposes of this subpart, a United
States shareholder of a controlled foreign corporation may, under
regulations prescribed by the Secretary or his delegate, elect to
make the drterminartions n lr subsectiohn (a) (2) of this section
and umner subsection (g) of section 954 as of the close of the years
following the years referred to in such subsections, or as of the
close of such longer period of time as such regulations may permit,
in lieu of on the last day of such years. Any election under this
paragraph made with respect to any taxable year shall apply to
such year and to all smceeding taxable years unless the Secretary
or his delegate consents to the revocation of such election.

"(4) AMOUNT ATTRIBUTABLE TO PROPERTY.-The amount taken
into account under this subpart with respect to any property de-
scribed in paragraph (1) shall be its adjusted basis, reduced by
any liability to which such property is subject.



"(5) INCOME EXCLUDED UNDER PRIOR LAw.-Amounts invested
in less developed country corporations described in section 955
(c) (2) (as in effect before the enactment of the Tax Reduction
Act of 1975) shall be treated as qgaifled investments in foreign
base company shipping operations and shall not be treated as in-
estnents in less (leeinp.ed countries fot purposes of section .051

(a) (1) (A) (ii)."
(B) The table of sections of subpart F of part III of sub-

chapter N of chapter I is ninemled by inserting after the item
relating to section 95 j the following new item:

"'See. 955. Withdrawal of previously excluded subpart F income from
qualified investment."

(e) E.crLUSION FROM FOREIGN B.is'i' CoMPNs INCOME TVI1FRE FOR-
ElaN BASF COMP.XY INCOME IS LESS TutAN 10 PERCENT OF GROSS IN-
cOME.-Paragraph (3) of section 954(b) is amended by striking out
"30 percent" each place it appears and inserting in lieu thereof "10
percent".

(f) EFFECTITrE DATF.-The aendeints made by this section shall
apply to taxable years of foreign corporations beginning after De-
cember 31, 1975, and to taxable years of United States shareholders
(within the meaning of 951 (b) of the Internal Revenue Code of 1954)
within which or with which such taxable years of such foreign corpo-
rations end.

SEC. 603. DENIAL OF DISC BENEFITS WITH RESPECT TO
ENERGY RESOURCES AND OTHER PRODUCTS.

(a) AMENDMENT OF SECTION 993 (c) (2).-Section 993(c) (2) (re-
lating to propei'ty excluded from, export property) is amended by
stlik'ig out 'or" at the end of subparagraph (A), by striking out the
period at the end of subparagraph (B) and inserting in lieu thereof
", or", and by adding at the end thereof the following.

" (C) products of a character with respect to which a deduc-
tion for depletion is allo-uable (including oil, gas, coal, or
uranium products) under section 611, or

"(D) products the export of which is prohibited or cur-
tailed under section 4(b) of the Export Administration Act
of 1969 (50 U.S.C. App. 2403(b)) to effectuate the policy set
forth in paragraph (2) (A) of section 3 of such Act (relating
to the protection of the domestic economy).

Subparagraph (C) shall not apply to any commnodity or product at
least 50 percent of the fair market value of which is attributable to
manufacturing or processing, except that subparagraph (C) shall
apply to any primary product from oil, gas, coal, or uranium. For
purposes of the preceding sentence, the term 'processing' does not
include extracting or handling, packing, packaging, grading, storing,
or transporting."

(b) EFECTIVE DATE.-The amendments made by subsection (a)
shall apply to sales, exchanges, and other dispositions made after
March 18, 1975, in taxable years ending after such date.



SEC. 604. TREATMENT FOR PURPOSES OF THE INVEST-
MENT CREDIT OF CERTAIN PROPERTY USED
IN INTERNATIONAL OR TERRITORIAL
WATERS.

(a) AMENDMENT TO 1954 CoDE.-
(1) IN GENERAL.-Clause (x) of section .48(a) (2) (B) (relating

to property used outside the United States) is amended by striking
out "territorial waters" and inserting in lieu thereof "territorial
waters within the northern portion of the Western Hemisphere".

(2) DEFINIrIoN.-Subparagraph (B) of section 48(a) (2) is
amended by adding at the ed thereof the following new sentence.
"For purposes of clause (x), the term 'northern portion of the
Western Hemisphere' oeans the area lying west of the 30th meri-
dian west of Greenwich, east of the international dateline, and
north of the Equator, but not including any foreign country which
is a country of South America.".

(b) EffEcTivE DA TE.-

(1) IN GENERAL.-The amendments made by subsection (a)
shall apply to property, the construction, reconstruction, or erec-
tion of which was completed after March 18, 1975, or the acquisi-
tion of which by the taxpay r occurred after such date.

(2) BINDING CONTRACT.-The amendments made by subsection
(a) shall not apply to property constructed, reconstructed,
erected, or acquired pursuant to a contract which was on April 1,
1974, and at all times thereafter, binding on the taxpayer.

(3) CERTAIN LEASE-BACK TRANSACTIONS, ETC.-Where a person
who is a party to a binding contract described in paragraph (2)
transfers rights in such contract (or in the property to which
such contract relates) to another person but a party to such con-
tract retains a right to use the property under a lease with such
other person, then to the extent of the transferred rights such
other person shell, for purposes of paragraph (2), succeed to the
position of the transferor with respect to such binding contract
and such property. The preceding sentence shal apply, in any
case in which the lessor does not make an election unsder section
48(d) of the Internal Revenue Code of 1954, only if a party to
such contract retains a right to use the property under a long-
term lease.



TITLE VII-MISCELLANEOUS
PRO VISIONS

SEC. 701. CERTAIN UNEMPLOYMENT COMPENSATION.
(a) aA.l1EIII.VT OF MLIRGENCY UNEMPLOY.I1L.T CucPE..TIO AcT

OF 1974. Section 1(2(e) of the Emergency Unemployment Compen-
satol Act of 1974 is amended-

(1) in paragraph (2) thereof, by striking out "The amount"
and inserting in lieu thereof "Except as provided in paragraph
(3), the amount"; and

(2) by adding at the end thereof the following new paragraph:
"(3) Effective only with respect to benefits for weeks of unemploy-

mett end;wl before July 1, 1975, the uaount established in such ac-
count for any individual shall be equal to the lesser of-

" (A) 100 per centum of the total amount of regular compensa-
tion (including dependents' allowances) payable to him with
respect to the benefit year (as determined under the State law) on
the basis of which he most recently received regular compensation;
or

"(B) twenty-six times his average weekly benefit amount (as
determined for purposes of section 202(b) (1) (C) of the Federal-
State Extended Unemployment Compensation Act of 1970) for
his benefit year."

(b) MODIFICATION OF AGREEMEvTs.-The Secretary of Labor shall,
at the earliest practicable date after the enactment of this Act, pro-
pose to each State with which he has in effect an agreement entered
into pursuant to section 102 of the Emergency Unemployment Com-
pensation Act of 1974 a modifications of such agreement designed to
cause payments of emergency compensation thereunder to be made
in the manner prescribed by such Act, as amended by subsection (a)
of this section. Notwithstanding any provision of the Emergency Un-
employment Compensation Act of 1974, if any such State shall fail or
refuse, within a reasonable time after the date of the enactment of this
Act, to enter into such a modification of such agreement, the Secretary
of Labor shall terminate such agreement.

SEC. 702. SPECIAL PA YMENT TO RECIPIENTS OF BENE-
FITS UNDER CERTAIN RETIREMENT AND

SURVIVOR BENEFIT PROGAMS.
(a) Pt YMENT.- The Secretary of the Treasury shall, at the earliest

practicable date after the enactment of this Act, mae a $50 payment
to each individual, who for the month of March, 1975, uas entitled
withoutt regard to sections 202(j) (1) and 223(b) of title II of the
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Social Security Act and without the application of section 5(a) (ii)
of the Railroad Retirement Act of 1974) to-

(1) a monthly insurance benefit payable under title II of the

Social Security Act,
(2) a monthly annuity or pension payment under the Rail-

road Retirement Act of 1935, the Railroad Retirement Act of
1937, or the Railroad Retirement Act of 1974, or

(3) a benefit under the supplemental security income benefits
program established by title XVI of the Social Security Act;

except that, (A) such $50 payment shall be made only to individuals
who were paid a benefit for March 1975 in a check issued no later
than August 31, 1975; (B) no such $50 payment shall be made to any
individual who is not a resident of the United States (as defined in
section 210(i) of the Social Security Act); and (C) if an individual
is entitled under two or more of the programs referred to in clauses
(1), (2), and (3), such individual shall be entitled to receive only one
such $50 payment. For purposes of this subsection, the term "resident"
means an individual whose address of record for check payment pur-
poses is located within the United States.

(b) RECIPIENT IDENTIFicATIo.--The Secretary of Health, Educa-
tion, and Welfare and the Railroad Retirement Board shall provide
the Secretary of the Treasury with such information and data as
may be needed to enable the Secretary of the Treasury to ascertain
which individuals are entitled to the payment authorized under sub-
section (a).

(c) COORDINATION lViTt OTHER FEDERAL PROGR., i.--Any payment
made by the Secretary of the Treasury under this section to any indi-
vidual shall not be regarded as income (or, in the calendar year 1975,
as a resource) of such individual (or of the family of which he is
a member) for purposes of any Federal or State program, which under-
takes to furnish aid or assistance to individuals "or families, where
eligibility to receive such aid or assistance (or the amount of such aid
or assistance) under such program is based on the need therefor of
the individual or family involved. The requirement imposed by the
preceding sentence shall be treated as a condition for Federal financial
participation in any State (or local) welfare program for any calendar
quarter commencing after the date of enactment of this Act.

(d) APPROPRIATIONS ATBORIm ATON.-There are hereby authorized
to be appropriated, oUt of any funds in the Treasury not otherwise
appropriated, such sums as may be necessary to carry out the provisions
of this section.

(e) PA YMENT NoT To BE CONSIDERED INcOMF.-Payments made under
this section shall not be considered as gross income for purposes of
the Internal Revenuc Code of 1,954.

And the Senate aaree to the same.
Amend the title so as to read: "An Act to amend the Internal Reve-

nue Code of 1954 to provide for a refund of 1974 individual income
taxes, to increase the low income allowance and the percentage stand-
ard deduction, to provide a credit for personal exemptions and a credit



for certain earned income, to increase the investment credit and the
surtax exemption, to reduce percentage depletion for oil and gas, and
for other purposes."

And the Senate agree to the same.
AL UJLLMAN,

JAML.,C A. BURKE,
DAN ROSTENKOWSKI,
PH L LANDRUM,

CHARLES A. VANIK,

illanagers o) the Part of the Howe.
RUv'SELL B. LO-NG,

HEiMN-N TALMADGE,
VANCE HARTKE,

ABRAHAM RIBICOFF,

W. D. HATHAWAY,
FLOYD K. HASKELL,
ROBuT DOLE,

Mmagers on the Part of the Senate.





JOINT EXPLANATORY STATEMI N i OF THE COM1iSITTEE OF CONFERENCE

The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the 2 Houses on the amendment
of the Senate to the bill (H.R. 2166) to amend the Internal Revenue
Code of 1954 to provide for a refund of 1974 individual income taxes,
to increase the low income allow ance and the percentage standard
deduction, to provide a credit for certain earned income, to increase
the investment credit and the surtax exemption, and for other pur-
poses, submit the following joint statement to the House and the

enate an explanation of thie effect of the action agreed upon by the
managers and recommended in the accompanying conference report:

REFUND OF 1974 INDIVIDUAL IxCOME TAXES

House bill.-The House bill provides for a refund of 1974 tax lia-
bility to be made in one installment beginning in May 1975. The
amount of the refund is to be 10 percent of tax liability up to a maxi-
mum refund of -200. Each taxpayer is to receive a refund of at least
W0 

(or the full amount of his or her actual tax liability if it is less
than $100). The refund is to be phased down from the maximum of
-200 to $100 as the taxpayer's adjusted gross income rises from $20,000

to $20,000.
Senate amendment.-The Senate amendment provides for a similar

refund of 1974 tax liability except that the amount of the refund will
be equal to 12 percent of tax liability up to a maximum refund of $040
with a minimum of $120 (or the full amount of the taxpayer's tax
liability if it is less than $120).

(oferencc sub.st;tute.--Te conference substitute provides for the
same refund of 1974 tax liability as in the House bill.

REFUNDS DISREGARDED IN THIE ADMINISTRATION (OF FEDERAL PROGRAars

AND FEDERALLY ASSISTED PROGRAMS

House bil.-The House bill provides that 1971 income tax refunds
coder section 101 of the bill are not to be considered income or re-
sources for purposes of determining who is eligible to receive benefits
or assistance, or the amount or extent of benefits or assistance, under
any Federal or Federally assisted program.

Senate amendmnent.-The Senate amendment is identical to the
House provision.

Conference substitute.-The conference substitute is the same as the
House bill and Senate amendment.

REDUCTION 1N INDIVIDUAL INCOMfE TAXES

(Increase In Low-Income Allowance and Standard Deduction;
Personal Exemption Credit)

House bill-The bill raises the minimum standard deduction ("low-
income allowance") to $1,900 for single persons and to $2,500 for joint
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returns. It also increases the percentage standard deduction to 16 per-
cent, with a maximum of $2,500 for single persons and $3,000 for joint
returns. These increases under the House bill are effective only for the
1975 tax year.

Senate amendment.-Instead of the increase in the low-income al-
lowance and the percentage standard deduction provided by the
House bill, the Senate amendment provides a $200 optional tax credit
for each personal exemption deduction to which a taxpayer is entitled
in lieu of the $750 deduction and a reduction of 1 percentage point in
the tax rates applicable to the first $4,000 of taxable income. The $200
optional tax credit is for the 1975 tax year, and the rate reduction is
for 1975 and 1976 tax years.

The amendment provides that taxpayers are to compute their tax
by using either the $750 exemption deduction of present law or the
tax credit of $200 per exemption provided by the amendment depend-
ing on which alternative results in a lower tax liability. The amend-
ment also provides that any overstatement of tax liability resulting
from incorrectly choosing the personal exemption deduction instead
of the credit (or vice versa) will be treated by the Internal Revenue
Service as a mathematical error. The Internal Revenue Service will
automatically check the computation made on each return and will
refund (or credit) any excess amounts paid resulting from the over-
statement of tax liability. Under the amendment the personal exemp-
tion tax credit is to apply on a 1 year basis for a taxable year begin-
ning in 1975 only.

In addition to the optional tax credit for personal exemptions, the
Senate amendment provides a 1 percentage point reduction in the
tax rates applicable to the first $4,000 of taxable income in the case
of joint returns. In the case of single persons and married individuals
filing separate returns, there are 5 brackets for the first $4,000 of
taxable income (3 brackets in the case of heads of households). The
amendment also reduces each of these brackets by 1 percentage point.

Conference substitute.-The conference substitute raises the mini-
mum standard deduction to $1,600 for single persons and to $1,900
for joint returns. It also increases the percentage standard deduction
to 16 percent, with a maximum of $2,300 for single persons and
$2,600 for joint returns. This is to be effective for 1975.

In addition, the conference substitute provides for a tax credit, in
addition to the personal exemption, of $30 for each taxpayer, spouse,
and dependent. The credit is effective for 1975.

EARNED INCOME TAX CREDIT

House bill.-The bill provides for a refundable credit of 5 percent
of earned income up to a maximum of $200. The credit is to be phased
out from the maximum $200 to zero as earned income (or adjusted
gross income, if greater) increases from $4,000 to $6,000. The earned
income credit applies only for 1975.

Senate amendment.-The Senate amendment provides a tax credit
of 10 percent of earned income up to a maximum of $400. The amount
of the credit is to be phased out from the maximum amount down to
zero as the earned income (or adjusted gross income, if greater) in-
creases from $4,000 to $8,000. Only individuals who maintain a house-
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hold in the United States for themselves and for 1 or more dependent
children are eligible to claim the credit undei the Senate amendment.
As in the House bill, the Senate amendment applies only to taxable
years beginning in 197.5.

Conference substitut/.-The conference substitute adopts the Senate
version of the earned income credit. The langun ,-e in the Senate amend-
ment with reference to the income being taken into account for welfare
purposes, however, is not included as the conferees intend that the
laguage applicable under present law is not changed.

(IIANCE IN WITHIHOLDING RATES

House bill.-The bill provides a new annual percentage withholding
table, which reflects the increases in the low income allowance, the
percentage standard deduction, and the provision for an earned in-
come credit provided in the House bill. The Internal Revenue Service
is required to calculate withholding tables for other periods and for
wage bracket withholding.

Senate mmmew mn/eit.-The Senate amendment requires the Secretary
of the Treasury to prescribe new withholding tables which reflect the
$200 personal exemption tax credit provided by the Senate amendment,
the reduction in income tax rat( s provided by the Senate amend-
ment, and the earned income credit as modified by the Senate
amendment. The changes in the withholding tables are to take effect,
as in the House bill, on 'May 1, 1975.

Conference substitute.-The conference substitute requires the Sec-
retary to prescribe new withholding tables which reflect the temporary
increases in the minimum standard deduction and the percentage
standard deduction, the earned income credit, and the additional tax
credit provided in the conference, substitute. The changes in the with-
holding tables are to take effect on May 1,1975.

DEDUCTION OF CFRTAIN EXPENss NECESSARY FOR GAINFUL
EmpLmYmIENT (CIHILDCARE DEDUCTION)

House bill.-The House bill does not contain this provision.
Senate amendowent.-The Senate amendment removes the present

limits on deductible expenditures (maximum of $4,800 per year) and
the income phaseout (the $4.00 niaximum phased out $1 for each $2

of adjusted gross income in excess of $18,000 for the husband and
wife). It changes the deduction from an itemized deduction (deduct-ible from adjusted gross income) to a "business deduction" (deductible
from gross income in determining \GI). Payments to related personsare also made deductible, if the transaction is made in an "arms-

length" fashion (pursuant to Treasury regulations).
The Senate amendment also prove ides for an optional tax credit for

50 percent of the allowable child care expenses, up to a maximum
credit of $50 per month ($25 in the case of a married person filing a

separate tax return). The changes in the. Senate amendment are effec-
tive for taxable years beginning after the dare of enactment.

Conference stebstittute.-The conference substitute provides for an
increase in the maximum adjusted gross innoe level from $18,000 to

$35,000, before the phaseout begins. This change is effective for taxable

years beginning after date of enactment.



EXTENeSION OF PERIOD FOR REPLACING OLD RESIDENCE FOR PURPOSES

OF NONRECOcITION OF GAIN UNoR SECTION 1034

House bill.-No provision.
Senate amendment.-The Senate amendment provides an extension

of the time period in which a taxpayer may purchase a subsequent

principal residence and thereby defer gain, from one year to 18

months (before or after sale). The amendment also extends the period

in which the taxpayer may construct a subsequent residence from 18

months to 24 months (if construction begins within 18 months after

the sale of the former residence). The extension is effective for sales

of residences after December 31. 1973.
Conference substitute.-The conference substitute follows the Sen-

ate amendment except that it makes the provision effective for sales

of residences after December 31, 1974.

TAx CREDIT FOR HoME PURCHASES

House bill.-No provision.
Senate amendment.-The Senate amendment provides a tax credit

for the purchase or construction by an individual taxpayer of a new

principal residence. Under the amendment, the definition of a new

principal residence includes, but is not limited to, a single family

structure, a unit in a condominium or cooperative housing project, and

a mobile home. The rate of the credit is equal to 5 percent of the tax-

payer's basis in the new residence and the amount of the credit is
limited to a maximum of $2,000.

Generally, to be eligible for the credit, the taxpayer must have ac-
quired the home as his principal place of residence after March 12,
1975, and before January 1, 1976. However, the credit will apply to
binding contracts entered into before January 1, 1976, if settlement
and occupancy occur before January 1, 1977.

Conference substitute.-The conference substitute follows the Sen-
ate amendment on the 5-percent credit and $2,000 maximum, except
that it allows a credit only with respect to a new principal residence
that was constructed or was under construction before March 26, 1975.
In addition, to be eligible for the credit the taxpayer must attach to
his income tax return a certification by the seller that the purchase
price paid by the buyer is the lowest price at which the new residence
was ever offered for sale. Both civil and criminal penalties will be
imposed for false certification.

INCREASE IN INVESTME-T CREDIT

House bill.-The House bill provides for an increase in the invest-
ment credit rate for all taxpayers (including public utilities) to 10 per-
cent from 7 percent (4 percent in the case of certain public utility
property). The additional credit for public utilities is limited to $100
million for any one taxpayer. The House provision modifies the limita-
tion on the amount of tax liability that may be offset by the investment
tax credit for a year in the case of most public utility property (which
under present law is entitled to only a 4 percent investment credit).
The percentage limit for public utility property is to be increased from



the general 50 percent limit to 100 percent of the income tax liability
for 1975 and 1976. In each of the next five taxable years, the increase
for public utilities is to be reduced by 10 percentage points until 1981,
and thereafter, at which time the 50 percent limitation again is effec-
tive. Additionally, the House provision increases from $50,000 to
$75,000 the amount of use property which can qualify for the invest-
ment credit for any 1 year.

The 10 percent investment credit rate is to be available for property
acquired and placed in service after January 21, 1975, and before
January 1, 1976. It is also to be available for property placed in serv-
ice in 1976 if the property was acquired pursuant to an order placed
before January 1, 1976. In addition, in the case of property con-
strueted, reconstructed, or erected by the taxpayer, the 10 percent in-
vestment credit rate is to be available for property completed by the
taxpayer after January 21, 1975, but only to the extent of the portion
of the value actually attributable to construction, etc., by the tax-
payer after January 21, 1975, and before January 1, 1976. The provi-
sions increasing the amount of used property which can qualify for
the investment credit apply to taxable years beginning in 1975. The
provisions with respect to propre-s payments apply to payments made
after January 21, 1975, in taxable years ending after December 31,
1974.

Senate aiendment.-The Senate amendment provides that, if cer-
tain requirements are met, a 12 percent investment credit is to be
available with respect to property acquired and placed in service after
January 21., 1975, and before January 1, 1977. Similarly, in the case
of property constructed, reconstructed, or erected by the taxpayer, the
12 percent credit is also to be available with respect to property com-
pleted by the taxpayer after January 21, 1975, to the extent of the part
of the basis of the property properly attributable to construction, etc.,
after January 21,1975. and before January 1,1977.

In cases where the property on which a taxpayer may claim an
investment credit (qualified investment in property) for a year ex-
ceeds $10,00,l090. the 12 percent rate is to be available only if the
taxpayer establishes or maintains an employee stock ownership plan.
To be eligible for the 12 percent rate in this case, a corporation will
be required to contribute to the plan for the taxable year common stock
or securities convertible into common stock (or cash for the acquisi-
tion of such stock or securities) of the employer in an amount equal
to one-half of the additional 2 percentage points increase above the
permanent 10 percent rate (i.e., one-twelfth of the total allowable in-
vestment credit in this case). If these requirements are not satisfied,
the taxpayer will be eligible only for the 10 percent investment credit
which the committee provision adopts as a permanent increase in the
investment tax credit rate. However, the 12 percent rate will be avail-
able without regard to the requirement for an employee stock owner-
ship plan if the qualified investment property of the taxpayer for the
taxable year is less than $10,000,000.

The Senate provision puts no limit on the amount of the increase
in the investment credit which will be allowed to a public utility.
Additionally, the Senate provision adopts the temporary increase in
the 50 percent limitation on the amount of tax liability that may be



offset by the investment credit with the modification that such increase
shall be available for taxable years ending in 1975 rather than for
taxable years beginning in 1975.

The Senate provision also provides that the additional credit pro-
ided for a public utility by reason of the rate increase or the increase

in the limitation based on tax liability is generally not to be available
if the additional credit is used to reduce the rate base, unless the credit
is then restored to the rate base at least as fast as ratably over the
useful life of the property. The additional credit is generally not to be
allowed if it is flowed through to income as a reduction in cost faster
than ratably over the useful life of the property to which the increased
credit applies. This rule with respect to the additional credit is to
apply with respect to property used predominately in the trade or
business of the furnishing or sale of electrical energy, water, or sewage
disposal services, gas through a local distribution system, telephone
service, domestic telegraph service, or other domestic communication
service, if the rates for furnishing or sale are regulated by a govern-
mental body.

If the governmental regulatory agency requires ratable flow through
to income, it cannot require any adjustment to the rate base; if the
agency requires adjustments to the rate base, it cannot require flow
through to income.

A special election is provided to permit the immediate flow through
of the additional credit without the consequence of disallowance in
certain cases. This election is to be available only with respect to prop-
erty where the benefits of accelerated depreciation are flowed through
to customers. The election must be made by the taxpayer within 90
days after the date of enactment of the bill. In this case the taxpayer
must make the election at its own option and without regard to any
requirement imposed by a regulatory agency.

If a regulatory agency requires the flowing through of a company's
additional investment credit at a rate faster than permitted, or insists
lpen a greater rate base adjustment than is permitted, the additional
investment credit is to be disallowed, but only after a final determina-
tion (made after enactment of this provision) is put into effect. The
rules provided under present law with respect to determinations made
by a regulatory body on the finality of its orders will apply to the flow
through provision. Lastly, the Senate provision repeals the limitation
on the amount of used property which may be included as qualified
investment for the purposes of the investment credit with respect to
used property acquired by the taxpayer after January 21, 1975.

Con fere)e substitute.-The conference substitute provides for a
10-percent investment credit for all taxpayers (including public utili-
ties) for property acquired and placed in service after January 21,
1975, and before January 1, 1977. In the case of property acquired
after December 31, 1976, the 7-percent investment credit (or 4 percent
for public utility property) provided under present law is to apply
(even if ordered by the taxpayer before 1977). In the case of con-
structed property, the 10-percent credit is to apply to the portion of
the basis attributable to construction occurring after January 21,
1975, and before January 1, 1977.



In the case of a corporate taxpayer, a taxpayer may elect an 11-
percent credit with respect to qualified investment for the period be-
ginning January 22, 1975, and ending December 31, 1976, if an amount
equal to one percent of the qualified investment is contributed to an
employee stock ownership plan.

The rules governing such employee stock ownership plans are sub-
stantially the same as in the Senate amendment. lHowever, under the
conference substitute the entire contribution is to be transferred to
the plan at one time, and not over 10 years. Also, participants are to
be immediately vested in the full amount of such contributions, as
soon as the contributions are allocated to their accounts. Additionally.
distributions of such contributions cannot occur for 7 years (or may
occur upon death or disability).

The conference substitute is the same as the Senate amendment which
deleted the 100 million limitation on the increase in the investment
credit attributable to the rate change that could be claimed by any one
public utility.

With respect to the increase in the 50 percent, of tax limitation for
public utility property. the conference substitute is the same as the
enate amendment.

With respect to the treatment of the increased credit for utility rate-
making purposes, the conference substitute is the same as the Senate
amendment but for technical changes which would make new elections
by a public utility unnecessary if ratable flowthrough, or ratable
rate base restoration treatment already applied to a utility under pres-
ent law.

With respect to the limitation on qualified investment in used prop-
ertv, the conference substitute provides an increase to $100,000 from
$50,000 for taxable cars beginning after December 31, 1974, and be-
fore January 1, 1977. Thereafter, the $50,000 limitation under present
law is to apply.

ALLOWA- CE OF INVESTMENT CREDIT T WHERE CONSTRUCTION OF

PROPERTY WILL TAKE MlORE THAN Two YEARS

Ilou.se bill.-Section 302 of the House bill provides that in the case
of long lead time property, that is, property that requires at least 2
years to construct, the investment tax credit is to be available to the ex-
tent that progress payments are made during the construction period
(rather than being allowed in the later year when the property is ulti-
mately placed in serve ice). During the first 5 years this provision is in
effect, a transitional rule provides for a phase-in of the new system at
the rate of 20 percent a year. The temporary 10 percent rate for the
investment credit is to be available for qualified progress expenditures
made in the period after January 21, 1975, and before January 1, 1976.
In general, the provisions with respect to progress payments apply to
payments made after January 21, 1975, in taxable years ending after
December 31, 1974.

Senate amendment.-The Senate amendment adopts the House pro-
vision for progress payments without change.

Conference substintute.-The conference substitute is the same as the
House bill and Senate amendment.



INCREASE IN CORPORATE SURTAX EXEMPTION AND CHANGE IN

CORPORATE TAX RATES

House bill.-Section 303 of the House bill provides for an increase
in the corporate surtax exemption from $25,000 to $50,000 for the
period which is calendar year 1975.

Senate amneldent.-The Senate amendment adopts the House pro-
vision with respect to the increase in the corporate surtax exemption
without change. Additionally, the Senate provision reduces the nor-
inal tax v 4 percentage points (from 22 percent to 18 percent) while
at the same time increasing the surtax by 4 percentage points (from 26
percent to 30 percent). The increase in the corporate surtax exemption
and the reduction in the corporate rates are effective for taxable years
ending after December 31, 1974. They are to apply, however, only for
1 year and are to cease to apply for taxable years ending after Decem-
ber 31, 1975.

('onfcrcice sul.m.titp.-The Conference substitute is the same as the
louse bill and the Senate amendment with regard to the increase in
the corporate surtax exemption from S25.000 to $5(.000 for 1975 only.
In addition. the conference substitute provides a reduction for 1975
in the corporate normal tax rate from 22 percent to 20 percent on the
first $25,000 of net income (with the 22 percent rate applicable to the
second $25,100 of net income).

INCREASE IN MINIMUM ACCUMULATED EARNINGS CREDIT FROM

$100,000 TO $150,000

House bill.-No comparable provision in the House bill.
Senate amendment.-The Senate amendment provides for an in-

crease of the accumulated earnings credit from $100,000 to $150,000.
Thus, a corporation may accumulate as much as $150,000 of earnings
before its retained earnings may be subject to the accumulated earn-
ings tax. The amendments relating to the increase in the minimum
accumulated earnings credit apply to taxable years beginning after
December 31. 1974.
('onfeenee substitute.-The conference substitute is the same as the

Senate amendment.

ELECTION To SUBsTrTUTE NET OPERATING LOSS CARRYBACK YEARS FOR
CARRYFORWARD YEARS

House bill.-The House bill does not have this provision.
Senate agnendment.-The Senate amendment allows taxpayers gen-

erally in election to convert carryover periods for which they are pres-
ently eligible into additional carryback years for net operating losses
incurred for taxable years 1975 and 1976. (Present law provides gen-
erally for a 3-year carryback and a 5-year carryforward for net
operating losses incurred by business taxpayer.)

In addition, the Senate amendment provides that, where a corpo-
ration would receive a tax benefit under this change of more than $10
million, 25 percent of such tax benefit from the first year of the ex-
tended loss carryback is to be placed in an employee stock ownership
plan over a 10-year period. A corporation could also put up to 50



percent of this amount (of the 25 percent) into a supplemental unem-
ployment benefit plan if transferred within one year from the time
of election.

Conference substitute.-The conference substitute does not contain
this provision.

FEDERAL WELFARE RECIPIENTS EMPLOYM ENT INCENTIVE CREDIT

Hou.ac bill.-No provision.
Senate amemlneat.-The State amendment makes the 20-percent

credit of the present law WIN credit available also with respect to
wages paid to certain AFI)C recipients. The AFDC recipient must
have been continuously receiving such financial assistance during the
90-day period immediately preceding the date on which the individual
is hired by the employer, and the AFI)C recipient must bave been em-
ployed by the taxpayer for a period in excess of 30 consecutive days
on a fuli-time basis before the credit is allowable. The credit is not
allowable for any person who has displaced an individual from em-
ployment nor for a migrant worker. For nonhusiness employers, there
is a limit of $1,000 per individual so employed each year.

The provision is effective for hirings after the date of enactment
and for services rendered to the employer before July 1, 1976.

Confeiec sub.tiitc.-The conference substitute follows the Sen-
ate amendment.

TIMVE FOR AIX\KiN ( oNTRIBUT[ONS TO "II.R. 10" PLANS

House bill.-No provision.
Senate ame drlent.-Tlae Senate amendment added a provision

under which, as to 1974 and subsequent years, a contribution to a
pension, profit-sharing, etc., plan would be treated for deduction pur-
poses as being made for a given year even though it was not in fact
made until after the end of that year, but only if the contribution was
in fact made by the time for filing the tax return for that year (includ-
ing extensions of time for filing). This amendment would apply only to
contributions for plans of self-employed people (so-called "H.R. 10"
plans) and only if the employer elects to have this rule apply.

Under present law (the 1974 pension act), this rule is to apply as to
1976 and subsequent Years for existing plans, both TI.R. 10 plans and
corporate plans.

Conference substitute.-Under the conference substitute, the rule of
the Senate amendment is to apply for 1975 and subsequent years (but
not for 1974).

REPEAL OF EXCISE TAX ON MOTOR VEHICLES

House bill.-No provision.
Senate amendment.-The Senate amendment repeals the present 10-

percent manufacturers excise tax (5 percent on or after October 1,
1977) on the sale of trucks and buses, truck trailers and semi-trailers,
and highway tractors used in combination with trailers and semi-
trailers. The Senate amendment also repeals the 8-percent manufac-
turers excise tax (5 percent on or after October 1, 1977) on the sale of



truck and bus-related parts and accessories. The Senate amendment
also provides for floor stock refunds and refunds for certain consumer
pa rehases.

('on fere?7( substitute.-'rhe conference substitute does not include
like Senate amendment.

While the Conference Committee is quite aware of the depressed
condition existing in the truck manufacturing and marketing indus-
trv, it felt that the repeal of these excise taxes should more properly
be considered in conjunction with the Public Works Committees, at a
I, cr dat when Congress considers the Federal Highway Act and the
Highway Tinst Fund of which these taxes are a part.

TAX CREDIT FOR QUALIFIED INSULATION AND SOLAR ENERGY
EQUIPmENT EXPENDITURE

House bill.-No provision.
Senate amendsenft.-The Senate amendment provides a tax credit

for qualified insulation expenditures for new and used residences and
commercial buildings of 40 percent of the first $500 and 20 percent of
any excess expenditures. In addition, a tax credit is allowed for quali-
fied solar energy equipment expenditures for new and used residences
and commercial buildings of 40 percent on the first $1,000 of expendi-
tures and 20 percent of any excess up to $2,000. For new residences,
the credit is available only to the extent the qualified original insula-
tion materials exceed the minimum HUD standards; this limitation
does not apply to storm windows, storm doors and solar heating and
cooling equipment.

Under the Senate amendment, unused credits may be carried back
to any year for which this provision is in effect and carried over 4
y-(ars. The provision is effective during taxable years beginning after
December 31,1974, and ending before January 1, 1980.

Confeeo e subqtitute.-The conference substitute does not contain
this provision. The conferees decided to defer consideration of this be-
cause incentives for insulation and solar energy equipment expendi-
tures are being considered in the Ways and Mfeans Committee energy
bill.

TAx EXEMIPTIO FOR IOMEOWNER'SN ASSOCIATION S, ETC.

Hon-se 6117 -The House bill does not contain this provision.
Senatre amendn~ci*t. The Senate amendment provides that a home-

owner's association, etc., may be exempt from taxation if it is orga-
nized and operated exclusively for the operation, management, pres-
ervation, maintenance and repair of (1) the residential units owned

'v its members or (2) the common areas or facilities owned by the
a o'civtion or its members. The provision is effective for taxable 'ears
beginning after December 31. 193.

(oo,/ersnce substitute.-The conference substitute does not contain
this Provision. The conferees deferred consideration of this provision
believing it appropriate to consider it in tax reform legislation.



PFRiCENTAGc: DEPLETION FOR OIL AND GAS

House bill.-The House bill repeals percentage depletion generally
for oil or gas produced on or after Januarv 1, 1975. Depletion is con-
tinued for natural gas sold under a fixed price contract in effect
February 1, 1975. which does not permit price adjustment after that
date to reflect repeal of depletion. T)epletion is also continued until
July 1. 1976, for gas sold in interstate commerce if no price adjust-
ment is permitted after February 1,1975, to reflect repeal of depletion.

For geothermal steam, present law is unaffected, so that if steam
is ultimately held by the courts to be a gas entitled to a 22-percent
rate of depletion, this treatment will be continued.

Senate amem ent.-Under the Senate anwndment, the deduction
for percentage depletion is generally eliminated with respect to oil
and gas produced on or after JanuiLrv 1, 1975, with certain exceptions.
These include the exceptions provided under the House bill. In addi-
tion, the Scmite amendment retains percentage depletion at 22 per-
cent on a permanent basis for the small independent producer to the
extent that his average daily production of oI does not exceed 2,000
barrels a dav, ( ,r his average daily production of natural gas does not
exceed 12.i00.0i00 cubic feet. Where the independent producer has
both oil and natural gas production, the exemption must be allocated
between the two types of production.

In determining how much of a taxpayer's total production for the
year will be entitled to the 22-percent rate, his total production for
the Year is averaged over the entire taxable year to arrive at an
average daily figure, regardless of when the production might actually
have occurred.

Where the producer has a partial interest in mineral property, his
production from that property, for purpose, of the exemption, will
be proportional to his interest. For example, an individual owning
a 10-percent interest in property with 2,000 barrels of average daily
production will be treated as having used 201) b:arrels of his exemption
in connection with that property.

If the taxpayer's average daily production exceeds 2,000 barrels
(or 12,000,000 cubic feet of gas) the Senate amendment requires that

the small production exemption be allocated among all of the
properties in which the taxpayer has an interest. The allocation is
made by totaling the production from all properties and allocating
to each property the same proportion of the small production exemp-
tion as that property's total production bears to the taxpayer's total
production from all properties.

Under the amendment, the 2,000 barrel (12,000,000 cubic feet) ex-
emption is to be allocated (a) among the corporations which are mem-
hers of the same controlled group of corporations (as defined in sec.
1563 (a), but with a 50 percent common control test) ; among corpora-
tion trusts and estates if 50 percent of the beneficial interest is owned
by the same or related persons; and (c) among the taxpayer and his
spouse and minor children.

The small producer exemption is not to be available, under the
Senate amendment, with respect to any oil or gas property trans-
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ferred after December 31. 1974. if the principal value of the property
has been demonstrated before the transfer, except in the case of a
transfer by reason of death, or a transfer pursuant to a section 351
transaction.

Also, the small producer exemption is only to be available in the
case of the independent oil or g' producer. The exemption is not
available to any producer owning or controlling a retail outlet for the
sale of oil or natural gas or petroleum products, or for a producer
who refines more than 50,000 barrels of oil on any one day of the tax-
able year.

Tle deduction resulting from the small producer exemption may
not exceed 50 percent of the taxpayer's net income from all sources
(computed without regard to deplet ion allowed under the small pro-
ducer exemption, net operating los- carrybacks and capital loss carry -
backs). Percentage depletion which may not be used as a result of this
limitation may be carried forward on an unlimited basis and used in
a succeeding year (subject to the 50 percent limitation applicable to
that year).

In addition, the deduction resultir . from the small producer exemp-
tion is to be available, under the S(tate amendment, only to the extent
of the taxpayer's qualified plowback investment for the year (as well
as any qualified plowback investment which was unused in the preced-
ing year). The plowback requirement does not apply, under the amend-
ment, to percentage depletion attributable to a royalty interest.

Conference s'_bstitvte.-The conference substitute follows the Senate
amendment in providing a small producer exemption from the repeal
of percentage depletion for oil and gas. Initially the exemption ("de-
pletable oil quantity") is 2,000 barrels of average daily production
(or 12.000,000 cubic feet of natural gas). However, the exemption is

to be phased down gradually, but not eliminated, so as to minimize
the impact of the reduction on small independent producers.

Under the substitute, the exemption is to be reduced 200 barrels a
year for 5 years from 1976 through 1980, when the permanent exemp-
tion of 1,000 barrels per day will be reached. The depletion rate for
oil and gas covered under the small producer exemption will also be
phased down gradually from 22 percent. In 1981, the rate will be 20
percent; in 1982, 18 percent; in 1983. 16 percent; and in 1984 the rate
will be reduced to a permanent level of 15 percent. However, under the
substitute, a taxpayer will be permitted to take percentage depletion,
at a 22 percent rate, on all production resulting from secondary or
tertiary recovery methods until 19S4 (but not in excess of 1,000 bar-
rels per day).

The deduction resulting from the small producer exemption may
not exceed 65 percent of the taxpayer's net income from all sources
(computed without regard to depletion allowed under the small pro-
ducer exemption, net operating loss carrybacks and capital loss
carrybacks).

Also, under the substitute, there is to be no plowback requirement
in connection with percentage depletion under the small producer
exemption.



LIMITATION ON FOREIGN TAX CREDIT FOR TAXES PAIn IN CONNECTION
WITIs FOREIGN OIL AND GAS INCOME

House bill.-No provision.
Senate amendm cnt. The Senate amendment repeals the foreign tax

credit on all foreign oil-related income and allows any taxes on that
income as a deduction. The amendment also provides that foreign oil-
related income is to be taxed at a 24-percent rate.

Confereee 'ubstitute.-The conference substitute modifies the Sen-
ate amendment and applies a strict limitation on the use of foreign
tax credits from forei-n oil extraction income and foreign oil-related
income. The substitute limits the amount of payments in the form of
foreign taxes on foreign oil extraction income which will be treated
as creditable taxes to 52.8 percent of taxable income from foreign oil
extraction in taxable Yea rs ending in 1975, 50.4 percent of such taxable
income in 1976, and 50P percent of such taxable income in subsequent
taxable years. Any taxes paid in excess of that amount are to be dis-
regarded and not allowed as a deduction. Any excess credits within
the respective percentage limitations are to be allowed to offset U.S.
tax only against foreign oil-related income.

Also, any payments to a foreign country in connection with the
purchase and sale of oil or gas extracted in that country are not to be
considered as a tax if the taxpay 'r has no economic interest in the
oil or gas to which section 611(a) of the code applies and either such
purchase or such sale is made at a price other than the fair market
price of such oil or gas at the time of such purchase or sale. The market
price is to be determined without regard to any tax liabilities to the
country of extraction to which the oil or gas is subject upon purchase.
This provision, of course, is not to apply to fees or other types of in-
come from the provision of services which relate to the extraction of
oil or gas for another person. Any payments not allowed as taxes
under this provision are to be allowed as deductions.

In addition, the conferees agreed that beginning in 1976 the per
country limitation on creditable foreign taxes is not to apply to foreign
oil-related income. Instead, the amount of creditable taxes with respect
to such income is to be calculated under the overall limitation. The
conferees believe that this change should be considered significant
in judging requests to revoke consolidated return elections.

The conferees also agreed that beginning in 1975 any losses with
respect to foreign oil-related income should be recaptured against
future oil-related income by limiting the foreign tax credits available
with respect to such future income.

The conference substitute is to apply to taxable years ending after
date of enactment.

TAXATION OF EARNINGS AND PROFITS OF CONTROLLED FOREIGN

CORPORATIONS AND THEIR SHAREHOLDERS

House bill-No provision.
Senate amendment.-The Senate amendment provides that U.S.

persons holding a one-percent or greater interest in foreign corpora-



tions are to be taxed currently on their proportionate share of the

income from those corporations in cases where more than 50 percent

of the stock of the corporations is controlled by U.S. persons.

Conference substitute.-The conference substitute provides for a
number of specific measures which substantially expand the extent

to which foreign subsidiaries of U.S. corporations are subject to cur-

rent U.S. taxation on tax haven types of income under the so-called
subpart F rules of the Code.

The conferees expressed their belief that the foreign tax provisions

of present law relating to the deferral of foreign income should be
further reviewed at the earliest possible date. The conferees indicated
that this review should include aiu examination of the adequacy of
existing provisions dealing with the disclosure and reporting of in-
come (and related deductions) of foreign subsidiaries of U.S.
corporations.

The conference substitute repeals the minimum distribution excep-
tion to the subpart F rules which, under present law, permits a de-
ferral of U.S. taxation on tax haven types of income in cases where
the foreign corporation (or various combinations of foreign-related
corporations) distributes certain minimum dividends to their U.S.
shareholders. The effect of repealiiv' this exception is to tax currently
all income of foreign subsidiaries of U.S. corporations which is deemed
to he tax haven income under the existing so-called subpart F rules
of the Code. An exception to this provision was made for agricultural
commodities not produced in commercially marketable quantities in
the United States. Under the exception, these commodities grown (or
raised) abroad are to be excluded from foreign base company sales
income.

The conference agreement also repeals the exception from the sub-
part F rules which presently permits a deferral of taxation in cases
in which the tax haven income is reinvested in less-developed countries.

In addition, the conference agreement repeals the rule of present law
which permits a deferral of U.S. tax for shipping income received by
a foreign subsidiary of a U.S. corporation. However, deferral of tax
is to be continued to the extent that the profits of these corporations
are reinvested in shipping operations.

Finally, the conferees agreed to modify the present rule in the sub-
part F provisions which permits corporations having less than 30
percent of their gross income in the form of tax haven income to avoid
the current taxation provisions of subpart F. The conference sub-
stitute provides that such tax hasen income will be taxed currently
under the subpart F miles in any case where it equals or exceeds 10 per-
cent of gross income.

These provisions are to apply to taxable years beginning after
December 31. 1975.

EmIINATION OF Dosr.EsTIC IN rERNATIONAL SALES CORpOnrTION TrAT-
MENT FOR CERTAIN NATURAL RESOURCES AND ENERGY PRODUCTS

House bill.-No provision.
Senate amendnent.-The Senate amendment denies the benefits

provided for domestic international sales corporations (DISC's) for
the export of natural resources and energy products (i.e.. products



for which an allowance for cost depletion is provided) and for products
subject to export control under section 4(b) of the Export Administra-
tion Act of 1969. The provision applies to sales made after March 18,
1975.

Conference sub titute.-The conference substitute follows the Senate
amendment.

INVESTMENT TAX CREDIT (IN FORIN DRILLING RIGS

House bill. No provision.
Senate anendment.-The Senate amendment denies the investment

tax credit for foreign sits drillin4 rigs used outside of the northern
half of the Western Hemisphere. The provision applies to property
placed in service after March 18, 1975, unless such property is covered
by a binding contract which was in effect on April 1, 1974.

('o, feree substitute.-The conference substitute follows the Sen-
ate amendment.

EXTENSION OF UNEMIPIOYM[ENT ('O3PENSAT(,N ACT OF 1974

House bil.-No provision.
Senate a;(i nement.-The Senate aniendmnent extends the benefits of

the Emergency Unemployment Compensation Act of 1974 for an addi-
tional 13 weeks to those who have exhausted 52 weeks of benefits. This
is available only for the period ending June 30, 1975. The provision
states that the Secretary of Labor shall, at the earliest practicable date
after the enactment, propose to each State with which he has in effect
an agreement under section 102 of the 1974 Act a modification of such
agreement designed to cause payments of emergency compensation as
provided in the Senate amendment.

Conference substit,.-The con Ference substitute follows the Senate
amendment.

SPECIAL PAYiENTS TO 13EOPLE R, GIVING BENEFITS UNDER SOCIAL

SECURITY, RAILROAD RETIREMENT. OR SUPPLEIIENTAL SECURITY IN-

COME PROGRAMS

House bill.-No provision.
Senate anendcnrlt.-The Senate amendment added a provision to

the bill, under which a one-time special payment of $100 is to be made
by the Secretary of the Treasury to each individual who, for March,
1975, was entitled to monthly insurance benefits under title II of the
Social Security Act, to monthly pension or annuity benefits under the
Railroad Retirement Acts, or to supplemental security income bene-
fits. An individual could receive only one such $100 special payment,
even though he was entitled, for March, 1., to benefits under 2 or
more of the above-mentioned programs.

The Secretary of Health, Education, and Welfare and the Railroad
Retirement Board are to provide the Treasury with such data and in-
formation as may be necessary to determine who is entitled to these
special payments.

Receipt of the special payment by an individual is not to affect, his
eligibility for, or the amount of, the aid or assistance which he or his



family would otherwise be entitled to receive under a welfare-type
program. Federal financial participation in any State (or local) wel-
fare-type program is to cease if that program violates the "disregard"
requirement described in the preceding sentence.

Conference substitute.-The conference substitute generally follows
the Senate amendment, except that the amount of the special payment
is to be $50 per qualified recipient. In addition, the conference sub-
stitute restricts it to residents of the United States who have applied
for benefits under one of the three programs prior to April 1, 1975,
and who actually receive a benefit for the month of March 1975 which
is paid by August 31, 1975. The conference agreement includes the re-
quirement that these payments be disregarded in determining eligi-
bility under other programs and clarifies their non-taxable nature for
income tax purposes.

The conferees emphasize that these payments are not social security
benefits in any sense but are intended to provide to the aged, blind,
and disabled a payment comparable in nature to the tax rebates which
the bill provides to those who are working. These payments, therefore,
should be clearly identifiable as Treasury Department payments and
not be included in or confused with social security benefit checks.

DYSINO OF CERTAIN HEATING OIL

House bill.-No provision.
Senate amcndncnt.-The Senate amendment requires that certain

heating fuel oil be colored with an oil soluble dye, so that such non-
taxed fuel oil may be distinguishable from taxable diesel fuel oil for
highway use. The Administrator of the Federal Energy Administra-
tion is to determine the approprisIe soluble dye and the point of the
petroleum distribution system to add the dve: and he may enter the
premises (during business hours) to inspect for violations. Violators
are to be subject to a fine of not nore than $25,000, or imprisonment of
not more than 5 years, or both.

The provision is to be effective on the date of enactment.
Conference substitute.-The conference substitute does not contain

this provision. The conferees deferred consideration of this because
the subject would be reviewed during the Ways and Means Committee
consideration of the energy bill.
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