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TAX REDUCTION ACT OF 1975

MARCH 17 (legislative day, MARCH 12), 1975. -Ordered to be printed
Filed under authority of the order of the Senate of March 17, 1975

(legislative day March 12, 1975)

Mr. LoNe, from the Committee on Finance,
submitted the following

REPORT

together with

SUPPLEMENTAL VIEWS

[To accompany H.R. 2166]

The Committee on Finance, to which was referred 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 exemption, and for other purposes, having considered same,
reports favorably with an amendment and recommends that the bill
as amended do pass.

I. SUMMARY

The United States economy has experienced its sharpest decline
since the 1930's. The unemployment rate in January was 8.2 percent,
the highest since 1941, and the unemployment rate in February would
have increased above that level but for the fact that many had de-
spaired in looking for jobs and left the labor market. In addition,
actual gross national output is over $200 billion below the potential
output. The Finance Committee version of this bill deals with these
problems by providing a $29.2 billion tax reduction in 1975.

In providing this reduction, the Finance Committee version of the
bill-

Reduces taxes for individuals in the middle and lower income
brackets, by providing a 4-percentage-point tax reduction and
by providing a tax credit in lieu of exemptions for those in the
low and middle income brackets.

(1)



Removes from the income tax rolls families with income below
the poverty level.

Provides relief to earners with dependent children who pay
little or no income taxes by providing a refundable tax credit
based on earned income.

Stimulates the depressed housing industry by providing a 5-
cent credit (up to a maximum of $2,000) for the purchase of
personal residences during the remainder of 1975.

Encourages immediate increased investment in equipment by
increasing the investment tax credit on a permanent basis to 10
percent. In addition, for a 2-year period the investment credit
is increased to 12 percent, subject in certain cases to the condition
that half of this 2-percentage-point increase is invested in em-
ployee stock ownership plans.

Aids public utilities by allowing them the same investment
credit rate as other taxpayers and by increasing the fraction of
their income tax liability which can be offset by the investment
credit from 50 to 100 percent for a temporary period.

Helps small business by increasing the corporate surtax exemp-
tion from-$25,000 to $50,000 and by reducing the rate of tax on
the first $50,000 to 18 percent.

Provides tax relief to companies with large losses by allowing
an extended net operating loss carryback in lieu of the regular
carryback and carryforward period provided under present law.

Assists the hard-hit automobile industry by repealing the ex-
cise tax on trucks and buses and related parts.

The Finance Committee bill provides tax reductions of $9.5 billion
above those available under comparable provisions of the House bill.
Of this, $4 billion represents individual income tax decreases and $5.5
billion represents business tax decreases. The increase in the case of
individual taxes is attributable to a special tax credit provided by the
Finance Committee for home purchases, a 4-percentage-point rate re-
duction, and a tax credit in lieu of exemptions for those in the middle
and lower-income brackets. In the case of businesses, the additional tax
reduction under the Finance Committee bill is largely attributable to
increases in the investment credit above the House provision (particu-
larly the 2-year increase of the credit to 12 percent), the provision for
an optional net operating loss carryback, lowering the corporate tax
rate primarily for small businesses, and repealing the excise tax on
new trucks.

More specifically, the Finance Committee version of the bill pro-
vides the following tax reductions:

Refund on 1974 tax liability.-The bill provides a refund on 1974
tax liability to be paid in one installment beginning in May 1975. It
will generally equal 10 percent of tax liability up to a maximum of
$200. However, each taxpayer is to receive a refund of at least $100 (or
the full amount of his or her actual tax liability if less than $100). The
refund is to be phased down from the maxinium of $200 to $100 as
the taxpayer's income rises from $20,000 to $30,000. The revenue loss
from the 1974 refund is estimated to be $8.1 billion.

$200 personal exemption tax credit.-In lieu of raising the standard
deduction, as would the House bill the committee bill provides a $200
tax credit as an alternative to the $750 personal exemption deduction.



The tax credit is more generous than the personal exemption in all
cases where individuals are subject to tax under present law below a
27-percent tax rate. This change involves a revenue loss of $6.3 billion,
or approximately $1 billion more than the increase in the standard de-
duction which would have been provided by the House bill.

Rate reduction on the first $4,000 of income.-The committee bill
lowers by one percentage point the tax rate applying to the first $4,000
of taxable income in the case of individuals. This reduction for those
with higher incomes means a reduction of $40 in each case. This change
will result in a revenue loss of $2.3 billion in 1975.

Refundable credit on earned income or work bonus.-The bill pro-
vides for a refundable credit of 10 percent of earned income up to a
maximum of $400-closely matching the employee and employer social
security tax on the first $4,000 of income. This credit is to be available
only to those with dependent children. The credit is to be phased out
from the maximum of $400 to zero as adjusted gross income rises
from $4,000 to $8,000. This change involves a revenue loss of $1.5
billion, or about one-half of the provision in the House bill. Federal
welfare costs will be reduced by an estimated $0.1 billion.

Credit for home purchases.-The committee bill provides a tax
credit for the purchase of homes (both new and old homes) which are
used as principal residences, where the settlement occurs after March
12, 1975. Generally, the house must be purchased in 1975, except that
in limited types of situations purchases begun earlier may be eligible
for the credit even if they were not completed until 1976. It is esti-
mated that this provision will result in a revenue loss of $3.0 billion in
1975.

Capital loss carrybacks.-The bill provides a 3-year capital loss
carryback for individuals where their capital losses on a cumulative
basis amounts to $30,000 or more. This carryback may be offset in
these prior 3 years only to the extent of capital gains realized in those
years. This provision is expected to result in a loss of revenue of $110
million in 1975 and smaller amounts thereafter.

Increase in the investment credit.-The investment tax credit rate is
increased for all taxpayers (including public utilities) to a permanent
rate of 10 percent from the present rate of 7 percent (4 percent in the
case of public utilities). In addition, for a 2-year period taxpayers
may claim a 12-percent investment tax credit. However, if the tax-
payer's qualified investment for a taxable year is more than $10 million,
an employer must contribute one-half of the additional 2 percent to
employee stock ownership plans. In addition, in the case of public
utilities, the limitation on the amount of tax liability that may be
offset by the investment credit in a year is increased from 50 percent
to 100 percent for a 2-year period and then is gradually reduced back
to the 50 percent level over a 5-year period. In the case of long lead-
time property, the bill provides that the investment credit is to be
available to the extent that progress payments are made during the
construction period. Finally, the $50,000 limitation in present law on
the amount of used property eligible for the investment credit is elimi-
nated. The revenue loss from these changes in the investment credit is
estimated at $4.3 billion with respect to 1975 liabilities, or $1.9 billion
more than the House provision.



Net operating loss carryback.-The bill provides that businesses gen-
erally may elect to substitute for their present 3-year carryback and
5-year carryforward of net operating losses an 8-year carryback and no
carryforward. This is to apply for loss years back to 1970. Once such a
carryback is elected, a carryforward is not to be available unless the
taxpayer revokes his election and in effect recomputes his tax for all of
the years involved on the basis of the 3-year carryback and the 5-year
carryforward. To be eligible for this treatment initially (except in
cases where the tax benefit is small), 25 percent of the tax benefit real-
ized from the first use of the extended loss carryback is to be placed
in an employee stock ownership plan or in some cases to a limited
extent, in a supplemental unemployment benefit plan. It is estimated
that the initial revenue loss from this provision will be $1 billion.

Decrease in tax to help small business.-To aid small businesses, the
surtax exemption (the amount to which the 22-percent corporate rate
presently applies rather than the 48-percent rate) is increased from the
present $25,000 to $50,000. In addition, the 22-percent rate applying to
this first $50.000 of income is reduced to 18 percent, although no change
is made in the 48-percent rate on income above $50,000. Finally, the
accumulation credit under the accumulated earnings tax is increased
from $100,000 to $150,000. It is estimated that these changes will re-
sult in a revenue loss of $1.9 billion, or $700 million more than under
the House bill.

Repeal of tru/ excise tax.-The committee bill repeals the 10-per-
cent manufacturers' excise tax on new trucks and buses and also the
8-percent manufacturers' excise tax on truck parts. It is estimated that
this will result in a revenue loss of $700 million in 1975.

WIN tax credit.-The present tax credit of 20 percent of wages
paid to employees hired under the Work Incentive Program is to be
available with respect to the hiring of former welfare recipients, even
though they have not been in the WIN program, by both business and
non-business employers. This supplement to the WIN credit is to be
available until July 1,1976.

Effective date.-Most of the provisions included in the committee
version of this bill apply only for 1975. However, the increase in the
individual rates by 4 percentage points is to apply for 2 years, the
investment credit is increased to 10 percent on a permanent basis and
to 12 percent for 2 years, and the net operating loss provision for busi-
ness and the capital loss carryback for individuals are permanent
changes. The possibility of making the other changes permanent will
be reviewed in subsequent legislation.



I. REASONS FOR THE BILL

The committee agrees with the House that it is imperative to pro-
vide a substantial tax reduction at this time to check the drastic down-
ward slide in our economy and to restore a rate of economic growth
that will move us closer to full employment. The Finance Committee
version of the Tax Reduction Act of 1975 does this by providing appro-
priate tax reductions-substantially larger than those provided by the
House bill-designed to increase purchasing power and investment in-
centives. There is widespread agreement among economists that such
action is urgently needed at this time to avoid great hardship for large
numbers of people and huge waste in unused human resources. Before
adopting this bill, the committee held hearings in which it had the
benefit of the views of Administration witnesses and eminent econo-
mists, businessmen, and labor experts, representing a broad spectrum
of our political and economic institutions. Virtually all recommended
quick action to cut taxes.

This is not surprising in view of the sharp decline in economic ac-
tivity which has taken place recently. Although characterized by
marked inflation, 1974 was clearly a recession year.

In 1974, real gross national product (that is, GNP in constant
prices) registered the largest decline since 1946. (See table 1.) For the
year as a whole, money GNP rose to $1,397 billion-7.9 percent over
1973-but this increase merely reflected higher prices. Real GNP fell
2.2 percent. The decine in output and the rise in prices was especially
marked in the fourth quarter of 1974, when real GNP fell at an annual
rate of 9.1 percent and prices rose at an annual rate of 14.4 percent.

TABLE 1.-GROSS NATIONAL PROtUCT 1929-74

[in billions of dollars]

Gross national Gross national G rn national Gross national
product in product in product in roctie

Year curentdolnars 195n dollars Year currentdollars 1058 dollars

129 103.1 203 .6
1933 --------------- - 55.1 141.5
1939 ------------- - 90.5 209.4
194 ...- 99.7 227.2
1941 ..... . .. . . . 145 263.7

1941 ------------------- 10C. 2t3.71942 ......... 157. 9 297.8
1943 l9t.5 337.1
1944 ----------------- 010.1 361.3
1945 ................... 211.9 35 .2
1946 ------------------ .2085 312.6
1947 .................... 231.3 309.9
1948 257.6 323.7
1949 ------------------- 236.5 324,1
n950 .................... 294.8 31.3

1951 ----------------- 328.4 383.4
1952 ---------------- 345.5 390.1
1953------------------364.6 412.8
1954 ----------------- 364.8 407.0
1955 ------------------- l 398.0 438.0

1956 ------------------ 419. 446.1
1957 441: 452.5
1959. 447.3 447.3
1959. 483.7 475.9
1960 ------------------- 503.7 487.7
1961----------------.. . 5.i 497.2
1960 0.3 529,8
1963-- -------- -51.5 551.
1964 ----------------- 632:4 581.1
1965 -----------_-- 684.9 617.8
1966 ------------------ 749.9 658 1
1967- ---------------- 793.9 675.2
1868 864.2 706.6
1969 -------- - - - 930.3 725.6
1970 .......... ....... 977.1 704.5
1571 ................. 1,054.9 7
1972 1,158,0 792.5
1873 ,294. 839.2
1974 ................ 1,397.3 821.1

I Prelimirnary.
Source: Department of Commerce.

11 1re iminaryI



The falling GNP figures for 1974 reflect widespread declines in both
consumption and investment. The decline in consumption was par-
ticularly sharp for durable goods expenditures, including new cars.
The leading reasons for the weakness in consumer expenditures were
falling disposable income, inflation, and lack of consumer confidence.

Real gross private investment fell 8.2 percent in 1974. The decline
in housing starts was even sharper. Housing starts totaled only 1.4
million compared with 2.4 million in 1972 and 2.1 million in 1973. By
January 1975, housing starts were running at an annual rate of well
under 1 million.

As the economic situation deteriorated, unemployment rates rose-
from 5.2 percent in January 1974 to 8.2 percent in February 1975.
This compares with average unemployment rates of 4.9 percent in
1973, 5.6 percent in 1972, 5.9 percent in 1971, and rates averaging
3.8 percent or less from 1966 through 1969. The February unemploy-
ment rate was the highest since 1941.

In the absence of remedial action to cut taxes, the outlook is that
the current recession will continue and deepen. Growth in business
investment was one of the prime forces fueling the upward move-
ment of our economy prior to the current downturn. However, after
adjustment for price changes, capital expenditures for new plant and
equipment are expected to fall significantly in 1975, according to the
most recent survey of the Commerce Department.'

Economic forecasters are practically unanimous in predicting that
in 1975 the economy will continue to operate far below its potential.
While the precise figure varies with different forecasters, real GNP
in 1975 is generally expected to be substantially lower than in 1974,
although many forecasters anticipate a modest recovery beginning in
mid-1975.

In view of these further expected sharp declines in economic activity,
the committee concluded that appropriate tax reductions to stimulate
the economy should be enacted promptly. In arriving at this conclu-
sion, the committee gave careful consideration to the large budgetary
deficits that are expected in the fiscal years 1975 and 1976 and the
prevalence of a rapid rate of inflation despite the economic downturn.

Similarly, the committee does not view with equanimity the fact
that in 1974 the consumer price index rose 12.2 percent and the whole-
sale price index rose 23.5 percent. Although in December 1974 and
January 1975 the rate of growth of the consumer price index moder-
ated and the wholesale price index dropped slightly in December 1974
and the early months of 1975, inflationary pressures are still very
strong.

However, the committee believes that the present economic situa-
tion requires the adoption of an appropriate tax reduction measure
now. Without such timely tax reduction, there is the grave risk that
the present recession will be prolonged and intensified, resulting in
huge waste of resources and human hardship.

The substantial budget deficits in prospect for fiscal years 1975 and
1976 are due in large measure to the economic downturn which has
shrunk the tax base and cut tax receipts drastically. This is shown by
the fact that if the economy were operating at its full potential, suf-
ficient revenue would be collected with present law taxes to produce

' U.S. Department of Commerce News, March 7, 1975.



a budget surplus running at an annual rate of about $30 billion in
the second quarter of 1975. The committee believes that the best way
to reduce the anticipated large budget deficits would be to take action
to restore economic growth and thereby increase tax receipts.

Moreover, without in any way seeking to diminish the vital impor-
tance of reducing the budget deficits, the committee believes that it
is important to note that the projected budget deficits for fiscal years
1975 and 1976, though large in dollar amounts, are not unusually large
in relation to the gross national product for a recession year. They are
expected to amount to 2.4 percent and 3.2 percent of the gross national
product, respectively. In other recession years the budget deficit
amounted to 3.7 percent of gross national product in fiscal 1948, 2.7
percent in fiscal 1959 and 2.3 percent in fiscal 1971.

Furthermore. under present conditions, the adoption of an appro-
priate tax reduction program will help to revive the economy and
increase employment without adding significantly to inflationary
pressures. This is because there are now large amounts of available
unused resources which can be gainfully employed to add to our out-
put. As the tax reductions stimulate the economy, these at present
idle resources will be brought back into use, thus adding more goods
and services to match the added purchasing power made available by
the tax cut. The size of these unused resources is shown in table 2 which
sets forth estimates indicating that in 1975 the actual GNP may be as
much as 14 percent below the potential GNP, assuming the present
budgetary picture with no tax cut. This gap would amount to $250
billion, or over $1,000 per capita.

TABLE 2.-ACTUAL AND POTENTIAL GNP

[Billions of dollars, seasonally adjusted annual rates]

GNP gap
Actual Potential (potential

Year and quarter GNP SIP
0  

less actual)

1971- - 1,----------. 027.2 081.4 54. 2
1971-li. . . . . . . . . . . . . . . . . . . . .. 1,069 105.2 98.3
1971 - -. . . . . . . ..- ---.--- 1,-063.5 1,126.0 62. 5
19711 ---------------1V ...... ..... ..... ..... . . 1,6 4.2 141.0 56.8
197- ...----------- ---------- 1,1112.5 1.64. 51, 8
1972-I1 .............. 1,142.4 112.9 40.5
1972-I11 .. .. . .. .. . .. ..-------------------------- 1,166-1-, 202.6 36.1
1972-I.-----------------------------------------1,199.. 1 223. 8 24. 6
1973-1 --------------- -------------------------- 1 248.9 258. 3 9.4
1973-1 -- ------------------- - ---------.-.- 1,277.8 293 0 15.11973-111f .. ................................ ................. 1389 1332.1 R3 2
1972-Ill---------------------------------------- --- 1,209.9 1,222.1 22.21972-Is................................... - 1.......6.1,272.2 21.2
19741 1,258.9 1 427.7 619
1974-11 -------------------------------------- ------- 1,266 17 532 0 115.7

1974-1--------------------------------------------- 1 ---- 430:2 1, 599.1 168.9
1975-1 .- ::- 1,422.5. 42. 6 209.5
197-l 01,454.0 ---------- - - 686.9 232.91975-Ill 14635 01727. 7 244.21975-1V .......... .......... .......-- - .' 520:3 2 1,770 250. 0

I The increase of potential GN P assumes a growth rae in real terms of 4 percent each year, proposed of an increase in
the labor force of 1.8 percent, a delins in hours worked f0 .2 percent and a rise af oul at per man-hour sf2.5 percent
These trends may not be an accurate reflection o conditions during the oil embargo of ate 1973 and early 1974. Like
all measures of capacity, thse are subject to i wide margin of error.

I Forecasts of Chase Econometrics, Inc., assuring no tax reduction.
3 Staff estimates using the methodology of the Council of Economic Advisers.

Source: Business Conditions Digest.

Appropriate tax reductions will also increase incomes, both directly
and through the multiplier effect, and the increased saving from this
additional income will provide the flow of funds needed to purchase



the government securities issued to finance the increase in the deficit
resulting from the tax cut.

In view of these considerations, the committee provided tax reduc-
tions, totaling $29.2 billion in the calendar year 1975. Of this amount
$21.2 billion, or 73 percent, is to go to individuals in their personal
capacity. This reduction is designed to restore purchasing power and
in this way to stimulate the economy. The remaining $8 billion of
tax reductions, or 27 percent, is to go to businesses (both corporate and
other) and is designed to stimulate investment.

The committee's bill is similar in a number of important respects
to the House-passed bill, reflecting the basic similarity in objectives.
However, the committee's bill also differs from the House bill in a
number of important respects.

The $29.2 billion total tax reduction provided by the committee's
bill for calendar year 1975 is $9.3 billion larger than the $19.9 billion
tax reduction provided by the House bill for that year.

The committee increased the total tax reduction because it believes
that a tax reduction in the neighborhood of $30 billion is required
to bring the economy out of its present slump. While it would be
helpful, the $19.9 billion tax cut provided in the House bill would
not be adequate to do this job particularly in view of the fact that
the economic situation has generally continued to deteriorate since
the House action was taken. Moreover, because of the large amount
of available unused resources which can be gainfully employed, the
economy, at this time, is able to absorb a tax cut approaching $30 bil-
lion without creating undue inflationary pressures. Substantial tax
reductions are also justified at the present time because individuals
have incurred a tax increase of over $7 billion in 1974 alone as a
result of increases in money incomes pushing them into higher tax
brackets and the lack of adjustment of the tax brackets, the personal
exemption and the minimum and maximum standard deduction for
inflation.

The Finance Committee bill also provides reductions in 1975 liabil-
ity both for individuals who itemize as well as those who take the
standard deduction, instead of limiting these reductions only to those
who take the standard deduction. While both version of the bill pro-
vide an earned income credit, the committee bill has redesigned the
House credit both to double its size and also to direct it exclusively to
families with children. The committee has also added a significant
stimulant for the construction and sale of housing during the re-
mainder of this year. On the business side, it has, for a limited period
of time, increased the investment credit by two additional percentage
points, and has also made provision for "a longer net operating loss
carryback. The major changes made by the committee bill which are
described further below.
Individual Tax Reductions

The $21.2 billion of individual income tax reductions I consists of
$8.1 billion from a refund of part of 1974 tax liability, $6.3 billion
from a $200 tax credit in lieu of exemptions, $1.5 billion for a refund-
able credit on earned income, $3.0 billion from the 5-percent tax credit

There also in a pee million investment credit tax reduction in the business ton tiahilittes
of individuals. This is included in the next discussion o business tan lithilitiess



for home purchases, $2.3 billion from tax rate reductions, and ap-
proximately $100 million from the addition of a capital loss carryback
provision.

While the committee's bill adopts the same $8.1 billion refund pro-
vision as is in the House bill, the committee believes that the individ-
ual income tax reduction should be weighted less in favor of a lump-
sum payment and more toward tax cuts that are reflected in lower
withholding. The lump-sum payment based on 1974 tax liability has
the advantage of providing a quick increase in disposable income in a
form that will encourage taxpayers to spend their refunds on con-
sumer durable goods, a sector of the economy where much of the
current decline in production has occurred. Many individuals, how-
ever, will save any lunp-sum payment, or use it to repay debts, and to
the extent this occurs, the tax cut will not increase income and em-
ployment. The tax reductions reflected in lower withholding will
increase disposable income more slowly than a lump-sum payment, but
individuals will be more likely to spend this additional income than
the income they receive as a lump-sum payment. The committee be-
lieves that the best way to make sure that the tax reduction provides
the desired stimulus is to supplement any refund by significant reduc-
tions in withheld taxes.

The committee believes that concentrating the tax reduction in the
low- and middle-income brackets, as the committee bill does, is equi-
table in that these are the taxpayers who have been affected the most
by inflation. Also, a tax cut concentrated in these brackets probably
will be more effective since these people are more likely to spend the
tax cut and in this way increase income and employment.

To an appreciable extent, this tax reduction reflected in withhold-
ing also compensates individuals for the increase in their real tax
burden that results from inflation. Inflation erodes the value of the
personal exemption and minimum and maximum standard deductions,
and it pushes taxpayers into higher rate brackets even when they have
not experienced an increase in their real income. The tax increase
caused by inflation was approximately $7 billion in 1974 alone.

The withholding changes made by the bill are to take effect on May 1,
1975. The new withholding rates will reflect the personal exemption
tax credit, the earned income credit, and individual tax rate reductions.

Refund on 1974 tax liability.-As in the House bill, the committee
has provided individual income taxpayers a refund on 1974 tax lia-
bility amounting to 10 percent of tax liability (after credits) up to a
maximum of $200. However, taxpayers with $1,000 of tax liability or
less are to receive a refund of $100 or the amount of their actual tax
if it is less than $100. (Married people who file separate returns are to
receive $50 each unless a spouse's tax payment is less than $50, in which
case that spouse is to receive a refund of the full amount of his or her
tax liability.) For taxpayers whose adjusted gross income (AGI) ex-
ceeds $20,000, the refund is to be phased down from the maximum of
$200 to $100 as AGI rises from $20,000 to $30,000. The $100 minimum
refund is designed to provide some rebate for all taxpayers and espe-
cially to channel the greater portion of the total revenue to families in
the income levels which are more likely to spend it. The committee
considered phasing out the refund entirely for upper-income families,
but decided it was more appropriate to give this group the same $100
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minimum refund provided to other taxpayers. The revenue loss from
the refund is estimated to be $8.1 billion.

Taxpayers should begin receiving these payments approximately six
weeks after the date of enactment of this bill. There is no need for
them to make any adjustments on their 1974 tax returns; the Internal
Revenue Service will make the appropriate calculations and mail the
refund checks without any action by taxpayers other than filing their
1974 tax returns.

$200 personal exemption tax credit.-In the present situation it is
essential to extend relief generally to as broad a group of taxpayers
as possible, both for equity and economic reasons. The House bill,
however, provides only limited tax relief to a large group of individ-
uals, namely. those who itemize their tax deductions. This is because
all of the relief on 1975 liability provided by the House bill is granted
in the form of a higher standard deduction which provides no bene-
fits to individuals who continue to itemize their deductions. In order
to remedy this situation, the Finance Committee bill substitutes for
the larger standard deduction provided in the House bill a $200
tax credit that the taxpayer may take in place of the $750 per-
sonal exemption. This $200 personal exemption tax credit has the
advantage of being available to taxpayers regardless of whether they
itemize their deductions or take the standard deduction.

In addition, the tax credit provided by the committee is a more
effective means of aiding low and middle-income taxpayers than the
higher standard deduction provided in the House bill. As shown in
table 3 the new credit raises the tax-free income level above poverty
income levels. As is indicated in this table, in the case of families
with more than one dependent, the tax credit is more successful
in bringing the tax threshold above the poverty level than would be
the changes in the minimum standard deduction provided by the
House bill. Moreover, the credit has the effect of generously increasing
the personal exemption for low and middle-income taxpayers, which is
needed to take account of the increased cost of maintaining dependents
in the face of rising prices. At the same time, taxpayers whose mar-
ginal tax rate exceeds 27 percent will continue to take the regular $750
personal exemption, thus conserving revenue.

TABLE 3-1975 POVERTY LEVELS AND TAX THRESHOLDS UNDER PRESENT LAW. INCREASED MINIMUM
STANDARD DEDUCTION 'AND FINANCE COMMITTEE BILL'

Tax
threshold

under increa-
sed minimum Tax1975 Present clandard threshold

poverty law a deduction in under $200
level thresolds House bill credit

Family size:
1 $2,694 $2,050 $2,650 $2,722

.. . . . 3,470 2, R00 4,000 4, 167
U, 252 3 550 4, 250 U,42$2 ... ... ... -... ... ... .. .. . ... ..... . . .. .. -.. ... .. .. .. .. .. .. .. 5,442 4:300 5 , 0 1 E,450
5, 423 5 05D E, 250 7,511

67 2,226 5:800 7,000 8,563

I Minimum standard deduction of $1,900 for single persons and $2,500 fIn joint returns and $750 per personal exemption
deduction.Including rate reductiors In lower tee brackets, but excluding tire retuodabols earned issue credit.



The personal exemption tax credit involves a revenue loss of $6.3 bil-
lion for 1975. 5 percent of the reduction goes to taxpayers with incomes
under $10,000, and 47 percent to taxpayers with'incomes between
$10,000 and $20,000. 57 million taxpayers will receive a tax reduction
from this provision.

Earned income credit.-The Finance Committee's bill adopts the
general concept of the earned income credit provided in the House
bill, but significantly revises this provision in order to improve its
impact on the low-income taxpayers with children.

The Finance Committee bill revises the House earned income credit
generally to conform with the work-bonus concept reported by the
committee previously. Under the committee's bill, the refundable
credit is to be 10 percent of earned income up to a maximum credit of
$400 (on $4,000 of earnings). The credit is set at 10 percent in order
to correspond roughly to the added burdens placed on workers by both
employee and employer social security contributions. The credit {s to be
phased out as adjusted gross income rises between $4,000 and $8,000.
The credit is to be available only to taxpayers with dependent chil-
dren-those who are most in need of the relief.

This new refundable credit will provide relief to families who cur-
rently pay little or no income tax. These people have been hurt the
most by rising food and energy costs. Also, in almost all cases, they
are subject to the social security payroll tax on their earnings. Be-
cause it will increase their after-tax earnings, the new credit, in effect,
provides an added bonus or incentive for low-income people to work,
and therefore, should be of importance in inducing individuals with
families receiving Federal assistance to support themselves. Moreover,
the refundable credit is expected to be effective in stimulating the econ-
omy because the low-income people are expected to spend a large
fraction of their increased disposable incomes.

The new credit provided by the committee's bill involves an esti-
mated revenue loss of $1.5 billion per year. It is estimated that Federal
welfare costs will be reduced $0.1 billion.

Individual rate reduction.-The committee bill reduces individual
income tax rates in the lowest tax brackets in order to provide addi-
tional relief to the low and middle-;ncome taxpayers and to offset the
tendency of the House bill to provide insufficient relief to individuals
who itemize their deductions. More specifically, the bill reduces tax
rates in the lower brackets-those applicable to taxable income under
$4,000. For those at or above this income level the reduction is $40.
These rate reductions result in a revenue loss of $2.3 billion. Of this
amount, 35 percent goes to taxpayers with incomes under $10,000, and
46 percent to taxpayers with incomes between $10,000 and $20,000,
although all taxpayers benefit from the reduction in te bottom rates.

Tax cedit for home purchses.-The bill also provides a 5-percent
tax credit (with a $2.000 maximum) for the purchase of a new or
used home which is a taxpayer's principal residence. This credit is
to be available only for the purchase of homes between March 13 and
December 31, 1975. This includes condominiums and trailer homes.
This new credit is designed to stimulate the housing industry, which
has been operating at depression levels over the past year or so. In
view of the fact that in January 1975, housing starts were running at
an annual rate of well under one million, the committee believes that it



is imperative to provide additional tax incentives to the housing indus-
try, both to increase the supply of housing to fulfill vital needs and help
put the entire economy back on an economic growth path. While it
is difficult to measure the exact impact, the committee expects that
the new housing credit provision will increase home purchases by
close to 100,000 units. This might raise residential construction by
something like $3 billion for the year, and probably will also increase
the purchases of furniture and major appliances by close to half a
billion dollars. This, of course, (as also is true of other individual tax
reductions provided in the bill) will increase the gross national prod-
uct significantly for 1975. This, in turn, will result in an increase in
revenues for the year, offsetting an important part of the revenue loss
involved in this provision. The revenue loss from this provision is ex-
pected to be $3.0 billion in 1975 and $0.6 billion in 1976.

Capital loss acrryback.-Under present law, individuals with capital
losses exceeding capital gains are allowed to carry forward these losses
to future years. There is no limitation on the number of future years
to which these capital losses may be carried. However, such losses may
not be carried back to past years. This imposes a hardship on individ-
uals who have incurred substantial capital losses and who have little
or no expectation of capital gains in future years against which they
can offset such losses, but who in past years have paid tax on large
capital gains. To give such individuals relief, the committee bill allows
individuals whose cumulative capital losses in the current year exceed
$30,000 to carry back the losses to offset capital gains in the previous
3 years. This provision is intended not only as a relief measure for
those with substantial capital losses, but also to help sustain current
investment in common stocks. The revenue loss from this provision
is estimated to be $110 million in 1975 and to decrease in subsequent
years.

Business Tax Reductions
Increase in the ineestinent credit.-In view of the low and decreas-

ing level of economic activity and the poor expected level of invest-
ment, the committee concluded that a balanced program which en-
courages both consumption and investment will be a more effective
method of stimulating the economy than attempting to focus all of the
tax stimulus on consumption. In addition to providing short-run
stimulus to the economy, an increase in the amount of investment
is desirable for other reasons. The investment not only creates
jobs both directly and through the multiplier effect, but it also in-
creases productivity. This is anti-inflationary because it increases the
amount of output available to meet future consumer demands and
because it results in lower production costs which means that money
wage increases will not exert the same degree of upward pressure on
product prices that they would in the absence of growing productivity.
Increased productivity also has favorable implications for our balance
of payments and the exchange rate of the dollar. Finally, unless in the
future the stock of capital is increased significantly, there will be
serious problems in providing enough jobs for those entering the
labor force.

The House bill seeks to respond to these problems by increasing
the investment credit for one year (with limited extensions beyond
that year) from 7 to 10 percent generally (from 4 percent for public



utilities), and by adopting a number of other liberalizations in the
credit designed to facilitate the use of the credit and increase the
amount of relief provided by the credit. However, the Finance Com-
mittee believes that the current economic situation and the low level
of investment now prevailing call for stronger remedies than those
provided in the House bill. For this reason, the committee decided
to increase the investment credit to 12 percent for 1975 and 1976, the
2 years in which most forecasts indicate the investment stimulus will
be particularly needed. In addition it decided to make the 10-percent
investment credit permanent for 1977 and later years. Thus under the
Finance Committee action the investment credit rate will not return
to the 4- or 7-percent rate provided by present law (as under the
House bill).

In order to encourage the growth of employee stock ownership
plans, the committee bill provides that a corporate taxpayer who
elects the 12-percent credit (for 1975 and 1976) must agree to put
an amount equal to one-half of the excess over 10 percent (or one
percentage point of the credit) into an employee stock ownership
plan if the corporation has more than $10 million of qualified invest-
ment property for the year.

In ,estnent credit applicable for public utilities.-Under existing
law, a 4-percent investment credit is provided for most public utilities,
as compared to the 7-percent investment credit which applies gener-
ally. This lower investment credit for public utilities discriminates
against investment in utilities and impedes such investment at a time
when the public utilities need large amounts of capital to build up
their capacity to meet the growth in demand for their services and
to convert from oil and gas to other energy sources.

Public utilities have experienced very considerable difficulty in
recent years in securing capital for essential expansion in view of
the depressed state of the stock market, tight money, and the reluc-
tance of regulatory commissions to grant rate increases to cover in-
creased costs. The results have been especially severe for the electric
utilities which have incurred sharp rises in costs as a result of sub-
stantially higher prices for their sources of energy.

As a result, the committee concluded that the investment credit
for eligible investment in public utilities should be increased from 4
percent to the 12-percent rate provided in the bill for all other tax-
payers for 1975 and 1976 and to the same 10-percent rate for 1977
and later years which was provided for corporations generally.

The committee believes that it also is not only appropriate to in-
crease the investment credit from 4 percent to 12 percent and then to
10 percent for utilities, but also agrees with the House that it is neces-
sary to focus the incentive effect of the investment credit on the less
profitable utilities which are faced with increasing problems because
of rising energy costs. The bill does this by increasing the limitation
on the amount of income tax liability which can be offset by the invest-
ment credit in any one year from 50 percent of tax liability (above the
first $25,000 of tax liability) to 100 percent. This 100-percent limit
applies for 2 years and then the limitation is gradually phased back
to 50 percent over a period of 5 years.

In addition, in order to increase the effectiveness of the credit as
a means of granting relief to public utilities, the committee deleted

49-011 0 - 75 - 3



from the bill a House provision limiting to $100 million the total
amount of additional credit that would be provided to any utility
or group of utilities.

Utilities also will be provided another opportunity to elect to nor-
malize the investment credit as under the Revenue Act of 1971.

Investment credit for progress payments.-Under present law the
investment tax credit is available only when property is placed in
service. This has been considered an inequity in the case of property
with a long construction period where payments are made during the
course of construction but are not eligible for the credit until the prop-
erty is completed and placed in service. The committee believes it is
appropriate to make the credit available to the extent progress pay-
ments are made in the case of property which requires a long period
of construction. As a result, the committee's bill accepts a House pro-
vision 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 extent that progress payments are made during the
construction period (rather than in the year when the property is
ultimately placed in service). This provision has an initial 5-year
transitional period to phase in the new system. The availability of the
investment tax credit during the construction period of long lead-time
property will also provide an additional financial incentive to encour-
age utilities and others to undertake longer term projects.

Investment credit for used property.-In order to encourage the ac-
quisition of used property that will increase the productivity of small
businesses, which are frequently unable to afford new equipment, the
House bill increased the $50,000 limit of present law on the amount of
used property eligible for the investment credit to $75,000. The Fi-
nance Committee concludued that even this limit was inappropriate
for small businesses, and therefore eliminated the limitation on used
property eligible for the investment credit. This is expected to cost
$0.1 billion.

The estimated total revenue loss from the increased investment
credit is $4.3 billion in 1975.

Net operating loss carryback.- The committee adopted a new pro-
vision designed to provide immediate tax relief to companies which are
hard-pressed financially and which might otherwise fail. Under pres-
ent law, taxpayers generally are allowed a 3-year carryback and 5-year
carryforward as a period over which to average their net operating
losses with their income. While an 8-year period generally grants
adequate relief for losses, the relatively brief 3-year carryback period
fails to grant sufficient relief in cases where taxpayers have incurred
very substantial losses and anticipate little or only moderate profits
in the period ahead.

In order to grant such taxpayers relief, the committee's bill gener-
ally extends the present 3-year loss carryback for 5 additional years
for taxpayers who elect to forego the 5-year carryforward of present
law.A This treatment, it should be noted, does not extend the overall pe-
riod over which net operating losses can be deducted, since the period
during which either a carryback or a carryforward may be utilized re-
mains 8 years. However, it does provide substantial relief to businesses

a Where the earryforward period is more than 5 years (as in the case of the 7-year
net operating loss earryforward for regulated transportation companies), the carryback is
lengthened by this additional number of yearn.



which are hard-pressed in the current recession by giving them the op-
portunity to obtain refunds immediately through the use of carrybacks
in exchange for an eventual recoupment through a carryforward. Com-
panies with losses which elect to take the longer carryback period
can thereby arrange to get immediate relief at a time when they need
the cash, instead of waiting for profitable future years to take their
loss carryforwards. Moreover, the provision is less likely to be subject
to abuse than is a carryforward since, in many cases, companies are,
in effect, "sold" largely to obtain the benefit of a carryforward. How-
ever, had a carryback been available instead, it would either have been
used up or would not be available to offset the other company's past
profits.

This provision involves an estimated $1 billion revenue loss. How-
ever, it is believed that much of this (over one-half) will be recouped
by smaller loss offsets on carryforwards in future years. Approxi-
mately $150 million of this benefit will go to the Chrysler Corpora-
tion, $40 million to Pan American World Airways, Inc., and $65 mil-
lion to Lockheed Aircraft Corporation. Under this provision, 1970
is the first loss year which may be taken into account for this purpose.

Those electing the new operating loss carryback rule (where the tax
benefit is $10 million or more) in the initial application are required
to devote an amount equivalent to 25 percent of the tax savings to
employee stock ownership plans. In those cases where the company
owner has a supplemental unemployment compensation benefits plan
(SUB), however, in order to assist the unemployed, the company and
any union plan subject to such a contract may elect to satisfy this
obligation in part by putting an amount up to one-half of 25 percent
of the tax savings into the SUB fund. No tax deduction is to be
available for any amount so used.

Surtax exemption and rates applicable to small corporations.-The
committee (like the House) was concerned that concentrating all the
tax relief to business in the form of an increase in the rate of the in-
vestment tax credit alone would not provide sufficient financial relief to
small corporations, particularly to those that are not capital intensive.
The committee agreed with the House that the best way to provide
financial relief for hard-pressed small corporations was through a rate
reduction applicable primarily to them. This result was sought in the
House bill by an increase in the surtax exemption from $25,000 to
$50,000. This, in effect, increases from $25,000 to $50,000 the income of
any corporation subject only to the 22-percent tax rate rather than
the full 48-percent tax rate. The committee agreed with this House
provision. However, it realized that while the relief provided by
the House bill is of benefit to corporations with income of more than
$25,000, it provided no tax relief for corporations with smaller in-
comes. To achieve this result, the committee, in addition to enlarging
the surtax exemption, reduced from 22 percent to 18 percent the tax
rate applicable under the House bill to the first $50,000 of taxable
income. As a result, on the first $50,000 of taxable income, corporations
will be taxed at a rate of 18 percent rather than at a rate of 22 percent
on the first $25,000 of their income as under present law.

Increase in minimum accumulated earnings credit.-The bill also
aids small business by increasing the minimum credit in the accumu-
lated earnings tax from $100,000 to $150,000. This reflects the rise in



the price level that has occurred since 1958, when the credit was raised
to $100,000.

The increase in the surtax exemption to $50,000 is estimated to
cost $1.2 billion, and the reduction in the 22-percent tax rate to 18 per-
cent is estimated to cost approximately $700 million more, for a
total of approximately $1.9 billion.

Repeal of excise tax on trucks and buses and related parts.-The
committee also repealed the 10-percent tax on trucks and buses and the
8-percent tax on truck parts effective for sales after March 13, 1975.
This should aid in offsetting the badly lagging sales of trucks and
truck trailers, the sales of which have dropped dramatically in recent
months. At the same time it should reduce the price of trucks to busi-
nesses and consumers who have been faced with rapidly rising prices
for trucks and truck parts. The tax revenues in these cases are devoted
under present law to the Highway Trust Fund which, because of im-
poundments by the administration, presently is not spending all of its
funds. As a result this lessening of revenue for the Highway Trust
Fund is not likely to reduce highway construction. Moreover, since it
does not affect the general fund it will not affect other programs. The
revenue cost of this provision for 1975 is approximately $700 million.

Extension of work incentive program.-The bill also modifies the
tax credit of 20 percent of the first year's wages paid to employees hired
under the Work Incentive Program (WIN) in an attempt to make
the tax incentive workable. The program has not been effective in mov-
ing welfare recipients into employment because of administrative
complexities that have been added by the Labor Department. Conse-
quently, the bill extends the credit to nonbusiness employees as well
as the present business employees, and makes it available for welfare
recipients whether or not in the WIN program if they have been on
welfare for 90 days or more. In addition, after the eligible employee
has worked the first 30 days, the employer would receive the credit
for the wages paid or incurred by the employer for the first 30 days of
employment plus the wages for all days the employee continued to
work after the original 30-day period. This liberalization is provided
as a supplement to the present WIN credit, and this supplement is to
terminate on July 1, 1976.



III. REVENUE EFFECTS

The bill is estimated to result in a reduction in tax liability of $29.2
billion through calendar year 1975. Table 1 shows how the impact of
this reduction is divided between individuals and business organiza-
tions. It shows that $21.2 billion of the reduction goes to individuals in
their nonbusiness capacity and $8.0 billion to businesses. Thus, almost
73 percent of the tax reduction goes to individuals (in their nonbusi-
ness capacity) and 27 percent to business.

The $21.2 billion of tax reduction for individuals (in their nonbusi-
ness capacity) is made up of an $8.1 billion refund on 1974 income tax
liability, a $6.3 billion increase relating to a $200 exemption tax credit,
a $2.3 billion tsx decrease, relating to a 1-percentage point decrease
in rates on the first $4,000 of taxable income, a $3.0 billion credit for
the purchase of homes and a $1.5 billion earned income credit. Addi-
tion of a $794 million liberalization of the investment credit for indi-
viduals in their business capacity (plus the effect of a few other items)
raises the total reduction for individuals through 1975 to $22.3 billion.
The $8.0 billion reduction in corporate tax liability is made up almost
entirely of $4.3 billion ascribable to liberalization of investment credit,
$1.9 billion derived from increasing the corporate surtax exemption
from $25,000 to $50,000 and from decreasing the starting rate for
corporations, $1 billion from liberalizing the net operating loss carry-
back provisions, and $500 million from repeal of excise taxes on
trucks.

Table 2, which presents the data from Table 1 on a quarterly and
a fiscal year basis, shows the impact of the tax reduction on the econ-
omy so far as timing is concerned. As this table shows, almost 43 per-
cent of the total tax reduction ($12.5 billion) is estimated to occur
during the second quarter of calendar year 1975. Most of this will go
to individuals ($1.8 billion will go to corporations). In the last two
quarters of calendar year 1975 tax collections are estimated to decline,
because of the reductions called for in the committee bill, by $13.9
billion with $11 billion of the decreased collections affecting individ-
uals. Part of this latter sum reflects underwithholding which will be
recouped in the first two quarters of calendar year 1976. The whole of
fiscal year 1976 shows individuals benefiting from $13.4 billion of
decreased receipts and corporations by $7.0 billion.

Table 3 shows, by adjusted gross income class, the distribution of
the effect of the refund of part of 1974 tax liability which produces
a tax reduction of $8.1 billion.

Table 4 shows the effect of the 1-percentage-point decrease in indi-
vidual tax rates with respect to the first $4,000 of taxable income.
As is indicated in this table, this represents a tax reduction of $2.2 bil-
lion, of which 35 percent is distributed to those with incomes under
$10,000, and 47 percent to those with incomes between $10,000 and
$20,000.
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Table 5 shows the effect of allowing the $200 credit in lieu of the
$750 personal exemption deduction. Xs indicated in this table, this
provision will make 7.2 million returns nontaxable and provide tax
reductions for 57.3 million returns. The tax reduction in this case is
$6.1 billion, of which 51 percent goes to those with incomes below
$10,000 and 47 percent to those with incomes between $10,000 and
$20,000.

Table 6 shows the effect of the 10-percent refundable earned income
credit provided by the bill. (The amounts shown in the body of this
table do not include $200 million represented by credits for those who
are not filers.) The total revenue cost of this provision is $1.5 billion
and 100 percent of the amount of the tax decrease goes to those with
incomes below $8,000.

Additional tables are provided in the Statistical Appendix of this
report. These tables, numbered 1 through 5, give the tax burden under
present law and (1) under the provision of the bill which grants a
refund of 1974 tax liability; (2) under the provision of the bill which
decreases tax rates by 1-percentage point on each of the brackets
applicable to the first $4,000 of taxable income; (3) under the pro-
vision which grants a nonrefundable $200 tax credit in lieu of the $750
personal exemption deduction; (4) under the provision of the bill
which grants an earned income credit; and (5) under the combined
provisions of the bill which grant a 1-percentage point rate reduc-
tion to the first $4,000 of taxable income and a nonrefundable $200
tax credit in lieu of the $750 personal exemption. The tax burdens
are given for single persons and married couples with differing num-
bers of dependents with selected levels of adjusted gross income under
the assumption that deductible personal expenses are equal to 17 per-
cent of adjusted gross income.
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TABLE I-ESTIMATED DECREASE IN IN DIVIDUAL AND CORPORATE TAX LIABILITY UNDER THE BILL-CALENDAR
YEARS 1974-77

(In millions]

Decrease in tax liability

1974 1975 1976 1977

Granting a 10B-percent refund of 1974 individual income tax liability up to
$100 with no phaseout and a tO-percent refund of tax above Sl,00 with
a maximum refund of $00 with the refund phased out between $20,00
and $30,010 of adjusted gross income but not below $100 x S------------ , 025 ---------------------

Decreasing by I percentage point the tax rates applicable to the 1st $4,000
of taxable incom e ............. .. ........................................ $2, 289 $2, 406

Granting a nnefundabls optional $20 tas credit in lieu cf tie 1750 personal
evemptioc deduction.... . . . .. . . . . .. . . . . .. . . .. 0,327 . . . .

granting a nonrefundable tas credit equal to A percentol the purchase price
of new and used homes (including mobile homes) to be used as the prinripal residence of the taxpayer . . .... 3,50 00 

o-
Granting neturns with dependent children a reuao creida t o f ]n 0 percent

o wage and salary and selflemployment income with a $400 maximumcredit with a phaseout of the credit between $4,000 and $8,000 qf ad used

gross income e 3 ---------------...................... 1,455 ---.......

Total, individuals, nonbusiness i ...4 - -----.. . 8, 125 13, 071 3, 006

Provision

Granting individuals election of a 3-year car7yback of capital losses ............
Increasing the rate of investment credit to 12 percent too 1975 and 1971

and to 10 percent thereafter: repealing the $50,00 limitation on used
property qualified for credit; and allowing the investment credit on
progress payment:

Individuals, business . . .
Corporations ------

T o ta l ..... .... ..... ................ ...... .................. .......
Increasing the corporate suntan exemption from $25,000 to $50,000 on

1975 income subject to tax ------------- ..... ..... .... ..... ....
Lowering the rate of corporate normal tax from 22 percent to 18 percent

and increasing the rate at corporate surtax from_26 percent to 30 percent
on 0975 income subtec to tax ... .. ... . . ... .. ... .. ... .. ...

Repealing excise tax on trucks, buses and trailers.
Individuals, business -------r -----
Corporations ---------------------. . . .

T otal .. ...... ................ ....... ................ ..... ......
Repealing excise tax on parts and accessories of trucks:

Individuals, business ..... .--------
Corporations ...--- .

T o tal ------ --- . -.----.-.--------------- --------- ----- ------..
Modifying tax credit to employers of public assistance recipients under the

I---- tS 55 $30

. 794 BD 572
'IN3,515 4,122 2,943

----- 4,309 5,014 3,515

.. .. 1,200 ---.-. .- .- ....... ..

700 . . . . . . . . . .

162 173 165
---- 378 403 385

----- 540 576 550

----- 53 49 48
...... 123 115 ..........

----- 176 164 159

Individuals. business --- -_ --- -----------... t
Corporations -------------------- .. .. . . . . . . . . . . . . . ..

Total5 2
Liberalzing net operating loss carryback provisions: increase in refunds 1,0 5 2
Increasing the accumulated earnings credit allowance from $ A00,000 to
$150,000 .--------------------------------------- (a) (a) (a)

Total ................................................ . ,125 21,109 9,317 4,454

Individuals 9-----------------. . . 8,125 14, 191 4,176 815
Corporations .-------------------- ---------- 6,918 5,141 3,639
Indicduals, nobsmess ...... .. ........ . 8,125 13,071 3,000
Business (individuals and corporations) ...- - .. 4, 038 6,311 4454

I The individual income tax liability figures in this table are based on income levels of the respective years and therefore
may differ from those in the distributiona tables which are based on 1974 income levels.

Under the language of the bill this item is viewed as a refund of a payment deemed to have been made on 1974 indi-
vdual income tan ather than a decrease in tax liability.
Sncl udes tax credits and/or payments, the latter going to tax returns where the tax liability before the credit is not

big enough to absorb the credit and to specially designed reurns where there isno ntax liability and no tax return
nExclusive of In portion 0f the decreased tax liability cnder the loss carryback provision which may be ascribable to

individual in a nonbusiness capacity.
An urderminable amount deemed to be small.

----------
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TABLE 2.-ESTIMATED CHANGE IN INDIVIDUAL AND CORPORATE TAX COLLECTIONS UNDER THE BILL-
FISCAL YEARS 1975 AND 1976

[In millions]

Collectons

Calendar year 1975 Calendar year 1976

2d 3d 4th 1st 2d
quarter quarter quarter quarter quarter

Granting a 100-percent refund of 1974 individual income tax
liability up to $100 with no phaseout and a 10-percent refund
of tax above $1,000 with a maximum refund of $200 with the
refund phased out between $20,000 and $30,000 of adjusted
g s s income but not below $100 1 - - $8,125 ................................... ...

Decreasing by I percentage point the tax rates applicable to the
first $4,000 of taxable income ------------------ -446 -$1,190 -$1,190 -$433 -$438

Granting a nonrefundable optional $200 tax credit is lies of Gre
$750 personal exemption deduction ...................... -1,424 -3,796 -3,796 +1,107 ±1,582

Granting a nonrefundable tax credit equal to 5 percent of the
purchase price of new and used homes includingg mobile
homes) to be used as the principal residences o the taxpayer 300 b-150 ........ -765 -1,845

Granting returns with dependent children a refundable credit at
10 percent of wage and salary and selt-employment income
with a $400 maximum credit with a phaseout of the credit
between $4,000and $8,000 of adjusted gross incomeA --------- -140 -375 -375 +61 -626

Total, individuals, nornbusiness i .. .................- -10, 435 -5,511 -5,361 -30 -1,327

Granting individuals election of a 3-year carryback of capital
toss es ........................................... .. - t -0 6 ---------- - 27 - 72

tcreasing the rate of investment credit to 12 percent tan 0975
and 1976 and to 10 percent thereafter; repealing the $50,000

limitation an used rope ty qualiied tar credit; and allowing
the investment creditor progress payments:

Individuals, business ................ ............... -79 -40 - -----... -203 -562
Corporations --------- -- -..... ......... .......- -1,055 -527 -527 -759 -1,884

Total ------------------------------- -- 1,134 -567 -527 -962 -2,446

increasing the corporate urlax eenamption from $25,000 to
$50,000 vn 0975 income nsblest to ax .................... -360 -10 -180 -240 -240

Lowering the rate of corporate normal tax tram 22 percent to 18
percent and increasing the rate at corporate urtax from 26
percent ta 20 percent or 1975 income subleot to tax .. ... -210 -105 -105 -140 -140

Repealing excise tax on trucks, buses and trailers:
Individuals, busi ess ... . .....-.......... -67 -4 -42 -42 -42
Corporations --............... -157 -98 -98 - 98 -98

Provision

T otal .. . .. ..........................
Repealing excise tax on parts and accessories of trucks:

Idiuiduals, business .
Corporations -- ---

T total . . . . . . . . . . . . . . . . . . .
Modifyingtax credit to employers of public assistance recipient

onder the work incentive program (WIN):
Individuals, business
Corporation s. - -----------.... -. ------...... .......

Total----
liberalizing net operating ieas earryback proisirns: ncreas

in refunds ......... . . ......... ..
Increasing the accumulated earnings credit allowance f8n

$100,000 to $150,000 ---------------------------------

T otal ...... ...........- . ---- ----------------

Individuals . .-- --- - - - - - - -- - - -
Corporations -----------------------------
Individuals, nanbusiness .... ........... ..
Business (individuals and corporations)___- __.

See footnotes at end of table p. 21.

-224 -140 -140 -140 -140

-26 -12 -12 -12 -12
60 _28 8 -28 --28

-86 -40 -40 -40 -40

------------- ------------- -- .- ----- .- -- - 1
....... ....... ..... - 1 - 1

---------------------- - 1 -------- - - 2

......... -800 -200 -400 -100

-(0) (s- ()- (0)

-12,460 -7,349 -6,554 -1,979 -4,507

-12,608 5,0 -5,45 -214 -2016
-1,42 1,738 -,109 -1,605 2,491
-10,435 -5,511 -5,361 -30 -1,327
-2,025 -1,838 -1,193 -1,949 -3,120
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TABLE 2.-ESTIMATED CHANGE IN INDIVIDUAL AND CORPORATE TAX COLLECTIONS UNDER THE BILL-
FISCAL YEARS 1975 AND 1976-Continued

[In millions]

FISCAL YEAR SUMMARIES

Collections

Calendar year 1975 Calendar year 1976

2d 3d 4th tot 2d
Provision fRuarter quarter quarter quarter quarter

Fiscal year 1975:
Individuals ........... ..................-- - $10,618 ----------------
Corporations 1, 962 ..................................
Indiidoals and corporations -------- - --t, 460
Individual, nanbsiness t-------------- .-- - O,435 -
Business (individuals and corporations) .... -2,025 -------

Fiscal year 1976:
Individ uals ----------------------- 3-13,356 ..-. .. ......... . . ......... . ... . . .......
Corporations . . -7,033
Indrviduels and corporations ------ -, 389 -
Individuals, nonbusiness... ......... -1:2, 729
Business (rdividuals and corporations) _ -, 0 ----- - ------------------------

o Under the language of the bill this item is viewed as a refund of a payment deemed to have been made on 1974 indi-
vidual income tax rather than a decrease in tax IabIlity.

a According to the Internal Revenue Service this refund will take place in fiscal year 1975 except for refunds to certain
fiscal year taxpayers and late filers.

3 Includes tax credit and/or payments, the latter going to tax returns where the tax liability before the credit is not big
enough to ahsor, the credit and to specially designed returns where there is no tax liability and no tax return.

o Exclusi y of the potion of the decreased tax liability under the loss carryback provision which may be ascribable to
individuals in a nonhssiness capacity.

5 An undeterminable amount deemed to be small.

TABLE 3 -EFFECT OF THE PROVISION IN THE BILL WHICH GRANTS A REFUND OF 1974 TAX LIABILITY

[By adjusted gross income class-974 income levels]

Number of returns
affected (thousands) Decrease in tax liability

Total Percentage distribution of total decrease
Adjusted gross number Number

income class with tax made Amount By income By
(thousands) decrease nontasable millions) ctass Cumulative segment

O to $3 ........... .... 4, 057 3,097 $29 0 2.8 . 3
$3 to $5 ---------------- 7, 579 1,280 6g5 8.4 ILD 30.7
$5 to $7 9 -,273 339 795 9. 8 21. 0
$7 to 10.. 11, 428 186 1,997 4. 7 35.' 48.9
$10 to $15 ----------- 15,952 59 2,1B 05.9 67. 5 t29
$15 to $20__ 9,956 16 1, 790 22.1 94.61
$20 to 50 --------- 9,006 3 1,162 143 99.91
$50 to $100 ---------- 655 (0) 65 0. 8 99. 7fl 15.3
9100 and over ...... . 160 (2) 16 0. 2 99.91

Total .......... 66, 966 4,980 8,125 10. 0 100.0 100.0

Granting a 100-percent refund of 1974 income tax liability up to $100 without a phaseout and a 10-percent refund of tax
above $1,000 with a maximum refund of $000 with the refund phased out between $20,000 and $30,000 at adjusted gross
ncore but not below 0100
Less than 500 returns

Note.-Details may not add to totals because of rounding.

49-Cll 0 -05-4
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TABLE 4.-EFFECT OF THE PROVISION IN THE BILL WHICH DECREASES BY ONE PERCENTAGE POINT THE TAX
RATES APPLICABLE TO THE FIRST $4,000 OF TAXABLE INCOME'

(By adjusted gross income class-1974 income levels]

Decrease in tax liability

Number of Percentage distribution of total decrease
returns with
tax decrease Amount By income

Adjusted gross income class (thousands) (thousands) (millions) clans Cumulative By segment

0 to $3 0........ .......... ......... 4,057 $18 OH 0.8)
$3 t, $5 -.. ... --. ... .. . .. 7,08 t7-I 0.3 ..
$ 5 c. $7 8,20 236 t .B 17 .0 38.5
17 to 0t. 10,478 403 I5 35 5
$10 to $15 - . . . .62l 28.5 64.0)
$1, to 0 8------ 9,856 382 18.0 82.01 00.0
$20 to $50 0,006 300 18. 89.
$50 81 $00_ 655 26 12 S.7 O.)
$100 and over ...... ..... . .. 160 6 0.3 100.O

Total .... . . ............--- , 966 2,077 100.0 100.0 100.0

I The tax rates are as follows; for taxable income brackets not shown the tax rates are the same as under present law.
Taxable income bracket (thousands): Tax rate

Joint returns: (percent)301to1 1 t.. . . . . . . . . . . .. . . . . . . . . . . . .. . . . . . . . . . . 1
$2 to $3 .... 1
$3 to $4 ...... 1

Single person returns:
0 to $0t5 

3

$0.5 to $0 1
$ 1 to $ 1.5 It---------------------------------------------- 15
$ 1.5 to $2 ---------------- - lB::: -------------------------. . 16
$2 to $4 OH.... ............................... ... . . .......... ....... . .............- I1

Returns of heads of households:
0 to $1 13
$i to $0 15
$2 to $4 .. -- ---------------- -- ----------------------- --- ----------------- ------ 17

Note.-Details may not add to totals because of rounding.

TABLE 5.-EFFECT OF THE PROVISION IN THE BILL WHICH GRANTS A $200 TAX CREDIT IN LIEU OF THE $750
PERSONAL EXEMPTION DEDUCTION

[By adjusted gross income class-1974 income levels]

Number of returns
affected (thousands) Decrease in tax liabilty

Total Percentage distribution of total decrease
Adjusted gross number Number

income class with tax made Amount By income By
(thousands) decrease nontaxable (millions) class Cumulative segmen

O to $3 ............... 4, 057 2, 834 $217 3.6 3.
$3 to $5 .------------- 7,579 1,748 598 9.8 10.0
$5 to $7 8,273 ,356 8484 13.8 2.2 1.0
$7 to $10 ------....... 11,413 974 1, 45 23.8 81.
$10 to $15 ............ 15147 271 2,080 04.1 5.
$15 to $20 f. 04 31 B t3.- 98.2 81 3
$20 to $50 2,011 3 109 t.B 100.81
$50 to $100 ------------ 3 1 1 (1) 100. 0 1.8
$100 and over -----s -- 1 0) (0) (0) 100.01

Total ............ 57,317 7,225 6,106 100.0 100.0 100.0

I Less than 500 returns, $5C0,000, or0.05 percent.
Note Details may not add to totals because of rounding.
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TABLE 6.-EFFECT OF THE PROVISION IN THE BILL WHICH GRANTS A REFUNDABLE EARNED INCOME CREDIT I

jBy adjusted gross income class-1974 income levels)

Number of returns
affected (thousands) Decrease in tax liability

Total Percentage distribuion of total decrease
Adjusted gross number Number

income class with tan made Amount 3 By income By
(thousands) decrease - nontaxable (millions) class Cumulative segment

0 to $3 --------- - ,-- t $030 18.5 18.5
$3 lo $ . 0.100 BH 531 41.2 59.7
$5 to $7. 2,210 732 447 34.7 94.4 100.0
$1 to $8- -R 1,520 9 71 5. S 100.0$ 8 a n dd o v e rr ---- .-- - .-- --- -- ------------------------ -------------------------- -------------------------

Total BO-------N-- 6,429 1,611 1,288 100.0 100.0 100.0

r Granting returns with dependent children a refundable tax credit of 10 percent of wage and salary and setf-emyloyweet
Iccome with a maximum credit of $400 and a phaseout of the credit between $4,000 and $8,000 of adjusted gross income

Does ot include returns representing beniciares who are rs under the 1970 filing requirements.
o Donn not include an additional $200,000,000 to over the credit on wage and salary and self-employment income

ot earners who are nonfilers under the 1§70 0iring requirements.
Note.-Details may not add to totals because of rounding.





IV. GENERAL EXPLANATION

A. Individual Income Tax Reductions

1. Refund of 1974 Individual Income Taxes (Sec. 101 of the bill and
sees. 6428 and 6611(e) of the code)

Under present law, individual taxpayers generally are required to
file their 1974 tax returns by April 15, 1975. (This is true in the case
of calendar year taxpayers who account for the great bulk of all
individual taxpayers.)

In order to achieve the objective of infusing additional purchasing
power into the economy as speedily as possible, and on a broad basis,
your committee's bill and the House bill provide for refunds to be made
to individual taxpayers of a portion of their Federal income tax liabil-
ities for the year 1974. To achieve this objective, it is expected that the
Internal Revenue Service will make every effort to pay out all refunds
on returns filed by April 15 within 60 days of that date.

Under the provision adopted by the committee and the House, the
general rule is that individuals are to receive a refund of 10 percent of
their tax liability for 1974, but this refund is not to be less than $100
(except that the refund is not to exceed an individual's tax liability)
or more than $200. In addition, for taxpayers with adjusted gross in-
comes of $20,000 or more, the size of this refund is to be phased down
to $100 for those with adjusted gross incomes of $30,000 or more. These
computations will not have to be made by the taxpayer but instead
will be made by computers in the Internal Revenue Service.

The refund is to be $100 where the taxpayer's tax liability is at least
$100 and not more than $1,000. For tax liabilities of less than $100
the refund is to be the full amount of the 1974 tax. Where the tax
liability is over $1,000 but not over $2,000, the amount of the refund
is to be 10 percent of the tax liability (subject to the adjusted gross
income limitation described below). As a result, in this tax liability
range the refund will vary from a low of $100 to a high of $200. Where
tax liability exceeds $2,000, the refund remains at the maximum of
$200 (also subject to the income limitation described below).

In cases where a taxpayer is entitled to a refund of more than $100
by reason of his tax liability for 1974 but has an adjusted gross income
of over $20,000, the amount of refund over the $100 minimum is re-
duced. The amount of the reduction is computed by applying to the
refund in excess of the $100 minimum the ratio of his adjusted gross
income over $20,000 to $10,000 (the total difference of the phaseout
between adjusted gross income of $20,000 and $30,000). For example,
if a taxpayer whose adjusted gross income is $25,000 would otherwise
be entitled to the maximum refund of $200 by reason of his tax lia-
bility, $100 of this maximum amount-that is, the amount over and
above the minimum refund-must be reduced by 50 percent, reflecting
the ratio between $5,000 (the amount of adjusted gross income over



$20,000) and $10,000 (the total difference between $20,000 and
$30,000). As a result, this taxpayer's 1974 refund would be $150 ($100
minimum refund, plus $100 additional refund by reason of tax lia-
bility, less $50 reduction in the latter amount by reason of adjusted
gross income).'

This phaseout on account of adjusted gross income in excess of
$20,000 is to reduce the refund to $100 if the adjusted gross income is
$30,000 or more-the phaseout is not to reduce the refund below $100
no matter how high the adjusted gross income. This minimum is $100
unless the taxpayer's 1974 tax liability apart from the refund is less
than $100, in which case he is entitled to no more than a refund of the
full amount of that tax liability.

In the case of married taxpayers who file separate returns for 1974,
the minimum and maximum refunds and the income limitation re-
ferred to above are cut in half with respect to each spouse. Each spouse
is entitled to a refund of all of his or her tax liability for 1974 if that
liability is less than $50. If the spouse's tax liability is $50 or more, he
or she will be entitled to a minimum refund of $50 and a maximum
refund of $100, subject, however, to reduction by reason of his or her
adjusted gross income. Where a spouse filing a separate return has ad-
justed gross income of more than $10,000 but not more than $15,000,
the amount of refund to which the spouse would be entitled based on
his or her tax liability for 1974 is reduced in proportion to the amount
by which his or her adjusted gross income exceeds $10,000.2

Table 1 in the Statistical Appendix provides specific examples of
the amount of refund which a single person or a married couple filing
a joint return, assuming different family size and income levels, is to
obtain under your committee's bill.

Eligibility for refunds.-The refund of all or part of 1974 taxes
applies only to taxpayers who are individuals. This includes single
persons, heads of households, surviving spouses (within the meaning
of sec. 2(a)), and married persons, whether they file joint returns
or separate returns. Where married taxpayers file a joint return for
1974, the amount of the refund is determined by reference to the joint
income tax liability and adjusted gross income figures as if the spouses
Were one individual.

Refunds are not to be available under the bill in the case of nonresi-
dent aliens and trusts and estates. 3

The refund is available, of course, in a situation where a decedent's
executor or other representative files a final return of the decedent for
1974. In such a case, the refund is available for the decedent's final
return, but not for the estate's return for the remainder of that
year. The refund is also available in the case of a so-called grantor
trust (sees. 671-678) where the person to whom the trust's income is

' If the same taxpayer's tax liability apart from the refund were $1io, so that hewould be entitled to a $150 refund by reason of tax liability. the income limitation wouldreduce the refund by $25 (i.e., 50 percent of the excess of $150 Over $100). As a result,
this taxpayer's refund would be $125.

If the same taxpayer's tax liability apart from the refund were only $80 his refund
would be $80. No reduction In that amount would occur udec the income iimftatoniacethe taxpayer is not otherwise entitled to more ta the iict minimum refund.

To illustrate the effect of the income limatolion, a spouse Sling a separate return who
would be entitled to a mosimom $100 refund booed on tax liability, and whose adjustedgross income on his or her separate return is 113,000, is entited to a refund of M70 by rea-
son of the income limitation. The $100 refund amoun I reduced by 050. e., $3,00o/$5,000
of the $50 excess of the $100 refund based on tax liability over the minimum $50 refund.Where Income I. respect of a decedent is Includible in the income of a estate underpresent law (sec. 091), no refund is available with respect to such income siacete liability
for tax on such income is that on the estate.



taxable is an individual, and to the extent that the trust's income is
taxable to such person. There, too, the refund is available to the indi-
vidual and not to the trust. In addition, the refund is available in
fiduciary situations such as a guardianship where the tax liability
reflected on the return is that of the individual beneficiary.

Taxable year affected.-The refund provisions of the bill generally
apply to the year of a taxpayer which began during the 1974 calendar
year. Thus, individuals who use the calendar year 1974 for tax report-
ing purposes, as well as those who report on a fiscal year which began
in 1974 and ends during 1975, generally are entitled to refunds to the
extent provided in the bill. However, if an individual has two taxable
years which began during 1974 (where one taxable year was a short
year), the refund provisions of the bill apply only to the first of the
two taxable years.

Procedures for making refunds.-Under both the committee and
the House bill a taxpayer computes his tax liability for 1974 as he has
done in the past when no special refund was made. Therefore, in pre-
paring his return for 1974, a taxpayer should not reduce his tax lia-
bility by the amount which he anticipates will be refunded to him under
this bill. Instead, after the taxpayer's return has been filed, the Internal
Revenue Service will initiate the refund based on the taxpayer's tax
liabilit1) and adjusted gross income for the year.

In order to carry out this procedure, both versions of the bill pro-
vide that the taxpayer is to be treated as if he made an additional
payment to the Treasury against his 1974 income tax liability. This
constructive payment is to be treated as if made on the due date of the
taxpayer's 1974 return (without taking into account any extension of
time to file the return) or, if later, on the date on which he actually
files his 1974 return.

This constructive payment is to be in most cases processed by the
Service as an overpayment of tax by the taxpayer and, as such, is to
be paid to him in the form of a refund of tax. In accord with the gen-
eral rule that Federal income tax refunds do not constitute income,
refunds received under the bill will likewise not constitute income (for
Federal income tax purposes) to the taxpayers who receive them.4

Other aspects of the refunds.-The tax liability which determines
the amount of the refund under the bill is the taxpayer's tax liability
for 1974, reduced by the so-called "nonrefundable" credits against this
liability to which he may be entitled. These credits are the foreign
tax credit (sec. 33), the retirement income credit (sec. 37), the invest-
ment credit (sec. 38), the work incentive credit (sec. 40), and the
credit for contributions to candidates for public office (sec. 41). The
tax liability will also be computed with certain other adjustments
necessary in order to assure speedy and efficient processing of the
refunds through the Service's computer facilities.

Although under present law (see. 6601 (f) (1)), interest which a
taxpayer owes on an underpayment of his tax liability is treated as
part of his liability for "tax," your committee intends that interest
not be treated as part of the tax liability for purposes of determining
the refunds to be made under this bill.

4 By deeming the amount of 1974 tax which is to be refunded under the bill as a payment
of 1974 Federal income tax by the taxpayer on the due date of his return, the committee
expects that for State income tax purposes, States will treat the Federal refund of this
deemed payment as a refund of an overpayment of Federal income tax. Such treatment
would also reflect the committee's view that the refunds under the bill do not involve any
reduction In the taxpayer's Federal income tax liability as such for 1974.



In determining marital status for purposes of the refund provisions
of the bill, the provisions of section 143 of present law are to be uti-
lized. As a result a married person living apart from his or her spouse
will, under certain conditions, be treated the same as a single person,
and have his or her 1974 refund determined accordingly.

The amount of the refund which a taxpayer may receive and retain
is to be determined by reference to his tax liability as finally deter-
mined for Federal income tax purposes. Consequently, the refund is
not finally determined by the amount of tax liability shown on the
return as filed by the taxpayer, but (like refunds generally) may be
subsequently increased or decreased depending on adjustments which
may be made in the taxpayer's final tax liability for 1974.

Since a refund does not result from a reduction in tax liability for
1974 (but instead results from a constructive payment against a tax-
payer's liability for tax), the two versions of the bill do not affect the
definition of a "deficiency" in tax under present law (see. 6211),
or the computation of the negligence or civil fraud penalties (im-
posed by sec. 6653 of present law), which are based on the amount
of the deficiency.

Interest on refunds.-Under present law, the Internal Revenue
Service is not required to pay interest on an overpayment of income
tax if it makes a refund within 45 days after the last date prescribed
for filing the return (without regard to extensions) or, if the return is
filed late, within 45 days after the date on which the return is actually
filed (sec. 6611(e)). In order, however, to facilitate the speedy proc-
essing of the special 1974 refund by the Internal Revenue Service, a
provision is included which is designed to give the Service up to 60
days to make 1974 refunds to individuals without incurring an obliga-
tion to pay interest on the refund. In the interest of administrative
feasibility, the bill extends the 45-day interest-free period both for
the special one-time refund under your committee's bill and for re-
funds of 1974 tax generally under present law. This special extension
of the 45-day period under present law applies to refunds of any tax
under Subtitle A of the code secss. 1-1564) which are made to an in-
dividual for a taxable year which began during the calendar year 1974.
As under present law, the 60-day period will run from the later of the
due date of the return (disregarding extensions) or the date on which
the return is actually filed.

If the Service takes more than 60 days to make the refund, it must
pay interest on the refund (as occurs under present law with refunds
generally).

This 60-day provision does not extend to refunds made to an estate
or trust, to a nonresident alien individual or to a corporation. As to
these taxpayers, the 45-day period of present law continues to apply.
The 45-day period is also the governing rule for all other taxable
years, i.e., those beginning before and after 1974.

Revenue effect.-The refunds for 1974 individual income tax lia-
bility are estimated to result in a revenue loss of $8.1 billion.
2. Disregard of Refunds with Respect to Federally Assisted Bene.

fit Programs (Sec. 102 of the bill)
In some instances individuals who receive refunds of 1974 income

tax payments under the bill will also be receiving benefits or assistance
under one or more Federal or Federally assisted State social programs



based on individually determined needs. Such programs include those
which provide supplemental security income benefits, aid to families
with dependent children, medicaid, food stamps, educational and hous-
ing benefits, and veterans' pensions.

For example, an individual who is a member of a family receiving a
payment under the program for aid to families with dependent chil-
dren might receive, during some month in 1975, a tax refund for
1974 under the bill which, if considered to be income to the recipient
during that month, might make him ineligible to continue receiving
aid for that month. In some States the refund might also disqualify
persons for medicaid or from eligibility to purchase food stamps, or,
if treated as income, the refund might make the individual ineligible
for a loan, or for i reduced rental, etc., under other aid programs.

Your committee does not believe that these refunds of 1974 tax
should change an individual's eligibility for these assistance programs
for the month in which the refund is received. In addition, the cost of
identifying and making the adjustments might well exceed any sav-
ings in assistance funds were the refunds to -be taken into account for
these purposes.

Accordingly, both the House and your committee have included a
provision in the bill which provides that 1974 income tax refunds under
the bill are not to be considered income or resources 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 Fed-
erally assisted program. For this purpose the concept of benefits or
assistance is intended to include all assistance benefits in which the
Federal Government participates, including those made in a form
other than cash, such as a reduced rental and eligibility for a loan.
Your committee also intends that a refund which an individual receives
pursuant to the bill should not be considered part of his resources or
assets for that month for purposes of any resources test under the ap-

plicable social program.
The treatment of refunds of 1974 tax, were it not for this provision,

would be a problem since these, in effect, are additional payments made
by the Federal Government on behalf of the individuals involved.
3. $200 Personal Exemption Tax Credit (sec. 201 of the bill and

secs. 2,42,63,151, and 6201' of the code).
Present law provides a $750 personal exemption deduction for each

taxpayer and each dependent with an additional exemption for tax-
payers who are age 65 or over or who are blind. In addition, present
law provides a low income allowance (also known as the minimum
standard deduction) to determine the minimum amount of income
an individual must have in order to pay Federal income taxes. Under
present law, the low income allowance is $1,300 for both single indi-
viduals and for married couples filing joint returns ($650 for a
married individual filing a seaparate return). This means that under
present law a sin-le individual does not pay tax unless income exceeds
$2,050 (the $1,300 allowance plus $750 for one personal exemption),
a married couple does not pay tax unless their income exceeds $2,800
(plus $750 for each dependent); and a married individual filing a
separate return does not pay tax unless his income exceeds $1,400
(plus $750 for each dependent). Under present law, the percentage



standard deduction is 15 percent of adjusted gross income, with a
maximum deduction of $2,000.

As indicated above in the reasons for the bill, your committee agrees
with the House that persons whose income falls below the poverty
levels should not pay income tax. The House bill met the poverty level
thresholds for payment of tax by raising the minimum standard de-
duction from $1,300 to $1,900 for single persons and $2,500 for joint
returns. In addition, the House bill increases the percentage standard
deduction from 15 percent of adjusted gross income with a maximum
of $2,000 to 16 percent with a maximum of $2,500 for single persons
and $3,000 for joint returns.

The committee concluded, however, that it would be more appropri-
ate to provide a $200 tax credit as an alternative to the $750 personal
exemption deduction instead of increasing the minimum standard de-
duction and the percentage standard deduction.

The committee believes that an exemption credit of $200 is a more
effective way to increase the tax-free income level above the poverty
income levels than increasing the minimum standard deduction, as
provided by the House (except for single persons and married couples
with no dependents where the effect of the two approaches is virtually
identical), as is shown in the table in the Reasons For The Bill section,
above.

The committee was also concerned because the standard deduction
changes provided by the House bill do not cover middle income tax-
payers who itemize their deductions. Since the credit provides the
same amount of tax reduction for taxpayers who itemize their deduc-
tions as for those who take the standard deduction, your committee be-
lieves that tax reductions provided in the form of a -200 exemption
tax credit is more equitable in providing tax reductions to low and
middle income taxpayers than increases in the standard deduction.

Moreover, a tax credit of $200 in lieu of the personal exemption
deduction provides the same tax relief for low and middle income
taxpayers as does an increase in the personal exemption deduction
without giving excessive relief to high income taxpayers for whom
an increase in the $750 exemption deduction is worth a great deal
more.

The committee concluded that such tax relief to larger families is
appropriate to compensate for the greater burden placed on families
with more children by the recent inflation. This has been a severe prob-
lem for those lower and middle income taxpayers who itemize their
deductions and would receive relatively little benefit from the House
bill.

The committee bill 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 bill, depending on which
alternative results in a lower tax liability. For taxpayers using the
optional tax tables of section 3 (i.e., those with incomes of less than
$10,000 who take the standard deduction), no additional computation
is required by this provision since the tax tables will automatically
reflect the credit when it is worth more than the exemption. A taxpayer
not using the tax tables is to compute his tax either by subtracting $750



per exemption from adjusted gross income in arriving at taxable in-
come as under present law, or by subtracting only his itemized deduc-
tions (or standard deduction), computing the tax on the resulting in-
come, and then subtracting $200 per exemption from the resulting
tentative tax to obtain his tax liability. lost of these taxpayers will
not need to compute their tax both ways to determine which method to
use, since the exemption deduction is worth more than the credit for
taxpayers with a marginal tax rate at 27 percent or above. This is the
case for taxable income (after the deduction of $750 per exemption as
well as the standard or itemized deduction) above $10,000 for single
persons and $16,000 for joint returns. Your committee expects that the
Internal Revenue Service will provide guidelines to eliminate the need
for taxpayers to compute their tax both ways. Of course, the personal
exemption credit which may require a taxpayer to compute his tax in
two ways is similar in principle to the choice between the standard
deduction and itemized deductions.

The bill 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 IRS as a math error.
Thus, the IRS will automatically check the computation made on each
return and will refund (or credit) any excess amounts paid resulting
from the overstatement of tax liability.

The overall tax reduction from the personal exemption tax credit is
$6.1 billion in 1975. This is an increase of approximately $1 billion over
the standard deduction changes in the House bill, which amount to
$5.1 billion.

The personal exemption tax credit is to apply on a one-year basis for
a taxable year beginning in 1975 only.

4. Tax Rate Reduction for Individuals (sec. 202 of the bill and sec.
1 of the Code)

Under present law, the individual income tax rates for joint re-
turns begin with a 14 percent rate on the first $1,000 of taxable income
and an increase to 15, 16, and 17 percent for each additional $1,000 of
taxable income, as shown in the table below.' For single persons
the first 4 rates are the same as for joint returns, but the brackets in
each case relate to $500 of taxable income rather than $1,000. The fifth
bracket which begins at $2,000, relates to the next $2,000 of income.

As indicated in the reasons for the bill, the committee concluded
that a reduction in the lower tax rates is the best way of focusing
tax relief on low and middle income bracket taxpayers without an
excessive revenue cost. Moreover, a reduction in tax rates provides
tax relief to tapayers whether they itemize their deductions or take
the standard deduction, in contrast to changes in the standard deduc-
tion. The committee also believes that a reduction in the tax rates is
appropriate as a partial offset to the effect of inflation in moving
low and middle income taxpayers into higher tax brackets even though
they have no increase in real income. The House did not include a pro-
vision for individual rate reductions.

The committee bill provides a one-percentage-point reduction in
the four tax rates applicable to the first $4,000 of taxable income in

, For heads of households the rates are 14 percent on the first $1,000 of taxable income,
16 percent on the second $1,000 of taxable Income and 18 percent on the next $2,000 of
taxable income.



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-house-
holds). The bill also reduces each of these brackets by one percentage
point. Thus, for all taxpayers (except heads-of-households), the 14-
percent rate is cut to 13 percent, the 15-percent rate to 14 percent,
the 16-percent rate to 15 percent, and the 17-percent rate to 16 per-
cent. Since single persons have 5 brackets for the first $4,000 of taxable
income, the 19-percent rate in the 5th bracket is also reduced one
percentage point from 19 percent to 18 percent.

2 
These rate reductions

are shown in the table below. (The Internal Revenue Service will
prepare new tax tables for the optional tax tables (under sec. 3 of
the code) to reflect these changes for taxpayers with adjusted gross
income under $10,000 who take the standard deduction.)

A one-percentage-point cut reduces the tax to be paid by $10 at
the top of a $1,000 bracket and by $5 for a $500 bracket. These four-
percentage point reductions provide tax savings of $40 for taxable
income of $4,000 and above on joint returns; the five-percentage point
reduction for single returns also saves $40 for taxable income of
$4,000 and above in single persons' returns, as shown in the table
below.

LOWER BRACKET TAX AND RATES UNDER PRESENT LAW AND UNDER THE COMMITTEE BILL

Tax and rate

Taxable income brackets Present law Committee bill

Joint returns:
0 to $1,000 ................................. 0 p lu04 percent -- - plus 00 pen nnt
$0000 to $2,0ec $140 plus 15 percent $tiO plos $4 percent.

$2000 to $3,000 ------------------ - - - $095p70 plus $9 percent.

$3,001 to $4000 0........ . $50 plus $7 percent $420 plus 16 percent.
$4 000 to $8,000- $620 plus 19 percent -------.... $580 plus 19 percent.

Single person returns:
0 to $500 .... - - - - $4 percent .------------ 0 plus 13 percent.
$500 to $1 ,000 --------.------- $70 plus $5 percent $65 ptus tO percent
$ D000 to $1 50D --------------------------. $145 plun 06 percent $005 plus 10 percent.
$1500 to $7,000 --------------- - $5 plus $7 percent . . $000 plus $6 percent.
$2,000 to $4,000 ........................ $ 0 ps percent $90 plus percent
$4,000 to $0,000u $690 plus 21 percent_ ------ $650 plus 21 percent

I Change in tax at the lower end of the bracket but no change in tax rate.

This rate reduction is to apply for tax years 1975 and 1976.
Approximately 62 million taxpayers will receive tax reductions

from these rate reductions. The total amount of the tax reduction is
estimated to be $2.3 billion. The tax savings for illustrative taxpayers
is shown in table 2 of the Statistical Appendix.

5. Earned Income Credit (sec. 203 of the bill and sees. 43, 6201
and 6401 of the code, and sec. 402(a)(7) of the Social Secu-
rity Act).

Under present law an individual is not required to pay income tax
unless his income exceeds the amount of the minimum standard de-
duction plus the sum of available personal exemptions. Social security
taxes, however, are paid on all covered earnings by workers and em-
ployers, regardless of how small the amount of earnings. For 1975,

For heads of households the tax rate for the first bracket of $1,000 Is reduced from
i4 percent to 13 percent, for the second bracket of $1,000 the tax rate to reduced from OR
percent to 15 percent and for the next tax bracket of $2,000 the tax rate is reduced from
18 percent to 17 percent.



the social security tax rate on employees is 5.85 percent of employee
wages up to $14,100. Self-employed individuals pay a tax at a 7.9 per-
cent rate on net earnings from self-employment income up to $14,100
if that income exceeds $400.

As indicated in the section above on reasons for the bill, your com-
mittee agrees with the House that it is appropriate to use the income
tax system to offset the impact of the social security taxes on low-
income persons in 1975 by adopting a refundable income tax credit
against earned income. Although the earned income credit may be
viewed as a method to help compensate wage earners of low income
families for the social security taxes they pay, your committee wishes
to have it clearly understood that this provision of the bill is not
intended to provide a way of reducing social security taxes paid by
low income wage earners. The financing of the social security program
is a matter which the committee will be required to review in depth
in subsequent legislation.

The House bi 1 provides a new refundable income tax credit for
individuals, called the earned income credit, to compensate low in-
come wage earners (and low income self-employed persons) for the
social security taxes (or self-employment taxes) they pay. The amount
of the credit provided by the House bill is 5 percent of earned income,
up to a maximum of $200 per taxpayer. The credit is phased out at
income levels between $4,000 and $6,000.

As indicated above, the committee agrees with the House that this
tax reduction bill should provide some relief at this time from the
social security tax and the self-employment tax for low income indi-
viduals. The committee believes, however, that the most significant
objective of the provision should be to assist in encouraging people
to obtain employment, reducing the unemployment rate and re-
ducing the welfare rolls. Thus, the provision should be similar in
structure and objective to the work bonus credit the committee has
reported out previously.

As a result the committee does not agree with the House that the
earned income credit should be available to all individuals who have
earned income regardless of their marital status or family require-
ments. For example, the House bill grants the credit to students and
retired individuals, who often have low amounts of earned income
because they work part-time or for short periods of time and may
receive most of their support from family relatives or through social
security or private pension plans. More importantly, Federal welfare
programs apply primarily to married couples with dependent children
and it is in this area where this program can be most effective in reduc-
ing any tax disincentive to work.

In addition, the committee believes that the amount of the credit
adopted in the House bill should be increased for those who are to be
eligible for the credit. Here. also, the larger credit will largely remove
the disincentive that the social security tax produces against seeking
employment for low-income people. It will thus encourage low income
individuals to seek part-time or full-time work.

As a result the committee bill provides an income tax credit of 10
percent of earned income up to a maximum of $400. The amount of
the credit is to be reduced by the amount of adjusted gross income, or
the amount of earned income, if greater, which exceeds $4,000 per



year on the basis of $1 of credit for each $10 of income in excess of
$4,000. Thus, the credit is phased out for individuals with income
levels of $8,000 and over.

An individual is eligible for the credit only if he maintains a house-
hold (within the meaning of sec. 214 (b) (3) ) in the United States for
himself and for one or more children (of his own or legally adopted),
who can be claimed as a dependent by the individual under the per-
sonal exemption provision (see. 151(e) (1) (B) ). A single individual
is considered to be maintaining a household if the individual provides
over half of the cost of maintaining the household (including costs
attributable to children who are dependents). A married individual
is considered to be maintaining a household if the individual and his
spouse together furnish over one-half of the cost of maintaining the
household.

Individuals otherwise eligible for the credit are not to receive the
credit if they have amounts which are excluded from gross income
under the exclusion for income earned abroad (see. 911) or the exclu-
sion of income from possessions of the United States (sec. 931).

Earned income eligible for the credit (up to the phaseout amount)
includes all wages, salaries, tips, and other employee compensation,
plus the amount of the taxpayer's net earnings from self-employment
as that term is presently defined in the code (see. 1402(a) ). This broad

definition of earned income can include some types of wages and other
income not subject to social security tax (such as government employ-
ees' wages) but simplifies the process of determining what income is
eligible for the credit. It is anticipated that a taxpayer will be able to
calculate the amount of earned income eligible for the credit merely
by adding together the amounts reported on form 1040 (the individual
income tax return) as wages, salaries, tips and other employee com-
pensation (line 9 of form 1040) with any amounts reported as net
earnings from self-employment (line 13 of Schedule SE of form
1040).' Net earnings from self-employment are to be taken into ac-
count even though they are less than $400 (even though they are not
subject to the self-employment tax).

Earned income generally is to be eligible for the credit only if it is
includible in the gross income of the taxpayer during the taxable year
in which the credit is claimed. Earned income of an individual is to be
computed without regard to community property laws (so that a tax-
payer is to take into account his or her own earnings for purposes of
the earned income credit even though, under the community property
laws, part of those earnings would be includible in the gross income
of the spouse and not that of the earner). Amounts received as pension
or annuity benefits are not to be taken into account for purposes of the
credit.

Finally, the earned income credit is not to be available for income
of nonresident alien individuals which is not connected with a U.S.
trade or business (i.e., income not currently reported on a 1040NR
form).

Because the credit as provided by the committee bill applies only to
individuals who maintain a household and who are entitled to claim
a child as a dependent, the bill omits the special rules for individuals
under 18 years old and for individuals employed by a family relative,

l However, amounts Included as net earnings from self-employment are not also to be
included as wages, salaries, tips and other employee compensation.



both of which were provided in the House bill. These rules were aimed
at preventing abuses in cases of young individuals and students; under
the committee bill they would have no significant application.

The credit is to be calculated on a return-by-return basis. Individ-
uals who are married and file joint returns are eligible for one credit
on the combined income of the spouses. Married individuals filing sep-
arate returns are not to be eligible for the credit. A married individual
who is treated as not being married (under sec. 143(b)) for return-
filing purposes (i.e., a head of a household whose spouse has not been
a member of the household for the entire year) is eligible for the credit
in the same manner as a single individual who maintains a household
and claims his child as a dependent (and any of the absent spouse's
income attributed to him or her under State community property
laws is to be disregarded).

The credit is generally available only for taxable years representing
a full 12 months. However. in the case of a short year closed by reason
of the death of the taxpayer, the credit is to be allowed.

Since the credit is refundable, eligible individuals with low incomes
on which little or no income tax is due are to receive a cash payment
equal to the amount of the credit reduced by any tax due. It is antici-
pated that low income individuals not required to file returns will be
provided with a simple method of obtaining any payment due by filling
out a brief form (such as the 1040A form) and attaching to it a copy
of their V 2 withholding statements. It is hoped that through the
simplicity of this form, plus efforts by the Internal Revenue Service
to build public awareness of the availability of the credit, all eligible
taxpayers will file for the credit available to them.

The amount of the credit received is to be taken into account as
"other income" under the Social Security Act for purposes of deter-
mining eligibility for aid for dependent children payments (see. 402
(a) (7) of the Social Security Act).

The earned income credit is to apply only to taxable years beginning
in 1975.

It is estimated that this provision will decrease 1975 income tax
liabilities by $1.5 billion, compared with $3.0 billion under the House
version of the bill. Of this $1.5 billion amount, $0.1 billion will be
offset by reduced AFDC payments resulting from the increase in in-
come for those receiving the credit. The savings under this tax reduc-
tion for illustrative taxpayers is shown in - the Statistical
Appendix.
6. Changes in Withholding Tables to Reflect the Exemption Tax

Credit, the tax rate reduction, and the earned income credit
(see. 204 of the bill and sec. 3402(a) of the code).

Under present law, the amount of the personal exemption, the low
income allowance and the percentage standard deduction are reflected
in statutory withholding tables. The bill requires the Secretary of the
Treasury to prescribe new withholding tables which reflect the $200
exemption tax credit, the rate reduction, and the earned income credit
as well as the features of present law.

It is anticipated that the new withholding tables will be effective
from May 1, 1975. Since income tax withholdings for the first one-third
of the year will have been at current rates, which on an annual basis



would result in considerable over-withholding for lower income em-
ployees and employees who claim the standard deduction, the with-
holding rates for the last two-thirds of the year are to be additionally
reduced so that amounts withheld by the end of the year would ap-
proximately equal 1975 tax liabilities after the reductions made by this
bill. The changes in the withholding rates prescribed by the Secretary
are therefore to reflect the changes listed above in such a way that the
withholding change for the last 8 months of the year match as nearly
as possible the change in tax liability for 1975. The committee expects
the new withholding tables to be available for inclusion in the final
legislation.

Another change in withholding rates will be required effective
January 1, 1976, to put the withholding rates on a full year basis and
to reflect the expiration of the earned income credit and personal
exemption tax credit. A third change will be required on January 1,
1977, to reflect the fact that the rate reductions are effective only for
1975 and 1976.

The withholding changes made by the bill are to take effect on May
1, 1975. This will provide the Internal Revenue Service approximately
45 days to prepare and distribute new tables.

7. Housing Purchase Credit (Sec. 205 of the bill and sec. 44 of
the code)

There is no tax credit under present law for the purchase of homes.
However, homeowners (including ownership of condominiums and
in certain cases tenant-stockholders in housing cooperatives) are able
to deduct their mortgage interest and property taxes as itemized
deductions. Although no similar provision applies to renters, owners
of rental units can take deductions for accelerated depreciation and
may expense their interest and tax charges during the construction
period of the building.

The current weakness in the economy is centered disproportionately
on the housing industry. Housing starts have declined from a level
of approximately 2.4 million units in 1972 to a level of approximately
1.4 million units in 1974. This decline has created severe unemployment
problems among the various construction trades and industries sup-
plying construction materials. The average rate of unemployment in
the construction industry is significantly higher than the average
based on the overall labor force.

According to Department of Labor statistics, as of January 1974,
the overall average unemployment rate was 5.2 percent (seasonally
adjusted), while the average unemployment rate in the construction
industry was 9.1 percent (seasonally adjusted). Similarly, as of Janu-
ary 1975, the overall unemployment rate was 8.2 percent (seasonally
adjusted), while the unemployment rate for the construction indus-
try was 15.0 percent (seasonally adjusted).

While general tax cuts stimulate the economy, the effect of the
stimulation is diffused throughout all segments of the economy. The
committee believes that it is necessary to direct a portion of the eco-
nomic stimulus specifically toward the housing industry. which has
suffered disproportionately from the current economic downturn.

To provide this needed stimulus, the committee has provided a tax
credit in the case of the purchase by an individual taxpayer of a new
or used home (but not rental apartment units) which is used by the



taxpayer as his principal place of residence. Under the bill, the defini-
tion of home includes, but is not limited to, a condominium, mobile
home or cooperative housing unit. The rate of the credit is to be equal
to 5 percent of the taxpayer's basis in the home. The amount of the
credit is not to exceed the lesser of the taxpayer's tax liability or $2,000.
In the case of a husband and wife who file a joint return, the $2,000
limitation applies to the joint return. In the case of married taxpayers
who file separate returns, the amount of the credit is limited to $1,000
per return. Further, in the case of the joint purchase of a residence,
the total credit allowable to the joint owners is not to exceed $2,000.

For purposes of computing the credit, the purchase price of a newly
acquired residence must be reduced by any gain attributable to the sale
of a former residence if such gain was not recognized for tax purposes
by reason of a timely reinvestment in another residence (sec. 1034 of
the code). However, no reduction will be made for any gain excluded
from tax by reason of the special treatment provided under the tax
laws in the case of a sale by a taxpayer who has attained age 65 (sec.
121 of the code). In any case where part of the property is to be used
by the taxpayer as his principal residence and part is to be used for
other purposes, an allocation of the purchase price of the property
must be made. Only so much of the purchase price as is allocable to
the residential portion is to be eligible for the credit.

Generally, to be eligible for the credit, the taxpayer must have
acquired the home as his principal place of residence after March 12,
1975, and before January 1, 1976. However, a taxpayer will still be
eligible for the credit even though the contract for purchase was en-
tered into prior to March 13, 1975 (and even if equitable title passed
prior to such date), if the settlement and occupancy occurred on or
after that date (and before 1977). On the other hand, a taxpayer will
be entitled to the credit if he has entered into a binding contract for the
purchase of a home before January 1, 1976, even though he does not
enter into settlement before that date, so long as the settlement occurs
and the taxpayer occupies the home as his principal place of residence
before 1977.1

The credit is also to apply in the case of a principal place of resi-
dence that is constructed, reconstructed, or erected by the taxpayer
where he occupies the home as his principal place of residence before
1977, so long as the construction actually began before 1976. In this
case, however, the credit is to be available only with respect to that part
of the basis of the property attributable to construction, etc., after
March 12, 1975. Construction is to be considered to begin only when
physical work actually begins (i.e., not design, blueprints, planning,
etcA taxpayer will not be eligible for the credit if he purchases a resi-
dence from related persons whose relationship to the taxpayer would
result in the disallowance of losses (sec. 267). Further, if a taxpayer
acquires a residence by gift or inheritance he will not be eligible
for the credit except to the extent of any reconstruction by him.

Under the committee's bill, there will be a recapture of the credit
if the taxpayer disposes of the home within 3 years from the date of

I Of course, if a calendar year taxpayer enters Into settlement in 1976, he will be en-
titled to the credit in 1976, not in 1975.



purchase. However, to the extent that the taxpayer acquires or con-
structs another principal residence by reinvesting the proceeds from
the disposition of his former principal residence within one year from
the date of disposition, there is to be no recapture if the combined pe-
riod of use satisfies the 3-year requirement. In addition, there would
be no recapture if the taxpayer died before the 3-year period expired.

Thus, if the taxpayer received a credit of $2,000 for the purchase
of a home and subsequently sold this home before the 3-year period
expired, realizing $60,000 from the sale, there will be no recapture if
the taxpayer purchases another home to be used as his principal resi-
dence within one year from the date of disposition, and the acquisition
cost is at least $60,000 or more. However, if the taxpayer's acquisition
cost is only $45,000, one-fourth of the credit, or $500, would be recap-
tured. In this latter case, the amount recaptured is the amount which
bears the same ratio to the credit allowed as the amount realized from
the sale of the first residence minus the cost of acquisition of the newly
acquired residence bears to the amount realized from the sale of the
first residence.

It is estimated that the credit described above would result in a reve-
nue loss of approximately $3.0 billion for calendar year 1975, and a
revenue loss of approximately $.6 billion for 1976. This estimate does
not take into account the stimulative effect which such a provision
might provide.
8. Capital Loss Carryback for Individuals (sec. 206 of the bill

and sec. 1212 of the code)
Under present law individuals can deduct their capital losses to

the extent of their capital gains in the taxable year. In addition, if an
individual's capital losses exceed his capital gains, he can deduct
capital losses against up to $1,000 of ordinary income each year ($500
for married individuals who file separate returns). If the excess capi-
tal losses are short-term these may be deducted on a dollar-for-dollar
basis (up to the $1,000 limitation) ; : but only 50 percent of long-term
capital losses incurred in taxable years beginning after Decemer 31,
1969, in excess of short-term capital gains, can be deducted against
ordinary income. (Thus, $2,000 of post-1969 long-term capital losses
is required to offset $1,000 or ordinary income.) Individuals' capital
losses in excess of the $1,000 limitation may not be carried back to
prior years, but there is an unlimited carryover to future years. The
same rules apply to estates and trusts.

As indicated above, if an individual sustains capital losses in one
year and capital gains in the next year, he can carry over the capital
losses and deduct them against the subsequent capital gains. However,
if his capital gains precede his capital losses, he cannot carry the capi-
tal losses back and deduct them against prior capital gains. Your com-
mittee believes that a capital loss carryback should be permitted where
a taxpayer has large capital losses. The House had no such provision
in its bill.

The bill therefore provides that individuals with more than $30,000
of capital losses in a year (including carryforwards from prior years)
may elect to carry them back for up to 3 years and deduct them against

'Capital losses Incurred In taxable year beginning before January 1, 1970, also are
deducted on a dollar-for-dollar basn.



their capital gains in those prior years. Individuals who elect the cap-
ital loss carryback will have to recompute their regular income tax
liability for the years to which the losses are being carried back. They
will first carry their losses back to the third year prior to the year for
which the caryback election is made and will carry back to the second
prior year only those losses that cannot be deducted against capital
gains in the third prior year. Similarly, the only losses that may be
carried back to the year immediately preceding the year in which the
carryback election is made will be those losses that are not usable as
carrybacks to the third and second prior years. The amount of losses
that may be carried back to a prior year will be limited to the capital
gains in that year. In addition, a capital loss carryback may not create
or increase a net operating loss in a prior year. All capital losses that
are carried back (both short-term and long-term) will be treated as
long-term capital losses and hence will be deductible first against long-
term capital gains. They may be deducted against short-term capital
gains in a year only after that year's long-term capital gains are
exhausted.

Capital losses which are carried back but are in excess of the capital
gains for the 3 prior years may be carried forward indefinitely, as
under present law.

In order to determine whether a taxpayer has capital losses in excess
of $30,000 for a year, the capital losses in that year may be aggregated
with capital loss carryforwards from prior years in order to reach the
$30,000 minimum. For example, if a taxpayer has a capital loss in a
year of $25.000, this special capital loss carryback provision is not
available. However, if the taxpayer also has capital losses from prior
years of $10.)(0 which are carried forward, the taxpayer will thus
quality for the S,30,000 level since the current capital loss of $25,000
plus the prior capital loss of $10.000 is in excess of the $30,000 level.
Thus, the taxpayer in this case may carry back the $35,000 capital loss
in the manner described above.

When a taxpayer carries a capital loss back, lie will not recompute
his minimum tax.

The capital loss carryback will result in a revenue loss of $110
million in 1975. 455 million in 1976, and $30 million in 1977.

The capital loss carryback applies to losses incurred in taxable years
beginning after December 31, 1974, including carryforwards into those
years.

B. Business Income Tax Reductions

1. Investment Credit
(Sees. 301, 302, and 304 of the bill and sees. 46, 47, and 48 of the code)

Present law provides a 7-percent investment credit (4 percent with
respect to certain public utility property). The investment credit is
available with respect to: (1) tangible personal property; (2) other
tangible property (not including a building and structural compo-
nents) which is an integral part of manufacturing, production, etc.,
or which constitutes a research or storage facility; and (3) elevators
and escalators. Generally, the credit is not available with respect to
property used outside the United States.

To be eligible for the credit, the property must be depreciable
property with a useful life of at least 3 years. Property with a useful



life of 3 or 4 years qualifies for the credit to the extent of one-third
of its cost; property with a useful life of 5 or 6 years qualifies with
respect to two-thirds of its cost; and property with a useful life of
7 years or more qualifies for the credit to the full extent of the prop-
erty's cost. (However, in the case of used property, not more than
$50,000 of cost may be taken into account by a taxpayer as qualified
investment for purposes of the credit for a taxable year.)

Property becomes eligible for the credit when it is placed in service.
Property is considered to be placed in service in the earlier of (1) the
taxable year in which depreciation on the property begins, or (2) the
taxable year in which the property is placed in a condition or state of
readiness and availability for a specifically assigned function.

The amount of the credit that a taxpayer may take in any one year
cannot exceed the first $25,000 of tax liability (as otherwise com-
puted) plus 50 percent of the tax liability in excess of $25,000. Invest-
ment credits which because of this limitation cannot be used in the
current year may be carried back 3 taxable years and then carried
forward 7 taxable years and used in those years to the extent permis-
sible within the limitations applicable in those years.

Present law provides for a recapture of the investment credit to
the extent property is disposed of before the end of the period (that
is, 3-5, 5-7, or 7 or more years) which was used in determining the
amount of the credit originally allowed. Thus, if property is dis-
posed of, or otherwise ceases to be qualified, the tax for the current
year is increased (or unused credit carryovers are reduced) by the
reductions in investment credits which would have resulted if the
credit were computed on the basis of the actual useful life of the
property rather than its estimated useful life.

Public utility property to which the 4-percent investment tax credit
applies is property used predominantly in the trade or business of
furnishing or selling (1) electrical energy, water, or sewage disposal
services, (2) gas through a local distribution system, or (3) telephone
service, telegraph service through domestic telegraph operations, or
other communications services (other than international telegraph
services). In general, the reduced credit applies only if the rates for
these services or items are established or approved by certain types of
governmental regulatory bodies.

With respect to the treatment of the investment credit of regulated
companies for ratemaking purposes, special limitations are imposed
on the allowance of the credit to prevent the tax benefits of the credit
from immediately being passed on to the consumers. These limitations
are applicable to property used predominantly in the trade or business
of furnishing or selling (1) the products or services described in the
preceding paragraph and (2) steam through a local distribution
system or the transportation of gas or steam by pipeline if the rates
for those businesses are subject to government regulation.

The special limitations generally provide that the investment credit
is not to be available to a company with respect to any of its public
utility property if any part of the credit to which it would otherwise
be entitled is flowed through to income (i.e., increases the utility's
income for ratemaking purposes) ; however, in this case the tax bene-
fits derived from the credits may (if the regulatory commission so
requires) be used to reduce the rate base, if this reduction is restored
over the useful life of the property.



If, within 90 days after enactment of the Revenue Act of 1971 the
taxpayer has so elected, then the investment credit is to be available to
the taxpayer with respect to any of its public utility property if the
credit to which it would otherwise be entitled is flowed through to in-
come ratably over the useful life of the property; however, in this case
there must not be any adjustment to reduce the rate base. An addi-
tional elective rule was provided to permit certain types of utilities
(primarily electric utilities) to immediately flow through benefits to
consumers. Immediate flow through is permitted in situations where
the tax benefits of accelerated depreciation rules enacted under the
Tax Reform Act of 1969 are flowed through to consumers. This elec-
tion was provided in recognition of the special competitive conditions
under which a company subject to the accelerated depreciation flow-
through rules was operating. A special election is provided with re-
spect to local steam distribution systems and gas or steam pipelines
where the regulatory body involved determined that the natural do-
mestic supply of gas or steam was insufficient to meet the present and
future requirements of the domestic economy. In this case, if the tax-
payer elected (within 90 days after enactment of the Revenue Act of
1971) the investment credit is not to be available unless (1) no part
of the credit is flowed through to income, and also (2) no part of the
credit is used to reduce the rate base.

Increase in rate.-As indicated in the discussion of the reasons for
the bill, the committee concluded as did the House, that the 7-percent
investment credit (or 4 percent in the case of public utility property)
should be increased in order to stimulate the economy.

Generally, under the House bill, the investment credit rate for 1975
would be increased for all taxpayers (including public utilities) to 10
percent from 7 percent, or from 4 percent in the case of certain public
utility property. Generally, the House bill made the 10-percent in-
vestment credit available only for property placed in service in 1975,
after January 21, although it also made the credit available for prop-
erty placed in service in 1976 which was acquired under an order placed
before that time. In addition, in the case of constructed property,
the 10-percent credit would be available for the portion of the con-
struction (that is, the basis) attributable to the construction which
occurs after January 21, 1975, and before January 1, 1976.

The committee concluded that the 10-percent rate should be adopted
without a termination date in order to provide a stimulus to invest-
ment in productive equipment on a long-run basis. Moreover, in light
of the current economic situation, the committee concluded that the
rate for all taxpayers should be further increased to 12 percent for a
period of nearly two years. Thereafter, the 10-percent credit is to ap-
ply.

Thus, under these provisions if certain requirements are met, a 12-
percent 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 re-
spect to property completed by the taxpayer after January 21, 1975,
to the extent of the part of the basis of the property properly attribut-
able to construction, etc., after January 21, 1975, and before January 1,
1977. In addition, the 12-percent rate is to be available for qualified



progress expenditures (described below under Progress payments) for
the period after January 21, 1975, and before January 1, 1977.

In cases where the property on which a taxpayer may claim an in-
vestment credit (qualified investment in property) for a year exceeds
$10 million, the 12-percent rate is to be available only if the taxpayer
establishes or maintains an employee stock ownership plan (described
below under 3. 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, securities convertible into common stock (or cash for the ac-
quisition of such stock or securities) of the employer in an amount
equal to one of the additional 2-percentage-point increase above the
10-percent rate (i.e., one-twelfth of the total allowable investment
credit in this case). If these requirements are not satisfied, only the
10-percent rate is to be available for the investment, and not the 12-
percent rate. However, the 12-percent rate will be available without
regard to the requirement for an employee stock ownership plan if the
qualified investment property for the taxable year is less than $10
million.

Limitation on rate ivcrease.-Under the House bill, a limit of $100
million is imposed on the increase in the investment credit that could
be claimed by any one public utility by reason of the increase in the
rate of the investment credit. This limit applies only to American
Telephone and Telegraph Company.

The committee's bill deletes this limitation.
Increase in 50-percent limit for public utility property.-The com-

mittee agrees with the House that the 50-percent limitation on the
amount of tax liability that may be offset by the investment credit
should be temporarily increased in the case of public utility property.
The committee adopted this provision of the House bill with a minor
change. Under the House bill the temporary increase in the 50-percent
limit applies for taxable years beginning in 1975. However, there are
many public utilities on fiscal years ending in the latter half of the cal-
endar year, which under the House bill would not benefit from the tem-
porary increase in the 50-percent limit until 1976. To provide benefits
for these companies sooner, the committee made the increase in the 50-
percent limit available for taxable years ending in 1975 (and ending
in each of the following years during the temporary period) rather
than beginning in those years. This change will have no effect on cal-
endar year taxpayers but will accelerate the increase in the 50-per-
cent limit by one year for fiscal year taxpayers.

Under the bill the percentage limitation for public utility property
is increased in 1975 and 1976 to 100 percent of the income tax liability
(computed without regard to the investment credit, and in the manner
provided under existing law). In each of the next succeeding taxable
years the percentage limitation is reduced by 10 percentage points
until, in taxable years ending in 1981 and thereafter, the 50-percent
limitation goes back into effect. Thus, the percentage limitation is 90
percent in 1977, 80 percent in 1978, 70 percent in 1979, and 60 percent
in 1980.

Public utility property for this purpose means property used pre-
dominantly in the trade or business of the furnishing or sale of (1)
electrical energy, water, or sewage disposal services, (2) gas through



a local distribution system, or (3) telephone service, most domestic
telegraph service, or other communications services-but only where
the rates for the furnishing or sale are regulated by a utilities com-
mission or similar agency. (This modification of the 50-percent limit
does not apply to communication property even though used predomi-
nantly for communication purposes if the rates for furnishing of the
services are not regulated.)

The computation of the percentage limitation for public utility
property is to be made on a taxpayer-by-taxpayer basis. Thus, a group
of corporations which file a consolidated return together are to be
treated as one taxpayer.

Your committee intends that the benefit of the relaxation of the 50-
percent limit go primarily to public utilities. However, it recognizes
that many public utilities have varying amounts of nonpublic utility
property. In addition, many public utilities are members of controlled
groups that file consolidated returns. To achieve this objective in the
most practical way administratively, the committee decided to prorate
the increase in the credit limit in accordance with the extent to which
the company (or the group filing the consolidated return) has qualified
investment in public utility property, as compared to its qualified in-
vestment in other property.

Thus, if in 1975. 50 percent of the company's qualified investment is
in public utility property, then the applicable limit is to be 75 percent
of tax liability (the basic 50-percent limit plus one-half of the maxi-
mum additional limit allowable in 1975). If 70 percent of the com-
pany's qualified investment is in public utility property, then the ap-
plicable limit is to be 85 percent of the tax liability. In order to sim-
plify such computations for most companies, if 75 percent or more of
the qualified investment for a given year is in public utility property,
then the full increase is to apply to that company for that year. Thus,
the typical public utility, which has relatively little qualified invest-
ment in other property, is to get the full benefit of the increase in the
percentage limitation.

If less than 25 percent of the qualified investment consists of public
utility property, then no part of the additional limitation is to apply.
In such a case, the company (or the group filing the consolidated
return) is to be treated in its entirety as not being a public utility
under this provision.

The percentage applicable to a taxpayer for a year is to apply to the
aggregate of the credits arising from the taxpayer's public utility prop-
erty and other property-it is not to apply separately to each cate-
gorv of property.

If a taxpayer has credit that remains unusable despite the higher
limits, any such excess is to be allowed as a carryback (3 years) and
carryover (7 years), as under present law. If there is a carryover or
carryback to a year to which these higher limits apply. then the exact
amount of the applicable limit is to be determined by the relative
investments in the year to which the excess credit is carried. For ex-
ample, assume that in 1975, 50 percent of company X's qualified in-
vestment is in public utility property. The maximum percentage limit
in this case, as indicated above, is 75 percent of tax liability. Assume,
further, that in 1976, 75 percent of company X's qualified investment
consists of public utility property. The maximum credit for 1976 would
then be (as indicated above) 100 percent of tax liability. If any of the



excess credit from 1975 would be carried over to 1976 (after having
been first carried back to 1972, 1973, and 1974, as under present law),
the 1976 limit would not be affected by whether the amount carried
over to that year could be traced originally to public utility property
or to other property.

Treatment of credit for ratemaking purposes.-The House bill did
not contain any new provisions relating to the treatment of the increase
in the investment credit for ratemaking purposes. The effect of this
was to leave the rules applied as a result of the action taken in 1971
still in effect. The committee, however, was concerned that the stimu-
lation for the acquisition of productive facilities intended by the
increase in the investment tax credit allowable with respect to public
utility property would be frustrated if any of the benefits were re-
quired to be flowed through immediately to consumers in the form of
lower rates. Moreover, the committee believed that public utilities
should have the opportunity to make new elections with respect to the
treatment of the additional credit provided under the bill.

Under the committee's bill, the additional credit provided for a
public utility by reason of the rate increase or the increase in the limi-
tation 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. Also, this additional credit is generally not to be
allowed if it is flowed though 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 predominantly 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 communications
service, if the rates for the furnishing or sale are regulated by a
governmental body.

Under the bill, if the governmental regulatory agency requires rat-
able 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
property 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 body.

Under the bill, if a regulatory agency requires the flowing through
of a company's additional investment credit at a rate faster than per-
mitted, or insists upon a greater rate base adjustment than is per-
mitted, the additional investment credit is to be disallowed, but only
after a final determination (made after enactment of this bill) is put

' The bill also provides that the additional allowable credit may be taken into account
ratably over the useful life of the utility property as a reduction In the cost of service for
eatemakng purposes if the taxpayer elects this treatment within 90 days after the
date of enactment of the bill. This treatment Is also to be available If the taxpayer pre-
viouslv made such an election under the comparable provisions enacted under the Revenue
Act of 1971.



into effect. The rules provided under present law with respect to de-
terminations made by a regulatory body and the finality of its orders
would apply to this provision.

Limitation on investment in wed property.-Present law provides
that in the case of used property, not more than $50,000 ($25,000 in the
case of a husband and wife filing separate returns) of cost may be
taken into account by a taxpayer as qualified investment for pur-
poses of the credit for a taxable year. As an aid to small business,
the House bill increases the limitation on used property to $75,000
($37,500 in the case of a husband and wife filing separate returns).

The committee believes that in view of the special needs of small
business the limitation on used property should be eliminated entirely.
As a result, the committee's bill repeals the present limitation with
respect to used property acquired by a taxpayer after January 21,
1975.

Progress payments.-Under present law, a tax credit may be taken
for investment in qualified property at the time the property is placed
in service and therefore is ready for use. The committee agrees with
the House that in cases where taxpayers pay for long lead time prop-
erty as it is being constructed and substantially before the property
can be placed in service, to wait for the allowance of the investment
credit until the property is placed in service represented too long a
delay in the claiming of the credit. The bill overcomes this problem
in present law by allowing an investment credit for what are called
''progress payments."

The Committee adopted the provisions of the House bill without
change. Under the bill, a taxpayer, at his election, is to be permitted to
treat "qualified progress expenditures" made for new property as a
part of the base for which he can claim an investment credit. In gen-
eral, these qualified progress expenditures are amounts actually paid
(or incurred in the case of self -construction property) for construc-
tion (or acquisition or reconstruction) of property which has a normal
construction period of at least two years and which will have an esti-
mated useful life in the hands o f the taxpayer of at least seven years.

The normal construction period generally begins when physical
work on the property commences (i.e., not design, blueprints, planning,
etc.) and ends when the property is available to be "placed in service"
by the taxpayer.

The commencement of physical work for this purpose is to include
the physical work done by a subcontractor. For example, if a ship-
yard orders a turbine before it begins work on building a ship, the
normal construction period is to be considered as beginning when the
builder of the turbine commences physical work on it. Thus, the 2-
year construction period is measured by the time it normally takes
the subcontractor to complete its work (if it is normal for such work
to precede the work of the main contractor) and the time it would
normally take the prime contractor to complete the property once it
receives the property from the subcontractor. Of course, for the work
of any subcontractor to be included, the work must be specifically
designated as part of the project. The normal construction period, in
no case, includes a period of construction before January 22, 1975 (the
general effective date of these provisions), and, where progress pay-
ment treatment is elected by the taxpayer for years beginning after



that date, no normal construction period will begin before the first day
of the taxable Year for which the election is in effect.

Where possible, the normal construction period is to be estimated by
reference to normal industry practice in producing similar items. The
estimate is to he based on the information available at the close of the
taxable year in which physical work on the property is started (or,
if later. the close of the first taxable year for which ihe taxpayer has
elected to change to this "progress payments" method). Once the nor-
mal construction period has been reasonably estimated, the actual time
that it takes to complete work on the property would generally be
irrelevant for purposes of determining the property tax treatment of
the taxpayer's progress payments.

-

For purposes of the 2-year test, property which will be placed in
service by the taxpayer separately is to be considered separately (for
example, if two ships were contracted for at the same time, eaoh ship
would be considered separately). On the other ]land, property which
must be placed in service by the taxpayer as part of an integrated unit
(for example, equipment which will all be placed in service at the same
time as part of the same plant) is to be treated as a unit for purposes
of the test. Thus, if the taxpayer is constructing" a pipeline which will
not be operational for five years after construction begins, the fact that
some equipment used in connection with the pipeline (such as pumps
for the pumping stations) take less than five years to manufacture, is
not to affect the status of the pipeline for progress payment purposes.
Also, the taxpayer may treat all amounts expended in connection with
the pipeline as progress payments (including amounts expended for
the pumps). On the other hand, if some segments of the pipeline can be
placed in service in less than two years, progess payment treatment
is not to be available with respect to that segment.

In the case of self-constructed property (i.e., property where it is
reasonable to believe that the taxpayer will bear more than half of
the construction costs directly) "qualified progress expenditures" will
generally equal the costs incurred by the taxpayer which are properly
chargeable to capital account in connection with that property (for
purposes of the investment credit). Thus, qualified progress expendi-
tures would not include any depreciation sustained with respect to
other property (machinery, equipment, etc.) used in the construction
of new section 38 property (because such depreciation is not part of
the basis for purposes of section 38 although it is capitalized for other
purposes), nor generally would it include the adjusted basis of recon-
strueted property at the time the reconstruction is commenced.

Also, in the case of self-constructed property, qualified progress
expenditures can include amounts expended for materials by the tax-
payer to the extent that the. taxpayer can establish, to the satisfaction
of the Internal Revenue Service, that these materials have been ir-
revocably allocated to the construction of the property. For purposes
of these rules, anl item which is suitable only for use in connection with

2of course. if there were a significant error in estimating the normal construction period.
this could be evidence that the estimate had not been reasonable in the first place, par-tie lary where the error muld not be rxnlained Sy a later chsnee in circumstance.3Of course, the eonstruelion period Str propety not snalitsine foe the investment credit.
such as real estate, will not affect the "nomal costruction erlod" of nay intifeing pro
eels which moo be med on the rmises. Thus if a Plant Is beist constructed, and saolify-in eoospesont ha a normal construction period of less than two rears, tli nrores nap
ments foo the equipmeni are not to be treated as qualified investment, eto it the hiilding
in which the equipment in to he housed will take more than two years to construct.



the property is to be regarded as irrevocably allocated, even though the
item has not yet become a part of the property, and even though it
has not yet been delivered to the site of the property. Other items
may be treated as allocated when they have been delivered to the site
under circumstances where it would be impractical to then remove
the items to some other project (i.e., pumps delivered to locations on
a tundra pipeline could be treated as allocated to that pipeline even
though they (but for their location on the tumdra) would be usable on
other projects). In many cases, the items would not be treated as allo-
cated until they were actually attached or consumed in the construc-
tion of the property. Mere bookkeeping notations are not to be suf-
ficient to establish to the satisfaction of the Secretary or his delegate
that the necessary allocation has occurred.

In the case of acquired property, qualified progress expenditures are
to be the amounts p aid by the taxpayer to the manufacturer, but only
to the extent that there is actual progress made in the construction of
the property. (This is further limited by the "pro rata" rule, dis-
cussed below.)

For this purpose, "progress" will generally be the percentage of
completion, measured in terms of the manufacturer's incurred cost, as
a fraction of his anticipated cost (as adjusted from year to year)
based upon cost accounting records or in some cases on engineer or
architect certificates.,

Where several manufacturers or contractors are used in connection
with the same property, "progress" is to be measured on a manufac-
turer-by-manufacturer basis, so that the taxpayer may utilize pay-
ments made to a manufacturer who has made "progress" within the
meaning of these rules, even if payments have also been made to
another manufacturer who has made no progress. By the same token,
payments to one manufacturer in excess of that manufacturer's prog-
ress are not to give rise to credits merely because another manufac-
turer's progress exceeds the payments made to that other
manufacturer.

In the case of self-constructed property, "progress" will generally
equal "progress expenditures," so no separate percentage-of-comple-
tion test is needed.

"Progress expenditures", as well as "progress" are not to be taken
into account to the extent that they occur before the start of the
"normal construction period" of the property nor to the extent alloca-
ble to nonqualified property. Thus, progress expenditures and progress
which occur before January 22, 1975, cannot be utilized by the tax-
payer to increase his qualified investment prior to the year in which
the property is placed in service. Likewise, progress expenditures and

4For example, assume that In 1980 a taxpayer makes a payment of $11,000 under a
contract which provides for delivery of the property in 1985, with a fixed purchase price
of $110.000 and an estimated cost to the manufacturer of $100,000. During 1980, the
manufacturer incurs $10,000 of cost in connection with the property.

Under these circumstances the manufacturer will be considered to have made 10 percent
progress in connection with the property ($10,000 of costs incurred divided by $100,000
of total estimated cost). The taxpayer will be permitted to treat his full $11,000 payment
as qualified investment for 1980, since this payment does not exceed 10 percent of the
total cost. to the taxpayer, of the section 38 property.

If, ox the other hand. the manufacturer had incurred only $5,000 of costs in connection
with the property in 1980. the taxpayer would be allowed to treat only 50 percent of his
$11000 payment as qualified Investment In 1980 ($5,500) because there had been only 5
percent "prurress" in that year. However, in that case, If the manufacturer Incurred an
additional $5,000 of cost In connection with the property in 1981, the taxpayer could
treat the $5500 of unused 1980 payment as qualified investments for 1981 (receiving,
in effect, a carryover of his unused 1980 payment) even if no further payments were made
to the manufacturer in 1981.



progress which occur before the year for which the taxpayer first
elects to come under the progress payment rules cannot be so utilized.
Similarly, progress expenditures and progress allocable to a building
(or its structural components) would not be taken into account.

To prevent a possible abuse situation, where a manufacturer might
certify unrealistic amounts of progress in connection with a project,
the committee bill contains a "pro rata" rule. Under this rule, it will
be presumed that generally progress will not occur with respect to a
project more rapidly than ratably over the expected construction
period for the property?. Howei er, this presumption could be rebutted
if the taxpayer shows by clear and convincing evidence that progress
had, in fact, been more rapid.

Progress expenditures may be made in cash, or in the form of prop-
erty furnished by the taxpayer to the manufacturer for use in the
construction of the property. llowever, if the taxpayer furnishes
property, that property is to be taken into account only to the extent
that that property could be included in the basis of the completed
section 38 property at the time that it is placed in service.

Progress payments may be made out of the taxpayer's capital, or
from borrowed funds. However, to prevent an obvious abuse situation,
the committee bill provides that progress expenditures made with
funds borrowed, directly or indirectly, front the manufacturer of the
property may not be treated as qualified investment.

Under the committee bill, the taxpayer is to be allowed to claim the
full credit to which he is entitled with respect to property in the year
in which it is placed in service. Of course, amounts which were treated
as qualified investments with respect to the property in preceding
years, due to the operation of the progress payment rules, are to be
subtracted from the amount for which the taxpayer may obtain a
credit.

The provisions discussed above are to apply only if the taxpayer
makes an election (in a time and manner to be prescribed in regula-
tions) to come under these rules. Once toade, the election would apply
to all subsequent taxable years, and can only be revoked with the per-
mission of the Commissioner. It is anticipated that taxpayers gen-
erally will exercise the election because this will accelerate their op-
portunity to use the investment credit. However, taxpayers who are
currently in a loss situation may not wish to make the election, so that
progress payments are not treated as qualified investments until the
year in which the property is placed in service, in order to obtain a
more favorable carryover period with respect to those payments.

If property is sold or otherwise disposed of by the taxpayer before
he places it in service, or if (under Treasury regulations) it becomes
apparent that the property will not be section 38 property when placed

'For Ixamule. if physical work pursuant to a contract is began by July 1, 595, for
0h manufacture of a macbire to be delivered an July 1, 1995 (i cars later) it will
hr seumed that three would not be more than 10 percent progress during calendar 1980,
and not more than 20 percent progress during the fiscal year fram July 1, 1980, through
ine 30.181. (Thr determination as to th normal construction period of the property
will be made only once, at the close of the taxable year in which work on the property
commeoces )

Otherwise, the taxonyer might obtain two credits with respect to the same property.
For example, assume that section Ut property placed in service in 1985 has a basis of $100,-
000, and that of that amount $)0,000 has been treated as qualified investment in each of the
years 1982. 198 , and 19R4 arder the progress payment rates The taxpayer's bats in the
property for porpaos of determining his qualified inveitment in fi5 Is to he $70 .Ot

course. the enoayer's bat for purposes of determining depredcation, or his gai or loss
from the sale of the property, would not be affected by this adjustment, which Is made for
investment credit purposes.)



in service, any amounts which were treated as qualified investments in
prior years are, of course, to be subject to full recapture in a manner

generally similar to present law."
As discussed above, progress expenditure treatment is to be al-

lowed only in the case of property which has an estimated useful life
(measured from the time the property is placed in service by the tax-
payer) of seven years or more. If the estimated useful life of the prop-
erty is less than seven years at the time it is placed in service (even if
previous estimates were for a longer useful life and were reasonable
when made) any excess credits previously allowed under the progress
payment rules are to be subject to recapture.8

Where the rate of the investment credit for the year in which quali-
fied progress expenditure treatment was allowed with respect to the
property is different from the rate in effect for the year of recapture,
then recapture is to occur with respect to the rate in effect when quali-
fied progress expenditure treatment was allowed. For example, re-
capture of 1975 progress expenditures would be 12 percent of those
expenditures for taxpayers entitled to a 12-percent credit for that
year.

Where the actual useful life of the property is less than the esti-
mated life (estimated as of the time when the property is placed in
service), any excess credits previously allowed under the progress
payment rules will be subject to recapture on the same basis as other
excess credits.

In the case where property is subject to a sale-leaseback transaction
before the property is placed in service, the following rules are appli-
cable. Where the seller-lessee makes progress payments, but the prop-
erty is sold to a lessor before the property is placed in service, generally
this will be treated as a recapture situation. For example, if a seller-
lessee makes progress payments of $10,000 each in 1980, 1981, and 1982,
but the section 38 property is sold to a lessor for $100,000 in 1984, be-
fore the property is placed in service, the lessor would be entitled to the
investment credit on his $100,000 basis, but credits previously allowed
to the seller-lessee based on his $30,000 of progress expenditures would
be subject to recapture.

However, where the lessor and lessee enter into an agreement pro-
viding that the seller-lessee will be entitled to some or all of the credit,
it is contemplated that there would be no recapture of the credits pre-
viously allowed with respect to the seller-lessee's progress expendi-
tures since recapture would, in effect, permit the seller-lessee to revive

I For example, sale of the property, or of the contract rights to the property before the
property ois placed in service, is to be treated as a disposition A similar result Is to followtf the contract for the property to cancelled, or If the project ts abandoned by the taxpayer.
Conveyance of the property by gift is also to be treated as a disposition. However, there
would be no recapture In the event of a transfer by death, or pursuant to a see. 381 trans-
action, but the decedent, or corporation (as the case may be) would be treated as a "prede-
cessor" of the person receiving the see. 38 property, and progress payments of the predeces-
sor would have to be taken into account in reducing the quali ed investment of the
successor.

8 For example, if a taxpayer made $10,000 of progress expenditures in 1980 with respect
to a piece of section 38 property. reasonably believing at that time that the property would
have a seven-year useful life in his hands tso that a full credit was allowable with respect
to those payments) but reduces the estimated useful life to 5 years in 1983, when the prop-
erty Is placed in service, so that only a two-thirds credit is allowable, the one-third excess
credit previously allowed in connection with lhe 1980 payment Is subject to recapture at
the time the property Is placed in service.



otherwise unusable investment credits.a Accordingly, recapture is
provided except to the extent that the lease agreement provides for the
pass through of the credit to the (ler-lessee.

To minimize the possible doubling up effect of these provisions,
where taxpayers would be taking investment credits for all property
placed in service this year (even though progress payments had been
made with respect to that property in prior years) as well as progress
payments made in the year, the committee bill provides that the prog-
ress payment provisions are to be phased in over a 5-year period.

Under these transition rules, 20 percent of a taxpayer's 1975 prog-
ress expenditures may be treated as part of his qualified investment for
1975. The remaining 80 percent of those payments may be taken into
account ratably over the next 4 years (20 percent a year) ; 40 percent
of the progress expenditures made in 1976 may be taken into account
in 1976, with the remaining 60 percent of the payments to be taken
into account in the remaining 3 years of the phase in period; 60 per-
cent of the progress expenditures made in 1977 can be treated as quali-
fied investments in 1977, with 40 percent of the payments to be phased
in ratably in the succeeding two years; 80 percent of the taxpayer's
progress expenditures in 1978 could be taken into account as qualified
investments in 1978, while the remaining 20 percent of the payments
would be taken into account in 1979. By 1979, the phase in period
would be complete, and all progress expenditures made in that year
and later years could be treated as qualified investments. Also, in 1979
the taxpayer would take into account the final 20-percent phase-in
portions of the expenditures in fact made in the four preceding years.

For example, assume that a progress expenditure of $10,000 were
made in 1975. Two thousand dollars of this amount would be treated
as a qualified investment in that year, and $2,000 would be available
to be treated as qualified investment in each of the next 4 years. On the
other hand, if a $10,000 progress expenditure were to be made in 1977
then $6,000 of that payment would be treated as a qualified investment
in that year, and the remaining $4,000 would be taken into account
ratably in 1978 and 1979.

When a taxpayer places in service the property with respect to
which the taxpayer has been making progress payments, the taxpayer
is to be entitled to the full investment credit, reduced by the progress
payments credits already taken. In the case of property placed in serv-
ice by such a taxpayer during the 5-year transition period, this would
also include the remaining portions of the credit that otherwise would
have been phased in at the rate of 20 percent each year.

The progress payment rules will apply to progress expenditures
made after January 21, 1975. in taxable years ending after De-

cember 31. 1974r
Revenue effect.-The changes in the investment credit under the

House bill result in a revenue loss of $2.4 billion in 1975 and $1.5 billion
is expected to occur in 1976.

9iror example, assume that the taxpa ,er (who has elected to use the progress paymentrule) haasbeen cnstrueting a long-lead-time piece af property for a number of rear, andhas had excess invetment reedits for those vexes (i e., his investment credits hove ecrededthe amount shot could be used because his taxable income was low for those vearsi. Assnme
further that it becomes evident that oio of these eces investment credits "iii net beable to be used in any of the years to which they cnld be carried under the carryoverroles The taxpayer is not to be permitted to "revive" those unused credits hy enteringinto a 'ale-lenoeback operation which N'ould resunt in a recapture of the prior (Ynusab lecredits and could result in tie taxnayer and the new lessor agreeing to pass the new InvestmInt credit On to the taxpayer when the property is placed in service (when the taxpayer
expess good proft years and therefore expects that the ftll credit cold he stitised In thase
years).



The changes made by the committee increase tle revcoue loss to
$4.3 billion. The revenue effect in 1975 of increasing the ralt of the
investment credit to 12 percent is $3.4 billion (or $1.4 billion above the
$2 billion revenue loss of the 10-percent rate in the House bill). Elimi-
natiug the $100 million limitation on public utilities adds $400 mil-
lion to the House bill. The elimination of the ceiling on used property
results in a revenue loss of $175 million over the 85 million in the
House bill (which increased tle amount of used property eligible for
the credit from $50,000 to $75,000). Allowing the investment credit on
progress payments costs $90 million. (This was not changed from the
provision in the House bill.)

Effective date.-In general, the rate increase provisions are to apply
with respect to property acquired after January 21, 1975, the basis
of property constructed, reconstructed, or erected after that date, and
to qualified progress expenditures made after that date.

The 12-percent rate would terminate with respect to property ac-
quired and placed in service after January 1, 1977. Property acquired
or constructed during this period is to be subject to the 10-percent rate
if the taxpayer does not satisfy the requirements for the 12-percent
rate. Upon expiration of the temporary 12-percent rate, a 10-percent
rate is to be generally in effect for all taxpayers.

The increase in the 50-percent-of-tax-limitation applicable with re-
spect to public utility property is to apply to taxable years ending
after 1974.

The provisions relating to the treatment of the additional credit
allowable for public utility property for ratemaking purposes are to
take effect on January 1, 1975.

The elimination of the limitation upon the amount of used property
which is eligible for the investment tax credit is to apply with respect
to used property acquired and placed in service after January 21, 1975.

The provisions relating to qualified progress expenditures are to
apply to taxable years ending after December 31, 1974.
2. Election to increase net operating loss carryback (sec. 304 of

the bill and sec. 172 of the code)
Present law, in general, provides that a taxpayer is allowed to carry

a net operating loss back as a deduction against income for the 3 years
preceding the year in which the loss occurred and to carry any remain-
ing unused losses over to the 5 years following the loss year. This gen-
eral rule enables taxpayers to balance out income and loss years over a
moving 9 year cycle, to the extent of taxable income in the 3 years
preceding and the 5 years following any loss year.'

Present law also provides exceptions to the general three year carryback-five year
carryover rule in the case of certain Industries or categories of taxpayers. One exception
allows certain regulated transportation corporations to carry back and deduct net operating
losses for the usual 3 years and to carry over such losses for 7 years Another exception
prohibits the carryback of a net operating lone to the extent the' net operating loss was
attributable to a foreign expropriation loss Ilowe er, a 10-year carryover period is 01-
lowed for the foreign expropriation loss (1 years in the case of a Cuban expropriation
loss). A third exception, applicable to financial institutions for taxable years beginning
after O-ember 31. 1975, will lengthen the carryback period for net operating losses to 10
yearn and usual 5-year .rryover period. Similarly. a bank for cooperative is
Presently allowed to carry net operating losses back for i years and forward for 5 car.
A fourth exception is provided for taxpayers which have Incurred net operating losses
resltin from increased imports of competing products under trade concessions made
pitesa ot to the Trade Expansion Act of 1902. Where a taxaver has elected to obtain
certification as provided by this Act, it is allowed a 5-year carryback period and the sctal
p-year carryover period. Finally, present law also contains a provision designed for

American Motors Corporation permitting a 5 year carrybaek period and a carryover period
of 3 years for losses Incurred for taxable years ending after December 31, 1966, and prior
to January 1, 1969.



Your committee's bill, as an aid to all sectors of the business com-
munity adversely affected by the current recession, provides for an
election whereby taxpayers may obtain needed funds through addi-
tional refunds of income taxes which have been paid for prior years.
Taxpayers presently covered by the general rule, which allows a 3-
year carryback and a 5-year carryover for net operating losses in-
curred in a particular year, may, under the bill, elect to convert the 5-
year carryover period into a carryback period and thereby obtain an
8-year carryback period and no carryover period. This provision ap-
plies to all business taxpayers, both individuals and corporations.

The election does not apply to certain taxpayers allowed extended
carryover or carryback periods under present law-those having for-
eign expropriation losses which qualify under section 172(b) (1) (D),
certain financial institutions which qualify under section 172(b) (1)
(F), and Banks for Cooperatives which qualify under section 172(b)
(1) (G).

This election is applicable to net operating losses for taxable years
ending after January 1, 1970.

If the taxpayer has more than one taxable year which has ended
prior to the time the election is made and in which net operating losses
were incurred, it may select the year for which the election is to be
first applied. However, a net operating loss for any year subsequent to
the first loss year to which the election is applied must also be carried
back puisuant to the election. For example, if a taxpayer subject to
the general 3-year carryover and 5-year carryback rule had net operat-
ing losses for each of calendar years 1972, 1973, and 1974 and the elec-
tion is made during 1975 to convert carryover years to carryback years,
effective with the 1973 loss, the election must also be applied to the net
operating loss for 1974 and such loss may not be carried over so long
as the taxpayer is governed by the election. However, the 1972 loss
remains governed by thc regular carryback and carryover rules, and
to the extent it is not absorbed by income from 1969, 1970 and 1971,
this loss may be carried over and applied against income for 1975, 1976
and 1977. Your committee intends, however, that the present rules of
sec. 172(b) (2), pertaining to priorities in the application of net op-
erating losses, shall continue to apply.'

Eevocability of election; redetermi~tatioin of tax liability.-Once a
taxpayer has elected to obtain an extended net operating loss carry-
back, the election continues to apply (unless revoked ol the condi-
tions described below) to net operating losses incurred in taxable
years subsequent to such loss year (or years).

2 Similarly, the bill allows elective 1-year carryback periods with no carryovers to tax-
payers with net operating losses arising from increased imports of competing product andwhich, under present low, may corey a tos k5 years nd forward 5 years. The bill also
allows certain regulated transportation corporations (of the type which are presently sub-
ject to the provisions of section 172(b)(1) (C) to elect to switch their present 7-year
carryover period to an additional carrybak period, which will result in a 5e-year carry-
back anod no carryover for these taxpayers.

'As a result, the 1972 lss in this example will be applied frot against income for the
year- 1969 through 1971, and will have priority in this application as compared to the1973 and 1974 losses. Similarly, the 1973 loss must be carried back to the eighth preceding
taxable year and then to subsequent profit years prior to 1973 until it is absorhed, after
which the 1974 loss may be carried back and applied If the application of the 1973 and
1974 looses ompletoly eliminates income for the years from 1965 through 1968 and someportion of these losses remain the application of the 1972 loss to 1969 through 1971
continues to have priority. Also, the loses to which the election applies must be carriedback in their eonticty to the earliest year to which these losses may be carried under the
election, even if these losses had previously been cried back for three years under theregular rule. In the example above, assuming that there was income rather than loss for

o972 and that the ti7l los had, prior to the enactment of this provision been carried back
to 1970, 1971, and 1972 under the regular rules, the election to carry back the 1973 loss
for 8 Years under this provision will result In a recomputation of losable income for
197t , 1971, and 1972.



The bill permits a taxpayer to revoke the election and to return to
the carryback and carryover periods to which be would be entitled
if he had not made the election. A taxpayer might want to revoke the
election, for example, if, after having incurred a net operating loss
for which he elected an extended carryback under the bill, he incurs
another net operating loss in the following year and then, in the year
after that, has an operating profit. In such a situation (or in compa-
rable situations), the taxpayer should not be permitted, by reason of
having obtained an extended carryback, to obtain a tax benefit which
he would not have obtained if he had not made the election. In order
to accomplish this objective, when a taxpayer revokes an election, so as
to become entitled to carry over a subsequent net operating loss, the
bill provides that the taxpayer mtst determine the tax benefit, if any,
which he obtained from the additional carryback and in effect repay
that benefit (without interest). He makes this determination by re-
calculating his tax liability for taxable years preceding the taxable
year in which he revokes the election as if he had not obtained an ex-
tended carryback of one or more net operating losses. The taxpayer
must recompute his tax liability for the earliest taxable year effected
by the carryback of a net operating loss under the election, and for
each succeeding taxable year up to (but not including) the taxable year
in which the election is revoked. In such latter year (the taxable year
in which the election is revoked), the taxpayer must increase his tax
liability for that year by the amount of tax liability of which he was
relieved by reason of carrying back a net operating loss for additional
years under the election.

A special rule which affects the redetermination of tax liability in
cases where a taxpayer was required to fund an employee stock owner-
ship plan as . condition to obtaining an extended loss carryback is
described below.

Special requirement for certain extended carrybacks.-Where a cor-
porate taxpayer will obtain a large current refund as a result of mak-
ing an election under the bill, your committee believes that the com-
pany should share with its employees the financial benefit which it
receives from the extended loss carryback. Such benefit should be
shared through an employee stock ownership plan in a manner analo-
gous to the provision in sec. 301 of your committee's bill, which con-
ditions a portion of the increase in the investment credit on the tax-
payer's creating or funding such a plan for the benefit of its
employees.

Under the net operating loss provision of the bill, an employee stock
ownership plan is required where a company, as a result of electing
the extended net operating loss carryback, becomes entitled to an ag-
gre gate credit or refund of more than $10 million. (This requirement
is discussed in more detail below in 3. Employee Stock Ownership
PlMs.)

However, once an employee stock ownership plan is created and
funded by a taxpayer by reason of one or more carrybacks, the tax-
payer is not again to be required to make payments for such a plan as
a result of carrying subsequent losses back to a taxable year in an
extended carryback period. Nevertheless, payments must be made into
an employee stock ownership plan for all loss years ending prior to
the time the first extended carryback election is made if the aggregate



amount of refunds or credits from these carrybacks amounted to more
than $10 million.

Allowance for employee plan contribution in later redetermination of
tax liability when election is revoked.-In cases where a taxpayer is
required to create and fund an employee stock ownership plan as a
condition to carrying back a net operating loss for an extended period,
the bill provides a special rule which comes into play if and when
the taxpayer revokes his election. In recomputing the company's tax
liability for the additional carryback years obtained under the elec-
tion (as if the election had not been made), the taxpayer can reduce
lits redetermined tax liability for these additional carryback years by
the amount actually paid in to an employee plan up to the date of the
redetermination. (This reduction for amounts paid in to an employee
plan only applies if the taxpayer received an aggregate refund of
more than $10 million.)

Other aspects of the election.-Under the bill, an election by the tax-
payer applies with respect to the entire net operating loss of a given
year and cannot be made with respect to only a portion of such a loss.

A taxpayer may revoke an election under the bill in such manner
and at such time as the Service prescribes by regulations. The bill
provides that a taxpayer may revoke a previous election without ob-
taining the consent of the Commissioner at any time within 60 months
after the close of the taxable year in which he originally made the
election. If the taxpayer desires to revoke his election at any later
time than this 60-month period, he must obtain the consent of the
Commissioner. (This latter requirement is imposed in order that the
Commissioner can be satisfied that, if the election is revoked, sufficient
records will be available from which the redetermination of tax lia-
bility for the extended carryback years can be made.)

Under the bill. an election which a taxpayer revokes on or before the
due date for filing his return for a given taxable year (including exten-
sions of time for filing the return) is effective with respect to such
taxable year. An election which is revoked after the due date for
filing a return for a given taxable year (including extensions of time
to file the return) is effective with respect to the taxable year in which
the revocation is actually made. Thus, for example, if a taxpayer in-
curs a net operating loss in 1975 which (under the bill) he elects to
carry back for a total of 8 years, and then incurs another net operat-
ing loss in 1976 followed by a profit in 1977, he may want to revoke his
election in order to be able to carry over his 1976 loss against his 1977
income. If the taxpayer makes his revocation during 1977 or early in
1978. before the due date for filing his return for 1977, the revocation
is effective with respect to 1977, so that the taxpayer may benefit as to
his income for that year by any carryover of his 1976 loss to which he
may be entitled in light nf the revocation of his carryback election.

A taxpayer is not limited to only one election under the bill. Thus,
a taxpayer who makes all election to obtain an extended carryback and
tun later revokes his election may make another election in a later
year to carry back a net operating loss for the extended period, as pro-
vided in the bill.

2 "oweor, the taxpayer may not make a second extended earryback election for a loss
,yer wlr h d peeviosly been subject to an election. In addition, a loss from a year

rwi, hi an election had previously been made and revoked may not be carried over
anoy years after a subsequent loss year for which the election is in effect. Such carry-

over losses in this situation become a part of the loss for the subsequent year and are
carried back as with the loss for the subsequent loss year.



In the case of a net operating loss year which begins before the date
of enactment of the bill, the taxpayer is allowed to elect under these
provisions and to file for a tentative or "quickie" refund attributable
to the election within 90 days following enactment of this provision or
within the 12-month period prescribed by sec. 6411 (a), whichever pro-
vides the taxpayer with the longer time in which to file the tentative
refund application. For years for which the period for filing a tenta-
tive refund application has expired, the taxpayer may file a claim for
refund during the time provided by sec. 6511(d) (2), which is gener-
ally by the end of the 15th day of the 40th month following the end
of "the'net operating loss year, or by the end of the 39th month follow-
ing the loss year in the case of corporations.

In the case of loss years beginning before the date this bill is enacted,
a refund received pursuant to an election under the bill is considered
to have been paid for the first taxable year ending after the date of
enactment for the purposes of computing interest on the refund. Simi-
larly'. the statute of limitations, for purposes of determining a defi-
ciency attributable to a loss year (or attributable to a year to which a
loss is carried back) under this election beginning before the date this
provision is enacted, will be considered to begin to run as if the loss
year was the first taxable year ending after the date this provision is
enacted.

The bill also provides for measures to prevent abuse of these pro-
'isions in corporate acquisition situations where different loss carry-
back and carryover periods are in effect for the acquiring corporation
and the transferor corporation. The bill amends sec. 381(c) to dele-
gate authority to the Secretary or his delegate to prescribe regulations
for these situations. Your committee also contemplates the Secretary
will similarly draft regulations to prevent abuse where corporations
with differing loss earryback and carryover periods file consolidated
income tax returns.

By substituting the elective carryback provisions of the bill for
sec. 172(b) (1) (E) of present law, the bill in effect repeals the "Ameri-
can Motors rule," which has ceased by its own terms to be applicable
and can be removed from the code as obsolete.

3. Employee stock ownership plans secss. 301 and 304 of the bill)
The committee bill generally requires corporations to establish or

maintain an employee stock ownership plan if they are to claim a 12
percent (instead of a 10 percent) investment credit and if they are
to elect a long carryback (generally 8 years). A corporation electing a
12-percent credit must establish an employee stock ownership plan
only if its qualified investment property is in excess of $10 million.
If a corporation's qualified investment' is above $10 million and it
elects the 12-percent rate (instead of the 10-percent rate) the amount
to be contributed is 1/12 of the investment credit.

The committee bill also provides that for certain corporations to be
eligible for the optional long net operating loss carryback, they are
to contribute to an employee stock ownership plan 25 percent of the
tax benefit received from the additional years of the carryback in the
first year in which this carryback is used. A corporation is to be sub-
ject to this requirement if time refund it receives on the first use of the
long carryback exceeds $10 million.



The committee has conditioned these two tax benefits on the estab-
lishment and maintenance of an employee stock ownership plan be-
cause it believes that some of these tax benefits should flow directly to
the employees and not just to the employer. Also, through their par-
ticipation in an employee stock ownership plan, employees will be
able to share in the ownership of corporate capital and in the growth
and profitability of the employer. In addition, the employee stock own-
ership plan offers the companies involved a new technique of finance
to meet their general financing requirements. The committee believes
that through the employee stock ownership plan, many corporate em-
ployers will be introduced to a new technique of corporate finance
that will enable the company to build its own investment capital while
providing equity ownership for their employees, and in this way bene-
fit society as a whole.

Since the assets which are to be contributed by the employer to the
plan come from tax benefits (the investment credit or a refund based
on net operating loss carrybacks), the contribution required by the
bill is not to be deductible. Of course, any additional contribution over
the required amounts is to be deductible under the rules of present law.
Contributions may be in stock or in cash; however, if cash is contrib-
uted, it is to be used to buy common stock of the employer (or securities
convertible into common stock).

An employee stock ownership plan is required under the committee
bill only for corporations, since only in this case can the employees
acquire ownership of stock of their employer.'

Investment credit and employee stock occnership plans.-Under the
committee bill, for a corporation (subject to these provisions by
reason of having qualified investment in excess of $10 million) to
have an investment credit of 12 percent (instead of 10 percent) for
the years 1975 and 1976, it is to contribute to an employee stock owner-
ship plan an amount equal to one of the two additional percentage
points above the 10-percent rate (that is, ,2 of the available credit).

To meet the contribution requirement under the investment credit
rules, amounts are to be contributed to the employee stock ownership
plan not less rapidly than ratably over a ten year period from the date
of claim for the credit. The amount of securities to be contributed over
the 10 year period is to be determined by the value of the securities at
the time the claim is made so the employees will receive the benefit c,
any appreciation in value over the 10 year period. If the employer
fails to make the required contributions, it will not be eligible for the
credit (or refund, in the case of the long carryback). In addition, the
employer is to be subject to a nondeductible civil penalty equal to the
amount involved in failing to make the required contributions. This
penalty is to be not less than one-half of 1 percent of the total amount
that (over 10 years) must be contributed to the plan under these
provisions.

Your committee recognizes that in many cases the amount of in-
vestment credit would be too low to jilstidy requiring the employer
to establish and contribute to a plan. Therefore, the committee bill
includes a "de minimis" rule, so that contributions to an employee

'However, it Is intended that an employee stock ownership plan is not to be required
for those corporations which, by the very asture of their organization and opertna,
do sot issoe otoch to shareholders. For example, an employee otoch ownership plan would
not be required for mutual insurance companies. However, this exclusion does not apply to
corporations which have the option of issuing stock but choose not to do so



stock ownership plan are to be required only if the amount of its quali-
fied investment property is more than $10 million for the year. For ex-
ample, if in 1975 the company has qualified investment of $12 million,
then %2 of the applicable investment credit (or 112 of $1,144,000) is to
be contributed to a plan if the employer is to qualify for the 12-percent
credit (rather than the 10-percent credit). However, if in 1976 the
company has qualified investment of $9 million, then no contributions
would be required to the plan in 1976 for the employer to receive the
full 12-percent rate in that year.

If the company prematurely disposes of the eligible property so
there is a recapture of the investment credit, the recapture is to be
computed without regard to the fact that a contribution to an employee
stock ownership plan was attributable to the allowance of credit. For
example, if the recapture would be $1 million had there been no em-
ployee stock ownership plan contribution, this same amount is to be
recaptured even if a percentage of the credit with respect to the
property in question had previously been contributed to a plan.

The committee recognizes that good faith errors may occur in fol-
lowing the employee stock ownership plan requirement. For example,
since it may be difficult to value an employer's stock, if stock is con-
tributed to the plan it may not be possible to know whether a sufficient
amount of the stock has been contributed. The committee intends that
if the employer makes a good faith effort to establish the fair market
value of the stock and makes contributions to the plan on the basis
of this good faith valuation, the employer will be entitled to the in-

vestment credit even if, on later audit, it is determined that more
stock should have been contributed. In this case, however, the employer
is to make up the deficiency by contributing additional shares of stock
(based on the value at the time the contribution originally was to
have been made) plus dividends paid between the time that the contri-
butions should have been made and the actual time of contribution. The
burden is to be on the employer to demonstrate a good faith effort in
complying with the rules of this provision. To sustain this showing,
it may be necessary for the employer to have his stock valued by an
independent, reputable outside organization.

Net operating loss carryback and employee stock ownership plan.-
Under the committee bill, for a corporation to use the optional long
net operating loss carryback, it is to contribute to an employee stock
ownership plan 25 percent of the tax benefit derived from the addi-
tional years of the carryback the first time it is used. For example, if
the initial refund under this provision is $40 million, $10 million is
to be contributed to an employee stock ownership plan. In later years,
however, no contribution would be required.

In the case of net operating loss carrybacks, the committee bill also
includes a "de minimis" rule. Under the bill, a contribution to an em-
ployee stock ownership plan is not required unless the tax benefit (that
is, the refund received) from the first use of the optional carryback
provision is more than $10 million.

Good faith errors may occur in the case of the net operating loss
carryback as well as with the investment credit. As with the invest-
ment credit, the employer will be able to correct such good faith errors
as long as any contributions plus dividends lost to the plan on account
of such errors are contributed by the employer.



Following the rule with respect to the investment credit, the required
amounts are to be contributed not less rapidly than ratably over a teu
year period from the date of claim for the refund. The amount of se-
curities to be contributed over the ten year period is to be determined
by the dalue of the securities at the time the claim is made. In this
way the employees will receive the benefit of any appreciation in the
value of the securities over the ten year period.

If the claim for refund is denied (or, in the case of the investment
credit, if the investment credit is not fully allowed), all or part of these
amounts, as appropriate, (plus dividends earned on the contribution)
may be returned to the employer.

The employee stock ownership plan will benefit persons who are
currently emphu ed by the employer. However, the committee recog-
nizes that because of the current recession people who otherwise would
he employed by corporations that will benefit from the net operating
loss carrvback may be out of work. The committee also understands
that the basic financial support of such people may be a supplemental
unemployment compensation benefit plan. Consequently, the commit-
tee bill provides that the employer may elect to contribute to a supple-
mental unemployment compensation benefit plan cash hi an amount up
to one-half of the amount that would otherwise go to the employee
stock ownership plan. To be eligible for this election, the employer
must currently participate in a supplemental unemployment compen-
sation benefit plan, and the plan and trust must meet the requirements
of sec. 501 (c) (17). Following the basic provisions, the employer may
choose to contribute to this plan ratably, over a 10 year period.

Emnployee stock ownership plan defined.-Generallv. an employee
stock ownership plan is a stock bonus plan designed to invest primarily
in securities of the employer. Also, a money purchase pension plan
may be coupled with the stock bonus plan. Additionally, in some cases
a profit-sharing plan may be used. The committee understands that a
key element of the employee stock ownership plan is that it provides a
new technique of corporate finance. Therefore. an employee stock
ownership plan is to provide that it may be used (i) to meet general
financing requirements of the corporation, including capital growth
and transfers in the ownership of corporate stock; (ii) to build into
employees beneficial ownership of stock of their employer or its affili-
ated corporations, substantially in proportion to their relative incomes,
without requiring any cash outlay, any reduction in pay or other em-
ployee benefits, or the surrender of any other rights on the part of such
employees; and (iii) to receive loans or other forms of credit to ac-
quire stock of the employer corporation or its affiliated corporations,
with such loans and credit secured primarily by a legally binding com-
mitment by the employer to make future payments to the trust in
amunts sufficient to enable such loans to be repaid. Since the commit-
tee intends that this is to be an introduction to the employee stock
ownership plan concept, the plan is to include these provisions, but
there is to be no requirement that the plan engage in the activities au-
thorized by these provisions.

The committee also understands that, through this technique of
corporate finance, the employee stock ownership plan may be used to
provide employees with the ownership of equity capital. In this regard,
generally the plan will borrow money needed by the corporation for



expansion purposes, and will use this money to buy stock of the em-
ployer. The employer then will guarantee the debt obligation of the
plan and will agree to make annual contributions to the plan sufficient
to meet the plan's obligation of paying interest and principal on its
debt. As the plan's debt is paid off, the employees share in the profit-
hbility of the employer and in any increase in the market value of
the, employer's securities. In this way, workers may share in the own-
ership of corporate capital without redistributing the property or
profits from existing assets belonging to existing shareholders.

Under the committee bill, an employee stock ownership plan may
be a tax-qualified plan or a nonqualified plan. While the committee
recognizes that the full benefit of financing through an employee
stock ownership plan may occur only under a qualified plan, neverthe-
less it also recognizes that a company may prefer to establish a non-
qualified plan, in which case the provisions of title I of the Employee
Retirement Income Security Act of 1974 generally are to apply. An
employee stock ownership plan also is to meet such other require-
ments as may be prescribed by the Secretary of the Treasury.
, Terms of employee stock ownership plan.-Under the committee

bill, a plan established pursuant to the investment credit and net oper-
ating loss carryback provisions is not to be used as a tradeoff for other
existing e'nployee benefits or rights. Therefore, if the employer al-
ready has a pension, profit-sharing, etc. plan, the contribution re-
quired under the investment credit or net operating loss provisions is
to be "added on" to the benefits of the existing plan. (Additionally,
if an employer wishes to take advantage of both the operating loss
carryback and the 12-percent investment credit provisions, a con-
tribution is to be required under each of these provisions.) If the
employer already has an existing plan which meets the requirements
of an employee stock ownership plan or which is amended to meet
these requirements, the benefits under that plan may be increased as
required by the committee bill rather than a new plan being formally
established.

The committee intends that plan benefits under the investment
credit and net operating loss carryback provisions are not to be de-
pendent upon contributions by the employees. Consequently, "match-
ing" plans or other mandatory contribution plans are not to qualify
under this provision. If a company has an existing matching plan, it
may use this plan to meet the requirements of the bill, as long as no
matching payment is required with respect to amounts contributed
under the terms of the bill, and as long as participation in the plan
with respect to these contributions is not dependent upon employee
payments.

Generally, contributions to the plan are to be allocated to partici-
pants' accounts in proportion to their annual compensation. For this
purpose, annual compensation which is greater than $100,000 is to be
disregarded. Also, a qualified and nonqualified plan is to meet the
requirements of sec. 415. Under the bill, if contributions in any one
year to a participant's account would exceed the limits of section 415,
the contribution is to be reallocated to the accounts of other partici-
pants (in proportion to annual compensation) until the additions to
the account Af each person participating in the plan reach the limits
of sec. 415. If, even after such reallocation, contributions otherwise re-
quired under the investment credit and net operating loss carryback



provisions would .be greater than otherwise allowed by the limits of
sec. 415, it is intended that this amount may be held in escrow and may
be allocated to participants' accounts in later years in proportion to an-
nual compensation. The beneficiary of the escrow is to be the plan. The
employer may establish the escrow and contribute stock or cash to the
escrow, but there is to be no reversion of assets from the escrow to the
employer unless the employer is not entitled to the full tax benefit on
which the contribution is based. The escrow agent is to transfer assets
to the pllan each year to the maximum extent possible without violating
the limitations of sec. 415.

If a plan is not tax-qualified, nevertheless the participation rules of
the LIternal Revenue Code are to apply. Since plan assets are to be al-
located to participants in proportion to compensation (without re-
gard to compensation in excess of $100.000 per year), the plan is not
to be ii itegrated directly or indirectly with social security.

To qualify, the employee stock ownership plan is to provide that
the, employees are to have the right to vote any stock allocated to their
accounts.

Under the bill, cash or employer securities may be contributed to the
employee stock ownership plan. If cash is contributed, it is to be used
to purchase qualifying employer securities. Qualifying employer secu-
rities are to be common stock with voting and dividend rights that are
the same as those of outstanding common stock. In addition, qualify-
ing securities may be preferred stock that is convertible into common
stock. Qualifying securities also may be stock of an affiliate of the
employer. For this purpose, it is intended that an "affiliate" be de-
fined by sec. 407(d) (7) of ERISA. Cash contributed to an employees'
stock ownership plan may be used to buy new or existing shares.

The bill requires employee stock ownership plans to invest in securi-
ties of the employer (or its affiliates). Therefore, even if these securi-
ties earn no current income (and even if it appears that the company
whose stock is held by the plan will have little if any earnings in the
future), the plan trustees may acquire and hold these securities without
being subject to any penalty or surcharge and without violating any
law that may govern the prudence or quality of investment (including
the Employee Retirement Income Security Act of 1974). The commit-
tee intends that no inference is to be drawn in this respect with re-
gard to any other plans.

The committee intends that there is not to be a partial termination
of an employee stock ownership plan because the rate of contribution
to the plan is decreased after the employer has made his required con-
tributions under the investment credit and net operating loss
provisions.

In the case of amounts contributed to nonqualified plans under these
provisions, beneficiaries generally are to be taxed on distribution to
them (under sec. 72) and not at an earlier date (and therefore, not
under sec. 83).
4. Increase in corporate surtax exemption and reduction in rates

(see. 303 of the bill and sec. 11(d), 12(7), 962(c), and 1561(a)
of the code)

Under present law, corporate income is subject to a normal tax
at a rate of 22 percent and a surtax at a rate of 26 percent (for a total
tax rate of 48 percent). However, the first $25,000 of corporate income



is exempt from the surtax. In effect, then, the first $25,000 of corporate
income is taxed at the rate of 22 percent and the income in excess of
$25,000 is taxed at a 48 percent rate.

In order to provide tax relief to small businesses that are not par-
ticularly capital intensive and would not be able to benefit as much
from the investment credit, the House bill increases the surtax exemp-
tion from $25,000 to $50,000. Your committee agrees with the House
in providing tax relief to small businesses but believes that it is
appropriate to provide rate reductions in addition to the increase in
the surtax exemption in order to benefit small businesses with tax-
able incomes under $25,000. As a result, your committee's bill reduces
the normal tax by 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). Thus, all corporations, including those
with taxable incomes of $25,000 or less, are to receive a tax reduction.

Corporations with taxable incomes of $50,000 or less will save an
amount equal to 4 percent of their taxable income. (This is because
of the reduction of the normal tax from 22 percent to 18 percent.)
Since the surtax exemption is increased from $25.000 to $50,000, the
normal tax rate, as reduced by the committee to 18 percent, now ap-
plies up to the first $50,000 of a corporation's taxable income. As a
result, a corporation having $50,000 or more of taxable income will
have an annual tax savings of $8,500. (Under present law the tax on
$50,000 of taxable income is $17,500-22 percent of the first $25,000,
plus 48 percent of the remaining $25,000; under the committee bill,
the tax is $9,000-18 percent of $50,000.) In effect, then, all corpora-
tions with taxable incomes of $50,000 or more will receive this amount
of tax savings while being taxed at the rate of 48 percent on their tax-
able income above $50,000.

Corporations with taxable incomes between $25,000 and $50,000 will
save $1,000 on the first $25,000 of taxable income (4 percent-the dif-
ference between the present 22 percent and the 18 percent rate pro-
vided in the committee bill-of $25,000) plus 30 percent of the corpo-
rations taxable income between $25,000 and $50,000 (that is, the dif-
ference between the present 48 percent tax rate and the provision
in the committee's bill for the 18-percent rate up to $50,000).

The increase in the corporate surtax exemption and the reduction in
the corporate rates are effective for taxable years ending after De-
cember 31, 1974. They are to apply, however, for only one year in this
bill and are to cease to apply for taxable years ending after Decem-
ber 31, 1975.

In the case of a corporation which is not on a calendar year basis,
the bill provides that the one year increase in the surtax exemption
and the rate reductions are to be treated as an increase and decrease
in rates (sec. 21 of the code). As a result, in the case of a fiscal year
taxpayer, the increase in the surtax exemption and the rates for the
year ending in 1975 will be prorated based on the number of days from
January 1, 1975, to the end of that taxable year, and the decrease in the
surtax exemption and the rates, for years ending after 1975, will be
prorated based on the number of days from the beginning of that tax-
able year through December 31, 1975. Thus, the tax benefit resulting
from the one year increase in the surtax exemption and the rate re-
ductions will, in effect, be spread over two taxable years in the case of
fiscal year taxpayers.



This increase in the corporate surtax exemption and the rate reduc-
tions are expected to result in a revenue loss of $1.9 billion, of which it
is estimated about 60 percent, or $1.2 billion, will go to businesses
with incomes under $100,000.
5. Increase in minimum accumulated earnings credit (see. 305 of

the bill and sec. 535(c) of the code).
In addition to the regular corporate income tax, present law im-

poses an accumulated earnings tax of 271/2 percent to 381/2 percent on
improperly accumulated corporate earnings where the accumulation
occurs in an attempt to avoid the individual income tax. In computing
the base on which this I ax is imposed, there is excluded an amount
equal to the earnings and profits of the taxable year which are re-
tained for the reasonable needs of the business. This is known as the
accumulated earnings credit. Present law provides, however, that in
any case, there is to be a minimum credit of $100,000 of earnings which
may be accumulated before any income is subject to this tax. This is
a cumulative credit, however, rallier than an annual credit.

Since 1958, when the accumulated earnings credit was increased
from $60,000 to its present level of $100,000, there have been substan-
tial increases in costs which require additional capital to make an in-
vestment of the same type and scope. Increased borrowing costs cause
small businesses to rely more heavily upon internal generation of capi-
tal for posible future needs. Quito often small businesses do not have
the specific plans for expansion which are required, under the law, to
justify accumulations of corporate earnings in excess of the minimum
credit. An increase in the credit not only adjusts for the rise in costs.
but also provides a wider margin for the retention of earnings for
future contingencies, and thus reduces borrowing pressures on small
businesses. As a result, your committee believes it is appropriate to
increase the amount of the credit.

The committee's bill increases the amount of the accumulated earn-
inzs credit from $100,000 to $150.000. Thus, a corporation may accum-
ulate as much as $150,000 of earnings before its retained earnings may
be subject to the accumulated earnings tax. The House bill did not
include any such provision.

The amendments related to the increase in the minimum accumu-
lated earnings credit apply to tax able years beginning after Decem-
ber 31, 1974.

C. Changes Affecting Individuals and Businesses

1. Repeal of manufacturers excise tax on trucks, buses, tractors,
etc. and related parts and accessories (sec. 402 of the bill and
sections 4061-63 of the code)

Under existing law, there is imposed a 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 semitrailers (see. 4061(a)).
The Revenue Act of 1971 exempted light-duty trucks, etc. (those
having a gross vehicle weight of 10,000 pounds or less) at the time
when the tax on the sale of passenger automobiles w'as repealed. There
are currently the following exemptions (under sec. 4063) from the



excise tax on trucks, etc.: (1) camper coaches and bodies for self-
propelled mobile homes; (2) feed, seed, and fertilizer equipment;
(3) house trailers; (4) ambulance and hearses; (5) concrete mixer
units placed or mounted on a truck or trailer chassis; (6) local transit
buses used predominantly in mass transit service in urban areas; and
(7) units designed as trash containers.

Present law also imposes an 8-percent manufacturers excise tax (5
percent as of October 1, 1977) on the sale of truck and bus-related
parts and accessories (see. 4061 (b)).

As indicated under the discussion with respect to reasons for the
bill, the excise tax on trucks and buses, etc. (and related parts) is
repealed both to provide a stimulus for the purchase of trucks and
buses and because of the additional employment this is expected to
create. In recent years, costs of truieks and buses have risen signif-
icantly due to general inflation and added safety requirements. Sales
of trucks have declined significantly in recent months as the price has
risen and as the economy has slackened, thus adding to the unemploy-
ment rate. Factory production of the truck-trailer units has shown an
even greater drop. The committee believes that the cost increases will
be reduced by the repeal of the exeie tax. The committee also intends
that the repeal of the 10-percent excise tax on trucks and buses, etc.
and the 8-percent excise tax on related parts and accessories should be
fully passed on to the purchasers, as it inteded in the repeal of the

excise tax on passenger automobiles and light-duty trucks in the
Revenue Act of 1971.

Under the bill, the repeal is effective the day after the enactment
of the bill, with floor stocks refunds and consumer purchase refunds
(as described below) available with respect to trucks and buses, etc.
(and related parts) sold after March 13,1975.

Floor stocks refunds.-Under present law (sec. 6412(a) (2)), floor
stocks refunds would be made available in the ease of rate reductions
on trucks and buses, etc. (and related parts), scheduled for October 1,
1977.

To avoid creating competitive disadvantagzes because of the rela-
tive sizes of dealers' inventories and in conformity with prior prac-
tice, the bill makes provision for floor stocks refunds with respect
to trucks and buses, etc. (and related parts), in dealers' inventories on
the tax repeal date (the day after the date of the enactment of the
bill). This floor stocks refund (or credit) is available with respect to
trucks and buses, etc. (and related parts), sold by the manufacturer
or importer before the tax repeal date, which are still held by the
dealer on that date, and which have not been used but are intended for
sale by him. The credit or refund for these floor stocks must be claimed
by the manufacturer or importer before the first day of the 10th
calendar month beginning after the tax relmal date, based upon re-
ports submitted to him from the dealer before the first day of the 7th
calendar month beginning after the tax repeal date. Also, before the
first day of the 10th calendar month, the manufacturer or importer
must have reimbursed the dealer for the tax or obtained his written
consent to the allowance of the refund or credit. In addition, the
manufacturer or importer must hav e in his possession evidence of the
inventories on which the credit or refund is claimed (to the extent re-
quired by regulations prescribed by the Secretary of the Treasury or
his delegate).



A truck, bus, etc. (or a part or accessory the tax on which is re-
pealed by this provision), is net to be treated as having been sold
before the tax repeal date (and. generally, is to be treated as being
in the dealer's inventory on that date) unless possession or right to
possession of the vehicle (or part) passes to the purchaser before that
date.

It is expected that these floor stocks refund claims will be processed
promptly. It is anticipated that the Internal Revenue Service will
make refunds within 45 lays of the receipts of the claims. There is no
intention to have the Government unreasonably retain these excess
taxes or to have the manufacturers be out-of-pocket the amounts of
these taxes for an extended period of time. Indeed, any such unneces-
sary delays would tend to detract from the stimulative purposes of
these provisions.

Refunds with respect to certain consumer purchses.-In connec-
tion with the repeal of lie excise tax on trucks and buses, etc. (and
related parts), the committee's bill also makes provision for refunds
of the excise tax to consumers with respect to their purchases after
March 14, 1975, and before the day after the date of enactment of this
bill, when the tax is actually elitiitnated. Provision for these refunds
is necessary to forestall the postponement of purchases of trucks and
buses, etc. (and related parts), until the date of the repeal of the tax.
(This provision is consistent with Congress' actions in 1965 and 1971
with regard to passenger automobiles, light-duty trucks, and related
parts, such as air conditioners, etc.-articles where it was thought
delays in purchases might adversely affect total sales.)

The bill provides that the government is to refund (or credit) to
the manufacturer (or importer) of the tax-repealed truck, bus, etc.
(or related part), the tax he paid on his sale of the article. However,

to obtain this refund (or credit) ti,, manufacturer (or importer) must
file his claim with the Internal Revenue Service before the beginning
of the 10th calendar month beginning after the day the tax is repealed.
This claim is to be based on information submitted to him by the
dealer (or other person) who sold the article to the ultimate pur-
chaser. This information must be submitted to the manufacturer be-
fore the first day of the 7th month after the date of repeal. Also,
before the beginning of the 10th calendar month after the date of
repeal, the "ultimate purchaser" must be reimbursed for the tax paid
on the article he purchased. The "ultimate purchaser" is the consumer
or user of the new article.

A truck, bus, etc. (or related part), is not to be treated as having
been sold before the date of enactment unless possession or right to
possession of the vehicle has passed to the purchaser before that date.

It is expected that a consumer who purchases a truck, bus, etc. (or
related part) during the post-March 13 period will be informed that,
if these excise taxes are repealed, lie will be refunded the amount of
the tax. In these cases, the dealer is to notify the manufacturer as to
the persons to whom he sold specific trucks, buses, etc. (or related
parts), during the refund period. This notification must reach the
manufacturer before the beginning of the 7th calendar month after
the repeal of the tax. This gives the manufacturer time to process the
claims, make reimbursements, and file his overall claim (or claims)
with the Internal Revenue Sen ice before the beginning of the 10th



calendar month after the date of repeal of the tax. The reimbursement
may be made directly by the manufacturer to the consumer or may
be made through the dealer who originally sold the article.

The committee intends and expects the Internal Revenue Service
to allocate the necessary personnel to process consumer refund claims
as soon as possible. The manufacturer is not to be permitted to claim a
refund until he shows he has already reimbursed the ultimate pur-
chaser. However, there is no intention that the Government delay re-
funding taxes or that the manufacturers be out-of-pocket for the taxes
any longer than is necessary for administrative reasons. Indeed, any
unnecessary delays would detract from the stimulative purposes of
these repeal provisions.

Certain uses by a manufacturer, etc.-Under present law, if a manu-
facturer (or importer) of a truck, bus, etc. (or related part). uses the
vehicle himself (other than in the manufacture of another taxable
article), he is liable for tax in the same manner as if the article were
sold by him (see. 4218(a)). In this case, the tax is computed on the
price at which he (or other manufacturers or importers) sells the same
or similar articles in the ordinary course of trade.

The committee intends that where a manufacturer (or importer)
pays a tax on account of his use of the article during the consumer re-
fund period, he is as much entitled to reimbursement as would be any
other consumer. Accordingly, the bill provides that where a truck, bus,
etc. (or related part), is used by a manufacturer (or importer) and as
a result of this use a tax was paid after March 13, 1975, the payment is
to be treated as an overpayment.

Leases, installment so/es, etc.-Iu the case of partial payments in
connection with leases, certain types of installment sales, conditional
sales, or certain types of chattel mortgage arrangements, present law
(see. 4216(c)) provides that the ianufaetu rers excise tax is to be
paid upon each partial payment and is to be based on the tax rate in
effect on the date each partial payment is due. To avoid windfall bene-
fits to a manufacturer where the lease, installment sale, etc., took into
account the 10-percent tax (or 8-percent parts tax), the bill provides
that no tax is due on partial payments after the tax repeal date if the
lessor or vender establishes that the amount of the payments payable
after that date has been reduced by the amount of tax that would other-
wise have been due with each partial payment after that date. If the
lessor or seller does not reduce the amount of the payments, however,
the tax reduction provided by the bill will not apply to the article on
which those partial payments are being made. In other words, for the
tax reduction to be available in partial payment cases, the benefit of
the repeal must be passed on to th" lessee or purchaser.

Effective date.-The repeal of the manufacturers excise tax on
trucks and buses, etc. (and related parts and accessories) applies to
articles sold on or after the day after the date of the enactment of the
bill. The bill also provides that an article is not to be considered as
sold before the day after the date of enactment unless possession or
right to possession passes to the purchaser before that day.

The bill also allows floor stock refunds for tax-paid articles held by
a dealer on the day after the date of enactment, and consumer refunds
for tax-paid articles sold to ultimate consumers after March 13, 1975,
and on or before the date of enactment.



Revenue effect.-The revenue I, s from the repeal of the excise tax
on trucks and buses, etc. is estimated to he $224 million for the re-
mainder of fiscal 1975 and $560 million for fiscal 1976. The repeal of
the excise tax on truck and bus p;, rts and accessories is expected to re-
sult in a revenue reduction of $Si million for fiscal 1975 and $160 mil-
lion for fiscal 1976. Thus, the conibined rev enue loss for fiscal 1975
will be about $310 million and $7-i million for fiscal 1976. The revenue
loss will come out of the Iiighwa y Trust Fund.
2. The Federal Welfare Recipient Employment Incentive Tax

Credit (see. 401) of the bill and secs. 50A and 50B of the code)
The Committee adopted an am( iljdment to the work incentive (WIN)

tax credit to provide that an employer who hires a recipient of the
aid to dependent children (AFIiC) program under Title IVA of the
Social Security Act wold be eli. ble for a federal welfare recipient
employment incentive tax credit qual to 20 percent of the gross wages
paid to the recipient.

The WIN tax credit which was authorized under the 1971 Revenue
Act applies only to AF IC recipici ts who are placed in employment
through the Work Inceiitive pro,, am. The WIN tax credit amounts
to 20 percent of the gi oss wages paid the employee for the first 12
months of employment during th,, period of 24 months from the first
day of employment. The maximmi amount of the WIN tax credit
which may be claimed by an employr in any tax year is $25,000 plus 50
percent of any remaining tax liidiility in excess of $25,000. Excess
credit may be carried forward foi even years or carried back for three
previous years. There aie restrictions on eligibility for the WIN tax
credit which include (1) the individual must be retained by the em-
ployer for an additional 12 monfih period following completion of
the first 12 month eligibility; and (2) an employer must certify that
the position to be filled is not the result of (A) a layoff with other
employees waiting to be recalled. (B) a strike or lock-out, and (C)
a reduction in the wages, employ mnent benefits, or regular hours of
other workers currently in positious similar to the job vacancy being
filled.

The federal welfare recipient employment incentive tax credit
applies solely to the employmen! of an AFDC recipient who:

(A) has been certified by the S1 ate or local welfare department as
being eligible for financial assistance for AFDC and as having con-
tinuously received such financial assistance during the 90 day period
which immediately precedes the dale on which such individual is hired
by the taxpayer,

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

(C) has not displaced any other individual for employment by the
taxpayer, and

(D) is not a migrant worker (foi purposes of this tax credit, a
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 the employee to
travel from place to place for a short period of time).

(E) bears any relationship to the taxpayer described in paragraphs
(1) through (8) of Section 152(a) of the Internal Revenue code of
1954 as amended.
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The tax credit amounts to 20% of the wages paid or incurred by the
taxpayer for services rendered to lie employer before July 1, 1976.
Thus, after the eligible employee had worked the first 30 days, the tax-
payer would receive the credit for t lie wages paid or incurred by the
taxpayer for the first 30 days of employment plus the wages for all
days the employee continued to w ,,-'( after the original 30 day period
through June 30, 1976. The Fede ii welfare recipient incentive em-
ployment tax credit would be avail ble to both business and non-busi-
ness employers. The tax credit appls onl '. the wages paid or in-
curred by a taxpayer for an AFI)(' recipient whom such taxpayer
hires after the date of enactment of this act.

The sum of the credits allowed uder tht WIN tax credit provi-
sions for employment under a wivr incentive program established
under Section 432(b) (1) of the Social Se rity Act and under the
Federal welfare recipients employmlient incentive tax credit is subject
to a limitation based on the tax liability of the taxpayer. The sum of
such credit is 100 percent of the first $25,000 of tax liability for the
taxable year plus 50 percent of so much of the tax liability for the
taxable year as exceeds $25,000. A tax credit [or wages paid to an in-
dividual may be allowable under either the VIN tax credit or under
the Federal welfare recipients employment incentive tax credit, but is
not allowable under both for the name wages paid to the same in-
dividual.

The Committee believes that any revenue loss under this program
will be offset by the revenue saved under the AFDC Program.



V. STATISTICAL APPENDIX

TABLE I.-INDIVIDUAL INCOME TAX BURDEN I UNDER PRESENT LAW AND UNDER THE PROVISION IN THE BILL WHICH GRANTS A REFUND OF 1974 INCOME TAX LIABILITY

[single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income)

Tax liabiity

Married couple with Married couple with arried couple with Married couple with

Single person no dependents I dependent 2 dependents 4 dependents

Under Under Under Under Under Under Under Under Under Under

present the Reduc- present the Redon- present the Redur- present the Reue- present the Reduc-

Adjusted gross income law bill tion law ill tirn law hilt l tin aw bill tion law bill tirn

$3 .000 .. .. . . ...... 00......... $ 138 $38 $ 100 $28 0 Z 0 0 0 0 0 A 0 0 0

$5,000 --------------.. 41 391 iD0 32 $022 111 $2OU $109 B00 $99 $U0 $08 U t U

6,000 -------------------------. I, 8 58 1 t4 069 Ud 332 U2t Ica 24N 145 100 91 $D28 lit
$800 .......... ---- '-- 1,8 7 5 37 737 100 694 594 1O 500 58 5 159 10 31001

10,000 .. i, 482 i, 334 148 i, 152 i,7 il i AR U t R67 767 1 i A 86

$12,50 ----------....... I, 99A i, 97 21,0 0 t,573 141 1 7 , 608 1, 257 11 ,26t 1,129 16 NOR AIR tGt

$15,000 --------- - 2, 549 2,249 Ott 2,09 0,609 d1t i,6R 07 R t i 0,9 ,, 529 17t , 'O 1 ,220 17

$17,500 ------- - 3, 14 2, 45 20 2,2 U 6 2t t 209 ,129 O 2,156R 1, NRA 000 1,926 t,640 183

$2U,000 .,074 3,984 t2 l 3, A35 2, A5 200 0, 4U 6. 1 :40 200 2, AUR 2, 460 200 0,261 2, 080 O0

$2000- . 0 5,230 5, D80 150 4 70 4,.O20 150 3, N60 3, hR lt 3, 701 3, 6t6 lA ,0 30 0, t 150

$300t5 -.. . -. - 6,600 6,000 100 5,468 5, t68 100 5,008 5,128 itt 4,088 4,4,8 ltD 508 4,408 IUO

$35,000 ------------------------ 8, 6 25 8525 10O 6938 6,838 l00 6,668 6, 56. 10 6, 398 6, 29 i0 S858 575 1

$40,DO- - - - - 19, 5tO 10, 41 5 Ot 8, 54 8, 10t 8,251 8,151 100 7,958 7,05 190 7,373 7, 73

Competed without reterenceto hetaetables ton rotrns with adjusted gross income seder $10,0O0. between $20,000 and $30,000 of adjusted gross income but not below $OD.
SGranting a 1-perett retard ot t94 income tan iahility up to 9100 without a phaseout and N

i-percent refund of tax above $1,900 with a maximum refund of $200 with the refund phased out Note: Details may not add to totals because of rounding.



TABLE 2.-INDIVIDUAL INCOME TAX BURDEN I UNDER PRESENT LAW AND UNDER THE PROVISION IN THE BILL WHICH DECREASES BY I PERCENTAGE POINT THE TAX RATES
APPLICABLE TO THE FIRST $4,00 OF TAXABLE INCOME

[Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income))

Tax liability

Married couple with Married couple with Married couple with Married couple with
Single person no dependents I dependent 2 dependents 4 dependents

Under Under Under Under Under Under Under Under Under Under
present the Reduc- present the Reduc- p resent the Radar- present the Reduc- present the Reduc-

Adjusted gross income law bill tion law bill tion law bill tion law bill tion law bill tion

S00
93,0o- s138 $tt $9 $2B $26 $2 X U S U 5 0 U U0
,_ 491 46t1 29 322 300 22 $2XU $193 $14 $98 $91 $7 A 0 U

$6,-000 - -- 681 641 39 484 452 32 362 399 24 245 229 17 $2. $26 $2
$8,000.. - 1,067 1, 047 40 U37 797 40 694 654 40 559 522 36 312 291 21$100,0_ 1, 482 1,442 40 1,t52 1,112 40 1,011 970 4U 867 87 45 586 549 at
912:50 1,996 1,958 4 1 :4 1, 368 40 , 21 1,221 40 876 936 40
$15,00-. 2, 549 2, 909 4U 2, 029 t, A8t 40 1,866 1,924 40 1,899 1,89 40 1,371 1,231 44
$17,500 a,145 3, t05 40 2,5t 2, 476 40 2, 329 2,289 4 2,156 2, 11 40 ], .26 1, 786 40
$2-,0X - 3,784 3, 744 40 3,035 2, 995 40 2, 849 2,9811 44 2,889 2,620 40 2,285 2, 245 40
$25,004 U, 230 5,19U 4 4 4,17 4,130 4 3, 960 3 920 40 3,750 3,710 4 3,334 3,290 40$3,00 6, R5U 6, 10 40 5, 468 5, 428 40 5,228 9,198 Ut 4,99 U, 94U 50 4, 508 4,48 40
$35,10 8, 625 8, I.5 40 G, t3 6, 8) 40 6,668 6, 628 40 6, 39 6, 58 40 5,858 5, 8 40$40,00 IX, 515 12, 475 40 9,543 8, 503 40 8, 251 8,211 40 7,919 7, 9tt 40 7,373 7,333 40

n Co puted without reference to the tax tables for returns with adjusted gross income under Note: Details may not add to totals because of rounding.10,960.



TABLE 3-INDIVIDUAL INCOME TAX BURDEN - UNDER PRESENT LAW AND UNDER THE PROVISION IN THE BILL WHICH GRANTS A NONREFUNDABLE E $200 TAX CREDIT IN LIEU OF THE $750
PERSONAL EXEMPTION DEDUCTION

(Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income)]

Tax liability

Married couple wish Married couple with Married couple with Married couple with
Single person no depeidants t dependent 2 dependents 4 dependents

Under Under Under Under Under Under Under Under Under Under
present the Radoc- present the Reduc- present the Reduc- present the Reduc- present the Reduc-

Adjusted gross income law bill tion law bill tins law bill tion tow bill tion law bill tin

.00o .t. N5R $70 O U 0 8 0 U $ 0 0 0 

$,000 -.-.. 401 430 t 320 $100 13 $200 S $20 se 0 NO

$6,U00 Utt 637 44 484 353 13. 362 $153 2V9 245 0 245 $28 0 $08
$8,000 ... U, 1,064 23 837 722 It5 694 522 t73 OUR $000 007 OtO 0 312
$,0 t... 1,482 1,460 t7 , 152 1,040 tOO t, DID DID tAD 807 00 Dot 080 $010 340

$t, .......... . t, 00 t, Dt 5 1,573 1, 503 70 1,408 1, 303 105 1,261 t, 103 100 976 703 074
$ -,---- .. . -- - , 549 o, oe D 0,029 t, 073 50 t, D4 t, 773 02 t, 090 t, 073 127 u, 371 t, 13 198
$-7, 5o . . . . . .- 3 , 140 3, 1t 5 0 2 , 5 16 2 , 0 5 2 , 3 20 , 2 1 3D 2, 1 56 2 0 91 DR 1, 8 2 6 t, D 9t 1 34

$2,00 -..... . 3, 7D4 3, OHS 3, 035 3, D 7 2, 84 0,828 DO 2, 0 0 0, 628 32 2, 285 2, 2 57
$25,OOO . U, 030 5,230 U 4,170 4,170 0 3, ODD 3, 96 0 3,750 ,700 0 3,330 3,30
$300.O.0, D5 06, 550 0, OLD 5, ODD 5, 22 U, 228 0 4, 98 4,988 0 0, DOD 4, 5OD
$3500,000 . ., 6:5 D, DO5 0 0, 93H 0,03 0 6 ,1 D 6:0,398 6,08 D 5, fUD 858 0
$40,000 . .IS, O 5 I, 515 5 8, 543 H, 853 U 8, A0, 201 0 7,008 7,8 8 7 373 7,37

,Computed without reference to the tax tables for returns with adjusted gross income under Note: Details may not add to totals because of rounding.
$10,000.



TABLE 4.-INDIVIDUAL INCOME TAX BURDEN S UNDER PRESENT LAW AND UNDER THE PROVISION IN THE BILL WHICH GRANTS AN EARNED INCOME CREDITe

[Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income)l

Tax liability

Married couple with Married couple with Married couple with Married couple with
Single person no dependents 1 dependesnt 2 dependents 4 dependents

Under Under Under Under Under Under Under Under Under Under
present the Reduc- present the Reduc- present the Reduc- present the Redu- present the Reduc-

Adjusted gress income law bill tion law bill tin law bill tion law bill tien law bill tion

$3A,
0 00 

.................. _ - 3
8  

-$163 $300 $28 -$272 $300 0 -$300 $300 0 $300 $300 0 -$300 $300$,000-- 491 191 300 322 22 300 $208 -93 300 $98 -202 300 0 -300 300
$6,000. 681 481 200 484 284 200 362 t62 200 245 45 200 $28 -173 20D
$8,000- 1:087 t 087 0 837 837 0 694 694 0 55 559 0 312 312 8
$ 10 00 S 482 1482 0 1, 152 1, 152 0 1,010 tl010 A 867 A 586 586 0

t1 S 1,500 A-A-A,-ABt,9573 1073 A 1,408 lI46 1, 21 1, 761 A 976 970$50'" 1:1" 02g 0 1,48 0 t 11$15,00 ..................... 2, 549 2 A4 0 2 029 2 A 1A34 1,Rh4 A t6hA 1:09 A 1,371 1,371 
$17,510 3,145 3,145 0 2,5 6 2, 516 A, 329 0 2,2 2 2,5 0h A A, A:A 0826 0,03734 :748 0 201$21,000 3,780 3,784 0 3, 035 3,035 0 2, 840 0,648 8 2, 665 2, h . 8 2 ,285 A,2Rb
$25,00 5, 20 5, 230 0 4,170 4, 170 0 3, 96 3, 00 0 3, 750 3,750 0 3 33A 3,330 0
$30,00 6, 8050 A, 050 4 SOAR 5,468 0 5, 228 5, 228 0 4, A 4, 98 A 4,508 , 508 8a3000 8, R ,605 0 6, 938 AB 8 A, 666 6,668 0 6,398 6,398 0 5,858 5,858 A
$40,000 tO, 515 10, 515 0 8, 543 8,543 A A, 251 8,251 0 7,958 7,958 0 7, 073 7,373 0

1 Computed without reference to the tax tables for returns with adjusted gross income under Note Details may not add to totals because of rounding.

s G ranting Is returns with dependent children a refundable tax credit of 10 percent e wage and
salary end self-empleymentincme with a $400 maximum credit with a phaseout f thecredit between
$4,000 and $8,000 of adjusted gross income.



TABLE 5.-INDIVIDUAL INCOME TAX BURDEN I UNDER PRESENT LAW AND UNDER THE PROVISIONS IN EHE BILL WHICH DECREASE BY I PERCENTAGE POINT THE TAX RATES APPLICABLE To THEFIRST $4,000 OF TAXABLE INCOME AND GRANT A NONREFUNDABLE $200 TAX CREDIT IN LIEU OF THE $750 PERSONAL EXEMPTION DEDUCTION
[Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent ot income)]

Tax liability
Married couple with Married couple with Married coupe with Married couple withSingle person no dependents I dependent 2 dependents 4 dependents

Unde Uinder Under Under Under Under Under Under Under Underpresent the Redcs- present the Reduc- present the Reduc- present the Reduc- present the Reduc-Adjusted gross income law bill tlion law bitt lion tow liE lOn ,w bill lion tru ilt l tion

$3:0 -- :........ . - - $138 042 $95 $28 0 $28 U 0 U U U U U U$500 49.01 31 94 322 2 $10 IA $20 0 $20 $98 0 $9 U 0$6,A0 .................... 68l 597 83 484 313 171 362 $113 249 245 245 BOX U BOB
sgooo ----------------- 1 087 1 024 63 837 682 155 694 48g 2 85 20 } ]1 ..X -- .. 1,11 I, DUO 65 ,652 IN00 146 010 Ol 23 867 600 267 51 $206 58
$12,500 - 1, NIX 1,101 45 1,-573 1, 411 110 1, 1,01 0 145 ,261 1,03 199 976 663 314$15,000 ------ 2,-4- -,01 O 4 0-, A29 1, IA 96 16 l73 131 1,6991 1 IOU 66 1,371 1,1S3 O38$17,500 -..... 3145 3:105 40,IA 5,6 2D451 65 2 329 2,051 77 2,156 2, 051 IO 4 , 86 1,651 174$2,000 ......... --- - - 3,784 3, /44 40 3,05 2, 111 4 2, 141 2, 711 59 2 60 2,011 P 2, 28 2, tI8 IT$500 . 5301 20 5, IOU170 4 130 40 , 3, 920 40 3,750 3 710 40 3, 330 3, 290 40$ U0 ...... -. . U, "50 A, bO 4 5, 468 5,428 40 A, 2U8 5,118 4 0 , IRA 4,148 OX04, O 08 , 468 A$35,00... . - B, 8. 625 8, TAO 40 6, 90 , 898 40 6,668 6, 608 40 6, 38 6, 358 40 5,858 5,118 40$40:000 . -515 10,475 40 8,543 8,503 40 8,251 8,211 40 7,958 7, 18 40 7,373 7,333 40

$ Computed without reference to the tax tables for returns with adjusted gross income under Note: Details may not add to totals because of rounding.$10,000.



VI. COSTS OF CARRYING OUT THE BILL AND VOTE OF
THE COMMITTEE IN REPORTING THE BILL

In compliance with section 252 (a) of the Legislative Reorganization
Act of 1970, the following statement is made relative to the costs
incurred in carrying out this bill. Your committee estimates that the
bill will reduce tax liability bN S29.2 billion in calendar year 1975, $9.3
billion in 1976, and ,4.5 billion in 1977. The Treasury Department
agrees with this statement. Part III of this report contains more
detailed statement of the revenue effect of the bill.

In compliance with section 133 of the Legislative Reorganization
Act of 1946, the following statement is made relative to the record
vote by the committee of the motion to report the bill.

The bill was ordered reported by a recorded vote of 16 ayes and 2
nays, as follows:

In favor-16 (Messrs. Long, Talmadge, Hartke, Ribicoff, Byrd of
Virginia, Nelson, Mondale, Gravel, Bentsen, Hathaway, Haskell, Han-
sen, Dole, Packwood, Roth and Brock).

Opposed-2 (Messrs. Curtis and Fannin).
(73)





VII. CHANGES IN EXISTING LAW

In the opinion of the committee, it is necessary in order to expedite
the business of the Senate, to dispense with the requirements of sub-
section 4 of rule XXIX of the Standing Rules of the Senate (relating
to the showing of changes in existing law made by the bill, as
reported).

(75)





VIII. SUPPLEMENTAL VIEWS OF SENATOR HARRY F.
BYRD, JR.

"I believe this legislation should be reported to the Senate, but I
reserve judgment as to how I shall vote when the bill comes before
the Senate.

"I am deeply concerned that the $29 billion revenue loss will greatly
increase the deficit. In the absence of a reduction in spending, this
legislation could accelerate inflation, which itself is a cruel tax."

HARRY F. BYrD, Jr.
(77)





IX. SUPPLEMENTAL VIEWS OF SENATORS CURTIS AND
FANNIN

We cannot support I.R. 2166. In its present form, it simply fails
to meet the needs of our economy. Today, our economy is beset both
by recession and by inflation. These two problems are interrelated.
Inflation is a persistent and cancerous malady which can be overcome
only by firm and courageous actions. Inflation cannot be ignored; it
is a cause of recession. In his te inony before the Committee on
Finance, Secretary of the Treasury Simon said:

More than anything else it is inflation which has created
our current recession. Inflation destroys consumer confidence,
investor confidence, and public confidence in the ability of our
government to perform its obligations.

We do not oppose the use of a reasonable tax cut to stimulate the
economy, but if a tax cut is to be used to combat recession it must,
in our vtew, meet several criteria. F'he. . a tax cut must strike a balance
in our economic policy. The recession is severe and we must seek to
counteract it. Nevertheless, we cannot follow policies which will again
overheat the economy and lead to additional period of double-digit
inflation. Second, a tax cut should be temporary in nature, cast in the
form of a rebate or refund, and cotipled with modification of those
provisions of the tax law (such as the investment tax credit) that are
proven job-producers. Permanent reduction in taxes (whether ac-
complished by rate reductions or otherwise) have no place in a tempo-
rary anti-recession tax cut. Permanent change tend to invite budge-
tary problems for future years. Tbcd, special consideration should
be given to those individuals with low incomes who, because of infla-
tion, face severe hardship. Many of the problems of the poor cannot be
met by reducing taxes, but where tax relief is effective, action should
be taken. Fourth, we believe that to provide jobs the relief should go
to business, but if it is to go to individuals, it should give particular
consideration to middle income taxpayers who have been hit hardest
by increased taxation due to the inflationary rise in incomes. Sub-
stantial rebates of tax reduction to middle income taxpayers could
have the greatest impact on consumer purchase of durable goods
which, in turn, would put more employees to work in the industrial
sector.

Unfortunately, H.R. 2166 fails to meet these criteria. For calendar
year 1975, the bill would reduce Federal revenues by $29.2 billion.
This is $9.3 billion more than the Hlouse bill and $13 billion more than
requested by the President. At this level, we risk both unacceptable
budgetary deficits and a new round of inflation.

Moreover, although cast as a temporary tax cut, the bill contains
provisions which are either expressly made permanent or likely to
become permanent features of our tax structure. Of $29.2 billion in
tax reductions provided for in the bill, $21.2 billion is for relief to



individuals. Of this amount, $9.9 billion is attributable to provisions
we consider to be permanent in nature. These "permanent" provisions
include a $200 optional tax credit in lieu of the $750 personal exemp-
tion ($6.1 billion), a reduction of one percentage point in the four
lowest income tax brackets ($2.0 billion), a refundable 10 per cent
credit against earned income for workers with families who earn
$8,000 or less annually ($1.7 billion), and a provision permitting
individuals to carryback capital losses for three years ($0.1 billion).
The bill also makes permanent changes in the pattern of business
taxation. The investment tax credit rate is increased to 12 per cent
on a temporary basis and to 10 per cent on a permanent basis. A
special loss carryback provision for corporations has been added and
made permanent. The manufacturer's excise tax on trucks has been
repealed. Additionally, the bill increases the corporate surtax exemp-
tion to $50,000 and reduces the rate at which corporations with less
than $50,000 in earnings will be taxed. These last two provisions are
technically temporary, but they may well become permanent. These
provisions may well be desirable as a matter of tax policy, but they
do not belong in an ostensibly temporary anti-recession tax cut. They
can be, and should be considered in the context of general tax reform
later in this session of the Congress.

The bill does grant tax relief of low income families, but we are
concerned that, given the very special and particular purpose of this
legislation, the bill may be tilted too far in this direction. While low
income taxpayers are likely to spend a tax reduction, the recession
is particularly pronounced in the case of durable goods. During 1974,
personal consumption expenditures (measured in constant 1958 dol-
lars) dropped almost 9 per cent. A broadly-based stimulus for the
purchase of all durable goods (the so-called "big ticket" items) is
needed. This the bill does not do. For example, the maximum rebate
of ±974 taxes is $200 and no taxpayer with adjusted gross income in
excess of $20,000 can receive even this "maximum" amount. The bill
should provide relief to low income taxpayers, but its purpose as a
stimulative device requires that the tax reductions be balanced.

For these reasons, we have reluctantly concluded that we cannot
support H.R. 2166 in its present form.

We need to remember certain economic facts of life. The total public
debt outstanding as of March 12, 1975, was $501,559,000,000. The esti-
mated deficit for the year ending July 1, 1975, (Fiscal Year 1975) is
$45 billion, and for the year ending July 1, 1976, (Fiscal Year 1976) is
$80 billion. The interest on the national debt in Fiscal Year 1975 was
$32.9 billion, and it is estimated it will climb to $36 billion in Fiscal
Year 1976.

The greatest spur that we could give to our economy would be to put
the Federal government's house in order. This would restore confidence
throughout all segments of our economy.

CARL T. Cvis,
U.S. Senator.

PAUL J. FANNYN,
U.S. Senator.



X. SUPPLEMENTAL VIEWS OF SENATOR BROCK

Although I have reservations about the size of the tax cut and
various tax "reform" sections of the Tax Reduction Act of 1975, I
am particularly concerned about the earned income credit section of
this bill. My remarks will be addressed to the latter issue.

There are many serious problems related to the present inequities
in Aid to Families with Dependent Children (AFDC), employed vs.
unemployed assistance, and other long-standing weaknesses within
welfare assistance programs, that lead me to conclude that if we adopt
an earned income credit at the present time there will be little eco-
nomic impact and no welfare reform.

This bill is not a welfare reform bill. Our attention should be con-
centrated on those measures which give us an immediate economic
stimulus. The earned income credit is little more than an income main-
tenance proposal and should be discussed as such. In approving this
measure we would be adding just another program to the proliferation
of the presently inadequate public assistance statutes. Specifically the
proposal could complicate the present coverage of employed AFDC
recipients. In addition, consideration should be given to the way the
earned income credit would relate to other programs to assist low-
income families, such as the food stamp, housing, and health care
programs, as well as AFDC.

In conclusion, the earned income credit should not be a part of this
bill. This section is a welfare reform measure that attempts to build
upon a weak welfare system. We should focus our attention on the
measures that promote economic activity and employment.

BiaL BROCK.
(81)
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