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ExpranaTioN or Tue Binn, H.R. 15414, as Aarerp To IN
CoNFERENCE '

INTRODUCTORY STATEMENT

This explanation of the conference substitute to the text of the bill,
H.R. 156414, supplements the explanation in the statement of managers
on the part of the House and corresponds to the general ewlanatmn
customarily included in reports from the Committee on Ways and
Means and the Committee on Finance on major bills amending the
Internal Revenue Code. ' .

The short title of this bill is the “Revenue and Ex&endxture Control
Act of 1968.” The long title of the bill is “An act to increase revenues,
to limit expenditures and new obligational authority, and for other

purposes.”
SUMMARY

A. The principal revenue amendmenis made by this bill are as follows:
1. An income tax surcharge at an annual rate of 10 percent is pro-
vided. Generally, this is effective for corporations beginning January 1,
1068, and for individuals April 1, 1968. In both cases the surcharge
applies until July 1, 1960. .
_ 2. Provision is made for a speedup of corporate tax payments by
increasing from 70 to 80 percent the percentage of estimated tex
which a corporation must pay curron(tilg and by gradually eliminating
(over  10-year period) the present $100,000 corporate exemption from
estimated tax. In addition, provision is made for “quickie’”’ refunds of
ove‘xi'[;aymenta of ystimateé tax; and the requirement for corporations
to file o declaration, at the time of making the first estimated tax
pagment, is eliminated.
. The excise tax rates on new 1\gaszsengm‘ automobiles and telephone
services are to continue at the May 1068 levels of 7 percent and 10
ercent, resgectively, until January 1, 1970. Thereafter, these excise
l xlegsﬁre to be gradually rsduced until they are eliminated on January
' . ‘ '
4. Taxpayers who mail a deposit of tax (such as withheld income
tax, estimated tax, or excise tax) 2 or more days before the pre:
scribed due dato are to be considered as having made » timely depost
even though the deposit is received after the due date. :
5. Interest on so-called industrial development bonds %%nerﬁ is
to be taxable with respect to issues on or after May 1,"1068 (unless
specified commitments were made prior to that time). An exception to
this rule, however, is made for bond issues of lees than 81 on and
also for certain specified categories which are to continue to be exempt.
6. Deductions are to be available for advertising expenses in a
presidential convention program under certain limited circumstances.
7. Oooperative-&pe entities providing joint services solely for
tax-exempt hospitals are to be treated as tax-exempt (;?amzanons
where only limited, specified types of services are provided. -
o L R
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?.aThc principal expenditure control amendments made by this bill are
as follows: .

1. In the case of full-time permanent employees in the executive
branch only three out of four vacancies in agencies or departments
may be filled during any month when the emqloymeno lovel for the
executive branch exceeds the June 30, 1966 level. 'I‘empom?' and
part-time employees in any dei)artment. or agency generally are limited
to the number of similar emvi; oyees on the rolls in the corresponding
month of 1967. In keeping with the June 30, 1966 date, the Provision
is carefully designed to that it can be operated in such a fashion that
whenever any agency has renched its June 30, 1966 lovel, then it
can be in a position to resume full .ap;t)ointmm.lt. To this end, the con-
ferees believe that the more efficient operation of the Government
means that the Director of the Budget 5enomlly should reassign
vacancies to any agency which has reached its June 30, 1966 lovel.
For example, in applying this provision in the case of the Veterans'
Administration esincludin all such emf)i(()’ycea working in veterans
hospitals), no reduction should be required in employee levels below
that of June 30, 1966, in the case of permanent or full-time employees.

2. Federal expenditures and net lending in tho fiscal yoar 1969 ure
to be reduced by $6 billion, from the level of $186.1 to $180.1 billion
except for increases which may ocour for expenditures related to
Vietnam operations, interest on the debt, veterans services and benefit
payments, and pa{'gnonts from social security trust funds.

. Total new ob, gational and loan authority provided for the fiscal
Koar 1969 is to be reduced by $10 billion, or from $201.7 to $191.7
illion, with the same exceptions as referred to above.

4 The President is to make a report including specific recommenda-
tions for legislation rescinding not less than $8 billion of unobligated
balances at the time he sends up the 1970 budget.

C. The public assistance amendments made by this bill are as follows:

1. The limitation on Federal financial participation in the AFDC
gmgmm applicable under present law is Postponed for 1 year from

uly 1, 1968, to July 1, 1069. The allowable level for any State under
the AFDC program is to take into account any addition in the
average monthly number of dependent children in a State who come
within this category as a result of a court decision with respect to the
State’s residency or “man-in-the-house” requirements.

2. The prohibition under present law on payments of assistance with

eral participation to a family when the father receives unemploy-
ment compensation during any part of the same month is modified so
that the family may receive assistance during any weeks that the father
does not receive unemployment compensation. .

3. The period in which the Federal Government is to continue
making payments under title XIX coverage for medical services to
aged medically needy persons in a State which has not purchased
supplementary medical insurance on their behalf is extended from
January 1, 1968, to January 1, 1970, '

TITLE I—REVENUE AMENDMENTS

'The revenue smendments deal with numerougefubject matters
which are described under the headings set forth below. The major
feature of this title, however, is the 10-percent surcharge which gen-

!
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mgf is effective January 1, 1068, in the case of corporations and
April 1, 1068, in the case of individuals. o

The conference committee agreed with the Senate that it is necessary
to reduce the prospective budget deficit to more manageable pro-
portions by increasing taxes Ssubject to the expenditure and obliga-
tional authority reduction set forth in title II) in order to halt inflation,
relieve pressures on the domestic financial markets, and strengthen
international confidence in the value of the dollar.

Recent events make it clear that inflationary pressures are growing.
Nearly half of the record increase in gross national product in the
first 3 months of 1968 was attributable to price increases rather than
real gains in production, Furthermore‘&ricea increased at an annual
rato of 4 q:rcent duringl this period. This is not only unacceptably

igh but also indicates that the rate of price incrense is accelerating.
Moreover, these price increases occurred throughout the economy.
The overheated rate of expansion which has generated price in-
crenses has also been nccomwmied by u serious deterioration in the
US. balance of payments. Within recent months, imports of lower
H priced foreign goods have risen, jeopardizing the entire program to
closo the balance-of-payments gap. In March, imports actually ex-
ceeded exports on a seasonally adjusted basis. Foreign confidence in
the value of the dollar, already weakened in the aftermath of the
devaluation of the British pound and the winter gold crisis, may
lessen still more if the United States fails to demonstrate progress
toward a reduction in the balance-of-payments defloit.

Recent trends in domestic financial markets bear a disturbing
resemblance to the developments which caused such distress in 1866,
Demands for credit, in an important measure attributable to Federal
borrowing to cover u $25 billion 1068 deficit, have pushed interest rates
above the high levels reached in 1066 to the highest levels in a century.
Furthermore, recently the rate at which funds are withdrawn from
smnie and foan associations has increased sharply, casting doubt on
the ability of these institutions to supply needed funds for home

mortgages.

Atttg :gsentiul ingredient in any ipolicy to restore price stability,
strengthen international confidence in the dollar, and relieve domestic
financial pressures is u sharp reduction in the size of the Federal dedicit
for 1969, which in the absence of this bill, will approach 824 hillion
and cquid well be substantially more. lfeduoing expendituree. and
increasing taxes should restore a better balance between Federal
expenditures and tax receipts and relieve inflationary pressures with.
out jeopardizing the maintenance of full employment. It will also
demonstrate conclusnv:lg to foreigners our willingness to reduce the
balance-of-payments delicit to an acceptable level. an'l:{\l-‘ a sharp
reduction in the Federal demand for borrowed funds will help to
restore normal domestic financial rolationshngs. ¥

* The provisions of this bill will reduce the 1960 budget deficit to a figure
far less than the $25 billion estimated for the ﬂsoaq year 1968. Reduc-
ﬁ tions in expenditures, provided in title 1I, account for a substantial

art of this reduction. But the expenditure reductions that are feasi-
le in view of the Nation's international and domestic commitments
are not enough to accomplish the task. A tax increase is also necessary.

The table below indicates that in the fiscal years 1968 and 1969
it is expeocted that the bill as agreed to by the conferees will increase
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receipts by $18.5 billion; 83 billion of this is_ attributable to the
excise tax extensions und 81 billion to the speedup of corporate tax.
izﬁvments in the fiscal years 1968 and 1969. The remainder—$11.6
jon—is attributable to the impact of the surcharge on collections,
The surcharge on the individual income tax will account for $7.8
billion of the increase and the corporate surcharge, $3.8. billion,

TABLE 1.—ESTIMATED REVENUE INCREASES DUE TO TAX PROVISIONS OF H.R. 1S414—CONFERENCE ACTION

{in billions of dolisrs}
Fiscal yoar -
1968 1969

R L O O O . e 02 ¥
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Totol POVORUO IRCIOBBE. . .. ..o oiennrnareecennieesecnansssanonssoncenanns .3 15¢
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H H 1968 income levels: Bittiens
Addendum: The surcharge; 8 full yoat liability ot :
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Section 101. Amendment of existing law (seo. 101(b) of the House

bill and sec. 5 of the Senate bill) ' .
- This section is esseutially the same as dprovisions in both the House
and Senate versions of the bill. It tin'ovi e that whenever an amend-
ment or repeal is expressed in this title of the bill, the expression refers
to provisions of the Internal Revenue Code of 1054. g

Section 108. Imposition of taz surcharge (sec. 17 of the Senate bill and

This section imposes an income tax aurch:age at an annual rate of
10 nt. For corporations this is enerallX ective January 1, 1068,
and for individuals it is generally effective April 1, 18.8. In both cases
the surcharge °£Pﬁ08, until July 1, 1969. In substance, the section is
the same as in the Senate amendment. : ;

The surcharge which the section imposes is in addition' to the
income taxes which a taxpayer must pay under existing law. The
sumh%:; as it was under the Senate amendment, is a percent of
these existing taxes (with certain ad{:;tmqnts)._ : |

In the case of an-individual reporting on the calendar year, the rate
of the surcharge is 7.5 percent for 1968 and 5 percent for 1969.! This is
the approximate muivalenv of a 10-percent tax from April 1 in 1968
and for the first half of the year in 1969. The result is that the calendar.

yoar individual taxpayer pays the surcharge at an annual rate of
AR v f o ' : . .
1 In the case of an Individusl reporting on & iscal year Lusis, tho sarcharqe 19 at an antiual rate of 10 percent
U . ! I
?”l:col‘smon h-wiodhg A:ﬁ: lll,sndendlnﬂune)).lm;.k'l‘huka‘uuup MI your only

perlod s prorated on & dally besi ’ « { '

!
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10 percent for the 18-month period of the surchnrfe. The rate of 7.5
percent for the calendar year 1968, and the rate of 8 percent for the
calendar year 1069, applies to the entire tax of the applicable taxable
year, whether attributable to income received before or after the afore-
mentioned effective dates. ) ‘ . 3

The tax surcharge does not apply to individual taxpayers whose
income taxes (without regard to the surcharge) are below specified
limits. The tax does not ﬂy unless the taxpayer has taxable income
sbove the first two tax brackets; that is, in the case of a single n,
the tax applies only if the individual's tax exceeds $145, or in the case
of married persons filing joint returns, only if their tax exceeds $290.2

An individual taxpayer whose tax (without regard to the surcharge)
8 just above the amount of the exemption is not to pay the surcharge
at the full annual rate of 10 percent. To have required him to do so
in effect would have imposed & special tax of $15 (or $29 for & married
couple) * on his income immediately above the exemption level. This
would leave a taxpayer whose before tax income is immediately above
the exemption level with a smaller after tax income than a taxpayer
whose income is immediately below the exemption level.

To avoid the result deecribed above, the section provides that the
smount of the surcharge cannot exceed the surcharge which would
result if the surcharge applied at twice the annual rate (i.e., 15 peroent
in 1068), but only to a taxpayer’s income tax liability above the exemp-
tion level. This means, for example, that a single person whose 1968 tax
(before the surcharge) is $200 must only pay s surcharge of $8 (or 15
percent of $55) and not a surcharge of $15 (or 7.5 percent of $200), The
result ‘of phasing in the surcharge in this manner is to apply the
surcharge at the lower rate provided b{ the phase-in provision only
to those taxpayers whose taxes (without regard to the surcharge) are
sbove the surcharge level but are not over about twice the level of.
the surcharge exemption. The section provides surch tables to
reflect the surcharge up to the levels where the optional tax tables
spply. As a result no taxpayer now determming his tax from the op-
tional tax tables is to be required to compute the surcharge. =

The exemption for the individual taxpayer does not apply to an
estate or trust. Nor does it apply to a corporation. These latter tax-
payers must pay the full smount of the surcharge at the annual rate
of 10 percent. In the case of an estate or trust, the surcharge in effect
agPlies (as it does in the case of an individual’ taxpsyer} for the
15-month s)eriod April 1, 1068, through June 80, 1969. In the case of
& corporation, the surch applies for the 18-month period from
January 1, 1968, through June 30, 1969. For a corporation repo.
on a calendar year basis, the rate of the surcharge 1 a full 10 percent
in 1968 and 5 percent in 1969, - - - S U »

The surcharge, as previously explained, is & percent of the amount
of the income taxes (without regard to additions to tax or ponulhg‘)“
imposed by ~.chnrur*-l of the code with certain adjustments. With
the exception of certain: items, noted below, the surcharge applies,
with respect to all taxes imposed by: chapter 1. For le, :the
surcharge applies with reepect to the tax on capital gdu,&ub noé

ussatold if the tax does not evosed 220, For
© 88 for single porsons, snd for & surviving:

3 . 1.
? The tax surch, doos 10t apply in the case of u hicud of
nmmmﬂmnmuwlymmnhbn " 'gthou

P Beund 00 8 10 parosat sartiarge. With 8 1 parcun 'ﬂpewn” (spplicable 1 1966) the amounts ke $10.87
" ITEEA ! T - v A et
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in the partial tax computation necessary to determine if the alter
nate cepital gains tax is applicable); it also upplies with respect to
the tax on accumulated earnings of corporations, to the personal
holding company income tax, etc. The surcharge does not apply
to the flat 30-percent (or lower treaty rate) tax on the income of &
nonresident alien individual which Income is not effectively con-
nected with the conduct of a trade or business in the United States,
since this tax generally does not change with rate changes. Nor does
the surcharge apply to the flat 30-percent (or lower treaty rate) tax
on the income of a foreign corporation which income is not effectively
connected with the conduct of a trade or business within the United
States. The surcharge also does not apply to an increase in tax re-
sulting from a recapture of a previously allowed investment credit,
since the surcharge 1s applied before the allowance of the investment
credit. Nor does it apply to an increase in tax resulting in certain
instances when & taxpayer elects to aggregate mineral interests since
&: erg:apturo in this case works only to the extent of the prior tax
The surcharge applies, as it did under the Senate amendment,
before any allowance for credits agsinst tax, such as the foreign tax
credit or the investment tax credit, with one exception. The suwhm
generally is applied before credits because this is the result whi
would ocour in the case of a rate change. It also is necessary not to
inflate the value of the credits. This treatment is consistent with the
pre::;nent provided in the past when there was a percentage chanke
in tax,

The surcharge applies after allowance for the retirement income
. credit. The reason for the exception is to treat taxpayers who receive

retirement income substantially in the same manner as individual tax-
Hayeu who receive social security benefits. Since social security bene-

ts are exempt from tax, the surcharge does not increase the tax
liability with respect to these benefits. Applying the surcharge after
allowance for the retirement income credit maintains the present
rolatnonsh"xg.

Since the surcharge generally applies before the allowance of
credits, the limitations on the amounts of the various credits which
may be claimed increase as the result of the imposition of the surcharge.
For example, the investment credit in any year cannot exceed $25,000

us 50 percent of a taxpayer's tax liability in excess of $25,000.
Since the surcharge increases the taxpayer's tax liability for the year,
it also increases the maximum amount of the investment credit he
can claim. The effect thus is to allow taxpayers to claim credits against
the tax resulting from the surcharge. )

In order to koelfJ individuals as near current us possible with respect
to the payment of their tax liabilities, the amendment provides a new
set of wage withholding tables to reflect the surc . In addition,
those taxpalyorq- who pay their income taxes currently by quarterly
payments of estimated tax are required to increase their estimated tax-
payments to take the amount of the surcharge into account. The pro-
vision of existing law. which permits a taxpayer gndividual as well as
corporate) in determining whether or not he 1s subject to a penalty for
underpayment of estimated tax, to rely on his tax shown on his return
for the preceding taxable year, is suspended for any taxable year for
which the surcharge is impoeoti. This is necessary to he sure that the

t
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surcharge is more closely reflected in current taxpayments. Taxpayers,
however, will not be subject to a penalty if they base their estimate on
last year's income but apply the current Kw’s rates (including sur-
charge). As provided in section 104 of the bill, an individual taxpa

B to increase his estimated taxpayments beginning with his first
psyment due on or after September 15, 1968. A corporate taxpayer is
to take the effect of the surchojgc into account beginning with its
first taxpayment due on or after June 18, 1068. A special rule requires
the Secretary of the Treasury to prescribe a date, not earlier than
15 days after the date of enactment for the pagment by a corporation
of the increase in its estimated taxpayment due on June 15 (or due
Iater dates) as a result of the enactment of this bill. )

The surcharge provision also provides a series of special rules
in order to conform existing law to the amendments made by the
surcharge. For example, there are specific rules relating to the special
deduction for Western ﬁemisphero trade corporations and the special
deduction with respect to dividends on the preferred stock of public
utilities. Another rule provides that to the extent the tax imposed by
the surcharge is attributable to a tax im by another section of
the code, the tax is deemed to be imposed by the other section. This

rule a p[ies. for example, in the case of the treatment of certain dis-
tributions to shareholders of life insurance companies, and the re-
ulsted taxable

quired adjustments for taxes in computing accum )
income, undistributed personal holding company income, and undis-
tributed foreign personal holding company income. The rule also
affects how the surcharge applies to an unincorporated business
enterprise which has elected to be taxed as a domestic corporation.

The surcharge umendment also contains a special rule increasing
required minimum distributions which s domestic corporation must
receive from its foreign subsidiaries in order to avoid including the
undistributed earnings of the foreign subsidiaries in its own income.
In the absence of the minimum distribution, the domestic corporation
would have to include a portion of its subsidiaries’ income in its own
income, even though the subsidiaries did not distribute the income
totbepgrent.Thischangeisnmrtommth:tthehxonthm
corporations’ income, domestic and foreign, is at least equal to the
ct:x %t would be paid if the income were earned entirely in this

un .

won 103, Speedup o taz (sec. 3 of the House
Vi e, o] hr St e < i G154 oo 5488 of the so0e

. Present law.—Present law requires a corporation with an estimated
income tax (after credits) in excess of $100,000 to filo s declaration
and make payments of estimated tax with respect to this excees in
the current year; i.e., the year the income is earned. In general, the
estimated taxpayments made during the current year must equal at
least 70 percent of the tax iiability in excess of $100,000 in order to
avoid an addition to tax. These taxpayments for calendar year cor-
gornuons are pamle in ezuul quarterly installments on April 185,
une 15, September 15, and December 15. A corporation with esti-
mated income tax (after credits) not exceeding $100,000 is not required
to make estimated taxpayments. - :
In dgegeral, if a corporation’s equal quarterly payments of estimated
tax unngsywinwulmeu 70 percent of its tax over
$100,000 for the year, as subsequently shown on its income tax
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return, an addition to tax is imposed amounting to 6 percent per
annum on the amount of each quarter’s underpayment. However, 3
corporation is not subject to this addition to tax if one of three excep
tions applies. Two of these are related to the corporation’s last years
experience; i.e., there is no addition to tax if the total of its estimated
tax payments is e%l(l)al to the income tax reported on its prior years
return less the $100,000 exemption or if tB?s total is equal to the
amount in excess of the $100,000 exemption derived by applying the
current year’s income tax rates to the corporation’s taxable income in
the previous year. A third alternative provides that there is no addition
to tax if during the current year, as each quarterly payment comes dm
the corporation pays an amount equal to 70 percent of the estima
income tax over $100,000 which would be due if the corporation’s in-
come received d.xrougimut the entire year were received at the same
rate as in the period prior to the due date of the installment in question.
That is, no addition to tax is payable even though quarterly payments
are unequal as long as the pattern of payments conforms closely to the
pattern of the receipt of income and payments in total equal 70 percent
of the amount of tax in excess of $100,000.

Ezplanation of conference provision.—The House bill made four

e toneslod the roquitement that tion, in paying its

First, it re e requirement that a corporation, in paying i
estimated tax, file & declaration of estimated tax. This scu'z?q wa
taken on the grounds that there is no justification for requiring s
corporation to continue ﬁli%s form which, under present practices,
serves no useful d)urpoeo e Senate bill made no change in this
provision of the House bill and it is included in the conference agree-
ment. With the shift in 1967 to the collection of estimated tax of corpo-
rations through the use of banks as depositaries, the filing of declars-
tions of estimated tax by corporate taxpayers became unnecessary.
The declarations formaré were used as & means of identifying and
billing the taxpayer; but, since shifting to the depositary system, the
Service sup%llm the taxpayer with deposit forms for each quarterly
payment which contain the taxpayer's identifying number. The
deposit forms provide both the Service and the corporation (through
the retention of & stub) with & record of payments and also serve
as a reminder to the corporation as to when payments are due.

The second change in estimated tax procedure made by the House
bill eliminated, over a 5-year transitional period, the $100,000 exem
tion for payment of estimated tax liability. The Senate bill used !
same 5-year transitional period, but reduced the $100,000 exemption
ﬁoneul 1 to $5,500 (the tax on the first $25,000 of income). Both the

ouse bill and the Senate bill provided for estimated taxpayments
only if the corporation’s estimated income tax, after credits and its
exemption, exceeded $40. (Present law has s similar rule in the cuse of
an individual taxpayer.) As the House and Senate reports indicate, this
reduction in the corporate estimated taxpayment exemption, in addi-
tion to meeting the need for additional revenue, removes & competitive
tax advantage to those operating in corporate form. The phaseout 1
provided to give the corporation time to arrange ita financing.

“The conferees agreed to eliminate the $100,000 corporate exemption
ss provided in the House bill, but over two, instead of one, 5-year

J this part of the report the figure $3,500 is used. This is icabls to ‘Oﬂ\'.
P e e b e N e

!
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u'amnnonul periods. In the first 5-year panod (1968 to 1972, inclusive)
progressively er “transitional exemption” is to be emplo ad
whxch placea all tax llabnhtxu above 35 on a current bass.
transitional ex%xgguon is a given jpercentage o { the difference betweon
the first $100,000 of a oorﬁorauono estimated income tax liability
(after credite) and $5,500 the corporation’s estimated income
tax liability (after credita) is less than $1 t.ho percentage ap %l‘x‘:
to the difference between its estimated tax lia ility and $8,500.
ntage, called the exclusion percentage, is wbeSOpercentm
968, 60 percent in 1969, 40 percent in 1970, 20 percent in 1071, and is
to be eliminated in 1972, at which time the axempuon is to be $5,500
In the second 5-yeur penod (1973 to 1977, inclusive), the 85,500
exo;n;ruon is to be phased out entirely. In this case another transi-
ge n (technically the “tempo estimated tax exemp-
tion”) is to be available. It. 18 to be the product of $5,500 or, if less,
the corporation’s estimated inoomo tax liability _(after credxts),

times an applicable percentage equal to 80 percent in 1973, 60 })er-
oent in 1974, 40 percent in 1975, and 20 percent in 1976 and

o sero in 1077.
These dual periods for the phaseout of tax liabilities over and under

$5,500 mean that eventually all taxable oorpontions (with $40 or
more of estimated tax) are to be required to pay their tax currently.
However, & longer is made available for the first $5,500 of -
tax liability since this pnmuily affects small business.

The third estimated tax change made by both tho Senate and the
House versions of the bill, and included in the conference agreement,
is to increase from 70 percent to 80 percent.the percentage of esti-

'mated tax which must be paid currently (including the percentage
payable currently if the quarterly annualization method is- used) to
avoid an addition to tax. This provision restores the balance be-
tween the corporate taxpayer and the individual which existed before
the Tax Adjustment Act of 1966 advanced these ntage require-
ments from 70 percent to 80 percent for individuals. In addition,
in raising the percentage tests (as in phasing out the existing exemp-
“°"3. corporations are brought closer to a full pay-as-you-go basis.

The following table shows the allowable exemptions for corpom-
tions with.estimated income tax liabilities of $100,000 or more in the
first transitional period and with estimated income tax liabxhhu of
$5,500 or more in the second: :

187 S-YIAI 'ﬂlw

== *e:e-_,

3%?&'&‘%mummnw«m [
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For a corporation with income tax liability of less than $100,000 in
the first 5-year period, the transitional exemption is the exclusion
percentage multiplied by the estimated income tax less $5,500. For
example, assume that a corporation’s estimated income tax liability
for 1068 is $96,000. The transitional exemption is to be $72,400 (80
percent of $90,500) making the required tax payment $18,100 ($96,000
minus the sum of $5,500 and $72,400). In the second 5-year period, the
lt.rfﬂguon‘all exetxgzm;x; for thot;a corgl?ralt)llona with an est:lmatiegd t!:x
iaudity of less than $5,500 is the applicable percentage multipli
the ugmatod income tax. y

The fourth change in estimated tax procedure made by the House
and Senate bills relates to quick refunds of overpayments of estimated
tax by corporations. As previously indicated, existing law requires a
corL)oration with an estimated income tax in excess of $100,000 to
make payments of estimated tax in the current year. If the total of
these l)aymonta exceeds the tax shown on the return, the corporation
may claim the overpayment as a refund. It may not claim this refund,
however, until it files its income tax return for the year. Unlike the
individual, who makes his last installment payment after the close
of the year, the corporation must complete its payments during the
{ear. and therefore cannot reduce these payments &o reflect yearend
osses. Moreover, corporations may claim automatic 3- or month
extensions of time for filing their tax returns merely by filing requests
but are regunrod to make payments of proper estimates of tax on the

ue date). The result is that corporations often do not file their income
tax returns until more than 8 months after the close of their taxable
years. Even then, the Internal Revenue Service may wait another 45
days before refunding any overpayment of taxes without paying
interest on the overpayments. As a result, a total of 10 months may
elapse between the close of the year and the time corporations receive
refunds of ovarslayments of tax,

The House bill allowed a corporation to apply for a quick refund or,
more technically, an adjustment of overpayment of estimated tax,
immediately after the close of its taxable year. A corporation can
do so when its current revised estimate of income tax liability shows
that its estimated tax payments exceed its revised estimate by at
least 8 percent of the revised estimate and that the excess amounts to
at least $200. ‘

The Senate accepted the House provision, except that, to ease the
administrative burden of the Internal Revenue Service, it provided
that the overpayment of estimated tax must exceed the expected tax
liability by 10 percent (instead of 5 percent) and must exceed $500
(instead of $200) to be eligible for the quick refund. The conferees
accepted the Senate provision. .

e amendments made by the provisions described above apply to
taxable years beginning after December 31, 1967.
Section 104. Special 1ules for application of tax surcharge and speedup
of estimated corporate taxpayments (sec. 7(f)(2) of the Senate bill)

This section of the conference substitute provides special rules with
respect to the apl{)lication of the tax surcharge to payments of the
surcharge for taxable years which end before the date of enactment.
It also contains special rules with respect to the application of the tax
surcharge, and the amendment relating to the speedup in corporate

4
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estimated taxpayments, for payments of estimated tax for taxable

years beginning before the date of enactment of the bill.

With respect to the payment of the tax surchnge for a taxable year
to which the surcharge applies which ends before the date of enactment
of the bill, the conference substitute provides that the time prescribed
for payment of the surcharge is not to expire before September 15,
1968. The Internal Revenue Service presumably will require a tax-
payer to file a statement with his payment of the surcharge. The state-
ment is not to constitute a return. This means, for example, that it is
not to affect the period of limitations, the collection or assessment of
tax, etc. No interest, penalty, or addition to tax, which is determined
bg' reference to a period of underpayment, is to begin with respect to
the surcharge before September 15, 1068, In the case of a corporate tax-
payer, if it elects to pay its tax liability in two installment payments,
that portion of the surcharge which otherwise should be paid (as a
result of enactment of this bill) with an installment paid before
Se;i‘tember 15, 1968, must be paid on or before that date.

his section also has application where the tax surcharge and the

:geedup of estimated taxpayments required of corporations increase

e estimated taxpayments required in the current year.

This provision provides, in the case of individuals, that the increase
in estimated taxpayments required as a result of the surcharge is not
required to be paid until September 15, 1968. The individual is to
take the surcharge into account in determining the amount of estimated
ta?a ents he must make in his installments due on September 15
and thereafter. This means, for example, that if an individual has
two remaining installment payments due in the current taxable year
he is to gay one-half of his additional tax resulting from imposition o
the surcharge on or before September 15 and the balance on or before
January 18, 1069, "

In the case of a corporate taxpayer, it must take any increase in
estimated taxpayments required as a result of the imposition of the
surcharge and enactment of the speedup requirements into account
beginning with its first estimated tax payments due on or after June
16, 1968. However, the Secretary of the Treasury is to require the
increase in estimated tax due with the June 15 pabyment (or payments
due later) to be paid at a date not earlier than 156 days after the date
of enactment. '

Section 105. Ercise laz on communication services and on automobiles
(sec. £ of the House bill, sec. 6 of the Senate bill, and secs. 4061 and
4261 of the code)

Present law; automobile taz.—The excise tax on passenger gutomobiles
8mposed on the manufacturer’s price) was 7 percent before May 1.

n that date the rate, in the absence of the enactment of this bill,
would fall from 7 to 2 percent and is scheduled to fall to a permanent
rate of 1 percent on January 1, 1969.

Ezplanation of conference provision; automobile taz.—Both the House
and Senate versions of this provision provided for the continuance of
the 7-percent excise tax on passenger automobiles. They also sub-
stituted a new timetable for the scheduled reductions in the excise tax.
Finally, they provided for the repeal of the tax effective January 1,
1973. The conferees, therefore, made no changes in this provision



12

(except changes to reflect the joint resolution continuing the 7-percent
rate from March 31, 1968, to April 30, 1968). '

The new timetable restores the 7-percent rate and postgones the
scheduled reductions in the excise tax on passenger automobiles for 5
temporary period. At the same time it tempers the effect that the
scheduled reductions would have on consumer purchases by providing
for a gradual reduction in rate. Finally, the new timetable provides for
the repeal of the tax at the end of the postponement period.

The 7-&ercent excise tax on passextlﬁer automobiles is restored
effective May 1, 1068, to continue until January 1, 1970. On that
date the rate is to fall to 5 percent. Further annual reductions of 3
gercontage Po'nts each then are to occur on January 1, 1971, and

anuary 1, 1972, as the rate falls from 5 to 3 percent and from 3 to 1
percent, respectively. On January 1, 1973, the tax rate is to fall to
zero. As in the past, refunds are to be paid to dealers with respect to
automobiles held in inventory on the date of any rate reduction. The
following schedule of excise tax rates is to be applicable in the case of
passenger automobiles:

Before Jan. 1, 1970. . . .. ...t 7

urng 1970, . .. .o §
During 1071 o ..o 3
During 1072 . e 1
Thereafter. . .. .ottt ceame e —m———me—m e 0

Present law; communication taz.—The excise tax on amounts paid
for local and toll telephone and teletypewriter exchange service was 10
percent before May 1, 1968. On that date, the rate, in the absence
of the enactment of this bill, would fall to 1 percent and is scheduled

to be repealed on January 1, 1969.

Ezplanation of conference Imwmon, communication taz.—Both the
House and Senate versions of the bill provided for the continuance of
the 10-percent tax rate on telephone services and tel:&ypewrlter
exchange service. They also provided for a graduated reduction in
the rate before the rate falls to zero on January 1, 1973. The conferees
made no changes in this provision (except for a cfmnge made to reflect
the joint resolution continuing the 10-percent rate from March 31,
1968, to April 30, 1068). .

The scheduled reduction and repeal of the excise tax on telephone
services and teletyﬁewriter service generally parallels the scheduled
reduction and repeal of the excise tax on passenger automobiles. Thus
the 10-percent rate (restored effective May 1, 1%821 is to apply unt
January 1, 1970, when it is to fall to 5 percent—the same rate then
scheduled for the automobile excise tax. Annual reductions of 2 per-
centage points each then are to occur on January 1, 1071, and January
1, 1972, so that the tax rate is to be 3 percent in 1971 and 1 percent in
1972. On January 1, 1973, the tax is to cease. In app?ing these new
rates, bills for services before November 1 of a calendar year are to
bear the tax of that year even if the bill for the services is not rendered
before the close of the year. As a result, the schedule of rates in the
case of these telephone services is as follows:

Peroent
Before Jan. 1, 1970..... ... .___.__... preececmcrccarancaasannaaronnn 10
During 1070. . .. oo 5
During 1971, .o e 3
During 1072 e 1

Thereafter. . . o oo e oo oo e e e 0
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Section 106. Timely mailing of laz defoﬁla (sec. 4 of the House bill,
sec. 8 of the Senate bill, and sec. 7608(e) of the code)

Present law.—The Internal Revenue Service is Flaoing increasing
reliance on the deposit method for the collection of taxes and now 18
collecting about $100 billion & year in this manner. Presently most
withheld income taxes, estimated corporate income taxes, and excise
taxes are collected in this manner. About 90 percent of the banks in
the country are designated as depositaries for this Kzfmose This
allows most taxpayers to hand deliver deposits on or before the last
day prescribed for deposit and avoid any addition to tax that would
otherwise result. |

Some taxpayers, however, find it more convenient to mail tax
deposits than to hand deliver them. This may occur, for example,
because a corporation with centralized financial management desires
to make deposits with banks in the various communities in which its
plants are located. Under the regulations, these deposits which are
mailed are not considered as made until received by depositaries.
The onsibility for timely mail delivery thus falls on the tax-
payers. This differs from the general rule which treats payments as
made when mailed.

Explanation o{ cogmncc provision,—This provision, which is the
same in both the House and Senate versions of the bill, provides
that where a taxpayer mails his tax deposit 2 or more days before
the prescribed due date, the mailing is to be considered a timely
deposit even though the deposit is received after the due date (but
only if it is actually received), Thus, the Government, and not the
taxpayer, bears the responsibility for timely mail delivery.

¢ mailing of & deposit 2 or more days before the due date for
payment is to be considered as payment only where the taxpayer
can establish that he timely mailed the deposit. In the case of a de-
posit sent by registered mail, the date of registration is to be deemed
the date of mailing. The taxpayer, of course, could also establish
the date of mailing by other competent evidence.

The conferees made no change in this provision.

This provision t:ﬁplies to mailings occurring after the date of
enactment of this bill. '

Section 107. Industrial dcv:l:&mnt bonds (secs. 9 and 10 of the Senate
bill and sec. 108 of the code) :
Present law.—Present law provides an exemption from income tax
for interest on obligations of a State or local government. The Internal
Reventie Service in the past has ruled that so-called industrial de-
veloBment bonds were State or local bonds for this g‘ull?ose The Treas-
ury qgarpmegt, on March 6, 1968, announced(in TIR 972)that it was
reconsidering its position as to whether interest paid on so-called
industrial development bonds comes within the exemption. It also
announced that, on or about March 185, it would publish proposed
regulations holding that these bonds are not obligations of a State or
vernmental unit. ' o

On March 23, 1068, the Treasury Department published proposed
regulations holding that industrial dev ogment. bonds (as defined in
the regulations) are not to be considered obligations of & State or local
ﬁgvemment within the meaning of the exemption provision of the code.
herefore, under the proposed regulations, interest on these industrial
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development bonds is subject to tax. The proposed regulations, with
certain exceptions for bonds in process of issue on March 18, appl
to industri dovelo%ment bonds imtialiy sold after March 15, 1968,
The exceptions for bonds in process of issue extend the March 1§
effective date to bonds sold before September 15, 1968. (On May 14,
the Internal Revenue Service announced (in IR-926) that it was post.
goning scheduled haa.rm;m on the proposed Treasury regulations until
on acted on this bill.) .
nation e‘g conference provision.—The Senate adopted two
amendments dealing with interest on industrial develgﬁment bonds,
The first (sec. 9 of the Senate bill) provided that, until a change in
law hereafter enacted, interest on these bonds was to continue to be
tax exempt in accordance with the regulations in effect on March 13,
1068 (2 days before the effective date of the proposed Treasury regu.
lations) and in accordance with the principles set forth in certain
ﬂ'ior.revenue rulings. This amendment also authorized and directed
e Internal Revenue Service to issue ruling letters with regard to
the exempt status of industrial develtzrment bonds in accordance
with the position stated in the ations in effect on March 13
1968, ;md the prior rulings. (See, Rev. Ruls. 54-106, 57-187, and
The second Senate amendment (sec. 10) dealing with industrial
development bonds provided that interest on those bonds (as defined
in the amendment) 1ssued after Janu » 1969, was not to be con-
sidered tax-exempt interest. The amendment excepted bonds issued
with respect to certain listed facilities, These excepted facilities
included (among others) sport facilities, convention and tradeshow
facilities, airports, docks, wharves, and grain storage facilities, parking
and certain other transportation facilities, facilities for f‘urms'l:;gﬁ
gower air or water pollution abatement facilities, and facilities
y & State or local government in an active trade or business.
The provision in the conference substitute dealinf with interest on
industrial development bonds is a modification of the two Senate
amendments. The conference substitute in effect provides that indus-
trial development bonds, as defined here, which are part of an issue
of $1 million or lees, or which fall within certain specified categories,
are to continue to be exempt obligations. Thus, interest on these bonds
is to be tax exem&.. (as was true under sec. 9 of the Senate bill of
bonds coming within the purview of the Treasury regulations in effect
on March 13, 1968, and the prior revenue rulings). On the other hand,
industrial development bonds, as defined here, which are part of :3
issue in excees of :l million, and which do not fallin one of the specifi
exempt cuerories, areto be considered obligations which are not those
of States or local governments. Therefore the interest on these bonds is
to be subject to tax (as was true of those coming within the purview
?ine sec. 10 of the Senate bill stxixd t)hoso coming within the purview of
posed Treasury regulations). '
TK:opmvision 'in“xe conference substitute deals exclusively with
industrial dev:latapmont bonds as defined here; it is not intended to,
and does not, reflect on the status of other types of obligations. Thus
for example, the provision does not, deal with the status of so-call
arbitrage bonds. The Internal Revenue Service has announced that
iAtwillll;oti ﬁ:e) rulings on the tax status of these bonds. (See TIR 840,
ug. 11, $ . oo : H t

!
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The substitute provision provides that, for a bond to be an indus-
trial development bond, two elements must be present, one relating
to the use of the bond proceeds and the other relating to the security
for payment of the bonds. A bond is an industrial development bond
only if the use of its proceeds, and the security for its payment, both
are within the terms of the definition. o

The first element which must be present for a bond to be an indus-
trial development bond is that it must be a part of a bond issue all
or & major part of the proceeds of which are to be used, directly or
indirectli‘, in any trade or business by a person other than an exempt
person. The fact that the proceeds of a bond issue are used by an
exempt person in what may be classified as a trade or business does
not mean that the bond issue may not be an industrial development
bond issue if the proceeds also are used in the trade or business of
another person. For example, even though an exempt person may be
using the proceeds of a bond issue in what might be considered a
lending orlieuing business, when it lends the proceeds or leases the

property to other persons in a series of transactions, the bond issue
nevertheless meets the first element of the definition of an industrial
;ll:velopmt })ond tllfx the persot n borrowing utlho p&mrocoeda or lmmg‘t

e pro rom the exempt person uses the or proper:
in ln,; own gusiness' Similarly, a bond issue meets this element of t.hyo
industrial development bond definition when the exempt person sells

- property acquired with the proceeds of the bond issue in a series of
transactions to other persons who in turn use the property in their
trade or business. )

In some cases the proceeds of & bond issue may be used in part
in trades or businesses carried on by taxable persons, but not in major
g:rc. For examfle, bonds issued by a turnpike authority to cover
oth the cost of highway construction and the cost of erecting in-
cidental facilities, such as gasoline service stations and restaurants
which are leased or sold to private trades or businesses, are not
industrial development bonds since a mor portion of the proceeds
are not used directly or indirectly in trades or businesses carried on
by taxable persons. . -
. An “exempt person” for purposes of the provision desoribed above
is a governmental unit or & tax-exempt mﬁqlous, charitable, educa-
tional, etc., organization (exempt by reason of secs. 501(a) and 801(c)
(3) of the cod& In this latter case, however, the exempt organization is
included only when it uses the proceeds of the bond issue in an activity
which is not an unrelated trade or business as determined elsewhere
under the tax laws (this determination is to be made whether or not
it:e parttiglar organization may be subject to the unrelated business

come . S . o
. The mu}t of these exemptions for governmental units and certain
exempt organizations is to exempt bond issues such as those issued by &
State or local governmental unit to finance dormitory fagilities for
lax-exempt educational institutions, or to finance hospital facilities
for tax-exempt hospitals (charitable); since bond issues for the use
of specified types of exempt organizations are.not induded in the
first element of the definition of industrial development bonds. This
results because no other person is directly or in  using the
dormitory or hospital facilities in a trade or business. Therefore the
interest on these bonds is not taxable whether or not the bond issue
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comes within the tarms of the second element in the definition de-
scribed below.

The second element which must be present for a bond to be an
industrial development bond is that it must be in whole or in major
part either secured by an interest in property used in a trade or busi.
ness, or in payments made with res})ect to this property, or it must be
derived from a{ments in resgeot. of property or borrowed money used
(or to be used) in a trade or business. It is not necessary, in order for
this second element to apply, for the property meeting this element
of the industrial development bond definition to be the same property
referred to in the first element of the definition; i.e., the propert
soonringesa*nent need not be the same property for which the bon
are issued. The fact that the bond issue may be secured by the
full faith and credit of the governmental unit does not prevent a bond
from meeting the second element of the industrial development bond
test as long as payment of the obligation also in major part is secured
by or to be derived from the property or payments referred to above.

As does the Senate amendment providing for a tax on interest on
industrial development bonds, the conference substitute also excepts
bonds issued by a governmental unit to provide facilities for certain
exempt activities even though the activities are carried on by a private
person in & trade or business. These exceptions are in addition to the
exolmption for interest on bonds which are part of an issue of $1 million
or less. .

- The conference substitute, by providing an exception for a bond
issued as part of an issue substantially all the proceeds of which are
to be used for facilities for the following listed purposes, in effect
rovides that interest on bonds for these purposes is to be tax exempt.
he exemption applies to bonds issued by a governmental unit to
?rovide:‘(l) residential real property; (2) sports facilities; (3) facilities
or a convention or trade show; () airports, docks, wimrves, mass
commuting facilities, parking facilities, or facilities for storage or
training directly related to any of the foregoing; (5) sewage or solid
waste disposal facilities, facilities for the local furnishing of electric
en'(il‘gy, gas or water; and (6), air or water pollution control facilities.
e exemption for residential real property for family units relates
to buildings containing one or more complete livingT acilities which
are not intended to be used on a transient basis.. The facilities to
qualify must contain con’xfleto facilities for living, sleeping, eating
cooking, and sanitation. Hotels, motels, dormitories, fraternity and
sorority - houses, Toominghouses, hospitals, sanitariums, rest homes,
and erkn and courts for mobile homes do not qualify. On the other
hand, residential reatosropert.y is intended to include facilities which
are functionally related and subordinate to the space used for family
units:; In addition, the fact that a minor portion of & facility is used
for other-nonfamily unit proposes (such as & laundromat, drugstore,
or other retail establishment) is not intended to foreclose qualification
for the facility. C I

‘The exemption for bonds issued to provide sports facilities applies,
as'did' the corresponding Senate amendment, both to spectator aport
facilitiss and to . nrtl‘;:ﬁ)aﬁon sport, facilities. Thus, the exemption
applies: to bonds. issued by a “ﬁovernmental, unit: to provide .such
facilities as baseball and football stadiums and indoor sports arenas
as well as to provide ski slopes, golf courses, tennis courts, swimming

t
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ols, and gymnasiums. Facilities direotly related to exempt sports
m:ilities are intended to be considered sports facilities for Eur of
this exemption. Facilities constructed in connection with, but not
directly related to, a sports facility, such as a ski lodge to be built in
connection with the development of a ski slope, are not to be con-
sidered sl)om fucilities. Thus, interest on bonds issued in part to fur-
nish the lodge is to be tax exen:}pt only if this represents a very minor
part of the total project and if in the case of the total ros{ect sub-
stantially all the proceeds are to be used to develop the ope and
directly related facilities, such as & warming house and restaurant, etc.

The exemption for bonds issued to provide convention or trade
show facilities applies only with regard to special-purpose buildings
and structures constructed for convention or trade shows. This means,
for example, that the exemption does not apply to bonds issued to
finance a hotel even though the hotel expeots and does a major part
of its business in catering to delegates or participants at conventions
or trade shows.

The exemption for storage or training facilities directly related to
sirports, docks, wharves, mass commuting and parking facilities is
intended in the case of training to include facilities for flight training.
In addition, facilities for storage with anfy of the foregoing is intended
to include conveyors to move products from a ship to a silo or other
storage facility on a wharf, - :

In addition to the exemption for the activities listed above, the

+conference substitute also exempts interest on a bond issued as part
of an issue substantially all the rroceeda of which are to be for
the acquisition or development of land as a site for an industrial park.
An industrial park in general is a series of sites for industrial (including
wholesaling and distributing) plante for which a plan has been de-
valoped and for which there usually are special zoning restrictions.
The term “development of land” for this l“i)urpose includes providing
water, sewage, eto., facilities, road, railroad, docking or sunif ar trans-
jortation fgu;iiities, and power or communication facilities, Except
or the facilities referred to above, the term does not include the
provision of any buildings or structures.

The conference substitute, as previounlsr noted, provides an ex-
emption for an industrial development bond which is part of an issue
of 81 million or less. In determining whether a bond issue is within
the $1 million exemption, the proceeds of outstanding prior issues, as
well as of issues of another governmental unit, in respeot of ;the prin-
cipal user of facilities constructed with the proceeds of the firet issue
are taken into account if the later facili*’es are located in the same
county or municipality. Related gersons (such as corporations whose
stock is owned by the same individual) are considered as one for
purposes of the $1 million exemption. B '

. The exemptions listed above with respect to certain exempt activi-
ties, the financing of an industrial park, and bond issues of $1 million
or less, do not apgly to industrial development bonds during any period
in which they are held by a person who is a substantial user of the
facilities constructed with the proceeds of the bond. Thus, the interest
on these bonds which come within the listed exceptions is ‘to be
taxable when received by a substantial user of the facilities.

The conference substitute applies with respect to industrial develop-
ment bonds issued on or after May 1, 1968. As do the proposed regu-
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lation in this regard, the substitute provides certain exceptions for
bonds in process of issue on the effective date of the amendment. The
exceptions for bonds in process of issue extend the May 1 effective
date to bonds issued before January 1, 1969. The first two exceptions
extend the effective date if, before May 1, the governmental unit
issuing the bonds, or its voters, had authorized or approved the bond
issuance, or the project in connection with which the proceeds are to
be used, or the governmental unit had made a significant financial
commitment in conunection with the issuance.
. A governmental unit is to be considered as havinf approved a bond
issuance within the meaning of the first exception if it has committed
the Government to issue the bonds in question. An authorization of
a bond issue, however, does not require a binding commitment on the
part of the governmental unit for this purpose. An agreement with the
principal user of the facilities to be constructed with the bond issuance,
a general resolution approving an industrial dovelogment project and a
bond issuance, or a resolution of the governing body providing for
submission of the bond issue to the voters is to qualify the bond issue
for this purpose. Similarly, a resolution of a local §ovommental unit
authorizﬁlg s bond issue but subject to approval of the State (or an
agency or department of the State) is also to qualify the bond issue.
The third exce{mon extends the May 1 effective date to bonds issued
before January 1, 1969, if, before the earlier date, the private party
who is to use the bond proceeds, or the property to be acquired or
improved with the proceeds, had spent, or had committed himself
to spend, for purposes related to the use of the property, an amount
equal to 20 percent of the bond proceeds. A commitment to purchase
power to be used in the operation of the property acquired with the
proceeds of a bond issue is one example of & commitment for purposes
of this provision. It is the total amount to be spent under a contract
of this type seven if the contract is for a period of years) which is
the amount of the commitment. Another example of a commitment or
‘expenditure for this purpose is an expenditure or a commitment to
spend amounts for raw materials to be used in connection with the
prorerz to be constructed with the bond proceeds. The expenditure
of funds or the commitment to spend funds to buy timberland for
use in a paper plant is still another example of what would constitute
a commitment or expenditure for this 1elnrpose
The fourth exception extends the ai 1 effective date to bonds
issued béfore January 1,'1069, if, before the earlier date, a Federal or
State economic development (or similar) agency had before it, or had
approved, an application for financial assistance in conjunction with a
H;ojoct'invqlving the bond issue and for which the agency extends
ancial assistance. For purposes of this exception, a loan or a %rat_xt in
aid, or & guarantee of bonds issued by a local governmental unit, is to
be considered’ financial assistance. Moréover, for this exception to
:F&Kly’ the financial assidtance is not required to be extended directly to
er the govertimental unit issuing the bonds or to the person who is
to use the proﬁr& uired or constructed with the bond proceeds.

.
4

It is'sufficient if the shgan:{ renders financial assisténce
it conjunction with s'prt:lect: which includes the property in respect
l unit issuds the bonds. =~

of which the governmén
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Section 108. Advertising in a political convention m (sec. 13 of the
&nwmame’:.gﬂa(o of the code) Frors
Present law.—Present law denies a deduction for an amount paid or
incurred for advertisina in a convention program of a political party.
This limitation presently applies whether or not the amount paid or
incurred might otherwise be deductible as an ordinary and necessary

business expense. .
Ex ‘erence provision.—The conference substitute

(which is substaql{ti?il'g the same as the Senate amendment) modifies
the present restriction denying & deduction for an amount paid or
incurred for advertising in & political convention program to allow a
deduction for the cost of this advertising under certain limited cir-
cumstances. An amount paid or incurred for advertising in a political
convention program which is not deductible under this amendment
is not deductible under any circumstance. The basic limitation of
exmﬁncgl law which denies a deduction for indirect contributions to
political parties produces this result. .

This amendment allows a deduction for an amount paid or incurred
for advertising in a political convention "gro%un only if the convention
is one held to nominate candidates for the offices of President and Vice
President of the United States. In addition, for the deduction to be
available, the p from the convention program must be used
solely to éefmy the cost of conducting the convention (or a subsequent
convention of the party held for the same Purpose). Finally, under the
amendment, an amount paid or incurred for advertising in a political
convention %rogram is deductible only if the amount is reasonable in
light of the business the taxpayer may expect to receive (1) directly
as & result of the advertising, or (2) as a result of the convention being

in an area where the taxpayer has a egl-incipal place of business.

This amendment does not permit a deduction for any amount paid
or incurred which is not otherwise allowable as an ordinary and neces-
sary business expense for advertising. On the other hand, the fact that
the cost of advertising might otherwise be deductible as an ordinary
and ngcessar,r business expense does not mean that the cost of adver-
tising in a political convention program is necessarily deductible under
this provision. In order for an ordinary and necessary business adver-
tlsi.nf nse to be deductible under the provision, the expense must
;xatm y the more restrictive tests for deductibility which the provision
mposes.

or example, the cost of institutional or goodwill edvertising, if
reasonable in amount, generally is allowable as a business expense
deduction under the code. Thus, the cost of an advertiserent welcom-
ing deleﬁates to a nonpolitical convention generally is deductible even
though the advertisement merely names the business concern and does
not refer to its product or try to stimulate sales directlﬁlto the persons
attending the convention, Under the limitations of the new amend-
ment, however, an amount paid or incurred for institutional advertis-
f‘n‘l; of this type at a political convention is not deductible as a direct
vertising expense. Such an advertisement could be déductible only
if the taxpayer has a principal place of business in the area where
the convention is held. . ‘
. Under the amendment, a m[)i:?ver may deduct an amount paid or
incurred for advertising in a political convention program only if the
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amount is reasonable in light of the businees the er ma
to receive either direc lghs result of the ndverhat‘i:g‘gr as a ges it of

the convention eld in an aroa in which he has a princi
place of business. This test of reasona leness opﬁme out
- amendment. It means that no deduction is obo under the

amendment unless the amount paid or incurred for advertising in s
litical oonventxon program is no more thon the amount. whxch is
?:r would be) paid or incurred for com advertising in & com-
pmblo convenuon program of & nonpoliti cal organization involving
arab e attendance.
These restrictions relating to direct advertising or principal place

of business are intended to be such that i m all ovents no amount

is to be deductible wlnch is essentiall &o h dut.iox;n sired
amounts paid or inc

The amendment & 8pp ies with respoct
after January 1, 196
Section 108. Tax-exempt status of certain Aoapual service organizations
(sec. 18 of the Smgc bill and sec. 501(e) of the codc)

Present law~The Internal Revenue Code does not now contain
any provisions dealmg specifically with the taxable status of organi-
zations which render ordinary commercial services only to tax-exempt
organizations. Accordmgly, the Internal Revenue Service takes the
position that if two or more tax-exempt hospitals join together to
create an entity to perform ordinary commercial services for them

this entity is not a tax-exempt organization.
provision.—The Senate bill provided that

erence
certain muhmjm({h provide joint services solely to tax-exempt
hospitals would be tax-exempt orgamzatxons (and treated like tax-
exempt hospitals). As a result, they would 'lpay no income tax and
contn utions to them would be d uotxbl 'he purpose of t.ype
of joint service organization is to aid hospitals in lowering costs b {)
forming administrative and other similar services on a joint bas
To. come within the Senaté provision, an organization must—

(1) Provide services which if performed on its own behalf by s
hospital would conatxtuto part of its exempt activities.

(@) Be o and operated to provide services solely for
tax-exempt hospitals, including those owned and operated by any
government agency.

(3) Beo and operated on a cooporatwe basis (whether

. or not under s specific state, statuto on c(mpemtxves and make
_ patronage refunds within 8% months after the close of the taxable

"'(':) Have its capital stock (if there is stock) held solely by its

tronas.
l"ooufewll w the Sqnato rovision, but limited it to a
joint enterprise operated solely to perform

and collection, food, industrial engi-

udu, tory, , oommunications, record center, and

momd.}‘l‘lmt, an drganisation is not to qualify for oxompnon under

section if it performs any other sor%oetau ch as, for example,

W or perforis sny, sorvioeb for other than a

The i is effective for taxable years endmg after the date
of w& '

ono or more of Ioﬂow or hospitals: data processing,
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WOWmMQIwamMm (sec. 20 of the

This provision, added by the Senate, provides that not later than
December 31, 1968, the President is to submit to the Congress pro-
for a comprehensive reform of the Internal Revenue Code of

1954. The conferees acoepted this provision without change.

TITLE I—EXPENDITURE CONTROLS (Secs. 2, 3, and ¢ of the
Senate hill)

The conference committee agrees with the Senate that positive action
to impose controls on the level of Federal expenditures must accom-
pany the provision which increases individual and corporate income
taxes, The difficult decision to recommend an increase in taxes is taken
because it is apparent that such action is required to halt inflation,
relieve pressures on the domestio financial markets, and strengthen
the international standing of the dollar, Unless expenditures also are
controlled, however, the revenue gained from the surcharge might be
dissipated liy increased s&ending. Inflation will continue if & rapid
increase in Federal expenditures is allowed to offset the impact of a
tax increase. Continued inflation will increase speculation against the
dollar and weaken the balance of payments. Continued large deficits
will also increase the pressures in domestic financial markets which
have already resulted in the highest interest rates in over a century.

Exercise of the necessary desu of control over expenditures cannot
be assured without the approval of explicit provisions imposing ceilings
on spending and grants of obligational authority.

To impose meaningful limits on Federal expenditures, action must
be taken on several fronts. It is not enough to set a ceiling on the actual
expenditures of a given fiscal year. Such & ceiling, although necaasez,
can in effect be avoided by postponing rather than reducing expendi-
tures, Action must also be taken therefore to limit the grants of
obligational authority under which future expenditures are made.
Rescissions in existing amounts of unspent obligations are also im-
portant. The bill approved br the conferees, therefore, not on%y
imposes a ceiling on the level of expenditures for the fiscal year 1969,
but also imposes a similar ceiling on grants of new obligational author-
ity and requires that proposals be submitted for rescissions in the
amount of outstanding unobligated obligational authority. Consistent
with the objective of expenditure control, the conferees also approved
the imposition of a ceiling on the number of Federal civilian employees
in the executive branch of the Government. These provisions are
discussed below. ‘

Section £01. Limitation on number, of Government employess

The Senate bill provided that only two out.of four vacancies were to
be filled in the executive branch until such time as the number of full-
time civilian employees (including -the full-time equivalent of the
number of part-time employees) in the executive branch was no higher
than. the number employed on September 20, 1986. The vacancies to
Be. filled were to be determined on a Government-wide basis by the

irector of the Bureau of the Budget.. Exoestfg;from this provision
were employees of the Defense Department, CIA, postal field service
FBI, employees of the TVA engaged in its powet progran and. pd«f
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from other than sppropriated funds, casual employees, employees
employed without compensation and officers appointed by the Presi.
dent with the advice and consent of the Senate. ‘

The bill approved by the conferees requires the number of these
Federal civilian emplo to be gradually reduced to, and subse-
quently maintained at the June 1966 level. Federal full-time permanent
employment 1cs already increased by about 244,000 since the end of
the fiscal yesr 1066. : 2

Under the conference provision, separate limitations are provided
for full-timovagormnnent employees and for part-time and temporary
employees. With regard to the former, Federal executive agencies and
departments are permitted to employ only as many new full-time
employees as are required to fill thres out of every four vacancies
that ocour by reason of the resignation, retirement, removal, or
death of existing employees, until such time as the overall number of
such employees is reduced to 2,366,317,! the number of full-time
permanent employees on the rolls on June 30, 1966, as shown in
table 2. Once this level is reached, new employees may be em lt:zod
without restriction as long us the overall number of full-time civilian
employees does not exceed this level. It is estimated that there were as
of March 31, 1968, 2,610,304 ! full-time permanent civilian employees
in the executive departments and agencies.

TABLE 2.—FEDERAL CIVILIAN EMPLOYMENT—EXECUTIVE BRANCH

The number of “temporary and part-time Federal Governinent
emp}oyeea in any one month is not to exceed the number of similar
employess on the rolls in the corresponding month of the calendat
year 1987.- The monthly total of part-time employees in 1967 also is
shown'in table2,:*- - - . oo

" Exemptions: are’ provided from the terms of this provision fo

{3

persons sppothted by the Presidant:with the Advics ad consent of
the Senste; for vasua employeés, for employees serving without com-

$ Does ot take | ‘ todéots s ezompiions dederibed subsequently which make up only &
o i st sl G bty i ks ol
ve [ } .

:'I B . ! '



pensation, and for up to 70,000 persons between the ages of 16 to 22
who may be provided summer employment under programs for the
economically or educationally disadvantaged. o

The limitations are to be applied by each executive agency and de-
partment, However, the Director of the Budget is authorized to reas-
sign vacancies from one department or agency to another when in his
opinion such reuségnment. is necessary or appropriate because of the
creation of a new department or ago:g, because of a change in func-
tions, or in order to obtain the more eflicient operation of the Govern-

ment.

It is important to note that this enables the Director of the Bureau
of the Budget to prevent reductions in employment levels in any
&oncy where this would seriously interfere with the operation of the

overnment by ng larger reductions in employment in other

cies. In keeping with the June 30, 1966 date, the provision is care-
m deeigned so that it can be operated in such a fashion that when-
ever any agency has reached its June 30, 1866 level; then it can be in
s position to resume full appointment. To this end, the conferees
ieve that the more efficient operation of the Government means

that the Director of the Budget generally should ign vacancies
to any agency which has reached its June 30, 1966 level. For example,
in applying thi 0%rovimon in the case of the Veterans’ Administration
(including all such employees working in veterans hospitals), no reduc-
tion should be required in employee levels below that of June 30, 1966,
in the case of permanent or full-time employees.

In addition, the Director is authorized, in effect, to pool all agencies
with 80 or fewer full-time permanent civilian employees to permit
the three out of four vacancy rule to be applied on an overall basis
for these agencies without separate regard to the number of vacancies
in any one of them. The determination of the vacancies to be filled
in these pooled agencies is to be made by the Director of the Bureau

of the Budgat. ~

When a {ull-time permanent civilian employee is transferred from
one department or cz’to another, the agency from which the em-
ployee is transf is to be permitted to fill the vacancy without

regard to this provision. The :Eency to which the employee is trans-
o

ferred, however, must regard the em t:g“ as an appointment under
the terms of this provision. This rule takes account of the fact that a
transfer within the Government does not represent a reduction
in the number of emhng em&loyees,' but at the samé time removes
any incentive for agencies to recruit mew employees from other
agencies in an effort to avoid the impact of this provision. -
As indicated previously, under the terms of the Senate amiendment,
Federal agencies (with the exceptions previously described) would have
been permitted to fill only two out of every four vacancies until the
total number of employees, including both the numbér of full-time
~permanent employees and the number of part-time and tempor::s
employees %o:umer? on a full-time-equivalent basis), was reduced.
to thé number employed on September 20, 1966. The conferees con-
cluded that the transition to the permanent limitation would be so
rapid under the Senate bill as to cause severe dislocations in some
agencies and departments. For this reason the conferees shifted over
to a rule allowin&:hroe otit of four vacancies to be filled instead of
two out of four. With this modified rule the conferees concliided that

&
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it was better to apply such a rule to all governmental cies and
not to exclude major departments or a%encies which, although they

orm essential functions, should be able to share in the reduction
in employment.

The conferees agreed that it was appropriate to include part-time
and temporary employees under a separate limitation to preclude
the substitution of part-time employees for full-time employees.
Including both categories under & single limitation would not take
account of the normal seasonal fluctuations in the number of part.
time and temporary Federal employees. By establishing a separate
limitation for each group, the conferees provided for seasonal varia-
tions in part-time and temporary employment while maintaining the
effect of the Senate provision. o

The conferees agreed to establish a limitation based upon the
number of employees on the Federal payroll at the end of the fiscal

ear 1966 because of the difficulty of determining accurately the num-
er employed on September 20, 1966. :

The conferees do not contemplate that the ceilings on em&lloyment
provided by this provision are to be avoided by contracting work
outside the Government. The expenditure limitations should aid in
preventing this. However, in addition, it is expected that the Bureau
of the Budget and the agency heads will see to it that contract work
is ncl)t substituted for personal services performed by governmental
employees. - : ‘

he determinations of what constitutes a full-time employee, 8
permanent position, a temporary position and a part-time employee
are to be based on the definitions used by the Bureau of the Budget.
iSee, for example, Circular No. A-84, revised, dated June 28, 1965.)

casual employee is to be considered one classified as an “inter-
mittent” employee in the circular referred to.

Nothing in this section is to supersede or modify the mmpltmnt
rights of an7y person under section 9 of the Military Selective Service
Act of 1967 or any other provision of law conferring reemployment
i‘ights upon persons who have performed active duty in the Armed

orces.
This section is to take effect on the first day of the first month
which begins after the date of enactment of this bill.
Section 208. Reduction of 36 billicn in expenditures in fiscal year 1969
A reduction in Federal expenditures below the amounts estimated
in the budget for the fiscal year 1969 as proposed in January is
vital part of the comprehensive effort to reduce the budget deficit
to manageable proportions. A tax increase unaccompanied by con-
trols over spending could merely result in an increase in Federal
expenditures. Such an increase in expenditures would offset whatever
ect a tax increase would have in am'pening inflationary pressures.
Under the provisions of the bill approved by the conferees, expen-
ditures and net lending during the fiscal year 1969 are not to exceed
$180,062 million except by the amount by which expenditures and
net lending for u}y of the following exceed the budget estimates
presented for it in January: | :
(1) Amounts which the President may determine are necessary
. for special support of Vietnam' operations é‘the amount included
L in the budget 1s $26,264 million; see p. 83 of the budget document);

?

/
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(2) Amounts for interest on Federal Government debt (the
amount included in the budget is $14,400 million; see p. 53 of
the budget document);

83) Amounts for veterans benefits and services (the amount
included in the budget is $7,342 million; see p. 161 of the budget

document); and
(4). Amounts for pagments from trust funds established by the

Social Security Act (the amount included in the budget is 836,042
million; see outlays of first four funds in table C—4, p. 488, of the
budget document). . . :

The budget submitted by the President in January proposed ex-
penditures totaling $186,062 million (budget document, p, 55). Thus,
this provision requires that proposed spending be reduced by $6 bil-
lion. Actual spending may exceed $180,062 million if expenditures in
the four excepted cate%ories in total exceed the amounts proposed
in the January budget, but in the absence of this limitation, any such
increases would presumably also have been added to the total of
$186,062 million. .

It is the hope of the conferees that the reduction in expenditures
will be achieved by Congress through its action on the appropriations
bills. It was realized, however, that con:fressionul action might fail to
reduce expenditures by the full required amount. For this reason, the
conferees have approved a provision which requires that the President
reserve from expenditure and net lending such amounts as may
be necessary to carry out this provision. Therefore, to the extent
that congressional action on appropriations bills does not reduce ex-

- penditures to the required amount, the President is to make reductions,
in the manner which he considers most appropriate, until the $6 billion
reduction is reached. ,

Section £08. Reduction of $10 billion in new obligational authority

Attempts to reduce expenditures will achieve little success in the lot:g
run unlees thn?' are accompanied by reductions in new obligation
suthority. Unless reductions are made in authorizations to spend,
expenditure reductions may be merely temporary because they post-
pone rather than actually eliminate expenditures. The conferees,
therefore, concluded that a reduction in expenditures should be ac-
companied by reductions in obligational aut| oritg.

Under the terms of this provision, total new obligational authority
and loan authority provided in the fiscal year 1969 are not to exceed
$101,723 million, excoJ;t. for authority in excees of the amounts pro-
pose(i in the 1969 budget for the following:

(1) Amounts necessary in the judgment of the President for
special support of Vietnam operations ($25,408 million as reported
by the Bureau of the Budget);

(3) Amounts for interest on Government debt ($14.4 billion;

see p. 168 of the budget);
(38 Amounts for veterans benefits and services ($7,817 million;

see g 161 of the budget); and
(4) Amounts for payments from trust funds established by the
Social Security Act (841,765 million; see receipts of first four
funds shown in table 4-é, p. 488 of the budget).
This is a reduction of $10 billion below the level 0%68201 ,123 million
of K;oposed new obligational authority shown in the budget. (See
p. 83 of the budget.) .

T ST %
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As in the case of expenditures, the conferees urge Congress to reduce
requests for new obligational authority to the extent necessary to meet
the limitation imposed by this provision. In this connection, it should
be noted that congressional action on appropriation -bills directly
determines the amounts of new obligational authority whereas it has
only an indirect effect on expenditures in a given fiscal year. In the
event that congressional appropriations of new obligational authority
oxceed the limitation, however, the President is to be required to re-
serve amounts of obligation and loan authority, in the manner he
deems appropriate, to the extent necessary to reduce total grants of
authority to the limitation imposed. The amounts which the President
reserves in this manner (other than any amounts received from trust
funds) are rescinded as of the close of the fiscal year 1969. The Presi.
dent, at the time of the submission of his budget for the fiscal year
1870, is to make a report to Congress identifying the amounts he has
reserved under this provision.

Section 204. Specific recommendations for $8 billion rescission in old
obligational authority

As indicated in connection with the prior provision, attempts to
make expenditure reductions effective will achieve little success in
the long run unless they are accompanied by reductions in obligational
authority, since otherwise expenditures may be merely postponed to
subsequent years. The reduction of $10 billion in new obligational
authority specified in the prior provision gives assurance that grants
of new authority will not give rise to sharply increased expenditures
in future years. However, to be sure that obligational authority created
in Erior years is not available after the fiscal year 1869 to maintain
higher expenditure levels, it is also necessary that carryovers of
obligational authority be reduced. It is difficult, however, to determine
in advance the specific areas in which these reductions can be made.

Therefore, this provision provides that the President is to make a
specific study and analysis of unobligated balances of appropriations
and other obligational and loan authority which remain available for
obligation or commitment after the fiscal year 1969. He is to make a
réport on thése unobligated balances to Congress and include specific
recommendations for legislation rescinding not less than $8 billion of
these unobligated balances, This report is to be submitted at the time
of the submission of the 1970 budget to Congress. .

The budget document estimates that there will be unspent authori-
zations enacted in prior years totaling $222,301 million available for
expenditure or net lending at the start of the fiscal year 1969. Of this
amount $140,063 million is expected to be unobligated ut the beginning
of the fiscal year 1969. By the end of 1969 unspent obligational author-
ity is expected to have increased to $236,380 million and of this
$145,672 million is expected to be unobligated. It is out of this latter
unobiigated balance that the recommended $8 billion of rescissions is
to be made,. :

Section 205. Applications of certain formulas ,

Under present law, in the case of certain appropriations, the grant
or other distribution of the funds among the xecis);ents of tﬁq funds is
determined automatically under the law by the at(xlpphcapon of a
fﬁsr%llx)lat‘involvmg the amount appropriated or made available for

ution.
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With regard to the expenditure reduction set forth in section 202,
snd the reduction in new obligational authority set forth in section
203, it is hoped that Congress will make most of these reductions itself,
but failing that, it is believed imperative that the President make the
remaining reductions. To the extent that the distribution of funds
among recipients occurs automatically under a formula relating to the
smount_appropriated, the President presumably could not under

resent law reserve any such funds. This section enables him to do so
specifying that after the President has reserved any appropriations
where these formulas applg' in order to bring about the $6 billion ex-
penditure reduction or the $10 billion obligational reduction, the
amount after the reduction by the President is to be substituted for
the amount appropriated or otherwise made available under the
formula in determining the amount which is to be distributed to the

recipients,
TITLE III—SOCIAL SECURITY ACT AMENDMENTS

Section 301. Limitation on Federal financial participation with respect
Zo il?)id to families with dependent children (sec. 14(a) of the Senate

Present law.—The Social Security Amendments of 1967 set a limi-
tation on Federal financial participation in the AFDC program which
is related to the proportion of the child population under age 18 in a
State who may receive aid because of the absence of a parent from the
home. Under the limitation, this ro‘gortion is based upon the ratio of
the average monthly number of children in a State dependent because
of the absence of a parent during the first calendar quarter of 1968 to
the child population in such State on January 1, 1968. This limitation

would become effective July 1, 1968.
Explanation of conference provision.—The Senate bill would have

deleted the limitation of present law. The conferees ‘Rostponed the
sff;lectlivelg%aéte of the provision in present law from July 1, 1968, to

y 1, 1969, .

In addition, the ratio which determines the percentage limitation

of Federal Government financial participation is to include a higher
average monthly number of cases when the caseload is increased
because of a State’s oomplyinn% with a judicial decision by & U.S. court
of competent jurisdiction with respect to State laws establishing dura-
tion of residence requirements or the so-called man-in-the-house rules,
In this event, the average monthly number of cases is to include the
additional children who receive assistance under the AFDC prolﬁmm
during the calendar quarter beginning on April 1, 1969 as a result of
a State’s complying with such court decisions.
. For example, a particular State with a child population of 1 million
in Janum% 1968 might have 30,000 children on its welfare rolls during
January, February, and March 1968 because of the absence of their
father from the home. Under present law, Federal participation in
AFDC payments to this type of child would be limited to 3 percent
of the child population of this State (30,000 is 3 percent of 1 million).
Under the amendment agreed to by the conferees, if a subsequent
court decision results in an addition of 10,000 such children to the
rolls dunn%Apn.l,.May, and June 1069, these 10,000 children will be
added to the original 30,000, and the percentage limitation will be
increased from 3 to 4 percent (40,000 is 4 percent of 1 million).



Section 308. Unemployed fathers—unem, compensation (se,
14 (c) and (d) o}% Sc{ats i) ployment comp (

Present law.—Under present provisions of the AFDC program,
assistance payments under the unemployed fathers provision are pro.
hibited for any month for which the father receives any unemploy-
ment compensation for any part of the month.

Ezplanation of conference provision.—The Senate bill would have
eliminated this prohibition, permitting AFDC to be received in the
same month as unemployment compensation. The conferees provided
that assistance }m&ments under the AFDC program with respect to
an unemployed father are to be denied only with respect to any week
or part of a week for which the father receives unemployment com-
pensation. Thus, if the unemployment compensation is received for
the first week in & month, this 18 not to prevent AFDC payments
with respect to later weeks in the month.

Section 308, Medical assistance (medicas m (sec. 16 of the
i id) progra of

Present law.—Present law prohibits, effective January 1, 1968, the
payment of Federal matching funds under title XIX toward the cost
of services which would have been covered under the supplementary
medical insurance program if a State had purchased such coverage
forEi'ts lx:xedicaid ;ligl:}es. The conf od th

nation o ‘erence provision.—The conferees acce ]
Sex_l:tg provision under which the effective date of the provision de-
scribed above has been postponed until January 1, 1970. This action
coordinates the effective date with the date on which States are re-
quired under oxistinillaw to have title XIX programs in operation
and the date until which they may exercise their option to purchase
supplementary medical insurance on behalf of medically needy
persons under title XIX, .

'IV. SENATE AMENDMENTS NOT INCLUDED IN
~ CONFERENCE SUBSTITUTE

Income from advertising in periodicals of exempt organizalions (sec. 11
of the Senate hill)

‘This section, which the conferees deleted, would have provided that
the advertising income which an exempt organization receives in
publishing a periodical is to be exempt from the tax on unrelated
trade of business income if the publication of the periodical is sub-
stantially related to the exe;xst activities of the organization. Under
Treasury regulations adopted on December 11, 1967, advertising
. income from publishing an exempt periodical is subject to tax effective

for taxable years beginning after December 12, 1967. Under the

regulations, advertising income is taxable to the extent it exceeds any
deductions properly attributable toit, plus any lossed on the feature
or editorial portions of the magazine in excess of subscription income.

Thé section would liave applied to all taxable yeats to which the
Internal Revenue Code of 1964 applied. -~
Import quotas.on teztile articles (seo.'18 of the Senate bill)

. :The Senate amendment contained a section, which the conferees
deleted, imposing import quotas on textiles. The quotas were to
. -, . : * . ; . . . .
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apply to natural and manmade fibers (but not to unprocessed natural
ﬁgem such as raw cotton and raw wool). The quotas were to be based
on the average imports in each category durinﬁho 6-year period 1961
through 1966, Adjustments in the quotas established by this procedure
were to be permitted if domestic consumption of the textiles in a given
category increased (or decreased). In such cases, the quota would be
increased (or decreased) in proportion to the increase (or decrease) in
domestiot consumption provided the annual change was more than
§ percent. Ve

pAe provision of the Senate amendment specified that the quotas
were not to apply if the President was able to obtain agreements with
the foreign countries suppl textiles under which shipments of
foreign textiles into the United States would be limited. To give the
President time to negotiate these agreements, the quotas were to
become effective 180 days after the date of enactment.

Concurrently with the announcement of the conference decision,
Chairman Wilbur D. Mills, of the House Ways and Means Committee
announced that on June 4 the Committee on Ways and Means would
begin extensive public hearings on the subject of the foreign trade
of the United States. These hearings include not only the adminis-
tration trade bill, but also a broad variety of proposals relative to both
imports and to exports, Such subjects, for example, as quotas, either
on an across-the-board or an item-by-item basis, American selling
price, and antidumping are included.

Foreign nations indebted to the United States (seo. 19 of the Senate bill)

The Senate amendment contained a section which would have re-
quired the Secretary of the Treasury to demand payment, from all
countries that are more than 90 days in arrears, of principal or interest
on debts owed to the United States, including debts which arose from
either World War I or World War II. The amendment would also
have prohibited redemption in gold of dollars presented to the Treas
by a country that is in arrears by requiring that the dollars be credi
against the debts owed to this country. )

The conferees deleted this provision subject to an understandi
that the Secretm-{ of State and the Secretary of the Treasury woul
make & study of appropriate and practical terms and conditions
fo;jptggment of the amounts of indebtedness of foreign countries to the
U States which are past due and unpaid and report the results of

this study to the Congress.
Prior work for unemployed fathers under AFDC sec. 14(b
" fm)pvcf s under program (sec. 14(b) of

Present law provides that a father must have a specified history of
rior employment in order for the family to be eligible for aid to
amilies with dependent children by reason of the father’s unemploy-

ment. The Senate bill would have eliminated this prior work require-

ment. The conference agreement by omitting this provision retains

the work requirement of present law.

Effective date of family planning services requirement under AFDC
(0. 15 of 3 S iy o

The Social Security Amendments of 1967 provided that family

anning services be offered to all appropriate AFDC gartioipsnts.

he Senate provision provided that in the case of a State which



does not now provide the u planning services, the
amendment in the Social Secu Amondmente of 1967 would not
apply to that State until after o olose of the State's ﬁnt regular

1 stivo session l;:gmnin after A ll l, 1968
he conferees omitted aua The conference oommnt.tee

dld this because-it-does not bohevo that. the provnsions of exxstmg la\\
in this require any State to provide family plannin

contrary to State statute and expects the Department o Health

Education, and Welfm to so interpret and administer this provision,

o






