
[Pursuant to the order of the House on Dec. 19, 1969 the following conference
report was filed on Des. 21, 1969]

91ST CNGR HOUSE OF REPRESENTATIVES Rpo18t HOUSE OF REPRESENTATIVES { No. 91-782

TAX REFORM ACT OF 1969

DECEMBER 21, 1909.-Ordered to be l)riltd(l

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

CONFERENCE REPORT
[To accompany H.R. 13270]

The committee of conference on the disagreeing votes of the two
House;(s on the amendment of the Senate to the bill (H.R. 13270) to
reform the income tax laws, having met, after full and free conference,
have agreed to recommend and do recommend to their respective
I-ouses as follows:
That the House recede from its disagreement to the amendment of

the Senate and agree to the same with an amendment as follows:
In lieu of the matter proposed to be inserted by the Senate amend-

ment insert the following:
SECTION 1. SHORT TITLE, ETC.

(a) SHORT TITLE.-This Act may be cited as the "Tax Reform Act
of 1969".

(b) TABLE OF CONTENTS.-

TITLE I-lTAX EXEMPT ORGANIZATIONS

Subtitle A-Private Foundations

Sec. 101. Private foundations.
Subtitle B-Other Tax Exempt Organizations

Sec. 121. Tax on unrelated business income.

TITLE II-INDIVIDUA/L DEDUCTIONS

Subtitle A-Charitable Contri&ltions

Sec. 201. Charitable contributions.
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Subtitle .B-Farm Losses, Etc.

Sec. 211. Gain from disposition of property used in farming where farm
losses offset nonfarm, income.

Sec. 212. Livestock.
Sec. 213. Deductions attributable to activities not engaged in for profit.
Sec. 214. Gain from disposition of farm land.
Sec. 215. Crop insurance proceeds.
Sec. 216. Capitalization of costs of planting and develop ing citrus groves.

Subtitle C-Interest
Sec. 221. Interest.

Subtitle D-Moving Expenses
Sec. 231. Moving expenses.

TITLE III-MINIMUM TAX; ADJUSTMENTS PRIMARILY
AFFECTING INDIVIDUALS

Subtitle A-Minimum Tax

Sec. 301. Minimum tax for tax preferences.
Subtitle B-Income Averaging

Sec. 311. Income averaging.
Subtitle C-Restricted Property

Sec. 321. Restricted Property.
Subtitle D-Accumulation Trusts, Multiple Trusts, Etc.

Sec. 331. Treatment of excess distributions by trusts.
Sec. 332. Trust income for benefit of a spouse.

TITLE IV-ADJUSTMENTS PRIMARILY AFFECTING
CORPORATIONS

Subtitle A-Multiple Corporations
Sec. 401. Multiple corporations.

Subtitle B-Debt-Financed Co6'porate Acquisitions and
Related Problems

Sec. 411. Interest on indebtedness incurred by corporation to acquire
stock or assets of another corporation.

Sec. 412. Installment method.
Sec. 413. Bonds and other evidences of indebtedness.
Sec. 414. Limitation on deduction of bond premium on repurchase.
Sec. 415. Treatment of certain corporate interests as stock or indebtedness.

Subtitle CU-Stock Dividends
Sec. 421. Stock dividends.
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Subtitle D-Financial Institutions

Sec. 431. Reserve for losses on loans; net operating loss carrybacks
Sec. 432. Mutual savings banks, etc.
Sec. 433. Treatment of bonds, etc., held by financial institutions.
Sec. 434. Limitation on deduction for dividends received by mutual sav-

ings banks, etc.
Sec. 435. Foreign deposits in United States banks.

Subtitle X--Depreciation Allowed Regulated Industries; Earnings and
Profits Adjustment for Depreciation

Sec. 441. Public utility property.
Sec. 442. Effect on earnings and profits.
TITLE V--ADJUSTMENTS AFFECTING INDIVIDUALS AND

CORPORATIONS

Subtitle A-Natural Resources

See. 501. Percentage depletion rates.
Sec. 602. Treatment processes in the case of oil shale.
Sec. 503. Mineral production payments.
Sec. 504. Exploration expenditures.
Sec. 505. Continental shelf areas.
Sec. 506. Foreign tax credit with respect to certain foreign mineral

income.

Subtitle B-Capital Gains and Losses.

Sec. 511. Increase in alternative capital gains tax.
Sec. 512. Capital losses of corporations.
Sec. 513. Capital losses of individuals.
Sec. 514. Letters, memorandums, etc;.Sec. 515. Total distributions from qualified pension, etc., plans.
Sec. 516. Other changes in capital gains treatment.

Subtitle C-Real Estate Depreciation
Sec. 521. Depreciation of real estate.

Subtitle D-Subchapter S Corporations
Sec. 531. Qualified pension, etc., plans of small business corporations.

TITLE VI-STATE AND LOCAL OBLIGATIONS

Sec. 601. Arbitrage bonds.

TITLE VII-EXTENSION OF TAX SURCHARGEAND EXCISE
TAXES; TERMINATION OF INVESTMENT CREDIT

Sec. 701. Extension of tax surcharge.
Sec. 702. Continuation of excise taxes on communication services and on

automobiles.
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Sec. 703. Termination of investment credit.
Sec. 704. Amortization of pollution control facilities.
Sec. 705. Amortization of railroad rolling stock and right-of-way improve-

me dts.
Sec. 706. Expenditures in connection with certain railroad rolling stock.
Sec. 707. Amortization of certain coal mine safety equipment.

TITLE VIII-ADJUSTMENT OF TAX BURDEN FOR
INDIVIDUALS

Sec. 801. Personal exemptions.
Sec. 802. Low income allowance; increase in standard deduction.
Sec. 808. Tax ratesfor single individuals and heads of household; optional

tax.
Sec. 804. Fifty-percent maximum rate on earned income.
Sec. 805. Collection of income tax at source on wages.

TITLE IX--MISCELLANEOUS PROVISIONS

Subtitle A-Miscellaneous Income Tax Provisions
Sec. 901. Exclusion of additional living expenses.
Sec. 902. Deductibility of treble damage payments,.fines and penalties, etc.
Sec. 903. Accrued vacation pay.
Sec. 904. Deduction of recoveries of antitrust damages, etc.
Sec. 905. Corporations using appreciated property to redeem their own

stock.
Sec. 906. Reasonable accumulations by corporations. ^
Sec. 907. Insurance companies.
Sec. 908. Certain unit investment trusts.
Sec. 909. Foreign corporations not availed of to reduce taxes.
Sec. 910. Sales of certain low-income housing projects.
Sec. 911. Per-unit retain allocations.
Sec. 912. Foster children.
Sec. 913. Cooperative housing corporations.
Sec. 914. Personal holding company dividends.
Sec. 915. Replacement of property involuntarily converted within a 2-year

period.
Sec. 916. Change in reporting income on installment basis.
Sec. 917. Recognition of gain in certain liquidations. .

Subtitle B-Miscellaneous Excise Tax Provisions

Sec. 981. Concrete mixers.
Sec. 932. Constructive sale price.

Subtitle C-Miscellaneous Administrative Provisions

Sec. 941. Filing requirements.
Sec. 942. Computation of tax by Internal Revenue Service.
Sec. 943. Failure to make timely payment or deposit of tax.
Sec. 944. Declarations of estimated tax by farmers.
Sec. 946. Portion of salary, wages, or other income exemptfrom levy.
Sec. 946. Interest and penalties in case of certain taxable years.
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Subtitle D--United States Tax Court

Sec. 951. Status of Tax Court.
Sec. 952. Appointment; term of office.
Sec. 953. Salary.
Sec. 954. Retirement.
Sec. 955. Survivors.
Sec. 956. Powers.
Sec. 957. Tax disputes involving $1,000 or less.
Sec. 958. Commissioners.
Sec. 959. Notice of appeal.
Sec. 960. Conforming amendments.
Sec. 961. Continuation of status.
Sec. 962. Effective dates.

TITLE X--INCREASE IN SOCIAL SECURITY BENEFITS

Sec. 1001. Short title.
Sec. 1002. Increase in old-age, survivors, and disability insurance benefits.
Sec. 1008. Increase in benefits for certain individuals age 72 and over.
Sec. 1004. Maximum amount of a wife's or husband's insurance benefit.
Sec. 1005. Allocation to disability insurance trustfund.
Sec. 1006. Disregarding of retroactive payment of OASDI benefit increase.
Sec. 1007. Disregarding of income of OASDI recipients in determining

needfor public assistance.
(c) AMENDMENT OF 1954 CODE.-Except as otherwise expressly pro-

vided, whenever in this Act an amendment or repeal is expressed in terms
of an amendment to, or repeal of, a section or other provision, the reference
shall be considered to be made to a section or other provision of the Internal
Revenue Code of 1954.





TITLE I-TAX EXEMPT ORGANIZATIONS
Subtitle A-Private Foundations

SEC. 101. PRIVATE FOUNDATIONS.

(a) IN GENERAL.-Subchapter F of chapter 1 (relating to exempt
organizations) is amended by redesignating parts II, III, and IV as
parts III, IV, and V, respectively, and by inserting after part I the
following -new part:

"PART I1-PRIVATE FOUNDATIONS

"Sec. 607. Termination of private foundation status.
"Sec. 508. Special rules with respect to section 601 (c) (a) organizations.
"Sec. 609. Pv ivate foundation defined.

"SEC. 507. TERMINATION OF PRIVATE FOUNDATION STATUS.

"(a) GENERAL RuLE.-Except as provided in subsection (b), the
status of any organization as a private foundation shall be terminated
orly if-

"(1) such organization notifies the Secretary or his delegate (at
such time and in such manner as the Secretary or his delegate may
by regulations prescribe) of its intent to accomplish such termina-
tion, or

"(2)(A) with respect to such organization, there have been either
willful repeated acts (or failures to act), or a willful and flagrant
act (or failure to act), giving rise to liability for tax under chapter
42, and

"(Is) the Secretary or his delegate notifies such organization that,
by reason of subparagraph (A), such organization is liable for the
tax imposed by subsection (c),

and either such organization pays the tax imposed by subsection (c) (or
any portion not abated under subsection (g)) or the entire amount of
such tax is abated under subsection (g).

"(b) SPECIAL RULES.-
"(1) TRANSFER TO, OR OPERATION AS, PUBLIC CHARITY. --The

status as a private foundation of any organization, with respect to
which there have not been either willful repeated acts (or failures to
act) or a willful and flagrant act (or failure to act) giving risc to
liabilityfor tax under chapter 42, shall be terminated if-

'(A) such organization distributes all of its net assets to one
or more organizations described in section 170(b)(1)(A) (other
than in clauses (vii) and (viii)) each of which has been in
existence and so described for a continuous period of at least 60
calendar months immediately preceding such distribution, or

"(B)(i) such organization meets the requirements of para-
graph (1), (2), or (3) of section 509(a) by the end of the 12-
month period beginning with its first taxable year which begins

(7)
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after December 31, 1969, or for a continuous period of 60
calendar months beginning with the first day of any tax-
able year which begins after December 31, 1969,

"(ii) such organization notifies the Secretary or his delegate
(in such manner as the Secretary or his delegate may by regu-
lations prescribe) before the commencement of such 12-month
or 60-month period (or -before the 90th day after the (lay on
which regulations first prescribed .under this subsection become
final) that it is terminating its private foundation status, and

"(iii) such organization establishes to the satisfaction of the
Secretary or his delegate (in such manner as the Secretary or
his delegate may by regulations prescribe) immediately after
the expiration of such 12-month or 60-month period that such
organization has complied with clause (i).

If an organization gives notice under subparagraph (B)(ii) of the
commencement of a 60-month period and such organization fails
to meet the requirements of paragraph (1), (2), or (3) of section
509(a) for the entire 60-month period, this part and chapter 42 shall
not apply to such organization for any taxable year within such
60-month period for which it does meet such requirements.

"(2) TRANSFEREE FOUNDATIONS.-For purposes of this part, in
the case of a transfer of assets of any private Joundation to another
private foundation pursuant to any liquidation, merger, redemption,
recapitalization, or other adjustment, organization, or reorganization,
the transferee foundation shall not be treated as a newly created
organization.

"(c) IMPOSITION OF TAx.-There is hereby imposed on each organiza-
tion which is referred to in subsection (a) a tax equalto the lower of-

"(1) the amount which the private foundation substantiates by
adequate records or other corroborating evidence as the aggregate tax
benefit resulting from the section. 501 (c) (3) status of such foundation,
or

"(2) the value of the net assets of such foundation.
"(d) AGGREGATE TAX BENEFIT.--

"(1) IN OENERAL.-For purposes of subsection (c), the aggregate
tax benefit resulting from the section 601 (c) (3) status of any private
foundation is the sum of-

"(A) the aggregate increases in tax under chapters 1, 11, and
12 (or the corresponding provisions of prior law) which would
have been. imposed with respect to all substantial contributors'
to the foundation if deductions for all contributions made by
such contributors to the foundation after February 28, 1913,
had been disallowed, and

"(B) the aggregate increases in tax under chapter 1 (or the
corresponding provisions of prior law) which would have been
imposed with respect to the income of the private foundation
for taxable years beginning after December 31, 1912, if (i) it
had not been exempt from tax under section 601 (a) (or the
corresponding provisions of prior law), and (ii) in the case

of a trust, deductions under section 642(c) (or the corresponding
provisions of prior law) had been limited to 20 percent of the
taxable income of the trust (computed without the benefit of
section 642(c) but with the benefit of section 170(b)(1)(A)), and

"(C) interest on. the increases in tax determined under sub-
paragraphs (A) and (B) from the first date on which each
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such increase would have been due and payable to the date on
which the organization ceases to be a private foundation.

"(2) SUBSTANTIAL CONTRIBUTOR.-
"(A) DEFINITIoN.--For purposes of paragraph (1) the

term 'substantial contributor' means any person who contributed
or bequeathed an aggregate amount of more than $6,000 to the
private foundation, if such amount is -more than 2 percent of
the total contributions and bequests received by the foundation
before the close of the taxable year of the foundation in which
the contribution or bequest is received by the foundation from
such person. -In the case of a trust, the term 'substantial con-
tributor' also means the creator of the trust.

"(B) SPECIAL RULEr.-For purposes of subparagraph (A)-
"(i) each contribution or bequest shall be valued at fair

market value on the date it was received,
"(ii) in the case of a foundation which is in existence

on October 9, 1969, all contributions and bequests received
on or before such date shall be treated (except for purposes
of clause (i)) as if received on such date,

"(iii) an individual shall be treated as making all con-
tributions and bequests made by his spouse, and-

"(iv) any person who is a substantial contributor on
any date shall remain a substantial contributor for all
subsequent periods.

"(3) REGULATIONS.-For purposes of this section, the determi-
nation as to whether and to what extent there would have been any
increase in tax shall be made in, accordance with regulations pre-
scribed by the Secretary or his delegate.

"(e) VALUE OF ASSETS.-For purposes of subsection (c), the value of
the net assets shall be determined at whichever time such value is higher:
(1) the first day on which action is taken by the organization which
culminates in its ceasing to be a private foundation, or (2) the date on
which it ceases to be a private foundation.

"(f) LIABILITY IN CASE OF TRANSFERS OF ASSETS FRoM PRIVATE
FOUNDATION.-For purposes of determining liability for the tax imposed
by subsection (c) in the case of assets transferred by the private founda-
tion, such tax shall be deemed to have been imposed on the first day on
which action is taken by the organization which culminates in its ceasing
to be a private foundation.

"(g) ABATEMENT OF TAXES.-The Secretary or his delegate may
abate the unpaid portion of the assessment of any tax imposed by sub-
section (c), or any liability in respect thereof, if-

"(1) the private foundation distributes all of its net assets to one
or more organizations described in section 170(b)(1) (A) (other than
in clauses (vii) and (viii)) each of which has been in existence and
so describedfor a continuous period of at least 60 calendar months, or

"(2) following the notification prescribed in section 6104(c) to
the appropriate State officer, such State officer within one year
notifies the Secretary or his delegate, in such manner as the Secre-
tary or his delegate may by regulations prescribe, that corrective
action has been initiated pursuant to State law to insure that the
assets of such private foundation are preserved for such charitable
or other purposes specified in section 501(c)(3) as may be ordered
or approved by a court of competent jurisdiction, and upon completion
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of the corrective action, the Secretary or his delegate receives certifica-
tion from the appropriate State officer that such action has resulted
in such preservation of s88et8.

"SEC. 508. SPECIAL RULES WITH RESPECT TO SECTION 501(c)(3) ORGA-
NIZATIONS.

"(a) NEW ORGANIZATIONS MUST NOTIFY SECRETARY THAT THEY
ARE APPLYING FOR RECOGNITION OF SECTION 501 (C) (3) STATUS.-
Except as provided in subsection (c), an organization organized after
October 9, 1969, shall not be treated as an organization described in
section 501 (c)()-

"(1) unless it has given notice to the Secretary or his delegate,
in such manner as the Secretary or his delegate may by regulations
prescribe, that it is applying for recognition of such status, or

"(2) for any period before the giving of such notice, if such notice
is given after the time prescribed by the Secretary or his delegate
by regulations for giving notice under this subsection.

For purposes of paragraph (2), the time prescribed for giving notice
under this subsection shall not expire before the 90th day after the day
on which regulations first prescribed under this subsection become final.

"(b) PRESUMPTION -THAT ORGANIZATIONS ARE PRIVATE FOUNDA-
TIONS.-Except as provided in subsection (c), any organization (in-
cluding an organization in existence on October 9, 1969) which is de-
scribed in section 501(c)(3) and which-does not notify the Secretary or
his delegate, at such time and in such manner as the Secretary or his
delegate may by regulations prescribe, that it is not a private foundation
shall be presumed to be a private foundation. The time prescribed for
giving notice under this subsection shall not expire. before the 90th (lay
after the day on which regulations first prescribed under this subsection
become final.

"(c) EXCEPTIONS,-
"(1) MANDATORY EXCEPTIONS.-Subsections (a) and (b) shall

not apply to-
"(A) churches, their integrated auxiliaries, and conventions

or associations of churches, or
"(B) any organization which is not a private foundation

(as defined in section 509(a)) and the gross receipts of which
in each taxable year are normally not more than $5,000.

"(2) EXCEPTIONS BY REGULATIONS.-The Secretary or his
delegate may by regulations exempt (to the extent and subject to such
conditions as may be prescribed in such regulations) from the pro-
visions of subsection (a) or (b) or both-

"(A) educational organizations which normally maintain a
regular faculty and curriculum and normally have a regularly
enrolled body of pupils or students in attendance at the place
where their educational activities are regularly carried on; and

"(B) any other class of organizations with respect to which
the Secretary or his delegate determines thatfull compliance with
the provisions of subsections (a) and (b) is not necessary to the
efficient administration of the provisions of this title relating
to private foundations.

"(d) DISALLOWANCE OF CERTAIN CHARITABLE, ETC., DEDUCTIONS.-
"(1) GIFT OR BEQUEST TO ORGANIZATIONS SUBJECT TO SECTION

607(C) TAX.-No gift or bequest made to an organization upon
which the tax provided by section 507(c) has been imposed shall be
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allowed as a deduction under section 170, 545(b)(2), 556(b)(2),
642(c), 2055, 2106(a)(2), or 2522, if such gift or bequest is made-

"(A) by any person after notification is made under section
507(a), or

"(B) by a substantial contributor (as defined in section
507(d)(2)) in his taxable year which includes the first day on
which action is taken by such organization which culminates
in the imposition of tax under section 507(c) and any subsequent
taxable year.

"(2) GIFT OR BEQUEST TO TAXABLE PRIVATE FOUNDATION,
SECTION 4947 TRUST, ETC.-No gift or bequest made to an organi-
zation shall be allowed as a deduction under section 170, 545(b)(2),
556(b)(2), 642(c), 2055, 2106(a)(2), or 2522, if such gift or bequest
is made-

"(A) to a private foundation or a trust described in section
4947 in a taxable year for which itfails to meet the requirements
of subsection (e) (determined without regard to subsection (e) (2)
(B) and (0)), or

"(B) to any organization in a periodfor which it is not treated
as an organization described in section 501(c)(S) by reason
of subsection (a).

"(3) EXCEPrION.- Paragraph (1) shall not apply if the entire
amount of the unpaid portion of the tax imposed by section 507(c)
is abated by the Secretary or his delegate under section 507(g).

"(e) GOVERNING INSTRUMENTS.-
"(1) GENERAL RULE.--A private foundation shall not be exempt

from taxation under section 501(a) unless its governing instrument
includes provisions the effects of which are-

"(A) to require its income for each taxable 'year to be dis-
tributed at such time and in such manner as not to subject the
foundation to tax under section 4942, and

"(B) to prohibit the foundation from engaging in any act of
self-dealing (as defined in section 4941 (d)), from retaining
any excess business holdings (as defined in section 4943(c)),
from making any investments in such manner as to subject the
foundation to tax under section 4944, and from making any
taxable expenditures (as defined in section 4945(d)).

"(2) SPECIAL RULES FOR EXISTING PRIVATE FOUNDATIONS.-
In the case of any organization organized before January 1, 1970,
paragraph (1) shall not apply-

"(A) to any taxable year beginning before January 1, 1972,
"(B) to any period after December 31, 1971, during the

tendency of any judicial proceeding begun before January 1,
1972, by the private foundation which is necessary to reform, or
to excuse such foundation from. compliance wilh, its governing
instrument or any other instrument in order to meet the re-

quirements of paragraph (1), and
"(C) -to any period after the termination of any judicial

proceeding described in subparagraph (B) during which 'its
governing instrument or any other instrument does not permit
it to meet the requirements of paragraph (1).

"SEC. 509. PRIVATE FOUNDATION DEFINED.
"(a) GENERAL RULE.-For purposes of this title, the term 'private

foundation' ,means a domestic or foreign organization described in section
501 (c) (3) other than-
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"(I) an organization described in section 170(b)(1) (A) (other
than in clauses (vii) and (viii));

"(2) an organization which-
"(A) normally receives more than one-third of its support in

each taxable year from any combination of-
"(i) gifts, grants, contributions, or membership fees,

and
"(ii) gross receipts from admissions, sales of merchan-

dise, performance of services, or furnishing of facilities,
in an activity which is not an unrelated trade or business
(within the meaning of section 513), not including such
receipts from any person, or from any bureau or similar
agency of a governmental unit (as described in section 170(c)
(1)), in any taxable year to the extent such receipts exceed the
greater of $5,000 or 1 percent of the organization's support
in such taxable year,

from persons other than disqualified persons (as defined in
section 4946) with respect to the organization, from govern-
mental units described in section 170(c)(1), or from organiza-
tions described in section 170(b)(1)(A) (other than in clauses-
(vii) and (viii)), and

"(B) normally receives not more than one-third of its support
in each taxable year from gross investment income (as defined
in subsection (e));

"(3) an organization which-
"(A) is organized, and at all times thereafter is operated,

exclusively for the benefit of, to perform the functions of, or to
carry out the purposes of one or more specified organizations
described in paragraph (1) or (2),

"(B) is operated, supervised, or controlled by or in con-
nection with one or more organizations described in paragraph
(1) or (2), and

"(C) is not controlled directly or indirectly by one or more
disqualifiedd persons (as defined in section 4946) other than
foundation managers and other than one or more organizations
described in paragraph (1) or (2); and

"(4) an organization which is organized and operated exclusively
for testing for public safety.

For purposes of paragraph (3), an organization described in paragraph
(2) shall be deemed to include an organization described,in section 601 (c)
(4), (5), or (6) which would be described in paragraph (2) if it were an.
organization described in section 601(c)(3).

"(b) CONTINUATION OF PRIVATE FOUNDATION STATUS.-For pur-
poses of this title, if an organization is a private foundation (within the
meaning of subsection (a)) on- October 9, 1969, or becomes a private
foundation on any subsequent date, such organization shall be treated
as a private foundation for all periods after October 9, 1969, or after such
subsequent date, unless its status as such is terminated under section 507.

"(c) STATUS OF ORGANIZATION AFTER TERMINATION OF PRIVATE
FOUNDATION STATUS.-For purposes of this part, an organization the
status of which as a private foundation is terminated under section 607
shall (except as provided in section 607(b) (2)) be treated as an organiza-
tion created on the day after the date of such termination.

"(d) DEFINITION OF SUrPPORT.-For purposes of this part and chapter
42, the term 'support' includes (but. is not limited to)-
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"(I) gifts, grants, contributions, or membership fees,
"(2) gross receipts from admissions, sales of merchandise, per-

formance of services, or furnishing of facilities in any activity
which is not an unrelated trade or business (within the meaning of
section, 613),

"(3) net income from unrelated business activities, whether or
not such activities are carried on regularly as a trade or business,

"(4) gross investment income (as defined in subsection (e)),
"(6) tax revenues levied for the benefit of an organization and

either paid to or expended on behalf of such organization, and
"(6) the value of services or facilities (exclusive of services or

facilities generally furnished to the public without charge) furnished
by a governmental unit referred to in section 170(c)(1) to an organi-
zation without charge.

Such term does not include any gain from the sale or other disposition
of property which would be considered as gain from the sale or exchange
of a capital asset, or the value of exemption from any Federal, State, or
local tax or any similar benefit.

"(e) DEFINITION OF GROSS INVESTMENT INcoME.-For purposes of
subsection, (d), the term 'gross investment income' means the gross amount
of income from interest, dividends, rents, and royalties, but not including
any such income to the extent included in computing the tax imposed by
section 511."

(b) AMENDMENT OF SUBTITLE D.-Subtitle D (relating to miscel-
laneous excise taxes) is amended by adding at the end thereof the following
new chapter:

"Chapter 42.-PRIVATE FOUNDATIONS
"Sec. 4940. Excise tax based on investment income.
"Sec. 4941. Taxes on self-dealing.
"Sec. 4942. Taxes on failure to distribute income.
"Sec. 4943. Taxes on excess business holdings.
"Sec. 4944. Taxes on investments which jeopardize charitable purpose.
"Sec. 4946. Taxes on taxable expenditures.
"Sec. 4946. Definitions and special rules.
"Sec. 4947. Application of taxes to certain nonexempt trusts.
"Sec. 4948. Application of taxes and denial of exemption with respect

to certain foreign organizations.
"SEC. 4940. EXCISE TAX BASED ON INVESTMENT INCOME.

"(a) TAX-EXEMPT FOUNDATIONS.-There is hereby imposed on each
private foundation which is exempt from taxation under section 601 (a)
for the taxable year, with respect to the carrying on of its activities, a tax
equal to 4 percent of the net investment income of such foundation for the
taxable year.

"(b) TAXABLE FOUNDATIONS.-There is hereby imposed on each pri-
vate foundation which is not exempt from taxation under section 501 (a)
.for the taxable year, with respect to the carrying on of its activities, a
tax equal to-

"(1) the amount (if any) by which the sum of (A) the tax imposed
'under subsection (a) (computed as if such subsection applied to
such private foundation for the taxable year), plus (B) the amount
of the tax which would have been imposed under section 511 for the
taxable year if such private foundation had been exempt from
taxation under section 501 (a), exceeds

"(2) the tax imposed under subtitle A on such private foundation
for the taxable year.
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"(c) NET INVESTMENT IVNOMEr DEFINED.-
"(1) IN GEVNERAL.-For purposes of subsection (a), the net

investment income is the amount by which (A) the sum of the gross
investment income and the net capital gain exceeds (B) the deductions
allowed by paragraph (3). Except to the extent inconsistent with the
provisions of this section, net investment income shall be determined
under the principles of subtitle A.

"(2) GROSS INVESTMENT INCOME.-For purposes of paragraph
(1), the term 'gross investment income' means the gross amount of
income from interest, dividends, rents, and royalties, but not in-
cluding any such income to the extent included in computing the
tax imposed by section 511.

"(3) DEDUCTIONS.-
"(A) IN GENERAL.-For purposes of paragraph (1), there

shall be allowed as a deduction all the ordinary and necessary
expenses paid or incurred for the production or collection of
gross investment income or for the management, conservation,
or maintenance of property held for the production of such
income, determined with the modifications set forth into sub-
paragraph (B).

"(B) MoDIFICATINSs.--For purposes of subparagraph (A)
"(i) The deduction provided by section 167 shall be

allowed, but only on the basis of the straight line method
of depreciation.

"(ii) The deduction for depletion provided by section
611 shall be allowed, but sch deduc tion shall be deter-
mined without regard to section 613 (relating to percentage
depletion).

"(4) CAPITAL GAINS AND LOSSES.-For purposes of paragraph
(1) in determining net capital gain-

"(A) There shall be taken into account only gains and
losses from the sale or other disposition of property used for
the production of interest, dividends, rents, and royalties, and
property used for the production of income included in com-
puting the tax imposed by section 611 (except to the extent
gain or 08oss from the sale or other disposition of such property
is taken into account for purposes of such tax).

"(B) The basis for determining gain in the case of property
held by the private foundation on December 81, 1969, and
continuously thereafter to the date of its disposition shall be
deemed to be not less than the fair market value of such property
on December 81, 1969.

"(C) Losses from sales or other dispositions of property
shall be allowed only to the extent of gains from such sales or
other dispositions, and there shall be no capital loss carryovers.

"(5) TAX-EXEMPT INCOMEo.-For purposes of this section, net
investment income shall be determined by applying section 103
(relating to interest on certain governmental obligations) and section
265 (relating to expenses and interest relating to tax-exempt income).

"SEC. 4941. TAXES ON SELF-DEALING.
"(a) INITIAL TAXES.-

"(1) ON SELF-DEALER.-There is hereby imposed a tax on each
act of self-dealing between a disqualified person and a private
foundation. The rate of tax shall be equal to 5 percent of the amount
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involved with respect to the act of self-dealing for each year (or part
thereof) in the taxable period. The tax imposed by this paragraph
shall be paid by any disqualified person (other than a foundation
manager acting only as such) who participates in the act of self-dealing. In the case of a government official (as defined in section
4946(c)), a tax shall be imposed by this paragraph only if such
disqualified person participates in the act of self-dealing knowing
that it is such an act.

"(2) ON FOUNDATION MANAGER.-In any case in which a tax is
imposed by paragraph (1), there is hereby imposed on the participa-
tion of any foundation manager in an act of self-dealing between
a disqualified person and a private foundation, knowing that it is
such an act, a tax equal to 2}/ percent of the amount involved with
respect to the act of self-dealing for each year (or part thereof) in the
taxable period, unless such participation is not willful and is due
to reasonable cause. The tax imposed by this paragraph shall be
paid by any foundation manager who participated in the act ofself-dealing.

"(b) ADDITIONAL TAXES.-
"(1) ON SELF-DEALER.-In any case in which an initial tax is

imposed by subsection (a) (1) on an act of self-dealing by a disquali-flied person with a private foundation and the act is not corrected
within the correction period, there is hereby imposed a tax equal to
200 percent of the amount involved. The tax imposed by this para-
graph shall be paid by any disqualified person (other than a founda-
tion manager acting only as such) who participated in the act of
self-dealing.

"(2) ON FOUNDATION MANAGER.-In any case in which an ad-
ditional tax is imposed by paragraph (1), if a foundation manager
refused to agree to part or all of the correction, there is hereby im-
posed a tax equal to 60 percent of the amount involved. The tax
imposed by this paragraph shall be paid by a:ny foundation manager
who refused to agree to part or all of the correction.

"(c) SPECIAL RULES.-For purposes of subsections (a) and (b)-
"(1) JOINT AND SEVERAL LIABILITY.-If more than one person

is liable under any paragraph of subsection (a) or (b) with respect
to any one act of self-dealing, all such persons shall .be jointly and
severally liable under such paragraph with respect to such act.

"(2) $10,000 LIMIT FOR MANAGEMENT.-With respect to any
one act of self-dealing, the maximum amount of the tax imposed by
subsection (a) (2) shall not exceed $10,000, and the maximum amount
of the tax imposed by subsection (b)(2) shall not exceed $10,000.

"(d) SELF-DEALING.-
"(1) IN GENERAL.-For purposes of this section, the term 'self-

dealing' means any direct or indirect-
"(A) sale or exchange, or leasing, of property between a

private foundation and a disqualified person;
"(B) lending of money or other extension of credit between a

private foundation and a disqualified person;
"(C) furnishing of goods, services, or facilities between a

private foundation and a disqualified person;
"(D) payment of compensation (or payment or reimburse-

ment of expenses) by a private foundation to a disqualified
person;
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"(E) transfer to, or use by or for the benefit of, a disqualified
person of the income or assets of a private foundation; and

"(F) agreement by a private foundation to make any pay-
ment of money or other property to a government official (as
defined in section 4946(c)), other than an agreement to employ
such individual for any period after the termination of his
government service if such individual is terminating his govern-
ment service within a 90-day period.

"(2) SPECIAL RULES.-For purposes of paragraph (1)-
"(A) the transfer of real or personal property by a disqualified

person to a private foundation shall be treated as a sale or
exchange if the property is subject to a mortgage or similar lien
which the foundation assumes or if it is subject to a mortgage
or similar lien which a disqualified person placed on the
property within the 10-year period ending on the date of the
transfer;

"(B) the lending of money by a disqualified person to a

private foundation shall not be an act of self-dealing if the loan
is without interest or other charge and if the proceeds of the
loan are used exclusively for purposes specified in section
501 (c) (3);

"(C) the furnishing of goods, services, or facilities by a

disqualified person to a private foundation shall not be an act
of self-dealing if the furnishing is without charge and if the
goods, services, or facilities so furnished are used exclusively
for purposes specified in section 501 (c) (3);

"(D) the furnishing of goods, services, or facilities by a

private foundation to a disqualified person stall not be an act of
self-dealing if such furnishing is made on a basis no more
favorable than that on which such goods, services, or facilities
are made available to the general public;

"(E) except in the case of a government official (as defined
-in section 4946(c)), the payment of compensation (and the
payment or reimbursement of expenses) by a private foundation
to a disqualified person for personal services which are reason-
able and necessary to carrying out the exempt purpose of the
private foundation shall not be an act of self-dealing if the
compensation (or payment or reimbursement) is not excessive;

"(F) any transaction between a private foundation and a
corporation which is a disqualified person (as defined in
section 4946(a)), pursuant to any liquidation, merger, redemp-
tion, recapitalization, or other corporate adjustment, organiza-
tion, or reorganization, shall not be an act of self-dealing if
all of the securities of the same class as that held by the founda-
tion are subject to the same terms and such terms provide for
receipt by the foundation of no less than fair market value; and

"(G) in the case of a government official (as defined in section
-'4946(c)), paragraph (1) shall in addition not apply to-

"(i) prizes and awards which are subject to the provisions
of section 74(b), if the recipients of such prizes and awards
are selected from the general public,

"(ii) scholarships and fellowship grants which are
subject to the provisions of section 117(a) and are to be
'used for study at an educational institution described in
section 51 (e) (4),
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"(iii) any annuity or other payment (forming part of a
stock-bonus, pension, or profit-shaing plan) by a trust
which is a qualified trust under section 401,

"(iv) any annuity or other payment under a plan which
meets the requirements of section 404(a) (2),

"(v) any contribution or gift (other than a contribution
or gift of money) to, or services or facilities made available
to, any such individual, if the aggregate value of such
contributions, gifts, services, and facilities to, or made
available to, such individual during any calendar year does
not exceed $26,

"(vi) any payment made under chapter 41 of title 5,
United States Code, or

"(vii) any payment or reimbursement of traveling ex-
penses for travel solely from one point in the United
States to another point in the United States, but only if
such payment or reimbursement does not exceed the actual
cost of the transportation involved plus an amount for all
other traveling expenses not in excess of 125 percent of the
maximum amount payable under section 5702(a) of title
6, United States Code, for like travel by employees of the
United States.

"(e) OTHER DEFINITIONS.-For purposes of this section-
"(1) TAXABLE PERIOD.-The term 'taxable period' means, with

respect to any act of self-dealing, the period beginning with the date
on which the act of self-dealing occurs and ending on whichever of
the following is the earlier: (A) the date of mailing of a notice of
deficiency with respect to the tax imposed by subsection (a) (1) under
section 6212, or (B) the date on which correction of the act of self-
dealing is completed.

"(2) AMOUNT INVOLVED.-The term 'amount involved' means,
with respect to any act of self-dealing, the greater of the amount of
money and the fair market value of the other property given or the
amount of money and the fair market value of the other property
received; except that, in the case of services described in subsection
(d) (2) (E), the amount involved shall be only the excess compensation.
For purposes of the preceding sentence, the fair market value-

"(A) in the case of the taxes imposed by subsection (a),- shall
be determined as of the date on which the act of self-dealing
occurs; and

"(B) in the case of the taxes imposed by subsection (b), shall
be the highest fair market value during the correction period.

"(3) CORRECTION.-The terms 'correction' and 'correct' mean,
with respect to any-act of self-dealing, undoing the transaction to
the extent possible, but in any case placing the private foundation
in a financial position not worse than that in which it wudd be if
the disqualified person were dealing under the highest fiduciary
standards.

"(4) CORRECTION PERIOD.-The term 'correction period' means,
with respect to any act of self-dealing, the period beginning with the
date on which the act of self-dealing occurs and ending 90 days after
the date of mailing of a notice of deficiency with respect to the tax
imposed by subsection (b) (1) under section 6212, extended by-

38-375 0----2
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"(A) any period in which a deficiency cannot be assessed
under section 6213(a), and

"(B) any other period which the Secretary or his delegate
determines 'is reasonable and, necessary to bring about correction
of the act of self-dealing.

"SEC. 4942. TAXES ON FAILURE TO DISTRIBUTE INCOME.
"(a) INITIAL TAx.-There is hereby imposed on the undistributed in-

come of a private foundation for any taxable year, which has not been
distributed before the first day of the second (or any succeeding) taxable
year following such taxable year (if such first day falls within the tax-
able period), a tax equal to 15 percent of the amount of such income
remaining undistributed at the beginning of such second (or -succeeding)
taxable year. The tax imposed by this subsection shall not apply to the
undistributed income of a private foundation-

"(1) for any taxable year for which it is an operating foundation
(as defined in subsection (j) (S)), or

"(2) to the extent that thefoundationfailed to distribute any amount
solely because of an incorrect valuation of assets under subsection
(e), if-

"(A) the failure to value the assets properly was not willful
and was due to reasonable cause,

"(B) such amount is distributed as qualifying distributions
(within the meaning of subsection (g)) by the foundation during
the allowable distribution period (as defined in subsection (j) (4)),

"(C) the foundation notifies the Secretary or his delegate
that such amount has been distributed (within the meaning of
subparagraph (B)) to correct such failure, an4

"(D) such distribution is treated under subsection (h)(2)
as made out of the undistribulted income for the taxable year for
which a tax would (exceptfor this paragraph) have been imposed
under this subsection.

"(b) ADDITIONAL TAX.-In any case in which an initial tax is im-
posed under subsection (a) on the undistributed income of a private
foundation for any taxable year, if any portion of such income remains
undistributed at the close of the correction period, there is hereby imposed
a tax equal to 100 percent of the amount remaining undistributed at
such time.

"(c) UNDISTRIBUTED INCOME.-For purposes of this section, the
term 'undistributed income' means, with respect to any private founda-
tion for any taxable year as of any time, the amount by which-

"(1) the distributable amount for such taxable year, exceeds
"(2) the qualifying distributions made before such time out of

such distributable amount.
"(d) DISTRIBUTABLE AMOUNT.-For purposes of this section, the

term 'distributable amount' means, with respect to any foundation for
any taxable year, an amount equal to-

"(1) the minimum investment return or the adjusted net income
(whichever is higher), reduced by

"(2) the sum of the taxes imposed on such private foundation for
the taxable year under subtitle A and section 4940.

"(e) MINIMUM INVESTMENT RETURN.-
"(1) IN OENERAL.-For purposes of subsection (d), the minimum

investment return for any private foundation for any taxable year
is- the amount determined by multiplying-



10

"(A) the excess of () the aregate fair market value of all
assets of the foundation other than those being used (or held for
use) directly in carrying out the foundation's exempt purpose
over (ii) the acquisition indebtedness with respect to such assets
(determined under section 614(c)(1), but without regard to the
taxable year in which the indebtedness was incurred), by

"(B) the applicable percentage for such year, determined
under paragraph (8).

"(2) VALUATION.-Fo' purposes of-paragraph (1)(A), the fairmarket value of securities for which market quotations are readily
available hall be determined on a monthly basis. For all other
assets, the fair market value shall be determined at such times and in
such manner as the Secretary or his delegate hall by regulations
prescribe.

"(3' APPLICABLE PERCENTAGE.-For purposes of paragraph
(1)(B), the applicable percentage for taxable years beginning in
1970 is 6 percent. The applicable percentage for any taxable year
beginning after 1970 shall be determined and published by the Secre-
tary or his delegate and shall bear a relationship to 6 percent which
the Secretary or his delegate determines to be comparable to the
relationship which the money rates and investment yields for the
calendar year immediately preceding the beginning of the taxable
year bear to the money rates and investment yields for the calendar
year 1969.

"(4) TRANSITIONAL RULES.-
"For special rules applicable to organizations created before

Ma 27,1969, see section 101(l)(3) of the Tax Reform Act of 199.
"(f) ADJUSTED NET INCOME.-

"(1) DEPINED.-For purposes of subsection (d), the term 'ad-
justed net income' means the excess (if any) of-

"(A) the gross income for .the taxable year (determined with
the income modifications provided by paragraph (2)), over

"(B) the sum of the deductions (determined with the deduc-
tion modifications provided by paragraph (8)) which would be
allowed to a corporation subject to the tax imposed by section 11
for the taxable year.(2) INCOME MODIFICATIONS.-The income modifications re-

ferred to in paragraph (1)(A) are as follows:
"(A) section 103 (relating to interest on certain governmental

obligations) shall not apply,
"(B) capital gains and losses from the sale or other disposi-

tion of property shall be taken into account only in an amount
equal to any net short-term capital gain for the taxable year;
and

"(C) there shall be taken into account-
"(i) amounts received or accrued as repayments of

amounts which were taken into account as a qualifying
distribution within the meaning of subsection (g)(l) (A) for
any taxable year;

"(ii) notwithstanding subparagraph (B), amounts re-
ceived or accrued from the sale or other disposition ofproperty to the extent that the acquisition of such property
was taken into account as a qualifying distribution (within
the meaning of subsection (g)(1) (B)) for any taxable year;
and
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"(iii) any amount set aside under subsection (g)(2) to
the extent 'it is determined that such amount is not necessary
for the purposes for which it was set aside.

"(3) DEDUCTION' MODIFICATIONS.-The deduction modifications
referred to in paragraph (1)(B) are as follows:

"(A) no deduction shall be allowed other than al the ordinary
and necessary expenses paid or incurred for the production, or
collection of gross income or for the management, conservation,
or maintenance of property held for the production of such
income and the allowancesfor depreciation and depletion deter-
mined under section 4940(c) () (B), and

"(B) section 266 (relating to expenses and interest relating
to tax-exempt interest) shall 'not apply.

"(4) TRANSITIONAL RULE.-For purposes of paragraph (2)(B),
the basis (for purposes of determine ing gain) of property held by a
private foundation on December 31, 1969, and continuously there-
after to the date of its disposition, shall be deemed to be not less than
thefair market value of such property on December 31, 1969.

"(g) QUALIFYING DISTRIBUTIONS DEFINED.-
"(1) IN GENERAL.-For purposes of this section, the term 'qualify-

ing distribution' means-
"(A) any amount (including administrative expenses) paid

to accomplish one or more purposes described in section 170(c)
(2) (B), other than any contribution to (i) an organization con-
trolled (directly or indirectly) by the foundation or one or more
disqualified persons (as defined in section 4946) with respect
to the foundation, except as provided in paragraph (3), or (ii)
a private foundation which is not an operating foundation (as
defined in subsection (j)(S)), except as provided in paragraph
(3), or

"(B) any amount paid to acquire an asset used (or held for
use) directly in carrying out one or more purposes described
in section 170(c) (2) (B).

"(2) CERTAIN SET-ASIDES.-Subject to such terms and conditions
as may be prescribed by the Seceretary or his delegate, an amount
set aside for a specific project which comes within one or more
purposes described in section 170(c) (2) (B) may be treated as a
qualifying distribution, but only if, at the time of the set-aside, the
private foundation establishes to the satisfaction of the Secretary or
his delegate that-

"(A) the amount will be paid for the specific project within
5 years, and

"(B) the project is one which can be better accomplished by
such set-aside than by immediate payment offunds.

For good cause shown, the period for paying the amount set aside
may be extended by the Secretary or his delegate.

"(8) CERTAIN CONTRIBUTIONS TO SECTION 601(c)(3) ORGANIZA-
TIONS.-For purposes of this section, the term 'qualifying distribu-
tion' includes a contribution to a section 601(c)(s) organization
described in paragraph (1)(A)(i) or (ii) if--

"(A) not later than the close of the first taxable year after its
taxable year in which such contribution is received, such organi-
zation makes a distribution equal to the amount of such con-
tribution and such distribution is a qualifying distribution
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(within the meaning of paragraph (1) or (2), without regard to
this paragraph) which is treated under subsection (h) as a
distribution out of corpus (or would be so treated if such section
601 (c) (S) organization were a private foundation which is not
an operating foundation), and

"(B) the private foundation making the contribution obtains
adequate records or other sufficient evidence rom such organiza-
tion' showing that the qualifying distribution described in
subparagraph (A) has been made by such organization.

"(h) TREATMENT OF QUALIFYING DISTRIBUrIONS.-
"(1) IN GENERAL.-Except as provided in paragraph (2), any

qualifying distribution made during a taxable year shall be treated
as made-

"(A) first out of the undistributed income of the immediately
preceding taxabW year (if the private foundation was subject
to the tax imposed by this section for such preceding taxable
year) to the extent thereof,

"(B) second out of the undistributed income for the taxable
year to the extent thereof, and

"(C) then out of corpus.
For purposes of this paragraph, distributions shall be taken into
account in the order of time in which made.

"(2) CORRECTION OF DEFICIENT DISTRIBUTIONS FOR PRIOR TAX-
ABLE YEARS, ETC.-In the case of any qualifying distribution which
(under paragraph (1)) is not treated as made out of the undis-
tributed income of the immediately preceding-taxable year, the foun-
dation may elect to treat any portion of such distribution as made
out of the undistributed income of a designated prior taxable year
or out of corpus. The election shall be made by the .foundation at
such time and in such manner as the Secretary or his delegate shall
by regulations prescribe.

"(i) ADJUSTMENT OF DISTRIBUTABLE AMOUrNT WHERE DISTRIBU-
TIONS DURING PRIOR YEARS HAVE EXCEEDED INCOME.-

"(1) IN GENERAL.-If, for the taxable years in the adjustment
period for which an organization is a private foundation-

"(A) the aggregate qualifying distributions treated (under
subsection (h)) as made out of the undistributed income for
such taxable year or as made out of corpus (except to the extent
subsection (g) (8) with respect to the recipient private foundation
or section 170(b) (1) (E) (ii) applies) during such taxable years,
exceed

"(B) the distributable amounts for such taxable years (deter-
mined without regard to this subsection),

then, for purposes of this section (other than subsection (h)), the
distributable amount for the taxable year shall be reduced by an
amount equal to such excess.

"(2) TAXABLE YEARS IN ADJUSTMENT PERIOD.-For purposes of
paragraph (1), with respect to any taxable year of a private founda-
tion the taxable years in the adjustment period are the taxable years
(not exceeding 5) beginning after December 81, 1969, and immediately
preceding the taxable year.

"(j) OTHER DEFINITIONS.-For purposes of this section-
"(1) TAXABLE PERIOD.-TIhe term 'taxable period' means, with

respect to the undistributed income for any taxable year, the period
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beginning with the first day of the taxable year and ending on the
date of mailing of a notice of deficiency with respect to the tax im-
posed by subsection (a) under section 6212.

" (2) CORRECTION PERIOD.-The term 'correction period' means,with respect to any private foundation for any taxable year, the
period beginning with the first (lay of the taxable year and ending
90 days after the date of mailing of a notice of deficiency (with
respect to the tax imposed by subsection (b)) under section 6212,
extended by-

"(A) any period in which a deficiency cannot be assessed
under section 6213(a), and

"(B) any other period which the Secretary or his delegate
determines is reasonable and necessary to permit a distribution
of undistributed income under this section.

"(8) OPERATING FOUNDATION.-For purposes of this section, the
term 'operating foundation' means any organization-

"(A) which makes qualifying distributions (within the mean-
ing of paragraph (1) or (2) of subsection. (g)) directly for the
active conduct of the activities constituting the purpose or
function for which it is organized and operated equal to sub-
stantially all of its adjusted net income (as definedd in subsection
(f)); and

"(B) (i) substantially more than half of the assets of which are
devoted directly to such activities or to functionally related
businesses (as defined in paragraph (5)), or to both, or are
stock of a corporation which is controlled by the foundation anul
substantially all of the assets of which are so devoted,

"(ii) which normally makes qualifying distributions (within
the meaning of paragraph (1) or (2) of subsection-(g)) directly
for the active conduct of the activities constituting the purpose
or function for which it is organized and operated in an amount
not less than two-thirds of its minimum investment return (as
defined in subsection (e)), or

"(iii) substantially all of the support (other than gross
investment income as defined in section 509(e)) of which is
normally received from the general public and from 5 or more
exempt organizations which are not described *in section 4946
(a) (1) (Hr) with respect, to each other or the recipientfoundation;
not more than 25 percent of the support (other than gross
investment income) of which is normally received from any one
such exempt organization; aml not more than half of the support
of which is normally received from gross investment income.

"(4) ALLOWABLE DISTRIBUTION PERIOD.---The term 'allowable
distribution, period' means, with respect to any private foundation,.the period beginning with the first day of the first taxable year fol-
lowing the taxable year in which the incorrect valuation (described
in subsection (a)(2)) occurred and ending 90 days after the (late ofmailing of a notice of deficiency (with respect to the tax imposed by
subsection (a)) under section 6212 extended by-

"(A) any period in which a deficiency cannot be assessed
under section 6213(a), and

"(B) any other period which the Secretary or his delegate
determines is reasonable and necessary to permit a distribution
of undistributed income under this section.



"(5) FUNCTIONALLY RELATED BUSINESS.-The term functionally
related business' means-

"(A) a trade or business which is not an unrelated trade or
business (as defined in section 513), or

"(B) an activity which is carried on within a larger aggre-
gate of similar activities or within a larger complex of other
endeavors which is related (aside from the need of the organiza-
tion for income orfunds or the use it makes bf the profits derived)
to the exempt purposes of the organization.

"SEC. 4943. TAXES ON EXCESS BUSINESS HOLDINGS.
"(a) INITIAL TAX.-

"(I) IMPOSITION.-There is hereby imposed on the excess business
holdings of any private foundation in a business enterprise during
any taxable year which ends during the taxable period a tax equal
to 5 percent of the value of such holdings.

"(2) SPECIAL RULES.-The tax imposed by paragraph (1)-
"(A) shall be imposed on the last day of the taxable year, but
"(B) with respect to the private foundation's holdings in any

business enterprise, shall be determined as of that day during
the taxable year when the foundation's excess holdings in such
enterprise were the greatest.

"(b) ADDITIONAL TAx.-In any case in which an initial tax is im-
posed under subsection (a) with respect to the holdings of a private
foundation in any business enterprise, if, at the close of the correction
period with respect to such holdings, the foundation still has excess
business holdings in such enterprise, there is hereby imposed a tax equal
to 200 percent of such excess business holdings.

"(c) EXCESS BUSINESS HoLDINGS.-For purposes of this section-
"(1) IN GENERAL.-The term 'excess business holdings' means,

with respect to the holdings of any private foundation in any busi-
ness enterprise, the amount of stock or other interest in the enterprise
which the foundation would have to dispose of to a person other than
a disqualified person in order for the remaining holdings of the
foundation in such enterprise to be permitted holdings.

"(2) PERMITTED HOLDINGS IN A CORPORATION.-
"(A) IN GENERAL.-The permitted holdings of any private

foundation in an incorporated business enterprise are-
"(i) 20 percent of the voting stock, reduced by
"(ii) the percentage of the voting stock ownumed by all

disqualified persons.
In any case in which all disqualified persons together do not
own more than 20 percent of the voting stock of an incorporated
business enterprise, nonvoting stock held by the private foun-
dation hall also be treated as permitted holdings.

"(B) 35 PERCENT RULE WHERE THIRD PERSON HAS EFFEC-
TIVE CONTROL OF ENTERPRISE.-If--

"(i) the private foundation and all disqualified persons
together do not own more than 35 percent of the voting stock
of an incorporated business enterprise, and

"(ii) it is established to the satisfaction of the Secretary
or his delegate that effective control of the corporation is in
one or more persons who are not disqualified persons with
respect to the foundation,
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then subparagraph (A) shall be applied by substituting 35 per-
cent for 20 percent.

"(C) 2 PERCENr DE MINIMIS RULE.-A private foundation
shall not be treated as having excess business holdings mn any
corporation. in which it (together with all other private fou.nda-
tions which are described in section 4946(a)(l) (H)) owns not
more than 2 percent of the voting stock and not more than 2
percent in value of all outstanding shares of all classes of stock.

"(3) PERMITTED HOLDINGS IN PARTNERSHIPS, ETC.-The per-
mitted holdings of a private foundation in any business enterprise
which is not incorporated shall be determined under regulations
prescribed by the Secretary or his delegate. Such regulations shall
be consistent in principle with paragraphs (2) and (4), except that-

"(A) in the case of a partnership or joint venture, 'profits
interest' shall be substituted for 'voting stock', and 'capital
interest' shall be substituted for 'nonvoting stock',

"(B) in the case of a proprietorship, there shall be no per-
mitted holdings, and

"(C) in any other case, 'beneficial interest' shall be substituted
for 'voting stock'.

'"(4) PRESENT HOLDINGS.-
"(A)(i) In applying this section with respect to the holdings

of any private foundation in a business enterprise, if such
foundation and all disqualified persons together have holdings
in such enterprise in excess of 20 percent of the voting stock on
May 26, 1969, the percentage of such holdings shall be sub-
stituted for '20 percent,' and for '35 percent' (if the percentage
of such holdings is greater than 35 percent), wAerever it appears
in paragraph 2, but in no event shall the percentage so substi-
tuted be more than 50 percent.

"(ii) If the percentage of the holdings of any private founda-
tion and all disqualified persons together -in a business enter-
prise (or if the percentage of the holdings of the private founda-
tion in such enterprise) decreases for any reason, clause (i) and
subparagraph (D) shall, except as provided in the next sentence,
be applied for all periods after such decrease by substituting
such decreased percentage for the percentage held on May 26,
1969, but in no event shall the percentage substituted be less
than 20 percent. For purposes of this clause, any decrease in
percentage holdings attributable to issuances of stock (or to
issuances of stock coupled with redemptions of stock) shall be
determined only as of the close of each taxable year of the pri-
vate foundation unless the aggregate of the percentage decreases
attributable to the issuances of stock (or such issuances and
redemptions) during such taxable year equals or exceeds 1
percent.

"(iii) The percentage substituted under clause (i), and any
percentage substituted under subparagraph (D), shall be applied
both with respect to the voting stock and, separately, with respect
to the value of all outstanding shares of all classes of stock.

"(iv) In the case of any merger, recapitalization, or other
reorganization involving one or more business enterprises, the
application of clauses (i), (ii), and (iii) shall be determined
under regulations prescribed by the Secretary or his delegate.
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"(B) Any interest in a business enterprise which a private
foundation holds on May 26, 1969, if the private foundation
on such date has excess business holdings, shall (while held by
the foundation) be treated as held by a disqualified person
(rather than by the private foundation)-

"(i) during the 20-year period beginning on such date,
if the private foundation has more than a 95 percent voting
stock interest on- such date,

"(ii) except as provided in clause (i), during the 165-year
period beginning on such date, if the foundation and all
disqualified persons have more than a 75 percent voting
stock interest (or more than a 75 percent profits or beneficial
interest in the case of any unincorporated enterprise) on.
such date or more than a 75 percent interest in the value of
all outstanding shares of all classes of stock (or more than
a 76 percent capital interest in the case of a partnership or
joint venture) on such date, or

"(iii) during the 10-year period beginning on such date,
in any other case.

"(C) The 20-year, 15-year, and 10-year periods described in
subparagraph (B) for the disposition of excess business holdings
shall be suspended during the pendency of any judicial proceed-
ing by the private foundation which is necessary to reform, or to
excuse such foundation from compliance with, its governing
instrument or any other instrument (as in effect on May 26,
1969) in order to allow disposition of such holdings.

"(D)(i) If, at any time during the second phase, all dis-
qualified persons together have holdings in a business enterprise
in excess of 2 percent of the voting stock of such enterprise, then
subparagraph (A)(i) shall be applied by substituting for '50
percent' the following: '50 percent, of which not more than 25
percent shall be voting stock held by the private foundation'.

"(ii) If, immediately before the close of the second phase,
clause (i) of this subparagraph did not apply with respect to
a business enterprise, then for all periods after the close of the
second phase subparagraph (A)(i) shall be applied by substi-
tuting for '60 percent' the following: '36 percent, or if at any
time after the close of the second phase alt disqualified persons
together have had holdings in such enterprise which exceed
2 percent of the voting stock, 36 percent, of which not more than
25 percent shall be voting stock held by the private foundation'.

"(iii) For purposes of this subparagraph, the term 'second
phase' means the 15-year period immediately following the
20-year, 16-year, or 10-year period described in subparagraph
(B), whichever applies, as modified by subparagraph (C).
"(E) Clause (ii) of subparagraph (B) shall not apply

with respect to any business enterprise if before January 1,
1971, one or more individuals who are substantial contributors
(or members of the family (within the meaning of section
4946(d)) of one or more substantial contributors) to the private
foundation and who on May 26, 1969, held more than 16 percent
of the voting stock of the enterprise elect, in such manner as the
Secretary or his delegate may by regulations prescribe, not to
have such clause (ii) apply with respect to such enterprise.
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"(5) HOLDINGS ACQUIRED BY TRUST OR WILL.-Paragraph (4)
(other than subparagraph (B)(i)) shall apply to any interest in a
business enterprise which a private foundation acquires under the
terms of a trust which was irrevocable on May 26, 1969, or under the
terms of a will executed on or before such date, which are in effect on
such date and at all times thereafter, as if such interest were held an
May 26, 1969, except that the 15-year and 10-year periods pre-
scribed in clauses (ii) and (iii) of paragraph (4)(B) shall com-
mence with respect to such interest on the date of distribution 'under
the trust or will in lieui of May 26, 1969.

"(6) 6-YEAR PERIOD TO DISPOSE OF GIFTS, BEQUESTS, ETC.--
Except as provided in paragraph (5), if, after May 26, 1969, there
is a change in the holdings in a business enterprise (other than, by
purchase by the private foundation or by a disqualified person)
which causes the private foundation to have-

"(A) excess business holdings in such enterprise, the interest
of the foundation in such enterprise (immediately after such
change) shall (while held by thefoundation) be treated as held by
a disqualified person. (rather than by the foundation,) during
the 5-year period %beginning on the latee of such change in
holdings; or

"(B) an increase in excess business holdings in. such enter-
prise (determined without regard to subparagraph (A)), sub-
paragraph (A) shall apply, except that t1h excess holdings
immediately preceding the increase therein shall not be treated,
solely because of such increase, as held by a disqualified person
(rather than by the foundation).

"(d) DEFINITIONS; SPECIAL RULES.-FOr purposerof this section-
"(1) BUSINESS tHOLDINGS.-In computing the holdings of a

private foundation, or a disqualified person, (as defined in section
4946) with respect thereto, in any business enterprise, any stock or
other interest owned, directly or indirectly, by or for a corporation,
partnership, estate, or trust shall be considered as being owned
proportionately by or for its shareholders, partners, or beneficiaries.
The preceding sentence shall not apply with respect to an income
or remainder interest of a private foundation in a trust described
in section 49147(a) (2), but only if, i.n the case of property transferred
in trust after May 26, 1969, such foundation holds only an income e
interest or only a remainder interest in such trust.

"(2) TA rABLE PERIOD.-The term 'taxable period' means, with
respect to any excess business holdings of a private foundation in a
business enterprise, the period beginning on the first day on which
there are such excess holdings and ending on the late of mailing of
a notice of deficiency with respect to the tax imposed by subsection
(a) under section 6212 in respect of such holdings.

"(8) CORRECTION PERIOD.-The term 'correction. period' means,
with respect to excess business holdings of a private foundation in a
business enterprise, the period ending 90 days after the date of
mailing of a notice of deficiency (with respect to the tax imposed by
subsection (b)) .under section 6212, extended by-

"(A) any period in which a deficiency cannot be assessed
under section 6213(a), and

"(B) any other period which the Secretary or his delegate
determines is reasonable and necessary to permit orderly dis-
position of such excess business holdings.
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"(4) BUSINESS ENTERPRISE.-The term businesss enterprise' does
not nclude-

"(A) a functionUlly related business (as defined in section
4914j) (5)), or

"(B) a trade or business at least 96 percent of the gross
income of which is derived from passive sources.

For purposes of subparagraph (B), gross income from passive
sources includes the items excluded by section 612(b) (1), (2), (3),
and (5), and income from the sale of goods (including charges or
costs passed on at cost to purchasers of such good, or income received
in settlement of a dispute concerning or in lieu of the exercise of the
right to sell such goods) if the seller does not manufacture, produce,
physically receive or deliver, negotiate sales of, or maintain inven-
tories in such goods.

"SEC. 4944. TAXES ON INVESTMENTS WHICH JEOPARDIZE CHARITABLE
PURPOSE.

"(a) INITIAL TAXES.-
"(1) ON THE PRIVATE FOUNDATION.-If a private foundation

invests any amount in such a manner as to jeopardize the carrying
out of any of its exempt purposes, there is hereby imposed on the
making of such investment a tax equal to 5 percent of the amount
80 invested for each year (or part thereof) in the taxable period.
The tax imposed by this paragraph shall be paid by the private
foundation.

"(2) ON THE MANAGEMENT.-In any case in which a tax is
imposed by paragraph (1), there is hereby imposed on the par-
ticipation-of any foundation manager in the making of the invest-
ment, knowing that it is jeopardizing the carrying owtt of any of the
foundation's exempt purposes, a tax eul1 to 6 percent of the amount
so invested for each year (or part thereof) in the taxable period,
unless such participation is not willful and is due to reasonable
cause. The tax imposed by this paragraph shall be paid by any
foundation manager who participated in the making of the investment.

"(b) AJDITIONAL TAXES.-
"(1) ON THE FOUNDATrON.-In any case in which an initial

tax is imposed by subsection (a) () on the making of an investment
and such investment is not removed from jeopardy within the cor-
rection period, there is hereby imposed a tax equal to 26 percent of
the amount of the investment. The tax imposed by this paragraph
shall be paid by the private foundation.

"(2) ON THE MANAGEMENT.-In any case in which an additional
tax is imposed by paragraph (1), if a foundation manager refused
to agree to part or all of the removal from jeopardy, there is hereby
imposed a tax equal to 5 percent of the amount of the investment.
The tax imposed by this paragraph shall be paid by any foundation
manager who refused to agree to part or all of the removal from
jeopardy.

"(c) EXCEPTION FOR PROGRAM-RELATED INVESTMENTS.-For pur-
poses of this section, investments, the primary purpose of which is to
accomplish one or more of the purposes described in section 170(c) (2) (B),
and no significant purpose of which is the production of income or the
appreciation of property, shall not be considered as investments which
jeopardize the carrying out of exempt purposes.



28

"(d) SPECIAL RULES.-FOr purposes of subsections (a) and (b)-
"(1) JOINT AND SEVERAL LIABILITY.-If more than one person

is liable under subsection (a)(2) or (b)(2) with respect to any one
investment, all south persons shall be jointly and severally liable under
such paragraph with respect to such investment.

"(2) LIMIT FOR MANAGEMENT.-With respect to any one invest-
ment, the maximum amount of the tax imposed by subsection (a) (2)
shall not exceed $6,000, and. the maximum amount of the tax imposed
by subsection (b) (2) hall not exceed $10,000.

"(e) DEFINITIONS.-For purposes of this section-
"(1) TAXABLE PERIOD.-The term 'taxable period' means, with

respect to any investment which jeopardizes the carrying out of e.,-
empt purposes, the period beginning with the date on which the
amount is so invested and ending on whichever of the following is
the earlier: (A) the date of mailing of a notice of deficiency with
respect to the tax imposed by subsection (a)(1) under section 6212,
or (B) the date on which the amount so invested is removed from
jeopardy.

"(2) REMOVAL FROM JEOPARDY.-An investment which jeopar-
dizes the carrying out of exempt purposes shall be considered to be
removed from jeopardy when such. investment is sold. or otherwise
disposed of, and the proceeds of such sale or other disposition are
not investments which jeopardize the carrying out of exempt purposes.

"(3) CORRECTION PERIOD.-The term 'correction period' means,
with respect to any investment which jeopardizes the carrying out
of-exempt purposes, the period beginning with the date on which
such investment is entered into and ending 90 days after the date of
mailing of a notice of deficiency with respect to the tax imposed by
subsection (b) (1) under section 6212, extended by-

"(A) any period in which a deficiency cannot be asse:.,'ced
'under section 6213(a), and

"(B) any other period which the Secretary or his delegate
determines is reasonable and necessary to bring about removal
from jeopardy.

"SEC. 4945. TAXES ON TAXABLE EXPENDITURES.
"(a) INITIAL TAXES.-

"(I) ON THE FOUNDATION.-There is hereby imposed on. each
taxable expenditure (as defined in subsection (d)) a tax equal to
10 percent of the amount thereof. The tax imposed by this paragraph,
shall be paid by the private foundation.

"(2) ON THE MANAGEMENT.-There is hereby imposed onl the
agreement of anyfoundation manager to the making of an expenditure,
knowing that it is a taxable expenditure, a. tax equal to 2% percent
of the amount thereof, 'unless such agreement is not willful and is
due to reasonable cause. The tax imposed by this paragraph shall
be paid by any foundation manager who agreed to the making qf
the expenditure.

"(b) ADDITIONAL TAXES.-
"(I) ON THE FOUNDATION.-In any case in which an initial

tax is imposed by subsection (a) (1) on a taxable expenditure and.
such expenditure is not corrected within the correction period, there
is hereby imposed a tax equal to 100 percent of the amount of the
expenditure. The tax imposed by this paragraph shall be paid by
the private foundation.
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"(2) ON THE MANAGEMENT.-In any Caes in which an addi-
tional tax is imposed by paragraph (1), if a foundation manager
refused to agree to part or all of the correction, there is hereby imposed
a tax equal to 60 percent of the amount of the taxable expenditure.
The tax imposed by this paragraph shall be paid by any foundation
manager who refused to agree to part or all of the correction.

"(c) SPECIAL RULES.-For purposes of subsections (a) and (b)-
"(1) JOINT AND SEVERAL LIABILITY.-If more than one person.

is8 liable under subsection (a) (2) or (b) (2) with respect to the making
of a taxable expenditure, all such persons hall be jointly and severally
liable under such paragraph with respect to such expenditure.

"(2) LIMIT FOR MANAGEMENT.- -With respect to any cne taxable
expenditure, the maximum amount of the tax imposed by slbsection
(a) (2) shall not exceed $5,000, and the maximum amount of the tax
imposed by subsection (b) (2) shall not exceed $10,000.

"(d) TAXABLE EXPENDITURE.-For purposes of this section, the
termnn 'taxable expenditure' means any amount paid or incurred by a private
foundation-

"(1) to carry on propaganda, or otherwise to attempt, to influence
legislation, within the meaning of subsection (e),

"(2) except as provided in subsection (f), to influence the outcome
of any specific public election, or to carry on, directly or indirectly,
any voter registration drive,

"(3) as a gra t to an individual for travel, study, or other similar
purposes by such individual, cun.less such grant satisfies the require-
ments of subi;ection (y),

"(4) as a grant to an organization -(other than. an organization
described in paragraph (1), (2), or (3) of section 509(a)), unless
the private foundation exercises expenditure responsibility with
respect to such. grant in accordance with subsection (h), or

"(5) for any 'purpose other than one specified in section 170(c)
(2) (B).

"(e) ACTIVITIES IVI'PHIN SUBSECTION (d)(1).-Foir purposes of sub-
section (d)(1), the term 'taxable expenditure' means any amount paid or
incurred by a private foundation for-

"(1) any attempt to influence any legislation through an attempt
to affect the opinion of the general public or any segment thereof, and

"(2) any attempt to influence legislation through communication
with any member or employee of a legislative body, or with any
other government official or employee who may participate in the
formulation of the legislation (except technical advice or assistance
provided to a governmental body or to a committee or other subdivision
thereof in response to a written request by such body or subdivision, as
the case may be),

other than through making available the results of nonpartisan analysis,
study, or research. Paragraph (2) of this subsection shall not apply to
any amount paid or incurred in connection, with an appearance before,
or comm unication to, any legislative body with respect to a possible
decision of such body which might affect the existence of the private
foundation, its powers and duties, its tax-exempt status, or the deduction
of contributions to such foundation.

"(f) NONPARTISAN ACTIVITIES CARRIED ON BY CERTAIN ORGANIZA-
TIONS.-Subsection (d) (2) shall not apply to any amount paid or incurred
by any organization-
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"(1) which is described in section 501(c)(3) and exemptfrom tax-
ation under section 501(a),

"(2) the activities of which are nonpartisan, are not confined to one
specific election period, and are carried on in 5 or more States,

"(3) substantially all of the income of which is expended directly
for the active conduct of the activities constituting the purpose or
function for which it is organized and operated,

"(4) substantially all of the support (other than gross investment
income as defined in section 609(e)) of which is received from exempt
organizations, the general public, governmental units described i4,
section 170(c)(1), or any combination of the foregoing; not more
than 265 percent of such support is received from any one exempt
organization (for this purpose treating private foundations which
are described in section 4946(a) (1) (H) with respect to each other as
one exempt organization); and not more than half of the support of
which is received from gross investment income, and

"(6) contributions to which for voter registration drives are not
subject to conditions that they may be used only in specified States,
possessions of the United States, or political subdivisions or other
areas of any of the foregoing, or the District of Columbia, or that
they may be used in only one specific election period.

In determining whether the organization meets the requirements of para-
graph (4) for any taxable year of such organization, there shall be taken
into account the support received, by such' organization during such
taxable year and during the immediately preceding 4 taxable years of
such organization (excluding therefrom any preceding taxable year
which begins before January 1, 1970). Subsection (d)(4) shall not apply
to any grant to an organization which meets the ?requirements of this
subsection.

"(g) INDIVIDUAL GRANTS.-Subsection (d)(3) shall not apply to an
individual grant awarded on an objective and nondiscriminatory basis
pursuant to a procedure approved in advance by the Secretary or his
delegate, if it is demonstrated to the satisfaction of the Secretary or his
delegate that-

"(I) the grant constitutes a scholarship or fellowship grant which
is subject to the provisions of section 117(a) and is to be used for
study at an educational institution described in section 151(e)(4),

"(2) the grant constitutes a prize or award which is subject to the
provisions of section 74(b), if the recipient of such prize or award
is selected from the general public, or

"(S) the purpose of the grant is to achieve a specific objective,
produce a report or other similar product, or improve or enhance a
literary, artistic, musical, scientific, teaching, or other similar
capacity, skill, or talent of the grantee.

" (h) EXPENDITURE RESPONSI BILITY.-The expenditure responsibility
referred to in subsection (d)(4) means that the private foundation is re-
sponsible to exert all reasonable efforts and to establish adequate pro-
cedures-

- "(1) to see that the grant is spent solely for the purpose for which
made,

"(2) to obtain full and complete reports from the grantee on how
the funds are spent, and

"(3) to make full and detailed reports with respect to such expendi-
tures to the Secretary or his delegate.
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"(i) OTHER DEFINITION8.-For purposes of this section-
"(1) CbRRCTrION.-The. terms 'correction' and 'correct' mean,

with respect to any taxable expenditure, (A) recovering part or all
of the expenditure to the extent recovery is possible, and where full
recovery is not possible such additional corrective action as is pre-
scribed by the Secretary or his delegate by regulations, or (B) in the
case of a failure to comply with subsection (h)(2) or (h)(S), obtaining
or making the report in question.

"(2) CoRRECTIoN PERIOD.-The term 'correction period' means,
with respect to any taxable expenditure, the period beginning with
the date on which the taxable expenditure occurs and ending 90 days
after the date of mailing of a notice of deficiency with respect to the
tax imposed by subsection (b)(1) under section 6212, extended by-

"(A) any period in which a deficiency cannot be assessed
'under section 621s(a), and

"(B) any other period which the Secretary or his delegate
determines is reasonable and necessary to bring about correction
of the taxable expenditure (except that such determination shall
not be made with respect to any taxable expenditure within the
meaning of paragraph (I), (2), (3), or (4) of subsection (d)
because of any action by an appropriate State officer as defined
in section 6104 (c) (2)).

"SEC. 4946. DEFINITIONS AND SPECIAL RULES.
"(a) DISQUALIFIED PERSON.-

"(1) IN GENERAL.-For purposes of this chapter, the term 'dis-
qualified person' means, with respect to a private foundation, a
person who is-

"(A,) a substantial contributor to the foundation,
"(B) a foundation manager (within the meaning of sub-

section (b) ()),
"(C) an owner of more than 20 percent of-

"(i) the total combined voting power of a corporation,
"(ii) the profits interest of a partnership, or
"(iii) the beneficial interest of a trust or unincorporated

enterprise,
which is a substantial contributor to the foundation,

"(D) a member of the family (as defined in subsection (d)) of
any individual described in subparagraph (A), (B), or (C),

"(E) a corporation of which persons described in subpara-
graph (A), (B), (C), or (D) own more than 35 percent of the
total combined voting power,

"(F) a partnership in which persons described in subpara-
graph (A), (B), (C), or (D) own more than 35 percent of the
profits interest,

"(a) a trust or estate in which persons described in subpara-
graph (A), (B), (C), or (D) hold more than 35 percent of the
beneficial interest,
"(H) only for purposes of section 4943, a privatefoundation-

"(i) which is effectively controlled (directly or indirectly)
by the same person or persons who control the private
foundation in question, or

"(ii) substantially all of the contributions to which were
made (directly or indirectly) by the sane person or persons
described in subparagraph (A), (B), or (C), or members
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of their families (within the meaning of subsection (d)),
who made (directly or indirectly) substantially all of the
contributions to the private foundation in question, andl

"(I) only for purposes of section 4941, a government official
(as defined in subsection (c)).

"(2) SUBSTANTIAL CONTRIBUTORS.-For purposes of paragraph(1), the term 'substantial contributor' means a person who 1s de-
scribed in section 507(d) (2).

"(3) STOCKHOLDINGS.-For purposes of paragraphMs()0) (i)
and (1)(E), there shall be taken into account indirect stockholdings
which would be taken into account under section 267(c), except that,
for purposes of this paragraph, section 267(c)(4) shall be treated as
providing that the members of the family of an individual are the
members within the meaning of subsection (d).

"(4) PARTNERSHIPS; TRUSTS.-For purposes of paragraphs
(1) (6) (ii) and (iii), (1) (F), and (1) (G), the ownership of profits
or beneficial interests shall be determined in accordance with the
rules for constructive ownership of stock provided in section 267(c)
(other than paragraph (3) thereof), except that section 267(c) (4)
shall be treated as providing that the members of the family of an
individual are the members within the meaning of subsection (d).

"(b) FOUNDATION MANAGER.-For purposes of this chapter, the term
'foundation manager' means, with respect to any private foundation-

"(1) an officer, director, or trustee of a foundation (or an indi-
vidual having powers or responsibilities similar to those of officers,
directors, or trustees of the foundation), and

"(2) with respect to any act (or failure to act), the employees of the
foundation having authority or responsibility with respect to such
act (or failure to act).

"(c) GOVERNMENT OFFICIAL.-For purposes of subsection (a)(1)(I)
and section 4941, the term 'government official' means, with respect to an
act of self-dealing described in section 4941, an individual who, at the
time of such act, holds any of the following offices or positions (other than
as a 'special Government employee', as defined in section 202(a) of title
18, United States Code):

"(1) an elective public office in the executive or legislative branch
of the Government of the United States,

"(2) an office in the executive or judicial branch of the Govern-
ment of the United States, appointment to which wa.s made by the
President,

"(3) a position in the executive, legislative, or'judicial branch of
the Government of the United States-

"(A) which is listed in schedule C of rule VI of the Civil
Service Rules, or

"(B) the compensation for which is equal to or greater than
the lowest rate of compensation, prescribed for GS-16 of the
General Schedule under section 8332 of title 5, United States
Code,

"(4) a position under the House of Representatives or the Senate
of the United States held by an individual receiving gross compen-
sation at an annual rate of $16,000 or more,

"(6) an elective or appointive public office in the executive, legisla-
tive, or judicial branch cf the government of a State, possession of the
United States, or political subdivision or other area of any of the
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receiving gross compensation at an annual rate of $15,000 or more,
or

"(6) a position as personal or executive assistant or secretary to
any of the foregoing.

"(d) MEMBERS OP FAMILY.-For purposes of subsection (a)(1), the
family of any individual shall include only his spouse, ancestors, lineal
descendants, and spouses of lineal descendants.
"SEC. 4947. APPLICATION OF TAXES TO CERTAIN NONEXEMPT TRUSTS.

"(a) APPLICATION OF TAX.-
"(1) CHARITABLE TRUSTS.-For purposes of part II of sub-

chapter F of chapter I (other than section 608 (a), (b), and (c)) and for
purposes cf this chapter, a trust which is not exempt from taxation
tn(ler section 601(a), all of the unexpired interests in which are
devoted to one or more of the purposes described in section 170(c)
(2)(B), and for which a deduction was allowed under section 170,
546(b) (2), 556(b)(2), 642(c), 2055, 2106(a)(2), or 2522 (or the
corresponding provisions of prior law), shall be treated as an orga-
nization described in section 501(c)(3). For purposes of section
509(a)(3)(A), such a trust shall be treated as if organized on the
day on which it first becomes subject to this paragraph.

"(2) SPLIT-INTEREST TRUSTS.-Irn the case of a trust which is
not exempt from tax under section 501 (a), not all of the unexpired
interests in which are devoted to one or more of the purposes described
in section 170(c) (2) (B), and which has amounts in trustfor which a
deduction was allowed under section 170, 5645(b)(2), 556(b)(2),
642(c), 2065, 2106(a)(2), or 2522, section 507 (relating to termina-
tion of private foundation status), section 508(e) (relating to govern-
ing instruments) to the extent applicable to a trust described in this
paragraph, section 4941 (relating to taxes on self-dealing), section
/4943 (relating to taxes on excess business holdings) except as pro-
uided in subsection (b) (3), section 4944 (relating to investments which
jeopardize charitable purpose) except as provided in subsection (b) (3),
and section 4945 (relating to taxes on. taxable expenditures) shall
apply as if such trust were a private foundation. This paragraph
shall not apply with respect to-

"(A) any amounts payable under the terms of such trust to
income beneficiaries, unless a deduction was allowed under sec-
tion 170(f) (2) (B), 2055(e) (2) (B), or 2522(c) (2) (B),

"(B) any amounts in trust other than amounts for which a
deduction was allowed under section 170, 545 (b) (2), 556(b)(2),
642(c), 2055, 2106(a)(2), or 2522, if euch other amounts are
segregatedfrom amountsfor which no deduction was allowable, or

"(C) any amounts transferred in trust before May 27, 1969.
"(3) SEGREGATED AMOUNTS.-For purposes of paragraph (2)(B),

a trust with respect to which amounts are segregated shall separately
account for the various income, deduction, and other itemsr properly
attributable to each of such segregated amounts.

"(b) SPECIAL RULES.-
"(1) REGULATIONS.-The Secretary or his delegate shall prescribe

such regulations as may be necessary to carry out the purposes of
this section.
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"(2) LIMIT TO SEGREGATED AMOUNTS.-If any amounts in the
trust are segregated within the meaning of subsection (a)(2)(B) of
this section, the value of the net assets for purposes of subsections
(c)(2) and (g) of section 507 shall be limited to such segregated
amounts.

"(3) SECTIONS 4903 AND 4944.-Sections 4943 and 4944 shall not
apply to a trust which is described in subsection (a)(2) if-

"(A) all the'income interest (and none of the remainder
interest) of such trust is devoted solely to one or more of the
purposes described in section 170(c)(2)(B), andul all amounts in
such trust for which a deduction was allowed under section 170,
545(b)(2), 556(b)(2), 642(c), 2055, 2106(a)(2), or 2522 have
an aggregate value not more than 60 percent of the aggregate fair
market value of all amounts in such trust, or

"(B) a deduction, was allowed under section 170, 545(b)(2),
556(b)(2), 642(c), 2055, 2106(a)(2), or 2522 for amounts
payable under the terms of such trust to every remainder bene-
ficiary but not to any income beneficiary.

"SEC. 4948. APPLICATION OF TAXES AND DENIAL OF EXEMPTION WITH
RESPECT TO CERTAIN FOREIGN ORGANIZATIONS.

"(a) TAX ON INCOME OF CERTAIN FOREIGN ORGANIZATIONS.-In.
lieut of the tax imposed by section 4940, there is hereby imposed for each
taxable year on, the gross investment income (within the meaning of sec-
tion 4940(c)(2)) derived from sources within the United States (within
the.. meaning of section 861) by every foreign organization which is a
private foundation for the taxable year a tax equal to 4 percent of such
income.

"(b) CERTAIN SECTIONS INAPPLICABLE.-Section 507 (relating to
termination of private foundation, status), section. 508 (relating to special
rules with respect to section 501(c)(3) organizations), and this chapter
(other than this section) shall not apply to any foreign organization which
has received substantially all of .its support (other than gross investment
income) from sources outside the United States.

"(c) DENIAL OF EXEMPTION TO FOREIGN ORGANIZATIONS EN-
GAGED IN PROHIBITED TRANSACTIONS.-

"(1) GENERAL RULE.-A foreign organization described in
subsection. (b) shall not be exempt from taxation 'under section 501(a)
if it has engaged in a prohibited transaction after December 31, 1969.

"(2) PROHIBITED TRANSACTIONS.-For purposes of this sub-
section, the term 'prohibited transaction' means. any act or failure to
act (other than with respect to section 4942(e)) which would subject a
foreign organization described in subsection. (b), or a disqualified
person (as defined in section 4946) with respect thereto, to liability
for a penalty under section 6684 or a tax 'under section 507 if such
foreign organization were a domestic organization.

"(3) TAXABLE YEARS AFFECTED.-
"(A) Except as provided in subparagraph (B), a foreign

organization described in subsection (b) shall be denied exemp-
tion from taxation 'under section 501 (a) by reason of paragraph
(1) for all taxable years beginning with the taxable year during
which it is notified by the Secretary or his delegate that it has
engaged in a prohibited transaction. The Secretary or his
delegate shall publish such notice in the Federal Register on the
day on which he so notifies such foreign organization.
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"(B) Under regulations prescribed by the Secretary or his
delegate, any foreign organization described in subsection (b)
which is denied exemption from taxation under section 501 (a)
by reason of paragraph (1) may, with respect to the second
taxable year following the taxable year in which notice is given
under subparagraph (A) (or any taxable year thereafter), file
claim for exemption from taxation under section 501(a). If the
Secretary or his delegate is satisfied that such organization will
not knowingly again engage in a prohibited transaction, such
organization shall not, with respect to taxable years beginning
with the taxable year with respect to which such claim is filed,
be denied exemption from taxation under section 501(a) by
reason of any prohibited transaction which was engaged in
before the date on which such notice was given under subpara-
graph (A).

"(4) DISALLOWANCE OF CERTAIN CHARITABLE DEDUCTIONS.-
No gift or bequest shall be allowed as a deduction under section 170,
6J6(b)(2), 556(b) (2), 642(c), 2055, 2106(a)(2), or 2522, if made-

"(A) to a foreign organization described in subsection (b)
after the date on which the Secretary or his delegate publishes
notice under paragraph (8) (A) that he has notified such organi-
zation that it has engaged in a prohibited transaction, and

"(B) in a taxable year of such organization for which it is
not exempt from taxation under section 501(a) by reason of
paragraph (1)."

(c) ASSESSABLE PENALTIES FOR REPEATED, OR WILLFUL AND
FLAGRANT, ACTS UNDER CHAPTER 42.-Subchapter B of chapter 68
(relating to assessable penalties) is amended by adding at the end thereof
the following new section:
"SEC. 6684. ASSESSABLE PENALTIES WITH RESPECT TO LIABILITY FOR

TAX UNDER CHAPTER 42.
"If any person becomes liable for tax under any section of chapter 42

(relating to private foundations) by reason of any act or failure to act
which is not due to reasonable cause and either-

"(1) such person has theretofore been liable for tax under such
chapter, or

"(2) such act or failure to act is both willful and flagrant,
then such person shall be liable for a penalty equal to the amount of such
tax."

(d) INFORMATION RETURNS OF EXEMPT ORGANIZATIONS.-
(1) IN GENERAL.-Section 6033(a) (relating to information

returns by exempt organizations) is amended to read as follows:
"(a) ORGANIZATIONS REQUIRED To FILE.-

"(1) IN GENERAL.-Except as provided in paragraph (2),
every organization exempt from taxation under section 601 (a) shall
file an annual return, stating specifically the items of gross income,
receipts, and disbursements, and such other information for the
purpose of carrying out the internal revenue laws as the Secretary
or his delegate may by forms or regulations prescribe, and shall
keep such records, render under oath such statements, make such
other returns, and comply with such rules and regulations as the
Secretary or his delegate may from time to time prescribe; except
that, in the discretion of the Secretary or his delegate, any organiza-
tion described in section ,01 (a) may be relieved from stating in its
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return any information. which is reported in. returns filed by the
employer which established such. organization.

"(2) EXCEPTIONS FROM FILING.-
"(A) MA2NDATORY EXCEPTIONS.-Paragraph (1) shall not

apply to-
"(i) churches, their integrated auxiliaries, and conven-

tions or associations of churches,
"(ii) any organization (other than a private foundation,

as defined in. section 509(a)) described( in subparagraph
(C), the gross receipts of which in each taxable year are

normally not more than $5,000, or
"(iii) the' exclusively religious activities of any religious

order.
"(B) DISCRETIONARY EXCEPTIOANS.-The Secretary or his

delegate may relieve any organization required under paragraph
(1) to file an. information return from filing such a. return where
he determines that such filing is not necessary to the efficient
administration, of the internal revenue laws.

"(C) CERTAIN ORGANIZATIONS.-The organizations re-
ferred to in subparagraph (A) (ii) are-

"(i) a religious organization described( in section 501
(c)(3);

"(ii) an educational organization, described in section
170(b) (1) (A) (ii);

"(iii) a charitable organization, or an organization for
the prevention of cruelty-to children or animals, described
in section 501(c)(S), if such organization is supported, in,
whole or in part, by funds contributed- by the United States
or any State or political subdivision thereof, or is pri-
marily supported by contributions of the general public;

"(iv) an organization described in section 501 (c) (), if
such organization is operated, supervised, or controlled by
or in. connection with a religious organization described
in. clause (i);

"(v) an organization described in section 601(c)(8); and
"(vi) an organization described in section 501(c)(1), if

such organization. is a corporation wholly owned by the
United States or any agency or instrumentality thereof, or
a wholly-owned subsidiary of such a corporation."

(2) ADDITIONAL INFORMATION'.--Section 6033(b) (relating to
certain organizations described in section 501(c)(3)) is amended-

(A) by striking out in paragraph (3) "out of income",
(B) by striking out paragraphs (4), (5), (6), and (8), a.nd

by redesignating paragraph (7) as paragraph (4), and
(C) by adding after paragraph (4) (as redesignated) the

following new paragraphs:
"(5) the total of the contributions and gifts received by it during

the year, and the names and addresses of all substantial contributors,
"(6) the names and addresses of its foundation managers (within

the meaning of section 4946(b)(1)) and highly compensated em-
ployees, and

"(7) the compensation and other payments made (luring the year
to each individual described in paragraph (6)."
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(3) ANNUAL REPORT.-Part III of 8ubehapter A of chapter
61 (relating to information returns) zs amended by adding after
&ubpart C, the following new subpart:

"Subpart D-Information Concerning Private
Foundations

"Sec. 6066. Annual reports by private foundations.

"SEC. 6056. ANNUAL REPORTS BY PRIVATE FOUNDA-
TIONS.

"(a) GENERAL.-The foundation managers (within the meaning
of section 4946(b)) of every organization which is a private foundation
(within the meaning of section 509(a)) having at least $5,000 of assets
at any time during a taxable year shall file an annual report as of the close
of the taxable year at such time and in such manner as the Secretary or
his delegate may by regulations prescribe.

"(b) CONTENTS.--The foundation managers of the private foundation
shall set forth in the annual report required 'under subsection (a) the
following information:

"(1) its gross income for the year,
"(2) its expenses attributable to such income and incurred within

the year,
"(3) its disbursements (including administrative expenses)

within the year,
"(4.) a balance sheet showing its assets, liabilities, and net worth

as of the beginning of the year,
"(6) an itemized statement of its securities and all other assets

at the close of the year, showing both book and market value,
"(6) the total of the contributions and gifts received by it during

the year,
"(7) an itemized list of all grants and contributions made or

approved for future payment during the year, showing the amount
of each such grant or contribution, the name and address of the
recipient, any relationship between any individual recipient and
the foundation's managers or substantial contributors, and a concise
statement of the purpose of each such grant or contribution.

"(8) the address of the principal office of the foundation and (if
different) of the place where its books and records are maintained,

"(9) the names and addresses of its foundation managers (within
the meaning of section 4946(b)), and

"(10) a list of all persons described in paragraph (9) that are
substantial contributors (within the meaning of section 507(d) (2))
or that own 10 percent or more of the stock of any corporation of
which the foundation owns 10 percent or more of the stock, or corre.
sponding interests in partnerships or other entities, in which the
foundation has a 10 percent or greater interest.

"(c) FORM.--The annual report may be prepared in printed, type-
written, or any other legible form the foundation chooses. The Secretary
or his delegate shall provideforms which may be used by a private founda-
tion for purposes of the annual report.

"(d) SPECIAL RULES.-
"(1) The annual report required to be filed under this section is in

addition to and not in lieu of the information required to be filed under
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section 60833 relatingp to returns by exempt organizations) andl shall
be filed at the same time as such information.

"(2) A copy of the notice required by section 6104(d) (relating to
public inspection of private foundations' annual reports), together
with. proof of publication thereof, shall be filed by the foundation
managers together with the annual report.

"(3) The foundation managers shall furnish copies of the annual
report required by this section to such State officials and other persons,
at such times andl under such conditions, as the Secretary or his
delegate may by regulations prescribe."

(4) PENALTY FOR LATE FILING OF CERTAIN INFOR.MATION
RETURNS.-Section 6652 (relating to failure to file certain informa-
tion returns) is amended by relettering subsection (d) as subsection (e)
and inserting immediately after subsection (c) the following new
subsection:

"(d) RETURNS BY EXEMPT ORGANIZATIONS AND BY CERTAIN TRUSTS.-
"(1) PENALTY O.N ORGANIZATION OR TRUST.-In the case of a

failure to file a return required under section. 6033 (relating to returns
by exempt organizations), section 6034 (relating to returns by certain
trustss, or section. 6043(b) (relating to exempt organizations), on the
date and in the manner prescribed therefor (determined with regard to
any extension of timeforfiling), unless it is shown that such failure is
due to reasonable cause there shall be paidl (on notice aund demand
by the Secretary or his delegate and, in the same manner as tax) by
the exempt organization or trust failing so to file, $10 for each day
during which such. failure continues, but the total amount imposed(
hereunder, on any organization for failure to file any return shall not
exceed $5,000.

"(2) MANAGERS.-The Secretary or his delegate may make
written demand upon an organization failing to file 'under paragraph
(I) specifying therein a reasonable future (late by which such filing
shall be made, and if such filing is not made on or before such (late,
and 'unless it is shown that failure so to file is dute to reasonable
cause, there shall be paid (on notice and demand by the Secretary or
his delegate and in the same manner as tax) by the person failing so to
file, $10 for each (lay after the expiration of the tzme specified in, the
written demand during which such failure continue,es, but the total
amount imposed hereunder on all persons for such failure to file shall
not exceed $5,000. If more than one person is liable under this para-
graph for failure to file, all such persons shall be jointly and severally
liable with respect to such failure. The term 'person' as used herein
means any officer, director, trustee, employee, member, or other in-
dividual who is under a duty to perform the act in respect of which the
violation occurs.

"(S) ANNUAL REPORTS.-In the case of a failure to file a report
required under section 6056 (relating to annual reports by private
fondrlations) or to comply with the requirements of section 6104(d)
(relating to public inspection of privatefoundations' annual reports),
on the (late and in the manner prescribed therefor (determined with,
regard to any extension of time for filing), unless it is shown that
such failure is due to reasonable cause, there shall be paid (on notice
and demand by the Secretary or his delegate and in the same manner
as tax) by the person failing so to file or meet the publicity require-
ment, $10 for each day during which such failure continues, but the
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total amount imposed hereunder on all such persons for su~h failure
to file or comply with the requirements of section 6104(d) with regard
to any one annual report shall not exceed $5,000. If more than one
person is liable under this paragraph for a failure to file or comply
with the requirements of section 6104(d), all such persons shall be
jointly and severally liable with respect to such failure. The term
'person' as used herein means any officer, director, trustee, employee,
member, or other individual who is under a duty to perform the act
in respect of which the violation occurs."

(e) PUBLICITY OF INFORMATION REQUIRED BY CERTAIN EXEMPT
OROANIZATIONS.-

(1) NAMES AND ADDRESSES OF CONTRIBUTORS.-Section 6104
(relating to publicity of information required from certain exempt
organizations and certain trusts) is amended by inserting at the end of
subsection (b), the following sentence: "Nothing in this subsection
shall authorize the Secretary or his delegate to disclose the name or
address of any contributor to any organization or trust (other than a
private foundation, as defined in section 509(a)) which is required to
furnish such information."

(2) PUBLICATION TO STATE OFFICIALS.-Section 6104 is amended-,
by adding after subsection (b) the following new subsection:

"(c) PUBLICATION. oTO STATE OFFICIALS.-
"(1) GENERAL RULE.-In the case of any organization which

is described in section 601 (c) (3) and exempt from taxation under
section 601 (a), or has applied under section 608(a) for recognition as
an organization described in section 601(c) (s), the Secretary or his
delegate at'such times and in such manner as he may by regulations
prescribe shall-

"(A) notify the appropriate State officer of a refusal to
recognize such organization as an organization described 'in
section 601(c) (), or of the operation of such organization in a
manner which does not meet, or no longer meets, the requirements
of its exemption,

"(B) notify the appropriate State officer of the mailing of a.notice of deficiency of tax imposed under section 507 or chapter
412, and

"(C) at the request of such appropriate State officer, make
available for inspection and copying such returns, filed state-
ments, records, reports, and other information, relating to a
determination under subparagraph (A) or (B) as are relevant
to any determination under State law.

"(2) APPROPRIATE STATE OFFICER.-For purposes of this sub-
section, the term 'appropriate State officer' means the State attorney
general, State tax officer, or any State official charged with overseeing
organizations of the type described in section 501 (c) (S)."

(3) ANNUAL REPORTS.-Section 6104 is amended by adding
after subsection. (c), as added by paragraph (2) of this subsection,
the following new subsection:

"(d) PUBLIC INSPECTION OF PRIVATE FOUNDATIONS' ANNUAL
REPORTS.-The annual report required to be filed under section 6066
(relating to annual reports by private foundations) shall be made available
by the foundation managers for inspection at the principal office of the
foundation during regular business hours by any citizen on request made
within 180 days after the publication of notice of its availability. Sutch
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notice shall be published, not later than the day prescribed for filing such
annual report (determined with regard to any extension of time for filing),
in, a newspaper having general circulation in the county in which the
principal office of the private foundation is located. The notice shall state
that the annual report of the private foundation is available at its principal
office for inspection during regular business hours by any citizen. who
requests it within 180 days after the date of such publication, and shall
state the address of the private foundation's principal office and the name
of its principal manager."

(4) WI41LLFUL FAILURE TO PROVIDE INFORMATION REGARDING
PRIVATE FOUNDATIONS.-Subchapter B of chapter 68 (relating to
assessable penalties) is amended by adding after section 6684 (added
by subsection (c) of this section) the following new section:

"SEC. 6685. ASSESSABLE PENALTIES WITH RESPECT
TO PRIVATE FOUNDATION ANNUAL RE-
PORTS.

"In addition to the penalty imposed by section 7207 (relating tofraudu.-
lent returns, statements, or other documents), any person who is required to
file the report and the notice required u.?nder section 6056 (relating to annual
reports by private foundations) or to comply with the requirements of
section 6104(d) (relating to public inspection of private foundations'
annual reports) and who fails so tofile or comply, if suchfailure is willful,
shall pay a penalty of $1,000 with respect to each such report or notice."

(5) Section 7207 (relating to fraudulent returns, statements, or
other documents) is amended by striking out "section, 6047 (b) or
(c)" and inserting in lieu thereof "sections 604-7 (b) or (c), 6056, or
6104(d)".

(f) PETITION TO TAX COURT; DEFICIENCY PROCEDURES MADE
APPLICABLE.-

(1) Section 6211(a) (relating to definition of a deficiency) is
amended-

(A) by striking out "and gift taxes" and inserting in lieu
thereof "gift, and excise taxes,",

(B) by striking out "subtitles A and B," and inserting in
lieu thereof "subtitles A andl B, and chapter 42,", and

(C) by striking out "subtitles At or B" and inserting in liel
thereof "subtitle A or B or chapter 42".

(2) Section 6212(c) (1) (relating to further deficiency letters
restricted) is amended by striking out "or" before "of estate tax"
and by inserting after "the same decedent," the following: "of section/4940 tax for the same taxable year, or of chapter 42 tax (other than,
under section 4j9/40) with respect to any act (or failure to act) to
which such petition relates,".

(3) Section, 6213 (relating to restrictions applicable to deficiencies;
petition to Tax court) is amended by relettering subsection (e) as
subsection (f) and inserting immediately after subsection (d) the
following new subsection:

"(e) SUSPENSION OF FILING PERIOD FOR CERTAIN CHAPTER It2
TAXES.-The running of the time prescribed by subsection (a) for filing
a petition in the Tax Court with respect to the taxes imposed by section
4941 (relating to taxes on self-dealing), 4942 (relating to taxes on failure
to distribute income), 4943 (relating to taxes on excess business holdings),
4944 (relating to investments which. jeopardize charitable purpose), or
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4945 (relating to taxes on taxable expenditures) shall be suspended for
any period during which the Secretary or his delegate has extended the
time allowed for making correction, under section 4941 (e) (4), 4942(j) (2).
494S(d) (S), 4944 (e) (S), or 4)945(h) (2)."

(g) LIMITATIONS ON ASSESSMENT AND COLLECTION.-
(1) Section 6501 is amTended by adding at the end thereof the

following new subsection:
"(n) SPECIAL RULE FOR CHAPTER 42 TAXES.-

"(1) IN OENERAL.-For purposes of any tax imposed by chapter
42 (other than section 4940), the returns referred to in, thes section
shall be the return filed by the private foundation for the year in
which the act (or failure to act) giving rise to liability for such tax
occurred. For purposes of section 4940, such retu.rn is the return
filed by the private foundation for the taxable year for which the tax
is imposed.

"(2) CERTAIN CONTRIBUTIONS TO SECTION 501 (c) (s) ORGANI-
ZATIONS.-In the case of a deficiency of tax of a privatefoundation
making a contribution in the manner provided in section 4942 (g)(3)
(relating to certain contributions to section 501(c)(3) organizations)
attributable to the failure of a section 501(c)(3) organization to
make the distribution prescribed by section 4942(g) (3), such deficiency
may be assessed at any time before the expiration of one year after
the expiration of the period within which a deficiency may be as-
sessed for the taxable year with respect to which the contribution
was made."

(2) Section 6501(c) is amended by adding the following new
paragraph at the end thereof:

"(7) TERMINATION OF PRIVATE FOUNDATION STATUS.-In the
case of a tax on termination of private foundation, status under
section 507, such tax may be assessed, or a proceeding in court
for the collection, of such tax may be begun without assessment,
at any time."

(3) Section 6501(e)(3) is amended by adding at the end thereof
the following sentence: "In determining the amount of tax omitted
on a return, there shall not be taken into account any amount of tax
imposed by chapter 42 which is omitted from the return if the trans-
action giving rise to such tax is disclosed in the return, or in a state-
ment attached to the return, in a manner adequate to apprise the
Secretary or his delegate of the existence and nature of such item."

(4/) Section 6503 (relating to suspension of running of period of
limitation) is amended by relettering subsection (h) as subsection.
(i) and inserting immediately after sutbsection .(g) the following
new subsection:

"(h) SUSPENSION PENDING CORRECTION.-The running of the periods
of limitations provided in sections 6501 and 6502 on the making of assess-
ments or the collection by levy or a proceeding in court in respect o.any tax
imposed by chapter 42 or section 507 shall be suspended for any period
described in section 507(g) (2) or during which the Secretary or his dele-
gate has extended the time for making correction under section 4941 (e) (/4),
,9422(j) (2), 4943(d) (3), 4944(e) (3), or 4945(h) (2)."

(h) LIMITATIONS ON CREDITS OR REFUNDS.-Section 6511 (relating
to limitations on. credits or refunds) is amended by relettering subsection.
(f) as subsection (g) and inserting immediately after subsection (e) the
.ollowing new s'ubsecton:
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"(f) SPECIAL RULE FOR CHAPTER 42 TAXES.-For purposes of
any tax imposed by chapter 42, the return referred to in subsection (a)
shall be the return specified in section 6601 (n) (1)."

(i) CIVIL ACTrON FOR REFUND.-Section 7422 (relating to civil
actions for refund) is amended by relettering subsection (g) as subsection
(h) anl by inserting immediately after subsection (f) the following new
subsection:

"(g) SPECIAL RULES FOR CERTAIN EXCISE TAXES IMPOSED BY
CHAPTER 4/2.-

"(1) RIGHT TO BRING ACTIONS.-With respect to any act (or
failu.rc to act) giving rise to liability under section 4e941, 4942, 4943,
49.44, or 4946, payment of the full amount of tax imposed under sec-
tion 4941 (a) (relating to initial taxes on self-dealing), section 4942(a)
(relating to initial tax onfailure to distribute income), section 49483(a)
(relating to initial tax on excess business holdings), section 4944(a)
(relating to initial taxes on investments which jeopardize charitable
purpose), section 4945(a) (relating to initial taxes on taxable ex-
penditures), section 4941(b) (relating to additional taxes on self-
dealing), section 4942(b) (relating to additional tax on failure to
distribute income), section 4943(b) (relating to additional tax on
excess business holdings), section 4944(b) (relating to additional
taxes on investments which jeopardize charitable purpose), or section
4946(b) (relating to additional taxes on taxable expeUnditures) shall
constitute sufficient payment in order to maintain an action under
this section with respect to such act (or failure to act).

"(2) LIMITATION ON SUIT FOR REFUND.--No suit may be main-
taineed under this section for the credit or refund of any tax imposed
under section 4941, 4942, 4943, 4944, or 49465,with respect to any act
(or failure to act) giving rise to liability for tax under such sections,
unless no other slut has been maintained for credit or refund of, and
no petition has been filed in the Tax Court with respect to a deficiency
in, any other tax imposed by such sections with respect to such act
(or failure to act).

"(3) FINAL DETERMINATION OF ISSUES.-For purposes of this
section,, any suit for the credit or refund of any tax imposed under
section 4941, 4942, 4943, 4944, or 4945 with respect to any act (or
failure to act) giving rise to liability for tax under such sections, shall
constitute a suit to determine all questions with respect to any other
tax imposed with respect to such act (or failure to act) under such sec-
tions, andfailure by the parties to such suit to bring any such question
before the Court shall constitute a bar to such question."

(j) TECHNICAL, CONFORMING, AND CLERICAL AMENDMENTS.--
(1) Section 101(b) (2) (B) (iii) (relating to nonforfeitable rights) is

amended by striking out "section 603(b)(1), (2), or (3)" and inserting
in lieu thereof "section 170(b) (1) (A) (ii) or (vi) or which is a religio us
organization (other than a trust)".

(2) Section 170(i) (relating to disallowance of deductions in certain
cases) (as redesignated by section 201(a)(1)(A) of this Act) is
amended-

(A) by striking out paragraph (1), and
(B) by striking out "(2) For disallowance" and inserting in

lieu thereof "For disallowance".
(3) Section 501(a) (relating to exemption, from taxation) is

amended by striking out "502, 603, or 504" and inserting in lieu
thereof "6502 or 603".
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- (4) Section 501(b) (relating to tax on unrelated business income)
is amended to read as follows:

"(b) TAX ON UNRELATED BUSINEss INCOME AND CERTAIN OTHER
ACTIVIrTIES.-An organization exempt from taxation under subsection
(a) shall be subject to tax to the extent provide in parts II and III of this
subchapter, but (notwithstanding parts II and III of this subchapter)
shall be considered an organization exempt from income taxes for the pur-
pose of any law which refers to organizations exemptfrom income taxes."

(6) Section 501(c)(16) (relating to list of exempt organizations)
is amended by striking out "part III" and inserting in lieu thereof
"part IV".

(6) Section 501(e) (relating to cooperative hospital service orga-
nizations) is amended by striking out in the last sentence thereof "sec-
tion 603(b)(6)." aml inserting in lieu thereof "section 170(b)(1)(A)
(iii) .".

(7) Section 603(a)(1) (relating to general rule) is amenTJd to
read as follows:

"(1) GENERAL RULE.-
"(A) An organization described in section 501(c)(17) shall

'not be exemptfrom taxation under section 501 (a) if it has engaged
in a prohibited transaction after December 31, 1959.

"(B) An organization described in section 401(a) shall not
be exempt from taxation under section 501(a) if it has engaged
in a prohibited transaction after March 1, 1954."

(8) Section. 608(a)(2) (relating to taxable years affected by denial
of exemption) is amended by striking out "section 501(c) (3) or (I7)"
and inserting in lieu thereof "section 501(c) (17)".

(9) Section 503(d) (relating to future status of organizations
denied exemption) is amended by striking out "section 501 (c) (3) or
(17)" and inserting in lieu thereof "section 501(c) (17)".

(10) Section 503(g) (relating to special rule for loans) is amended
by striking out "subsection (c)(1)," and inserting in lieu thereof
"subsection (b) (1),".

(11) Section 503(h) (relating to special rules relating to lending
by section 401(a) and section 501(c)(17) trusts to certain persons)
is amended--

(A) by striking out in the heading thereof "SPECIAL RULES
RELATING TO LENDING BY SECTION 4oi(a) AND SECTION
601(c)(17) TRUSTS TO CERTAIN PERSONS.-", and inserting in
lieu thereof "SPECIAL RULES.-",

(B) by striking out "subsection (c)(1)," and inserting in
lieu, thereof "subsection (b) (1),",

(C) by striking out "acquired by a trust described in section
401 (a) or section 501(c) (17)", and

(D) by striking out in paragraph (8) "subsection (c)" and
inserting in lieu thereof "subsection (b)".

(12) Section 603(i) (relating to loans with respect to which em-
ployers are prohibited from pledging certain assets) is amended-

(A) by striking out "Subsection (c)(1)" and inserting in
lieu; thereof "Subsection (b)(1)", and

(B) by striking out "subsection (h)" and inserting in lieu
thereof "subsection (e)".

(13) Section 503(j)(1) (relating to prohibited transactions) is
amended by striking out "subsection (c)" and inserting in lieu
thereof "subsection (b)y.
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(14) Section 603 (relating to requirements of exemption.) is
amended by striking out subsections (b), (e), and (f) and by re-
designating subsections (c), (d), (g), (h), (i), and (j) (as amended),
as subsections (b), (c), (d), (e), (f), and (g), respectively.

(16) Section 504 (relating to denial of exemption) is repealed.
(16) Section 5]42(a)(2) (relating to stock ownership requirement)

is amended-
(A) by striking out in the second sentence "section. 503(b)"

and inserting in lieu thereof "section 401(a), 501(c)(17), or
509(a) ", and

(B) by amending the third sentence to read as follows: "The
preceding sentence shall not apply in the case of an organization
or trust organized or created before July 1, 1950, if at all times
on or after July 1, 1950, and before the close of the taxable year
such organization or trust has owned all of the common stock
and at least 80 percent of the total number of shares of all other
classes of stock of the corporation."

(17) Section 663(a)(2) (relating to charitable, etc., distributions)
is amended by striking out "section 681" and inserting in lieu
thereof "sections 508(d), 681, and 4948(c)(4)".

(18) Section, 681 (b) and (c) (relating to operations of trusts and
accumulated income) is repealed.

(19) Section 681(d) (relating to cross reference) is redesignated as
subsection (b), and as so redesignated is amended by striking out
"section 503(e)" and inserting in lieu, thereof "sections 508(d) and
49/48(c) (4) ".

(20) Section 878 (relating to foreign, educational, charitable, and
certain other exempt organizations) is amended by-

(A) striking out "'unrelated b-gsiness income of", and
(B) striking out "trusts, see section 512(a)" and inserting in

lieu. thereof "organizations, see sections 512(a) and 4948".
(21) Section 884 (relating to cross references) is amended by strik-

ing out paragraph (1) and by redlesignating paragraphs (2), (3),
(4), (5), and (6) as paragraphs (1), (2), (3), (4), and (5), respec-
tively.

(22) Section 1443 (relating to foreign tax-exempt organizations)
is amended by-

(A) inserting "(a) INCO.E SUBJECT TO SECTION 511.-"
before "In the case of", and

(B) adding subsection (b) to read as follows:
"(b) INCOHME SUBJECT TO SECTION 4948.-In the case of income oJ

a foreign organization subject to the tax imposed by section! 4948(a), this
chapter shall apply, except that the deduction and withholding shall be at
the rate of 4 percent and shall be subject to such conditions as may be pro-
vided under regulations prescribed by the Secretary or his delegate."

(23) Section 2039(c)(3) (relating to exemption of annuities under
certain trusts and plans) is amended by striking out "section 503(b)
(1), (2), or (3)," and inserting in lieu, thereof "section 170(b)(1)
(A) (ii) or (vi), or which is a religious organization (other than a
trust),".

(24) Section 2517(a)(3) (relating to general rule for certain
annuities under qualified plans) is alnended by striking out section
503(b) (1), (2), or (3),' and inserting in lieu thereof 'section 170(b)
(1)(A) (ii) or (vi), or which is a religious organization (other than a

trust),".
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(25) Section 4057(b) (relating to the definition of nonprofit ed-
ycational organization) is amended by striking out "section 503(b)
(2)" and inserting in lieu thereof sectionn 170(b)(1)(A)(ii)".

(26) Section 4221(d)(6) (relating to the definition of nonprofit
educational organization) is amended by striking out "section 508(b)
(2)" and inserting in lieu thereof "section 170(b)(1)(A)(ii)".

(27) Section 4263(h) (relating to nonprofit hospitals) is amended
by striking out "section 608(b)(5)" and inserting in lieu thereof
"section 170(b) (1) (A) (iii)".

(28) Section 4294(b) (relating to the definition of nonprofit edu-
cational organization) is amended by striking out "section 503 (b) (2)"
and inserting in lieu thereof "section 170(b) (1) (A)'(ii)".

(29) Section 6214(a) (3) (A) (relating to purposes for withdrawal
of distilled spirits from bonded premises free of tax or without pay-
ment of tax) is amended by striking out "section 603(b) (2)" and
inserting in lieu thereof "section 170(b)(l)(A)(ii)".

(30) Section 60338 (b) (4) (as rede&ignated by subsection (d) (2) of
this section) (relating to certain balance sheet items on returns by
exempt organizations) is amended by striking out "and" at the end
thereof.

(31) Section 6033(c) (relating, to cross reference) is amended by
inserting the following at the end thereof:

"For reporting requirements as to certain liquidations, dissolu-
tions, terminations, and contractions, see section 6043(b). For pro-
visions relating to penalties for failure to file a return required by
this section, see section 6652(d)."

(32) Section 6034 (relating to returns by certain trusts) is amended
by striking out all of such section before paragraph (1) of subsection
(a) and inserting in lieu thereof the following:

"SEC. 6034. RETURNS BY TRUSTS DESCRIBED IN SECTION 4947(a)
OR CLAIMING CHARITABLE DEDUCTIONS UNDER SEC-
TION 642(c).

"(a) GENERAL RULE.-Every trust described in section 4947(a) or
claiming a charitable, etc., deduction under section 642(c) for the taxable
year shall furnish such information with respect to such taxable year as
the Secretary or his delegate may by forms or regulations prescribe,
including-".

(38) Section 6034(a)(1) (relating to returns by certain trusts)
is amended by striking out "(showing separately the amount of such
deduction which was paid out and the amount which was perma-
nently set aside for charitable, etc., purposes during such year)".

(34) Section 6034 (relating to :returns by certain trusts) is
amended by adding the following new subsection at the end thereof:

"(c) CROSs REFERENCE.-
"For provisions relating to penalties for failure to file a return

required by this section, see section 6652(d)."
(38) Section 6043 (relating to return regarding corporate disso-

lution or liquidation) is amended-
(A) by striking out the heading and inserting in lieu thereof

"RETURNS REGARDING LIQUIDATION, DISSOLU-
TION, TERMINATION, OR CONTRACTION.",

(B) by striking out "Every corporation" and inserting in
lieu thereof "(a) CORPORATIONS.-Every corporation", and
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(C) by adding the following new subsections at the end thereof:
"(b) EXEMPT ORGANIZArIONS.-Every organization which for any

of its last 5 taxable years preceding its liquidation, dissolution, termina-
tion, or substantial contraction was exempt from taxation under section
501(a) shall file such return and other information with respect to such
liquidation, dissolution, termination, or sulbs4antial contraction as the
Secretary or his delegatee shall by forms or regulations prescribe; except
that-

"(1) no return shall be required under this subsection from
churches, their integrated auxiliaries, conventions or associations
of churches, or any organization which is not a private foundation
(as (defined in section 509(a)) and the gross receipts of which in each
taxable year are normally not more than $5,000, and

"(2) the Secretary or his delegate may relieve any organization
from. such filing where he determines that slch filing is not necessary
to the efficient administration of the internal revenue laws or, with
respect to an organization described in section 401(a), where the
employer who established such organization files such a return.

"(c) CRoss REFERENCE.-
"For provisions relating to penalties for failure to file a return

required by subsection (b), see section 6652(d)."
(86) Section 6104(b) (relating to inspection of annual information

returns) is amended by striking out "sections 60383(b) and 6034,"
and inserting in lieu thereof "sections 6033, 603S, and 6056,".

(37) Section 6161(b) (relating to the amount determined as a

deficiency when granting an extension of time) is amended-
(A) by striking out in paragraph (1),"jchapter 1 or 12," and

inserting in lieu thereof "chapter 1, 12, or 42,", and
(B) by striking out "chapter 1," the last time it, appears and

inserting in lieu thereof "chapter 1 or 42,".
(88) Section 6201(d) (relating to deficiency proceedings) is

amended by striking out "and gift taxes", and inserting in lieu
thereof "gift, and chapter ]42 taxes".

(39) Section 6211(b)(2) (relating to the term "rebate") is amended
by striking out "subtitles A or B" and inserting in lieu thereof
"subtitle A or B or chapter 42".

(40) Section 6212(a) (relating to notice of deficiency) is amended
by striking out "subtitles A or B" and inserting in lieu thereof
"subtitle A or B or chapter 42".

(41) Section 6212(b)(1) (relating to address for notice of defi-
ciency) is amended-

(A) by striking out in the title thereof "AND GIFT TAXES" and
inserting in lieu thereof "AND GIFT TAXES AND TAXES IMPOSED
BY CHAPTER 42",

(B) by striking out "subtitle A or chapter 12," and inserting
in lieu thereof "subtitle A, chapter 12, or chapter 42,", and
(C) by inserting "chapter /42," after "chapter 12," the last

place it appears.
(42) Section 6213(a) (relating to restrictions applicable to defi-

ciencies; petition to Tax Court) is amended by inserting "or chapter
42" after "subtitle A or B".

(43) Section 6214 (relating to determination by the Tax Court)
is amended by relettering subsection (c) as subsection (d) and by
inserting after subsection (b) the following new subsection:
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"(c) TAXES IUrPOSED BY SECTION 507 OR CHAPTER 42.-The Tax
Court, in redetermining a deficiency of any tax imposed by section 507 or
chapter 42 for any period, act, or failure to act, shall consider such factswith relation to the taxes under chapter 42 for other periods, acts, or
failures to act as may be necessary correctly to redetermine the amount
of such deficiency, but in so doing shall have no jurisdiction to determine
whether or not the taxes under chapter 42 for any other period, act, or
failure to act have been overpaid or underpaid."

(44) Section 6214(d) (as relettered) is amended by inserting ",
chapter 42," after "chapter".

(46) Section 6344(a)(1) (relating to certain cross references) is
amended by inserting "and states imposed by chapter 42," after
"gift taxes,".

(46) Section 6603(a)(1) (relating to issuance of statutory notice
of deficiency) is amended by striking out "and gift taxes" and in-
serting in lieu thereof "gift and chapter 42 taxes".

(47) Section 6612(a) (relating to effect of petition to Tax Court)
is amended-

(A) by striking out "and gift taxes" and inserting in lieu
thereof "gift, and chapter 42 taxes", and

(B) by striking out "or of estate tax in respect of the taxable
estate of the same decedent," and inserting in lieu thereof "of
estate tax in respect of the taxable estate of the same decedent, or
of tax imposed by chapter 42 with respect to any act (or failure
to act) to which such petition relates,".

(48) Section 6512(b) (1) (relating to jurisdiction to determine
overpayment determined by Tax Court) is amended by striking out
"or of estate tax in respect of the taxable estate of the same decedent,"
and inserting in lieu thereof "of estate tax in respect of the taxable
estate of the same decedent, or of tax imposed by chapter 42 with
respect to any act (or failure to act) to which such petition relates,".

(49) Section 6601 (d) (relating to suspension of interest in certain
cases) is amended-

(A) by striking out in the title thereof "AND GIFT TAX
CASES." and inserting in lieu thereof "GIFT, AND CHAPTER
42 TAX CASES.", and

(B) by striking out "and gift taxes" and inserting in lien
thereof "gift, and chapter 42 taxes".

(50) Section 6663(c)(1) (relating to definition of underpayment)
is amended-

(A) by striking out in the heading thereof "ANVD GIFT TAXES."
and inserting in lieu thereof "GIFT, AND CHAPtER4. TAXES.",
and

(B) by striking out "and gift taxes" the last time it appearsand inserting in lieu thereof "gift, and chapter 42 taxes".
(61) Section, 6669(b) (relating to procedure for assessing certain

additions to tax) is amended by striking out "and gift taxes" and
inserting in lieu thereof "gift, and chapter 42 taxes".

(52) Section 6676(b) (relating to deficiency procedures not to
apply) is amended by striking out "andl gift taxes" and inserting in
lieu thereof "gift, and chapter 42 taxes".

(53) Section 6677(b) (relating to deficiency procedures not to
apply) is amended by striking out "and gift taxes" and inserting in
lieu thereof "gift, and chapter 42 taxes".
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(54) Section 6679(b) (relating to deficiency procedures not to
apply) is amended by striking out "and gift taxes" and inserting in
lieu thereof "gift, and chapter 42 taxes".

(55) Section 6682(b) (relating to deficiency procedures not to
apply) is amended by striking out "and gift taxes" and inserting in
lieu thereof "gift, and chapter 42 taxes".

(66) Section 7422(e) (relating to stay of proceeding in civil ac-
tions for refund) is amended by striking out "or gift tax" the first
time it appears and inserting in lieu thereof "gift tax, or tax imposed
by chapter 42".

(57) Section 7454 (relating to burden of proof in fraud and
transferee cases) is amended- ,

(A) by sthiking out "FRAUD AND TRANSFEREE
CASES" and ,inserting in lieu. thereof "FRAUD, FOUN-
DATION MANAGER, AND TRANSFEREE CASES",

(B) by redesignating subsection (b) as subsection (c), and
(0) by inserting after subsection (a) the following new

subsection:
"(b) FOUNDATION MANAGERS.-In any proceeding involving the

issue whether a foundation manager (as defined in section 4946(b)) has
'knowingly' participated in an act of self-dealing (within the meaning of
section 4941), participated in. ant investment which jeopardizes the
carrying out of exempt purposes (within the meaning of section 4944), or
agreed to the making of a taxable expenditure (within the meaning of
section 4946), the burden of proof in, respect of such issue shall be upon
the Secretary or his delegate."

(58) The table of parts for subchapter F of chapter 1 is amended
to read as follows: .

"Subchapter F.-Exemrnpt Organizations
"Part I. General rule.
"Part II. Private foundations.
"Part III. Taxation of business income of certain exempt organi-

zations.
"Part IV. Farmers' cooperatives.
"Part V. Shipowners' protection and indemnity associations."

(659) The table of chapters for subtitle D is amended by adding
at the end thereof the following new item:

"Chapter 42. Private foundations."
(60) The table of sections for subchapter B of chapter 68 is

amended by adding at the end thereof the following new items:
"Sec. 6684. Repeated liability for tax under chapter 42.
"Sec. 6686. Assessable penalties with respect to private foundation

annual reports."
(61) The table of sections for part I of subchapter F of chapter

1 is amended by striking out the item relating to section 50/4.
(62) Tho heading of subchapter B of chapter 63 i;. amended by

striking out "and Gift Taxes" and inserting in lieu thereof "Gift,
and Certain Excise Taxes".

(63) The table of subchapters for chapter 63 is amended by striking
out "and gift taxes" in the item relating to subchapter B a'nd in-
serting in lieu, thereof "gift, and certain excise taxes".
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(64) The table of subpartsfor part III of subchapter A of chapter
61 is arrended by adding at the end thereof the following new item:

"Subpart D. Information concerning private foundations."
(k) EFFECTIVE DATES.-

(1) IN GENERAL.-Except as otherwise provided i7n this sub-
section and subsection (1), the amendments made by this section shall
take effect on January 1, 1970.

(2) PROVISIONS EFFECTIVE FOR TAXABLE YEARS BEGINNING
AFTER DECEMBER 31, 1969.-The following provisions shall apply
to taxable years beginning after December 31, 1969:

(A) Sections 4940, 4942, 4943, and 4948 of the Internal
Revenue Code of 19564 (as added by this section), and

(B) The amendments made by subsection (d) and paragraphs
(3), (16), (16), (20), (21), (30), (31), (s2), (33), (34), (36),
and (61) of subsection (j).

(3) SECTIONS 508 (a), (b), AND (c).-Sections 608 (a), (b),
and (c) of the Internal Revenue Code of 1964 (as added by this
section) shall take effect on October 9, 1969.

(1) SAVINGS PROVISIONS.-
(1) REFERENCES TO INTERNAL REVENUE CODE PROVISIONS.-

Except as otherwise expressly provided, references in the following
paragraphs of this subsection are to sections of the Internal Revenue
Code of 1964 as amended by this section.

(2) SECTION 494i.-Section 4941 shall not apply to-
(A) any transaction between a private foundation and a cor-

poration which is a disqualified person (as defined in section
4946), pursuant to the terms of securities of such corporation in
existence at the time acquired by the foundation, if such securities
were acquired by the foundation before AMay 27, 1969;

(B) the sale, exchange, or other disposition of property which
is owned by a private foundation on May 26, 1969 (or which is
acquired by a privatefoundation under the terms of a trust which
was irrevocable on MAay 26, 1969, or under the terms of a will
executed on or before such (late, which are in effect on such date
and at all times thereafter), to a disqualified person, if such
foundation is required to dispose of such property in order not
to be liable for tax under section 4943 (relating to taxes on ex-
cess business holdings) applied, in the case of a disposition
before January 1, 1976, without taking section 4943(c)(4) into
account and it receives in return an amount which equals or
exceeds the fair market value of such property at the time of
such disposition or at the time a contract for such disposition
was previously executed in a transaction which would not con-
stitute a prohibited transaction (within the meaning of section
503(b) or the corresponding provisions of prior law);

(C) the leasing of property or the lending of money or other
extension of credit between a disqualified person and a private
foundation pursuant to a binding contract in, effect on October
9, 1969 (or pursuant to renewals of such a contract), until
taxable years beginning after December 31, 1979, if such leasing
or lending (or other extension of credit) remains at least as
favorable as an arm's-length transaction with an unrelated party
and if the execution of such contract was not at the time of such

38-375 0-9--69
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execution a prohibited transaction (within the meaning of
section 603(b) or the corresponding provisions of prior law);

(D) the use of goods, services, or facilities which are shared
by a private foundation and a disqualified person until taxable
years beginning after December 31, 1979, if such use is
pursuant to an arrangement in effect before October 9, 1969,
and such arrangement was not a prohibited transaction (within
the meaning of section 608(b) or the corresponding provisions
of prior law) at the time it was made and would not be a pro-
hibited transaction if such section continued to apply; and

(E) the use of property in which a private foundation and a
disqualified person have a joint or common interest, if the
interests of both in such property were acquired before October 9,
1969.

(3) SECTION 4942.-In the case of organizations organized before
May 27, 1969, section 4942 shall-

(A) for all purposes other than the determination of the
minimum investment return under section 4942() (3) (B) (ii), for
taxable years beginning before January 1, 1972, apply without
regard to section 4942(e) (relating to minimum investment
return), and for taxable years beginning in 1972, 1973, and
1974, apply with an applicable percentage (as prescribed in
section 4.942(e) (3)) which does not exceed 42' percent, 5 percent,
and 65 percent, respectively;

(B) not apply to an organization to the extent its income is
required to be accumulated pursuant to the mandatory terns (as
in effect on May 26, 1969, and at all times thereafter) of an
instrument executed before May 27, 1969, with respect to the
transfer of income producing property to such organization,
except that section 4942 shall apply to such organization, if the
organization would have been denied exemption if section 504 (a)
had not been repealed by this Act, or would have had its deduc-
tions wander section 642(c) limited if section 681 (c) had not been
repealed by this Act. In applying the preceding sentence, in
addition to the limitations contained in section 504(a) or 681 (c)
before its repeal, section 504 (a) (1) or 681(c)(1) shall be treated
as not applying to an organization, to the extent its income is
required to be accumulated pursuant to the mandatory terms (as
in effect on January 1, 1951, and at all times thereafter) of an
instrument executed before January 1, 1961, With respect to the
transfer of income producing property to such organization
before such date, if such transfer was irrevocable on such date;

(C) apply to a grant to a private foundation described in
section 4942(g)(1)(A)(ii) which is not described in section
4j9]42(g) (1) (A) (i), pursuant to a written commitment which was
binding on. May 26, 1969, and at all times thereafter, as if
such grant is a grant to an operating foundation (as defined
in, section 49,42(j) (S)), if such grant is made for one or more of
the purposes described in section 170(c)(2)(B) and is to be
paid out to such private foundation on or before December 31,
1974;

(D) apply, for purposes of section 4942(f), in such a manner
as to treat any distribution made to a private foundation in
redemption of stock held by such privatefoundation in a business
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enterprise as not essentially equivalent to a dividend, under
section, 302(b)(1) if such redemption is described in paragraph
(2) (B) of this subsection; and

(E) not apply to an organization which is prohibited by its
governing instrument or other instrument from distributing
capital or corpus to the extent the requirements of section 4942
are inconsistent with such prohibition.

With respect to taxable years beginning after December 31, 1971,
subparagraphs (B) and (E) shall apply only during the tendency of
any judicial proceeding by the private foundation which is necessary
to reform, or to excuse such foundation from compliance with, its
governing instrument or any other instrument (as in effect on May 26,
1969) in order to comply with the provisions of section 4942, and in
the case of subparagraph (B) for all periods after the termination
of such judicial proceeding during which the governing instrument
or any other instrument does not permit compliance with such
provisions.

(4) SECTION 4948.-
(A) In the case of a private foundation-

(i) which was incorporated before January 1, 1951;
(ii) substantially all of the assets of which on May 26,

1969, consist of more than 90 percent of the stock of an
incorporated business enterprise which is licensed and
regulated, the sales or contracts of which are regulated, and
the professional representatives of which are licensed, by
State regulatory agencies in at least 10 States; and

(iii) which acquired such stock solely by gift, devise, or
bequest,

section 4943(c)(4)(A)(i) shall be applied with respect to the
holdings of such foundation in such incorporated business
enterprise by substituting "61 percent" for "50 percent", and
section 4948(c) (4) (D) shall not apply with respect to such
holdings. For purposes of the preceding sentence, stock of such
enterprise in a trust created before May 27, 1969, of which the
foundation is the remainder beneficiary shall be deemed to be
held by such foundation on May 26, 1969, if such foundation
held (without regard to such trust) more than 20 percent of the
stock of such enterprise on May 26, 1969.

(B) Subparagraph (A) shall apply to a private foundation
only if-

(i) the foundation does not purchase any stock or other
interest in the enterprise described in subparagraph (A)
after May 26, 1969, and does not acquire any stock or
other interest in any other business enterprise which con-
stitutes excess business holdings under section 4943; and

(ii) in the last 6 taxable years ending on or before De-
cember 31, 1970, the foulndation expends substantially
all of its adjusted net income (as definedd in section 4942(f))
for the purpose or function for which it is organized and
operated.

(C) For purposes of section 4943(c)(6), the term "purchase"
does not include an exchange which is described in paragraph
(2) (B) of this subsection and which is pursuant to a plan for dis-
position of excess business holdings.
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(6) SECTION 494.-Section 4946 (d)(4) and (h) shall not apply
to a grant whwh is described in paragraph (3) (C) of this &ubsectwn.

(6) SECTION 608(e).-Section 508(e) shall not apply to require
inclusion in governing instruments of any provisions inconsistent
with this subsection.

(7) SECTION 509(a).-In the case of any trust created under the
terms of a will or a codicil to a will executed on or before March 30,
1924, by which the testator bequeathed all of the outstanding common
stock of a corporation in trust, the income of which trust is to be
used principally for the benefit of those from time to time employed
by the corporation and their families, the trustees of which trust are
elected or selected from among the employees of such corporation,
and which trust does not own directly any stock in any other corpo-
ration, if the trust makes an irrevocable election under this paragraphwithin one year after the date of the enactment of this Act, such
trust shall be treated as not being a private foundation for purposes
of the Internal Revenue Code of 19564 but shall be treatedfor purposes
of such Code as if it were not exempt from tax under section 501 (a)for any taxable year beginning after the date of the enactment of this
Act and before the date (if any) on which such trust has complied
with the requirements of section 607 for termination of the status of
an organization as a private foundation.

(8) CERTAIN REDEMPTIONS.-For purposes of applying section
302(b)(1) to the determination of the amount of gross investment
income under sections 4940 and 4948(a), any distribution made to
a private foundation in redemption of stock held by such private
foundation in a business enterprise shall be treated as not essentially
equivalent to a dividend, if such redemption is described in paragraph
(2) (B) of this subsection.

Subtitle B-Other Tax Exempt Organizations
SEC. 121. TAX ON UNRELATED BUSINESS INCOME.

(a) ORGANIZATIONS SUBJECT TO TAX.-
(1) CORPORATE RATES.-Section 611 (a) (2) (A) (relating to certain

organizations subject to tax on unrelated business income at corporate
rates) is amended to read as follows:

"(A) OROANIZATIONS DESCRIBED IN SECTIONS 401(a) AND
5oi(c).-The taxes imposed by paragraph (1) shall apply in the
case of any organization (other than a trust described in sub-
section (b) or an organization described in section 501(c)(1))
which is exempt, except as provided in this part or part II (re-
lating to private foundations), from taxation under this subtitle
by reason of section 601 (a)."

(2) INDIVIDUAL RATES.-Section 511 (b) (2) (relating to charitable,
etc., trusts subject to tax on unrelated business income) is amended to
read as follows:

"(2) CHARITABLE, ETC., TRUSTS SUBJECT TO TAX.-The tax im-
posed by paragraph (1) shall apply in the case of any trust which is
exempt, except as provided in this part or part II (relating to private
foundations), from taxation under this subtitle by reason of section
601 (a) and which, if it were not for such exemption, would be subject
to subchapter J (sec. 641 and following, relating to estates, trusts,
beneficiaries, and decedents)."
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(3) SECTION 601(c)(£) CORPORATIONS.-Section 511 (relating to
tax on unrelated business income) is amended by striking out subsec-
tion (c) and inserting in lieu thereof the following new subsection:

"(c) SPECIAL RULE FOR SECTION 501(c)(2) CORPORATIONS.-If a
corporation described in section 501 (c) (2)-

"(1) pays any amount of its net income for a taxable year to an
organization exempt from taxation under section 501(a) (or which
would pay such an amount but for the fact that the expenses of col-
lecting its income exceed its income), and

"(2) such corporation and, such organization file a consolidated
return for the taxable year,

such corporation shall be treated, for purposes of the tax imposed by sub-
section (a), as being organized and operated for the same purposes
as such organization, in addition to the purposes described in sec-
tion 501 (c) (2) ."

(4) CONFORMING AMENDMENT.-Section 1504 (relating to defini-
tions for purposes of consolidated returns) is amended by adding at
the end thereof the following new subsection:

"(e) INCLUDIBLE TAX-EXEMPT ORGArNIZATIONS.-Despite the pro-
visions of paragraph (1) of subsection (b), two or more organizations
exempt from taxation under section 501, one or more of which is described
in section 501 (c) (2) and, the others of which derive income from such
501 (c) (2) organizations, shall be considered as includible corporations for
the purpose of the application of subsection (a) to such organizations
alone."

(b) DEFINITION OF UNRELATED BUSINESS TAXABLE INCOME.-
(1) IN GENERAL.-Section 512(a) (relating to definition of un-

related business taxable income) is amended to read asfollows:
"(a) DEFINITION.-For purposes of this title-

"(1) GENERAL RULE.- Except as otherwise provided in this sub-
section, the term 'unrelated business taxable income' means the
gross income derived by any organization from any unrelated trade
or business (as defined in section 513) regularly carried on by it, less
the deductions allowed by this chapter which are directly connected
with the carrying on of such trade or business, both computed with the
modifications provided in subsection (b).

"(2) SPECIAL RULE FOR FOREIGN ORGANIZATIONS.-In the case
of an organization described in section 511 which is a foreign
organization,, the unrelated business taxable income shall be-

"(A) its unrelated business taxable income which is derived
from sources within the United States and which is not effectivelyconnected with the conduct of a trade or business within the
United States, plus
"(B) its unrelated business taxable income which is effectively

connected with the conduct of a trade or business within the
United States.

"(3) SPECIAL RULES APPLICABLE TO ORGANIZATIONS DESCRIBED
IN SECTION 501 (C ) OR (9).-

"(A) GENERAL RULE.-In the case of an organization
described in section 501 (c) (7), or (9), the term 'unrelated
business taxable income' means the gross income (excluding
any exempt function income), less the deductions allowed by
this chapter which are directly-connected with the production of
the gross income (excluding exempt function income), both com-



puted with the modifications provided in paragraphs (6), (10),
(11), and (12) of subsection (b).

"(B) EXEMPT FUNCTION INCOME.-For purposes of sub-
paragraph (A), the, term 'exempt function income' means the
gross income from dues, fees, charges, or similar amounts paid
by members of the organization as consideration for providing
such members or their dependents or guests goods, facilities, or
services in furtherance of t4e purposes constituting the basis
for the exemption of the organization to which such income is
paid. Such term also means all income (other than an amount
equal to the gross income derived from any unrelated trade or
business regularly carried on by such organization computed
as if the organization were esbject to paragraph (1)), which is
set aside-

"(i) for a purpose specified in section 170(c)(4), or
(ii) in the case of an organization described in section

501 (c) (9), to provide for the payment of life, sick, accident,
or other benefits,

including reasonable costs of administration directly connected
with a purpose described in clause (i) or (ii). If during the
taxable year, an amount which is attributable to income so set
aside is used for a purpose other than that described in clause
(i) or (ii), such amount shall be included, under subparagraph
(A), in unrelated business taxable income for the taxable year.

"(7) APPLICABILITY TO CERTAIN CORPORATIONS DESCRIBED
IN SECTION 6oi(c)(e).-In the case of a corporation described
in section 501 (c)(2), the income of which is payable to an or-
ganization described in section 501 (c) (7) or (9) fsubparagraph
(A) shall apply as if such corporation were the organization
to which the income is payable. For purposes of the preceding
sentence, such corporation shall be treated as having exempt
function incomefor a taxable year only if it files a consolidated
return with such organization for such year.

"(D) NONRECOGNITION OF GAIN.-If property used directly
in the performance of the exempt function of an organization
described in section 501 (c) (7) or (9) is sold by such organiza-
tion, and within a period beginning 1 year before the date of
such sale, and ending 3 years after such date, other property
is purchased and used by such organization directly in the
performance of its exempt function, gain (if any) from such
sale shall be recognized only to the extent that such organization's
sales price of the old property exceeds the organization's cost of
purchasing the other property. For purposes of this
subparagraph, the destruction in whole or in part, theft,
seizure, requisition, or condemnation of property, shall be
treated as the sale of such property, and rules similar to the
rules provided by subsections (b), (c), (e), and (j) of section
1034 shall apply."

(2) MODIFICATIONS.-
(A) RENTS AND DEBT-FINANCED PROPERTY.-Section

512(b)(S) (relating to modifications with respect to rents from
real property) and section 512(b) (/) (relating to modifications
with respect to business leases) are amended to read a follows:

"(3) In the case of rents--
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"(A) Except as provided in fubparagraph (B), there shall
be excluded-

"(i) all rents from real property (including property
described in section 1245(a) (3) (0)), and

"(ii) all rents from personal property (including for
purposes of this paragraph as personal property any
property described in section 1245(a)(3)(B)) leased with
such real property, if the rents attributable to such personal
property are an incidental amount of the total rents re-
ceived or accrued under the lease, determined at the time the
personal property is placed in service.

"(B) Subparagraph (A) shall not apply-
"(i) if more than 50 percent of the total rent received or

accrued under the lease is attributable to personal property
described in subparagraph (A) (ii), or

"(ii) if the determination of the amount of such rent
depends in whole or in part on the income or profits derived
by any person from, the property leased (other than an
amount based on, a fixed percentage or percentages of
receipts or sales).

"(C) There shall be excluded all deductions directly connected
with rents excluded under subparagraph (A).

"(4) Notwithstanding paragraph (1), (2), (3), or (6), in the case
of debt-financed property (as defined in section 514) there shall be
included, as an item of gross income derived from an unrelated trade
or business, the amount ascertained under section 514(a)(1), and
there shall be allowed, as a deduction, the amount ascertained under
section 614(a) (2) ."

(B) LIMIT ON SPECIFIC DEDUCTION.-Section 512(b)(12)
(relating to allowance of specific deduction) is amended to read
as follows:

"(12) Except for purposes of computing the net operating loss
under section 172 and paragraph (6), there shall be allowed a specific
deduction of $1,000. In the case of a diocese, province of a religious
order, or a convention or association of churches, there shall also be
allowed, with respect to each parish, individual church, district, or
other local unit, a specific deduction equal to the lower of-

"(A) $1,000, or
"(B) the gross income derived from any unrelated trade or

business regularly carried on by such local unit."
(C) SPECIAL RULES FOR CERTAIN ORc/ANIZATIONS.-Section

512(b) (relating to modifications in determining unrelated busi-
ness taxable income) is further amended by adding at the end
thereof the following:

"(15) Notwithstandling paragraphs (1), (2), or (3), amounts of
interest, annuities, royalties, and rents derivedfrom any organization
(in this paragraph called the 'controlled organization') of which the
organization deriving such amounts (in this paragraph called the
'controlling organization') has control (as defined in section 868(c))
shall be included as an item of gross income (whether or not the
activity from which such amounts are derived represents a trade
or business or is regularly carried on) in an amount which bears
the same ratio as-

"(A) (i) in the case of a controlled organization which is not
exempt from taxation under section 501 (a), the excess of the
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amount of taxable income of the controlled organization over the
amount of such organization's taxable income which if derived
directly by the controlling organization would not be unrelated
business taxable income, or

"(ii) in the case of a controlled organization which is exempt
from taxation under section 501 (a), the amount of unrelated
business taxable income of the controlled organization, bears to

"(B) the taxable income of the controlled organization (deter-
mined in the case of a controlled organization to which sub-
paragraph (A)(ii) applies as if it were not an organization
exemptfrom taxation under section 501 (a)), but not less than the
amount determined in clause (i) or (ii), as the case may be, of
subparagraph (A),

both amounts computed without regard to amounts paid di. ectly or
indirectly to the controlling organization. There shall be allowed all
deductions directly connected with amounts included in gross income
under the preceding sentence.

"(16) Except as provided in paragraph (4), in the case of a
church, or convention or association of churches, for taxable years
beginning before January 1, 1976, there shell be excluded all gross
income derived from a trade or business aul all deductions directly
-connected with the carrying on of -uceh trade or business if such
trade or business was carried on by such organization or its prede-
cessor before.May 27, 1969.

"(17) Except as provided in paragraph (4), in the case of a
trade or business-

"(A) which consists of providing services under license issued
by a Federal regulatory agency, A

"(B) which is carried on by a religious order or by an
educational institution (as defined in section 151(e)(4)) main-
tained by such religious order, and which was so carried on
before May 27, 1959, and

"(C) less than 10 percent of the net income of which for each
taxable year is uased for activities which are not related to the
purpose constituting the basis for the religious order's exemption,

there. shall be excluded all gross income derived from such trade or
business and all deductions directly connected with the carrying on of
such trade or business, so long as it is established to the satisfaction
of the Secretary or his delegate that the rates or other charges for such
services are competitive with rates or other charges charged for similar
services by persons not exempt from taxation."

(D) TECHNICAL AMENDMENT.-Section 612(b) (relating to
exceptions, additions, and limitations in determining unrelated
business taxable income) is amended by striking out so much,
thereof as precedes paragraph (1) and inserting in lieu thereof
the following:

"(b) MODIFICATIONS.--The modifications referred to in subsection
(a) are the following:"

(3) RELATED AMENDMENT.-
(A) Part IX of subchapter B of chapter 1 (relating to items

not deductible) is amended by adding at the end thereof the
following new section:
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"SEC. 277. DEDUCTIONS INCURRED BY CERTAIN MEMBERSHIP

ORGANIZATIONS IN TRANSACTIONS WITH MEMBERS.
"(a) GENERAL RULE.--In the case of a social club or other membership

organization which is operated primarily to furnish services or goods to
members and which is not exemptfrom taxation., deductionsfor the taxable
year attributable to furnishing services, insurance, goods, or other items
of value to members shall be allowed only to the extent of income derived
during such year from members or transactions with members (including
income derived during such year from institutes and trade shows which
are primarily for the education of members). If for any taxable year
such deductions exceed such income, the excess shall be treated as a
deduction attributable to furnishing services, insurance, goods, 'or other
items of value to members paid or incurred in the succeeding taxable year.

"(b) EXCEPTrIONS.-Subsection (a) shall not apply to any orga-
nization-

"(1) which for the taxable year is subject to taxation under sub-
chapter H or L,

"(2) which has made an election before October 9, 1969, under
section 456(c) or which is affiliated with such an organization, or

"(3) which for each day of any taxable year is a national securities
exchange subject to regulation under the Securities Exchange Act
of 1934 or a contract market subject to regulation under the Com-
modity Exchange Act."

(B) The table of sections for part IX of subchapter B of
chapter 1 is amended by adding at the end thereof the following:

"Sec. 277. Deductions incurred by certain membership organizations
in transactions with members."

(4/) LOCAL EMPLOYEE ASSOCIATION.-Section 513(a)(2) (relating
to exception to definition of unrelated trade or business) is amended
by striking out "employees; or" and inserting in lieu thereof the
following: "employees, or, in the case of a local association of em-
ployees described in section 601(c) (4) organized before May 27, 1969,
which is the selling by the organization of items of work-related clothes
and equipment and items normally sold through vending machines,
through food dispensing facilities, or by snack bars, for the con-
venience of its members at their usual places of employment; or".

(5) VOLUNTARY EMPLOYEES' BENEFICIARY ASSOCIATIONS AND
- CERTAIN FRATERNAL SOCIETIES.-

(A) IN GENERAL.-Section 601(c) (relating to list of exempt
organizations) is amended by striking out paragraphs (9) and
(10) and inserting in lieu thereof the following:

"(9) Voluntary employees' beneficiary associations providing lor
the payment of life, sick, accident, or other benefits to the members
of s&tch association or their dependents or designated beneficiaries, if
no part of the net earnings of such association inures (other than
through such payments) to the benefit of any private shareholder or
individual.

"(10) Domestic fraternal societies, orders, or associations, operat-
ing under the lodge system-

"(A) the net earnings of which are devoted exclusively to
religious, charitable, scientific, literary, educational, and fra-
ternal purposes, and

"(B) which do not provide for the payment of life, sick,
accident, or other benefits."
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(B) CONFORMING AMENDMENTS.-Section 801 (b) (2) (re-
lating to life insurance reserves) is amended-

(i) by inserting "and" at the end of subparagraph (A),
(ii) by striking out subparagraph (B), and
(iii) by redesignating subparagraph (C) as (B).

Section 810 (relating to rules for certain reserves) is amended by
striking out subsection (e).

(6) CERTAIN FUNDED PENSION TRUSTS.-
(A) E.XEMPTION FROM TAXATION.--Section 501 (c) (relating

to list of exempt organizations) is amended by adding at the end
thereof the following new paragraph:

"(18) A trust or trusts created before June 26, 1959, forming part
of a plan providingfor the payment of benefits under a pension plan
funded only by contributions of employees, if-

"(A) under the plan, it is impossible, at any time prior to the
satisfaction of all liabilities with respect to employees under the
plan, for any part of the corpus or income to be (within the tax-
able year or thereafter) used for, or diverted to, any purpose other
than the providing of benefits under the plan,

"(B) such benefits are payable to employees under a classifi-
cation which is set forth in the plan and which is found by the
Secretary or his delegate not to be discriminatory in favor of
employees who are officers, shareholders, persons whose principal
duties consist of supervising the work of other employees, or
highly compensated employees, and

"(C) such benefits do not discriminate in favor of employees
who are officers, shareholders, persons whose principal duties
consist of supervising the work of other employees, or highly
compensated employees. A plan shall not be considered dis-
criminatory within the meaning of this subparagraph merely
because the benefits received under the plan bear a uniform re-
lationship to the total compensation, or the basic or regular rate
of compensation, of the employees covered by the plan."

(B) CONFORMING AMENDMENTS.-
(i) Section 503(a) (1) (as amended by section 101 (j) (7)

of this Act) is amended by inserting after subparagraph (B)
thereof the following new paragraph:

"(C) An organization describedin section 501 (c) (18) shall
not be exempt from taxation under section 501(a) if it has en-
gaged in a prohibited transaction after December 31, 1969."

(ii) Section 503 (as so amended) is amended by striking
out "(c)(17)" each place it appears therein and inserting
in lieu thereof "(c)(17) or (18)".

(7) SPECIAL RULES FOR FEEDER ORGANIZATIONS.-Section 502
(relating to feeder organizations) is amended to read as follows:

"SEC. 502. FEEDER ORGANIZATIONS.
"(a) GENERAL RULE.-An organization operated for the primary

purpose of carrying on a trade or business for profit shall not be exempt
from taxation under section 501 on the ground that all of its profits are
payable to one or more organizations exempt from taxation under section
501.

"(b) SPECIAL RULE.-For purposes of this section, the term "trade or
business" shall not include-
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"(1) the deriving of rents which would be excluded under section
512(b) (3), if section 512 applied to the organization,

"(2) any trade or business in which substantially all the work in
carrying on such trade or business is performedfor the organization
without compensation, or

"(3) any trade or business which is the selling of merchandise,
substantially all of which has been received by the organization as
gifts or contributions."

(c) ZCTIVITIES INCLUDED AS UNRELATED TRAiD OR BUSINESS.-
Section 513 (relating to unrelated trade or business) is amended by
striking out subsection (c) and inserting in lieu thereof the following new
subsection:

"(c) ADVERTISING, ETC., ACTIVITIES.-For purposes of this section,
the term 'trade or business' includes any activity which is carried on
for the production of income from the sale of goods or the performance of
services. For purposes of the preceding sentence, an activity does not
lose identity as a trade or business merely because it is carried on within
a larger aggregate of similar activities or within a larger complex of other
endeavors which may, or may not, be related to the exempt purposes of the
organization. Where an activity carried on for profit constitutes an un-
related trade or business, no part of such trade or business shall be excluded
from such classification merely because it does not result in profit."

(d) UNRELATED DEBT-FINANCED INCOME.-
(1) IN GENERAL.-Section 514 (relating to business leases) is

amended by striking out so much thereof as precedes subsection (b)
and inserting in lieu thereof the following:

"SEC. 514. UNRELATED DEBT-FINANCED INCOME.
"(a) UNRELATED DEBT-FINANCED INCOME AND DEDUCTIONS.-In

computing under section 512 the unrelated business taxable income for
any taxable year-

"(1) PERCENTAGE OF INCOME TAKEN INTO ACCOUNT.-There
shall be included with respect to each debt-financed property as an
item of gross income derived from an unrelated trade or business
an amount which is the same percentage (but not in excess of 100
percent) of the total gross income derived during the taxable year
from or on account of such property as (A) the average acquisition
indebtedness (as defined in subsection (c)(7)) for the taxable year
with respect to the property is of (B) the average amount (determined
under regulations prescribed by the Secretary or his delegate) of the
adjusted basis of such property during the period it is held by the
organization during such taxable year.

"(2) PERCENTAGE OF DEDUCTIONS TAKEN INTO ACCOUNT.-The.e
shall be allowed as a deduction with respect to each debt-financed
property an amount determined by applying (except as provided in
the last sentence of this paragraph) the percentage derived under
paragraph (1) to the sum determined under paragraph (3). The
percentage derived under this paragraph shall not be applied with
respect to the deduction of any capital loss resulting from the carry-
back or carryover of net capital losses under section 1212.

"(8) DEDUCTIONS ALLOWABLE.-The sum referred to in para-
graph (2) is the sum of the deductions under this chapter which are
directly connected with the debt-financed property or the income
therefrom, except that if the debt-financed property is of a character
which is subject to the allowance for depreciation provided in section
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167, the allowance shall be computed only by use of the straight-line
method.

"(b) DEFINITION OF DEBT-FINANCED PROPERTY.-
"(1) IN OENERAL.-For purposes of this section, the term 'debt-

financed property' means any property which is held to produce
income and with respect to which there is an acquisition indebted-
ne8ss (as defined in subsection (c)) at any time during the taxable
year (or, if the property was disposed of during the taxable year,
with respect to which there was an acquiZsition indebtedness at anytime during the 12-month period ending with the date of such disposi-
tion), except that such term does not include-

"(A)(i) any property substantially all the use of which is
substantially related (aside from the need of the organization
for income or funds) to the exercise or performance by such
organization of its charitable, educational, or other purpose
or function constituting the basis for its exemption -under sec-
tion 501 (or, in the case of an organization described in section
511(a)(2)(B), to the exercise or performance of any purpose or
function designated in section 501(c)(3)), or (ii) any property
to which clause (i) does not apply, to the extent that its use is so
substantially related;

"(B) except in the case of income excluded under section
512(b)(6), any property to the extent that the income from
such property is taken into account in computing the gross
income of any unrelated trade or business;

"(a) any property to the extent that the income from such
property is excluded by reason of the provisions of paragraph
(7), (8), or (9) of section 512(b) in computing the gross income
of any unrelated trade or business; or

"(D) any property to the extent that it is used in any trade
or business described in paragraph (1), (2), or (3) of section
513(a).

For purposes of subparagraph (A), substantially all the use of a
property shall be considered to be substantially related to the exercise
or performance by an organization of its charitable, educational, or
other purpose or function constituting the basis for its exemption
under section 501 if such property is real property subject to a lease
to a medical clinic entered into primarily for purposes which are
substantially related (aside from the need of such organization for
income or funds or the use it makes of the rents derived) to the
exercise or performance by such organization of its charitable, educa-
tional, or other purpose or function constituting the basis for its
exemption under section 501.

"(2) SPECIAL RULE FOR RELATED USES.--For purposes of
applying paragraphs (1) (A), (C), and (D), the use of any property
by an exempt organization which is related to an organization shall
be treated as use by such organization.

"(3) SPECIAL RULES WHEN LAND 18 ACQUIRED FOR EXEMPT
USE WITHIN 10 YEARS.-

"(A) NEIGHBORHOOD LAND.-If an organization acquires
real property for the principal purpose of using the land
(commencing within 10 years of the time of acquisition) in the
manner described in paragraph (1) (A) and at the time of
acquisition the property is in the neighborhood of other property
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owned by the organization which is used in such manner, the
real property acquiredfor suchfuture use shall not be treated as
debt-financed property so long as the organization does not
abandon its intent to so use the land within the 10-year period.
The preceding sentence shall not apply for any period after the
expiration of the 10-year period, and shall apply after the first
5 years of the 10-year period only if the organization establishes
to the satisfaction of the Secretary or his delegate that it 'is
reasonably certain that the land will be used in the described
manner before the expiration of the 10-year period.

"(B) OTHER CASES.-If the first sentence of subparagraph
(A) 'is inapplicable only because-

"(i) the acquired land is not in the neighborhood referred
to in subparagraph (A), or

"(ii) the organization (for the period after the first 5
years of the 10-year period) is unable to establish to the
satisfaction of the Secretary or his delegate that it is
reasonably certain that the land will be used in the manner
described in paragraph (1)(A) before the expiration of the
10 -year period,

but the land is converted to such use by the organization within
the 10-year period, the real property (subject to the provisions
of subparagraph (D)) shall not be treated as debt-financed
property for any period before such conversion. For purposes
of this subparagraph, land shall not be treated as 'used in the
manner described in paragraph (1)(A) by reason of the 'use
made of any structure which was on the land when acquired by
the organization.

"(() LIMITATIONS.-Subparagraphs (A) and (B)-
"(i) shall apply with respect to any structure on the

land when acquired by the organization, or to the land
occupied by the structure, only if (and so long as) the
intended future use of the land in the manner described in
paragraph (1)(A) requires that the structure be demolished
or removed in order to -use the land in such'manner;

"(ii) shall not apply to structures erected on the land
after the acquisition of the land; and

"(iii) shall not apply to property subject to a lease
which is a business lease as (defined in subsection (f)).

"(D) REFUVD OF TAXES .WHEN SUBPARAGRAPH (B) AP-

PLIES.--If an organization for any taxable year has not used
land in the manner to satisfy the actual use condition of sub-
paragraph (B) before the time prescribed by law (including
extensions thereof) for filing the return for such taxable year,
the tax for such year shall be computed without regard to the
application of subparagraph (B), but if and when such use
condition is satisfied, the provisions of subparagraph (B) shall
then be applied to such taxable year. If the actual use condition of
subparagraph (B) is satisfied for any taxable year after such
time for filing the return, and if credit or refund of any overpay-
ment for the taxable year resulting from the satisfaction of such
use condition is prevented at the close of the taxable year in
which the 'use condition is satisfied, by the operation of any law
or rule of law (other than chapter 74, relating to closing agree-
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Vents and compromises), credit or refund of such overpayment
may nevertheless be allowed or made if claim therefor is filed
before the expiration of 1 year after the close of the taxable year
in which. the use condition i8 satisfied. Interest on any over-
payment for a taxable year resulting from the application of
subparagraph (B) after the actual use condition is satisfied shall
be allowed and paid at the rate of 4 percent per annum in lieu
of 6 percent per annum.

"(E) SPECIAL RULE FOR CHURCHES.-In applying this
paragraph to a church or convention or association of churches,
in lieu of the 10-year period referred to in subparagraphs
(A) and (B) a 16-year period hall be applied, and subpara-
graphs (A) and (B) (ii) shall apply whether or not the acquired
land meets the neighborhood test.

"(c) ACQUISITION INDEBTEDNESS.-
"(1) GENERAL RULE.-For purposes of this section, the term

'acquisition indebtedness' means, unwith respect to any debt-financed
property, the unpaid amount of-

"(A) the indebtedness incurred by the organization in acquir-
ing or improving such property;

"(B) the indebtedness incurred before the acquisition or
improvement of such property if such indebtedness would not
have been incurred but for &uch acquisition or improvement; and

"(C) the indebtedness incurred after the acquisition or
improvement of such property if such indebtedness would not
have been incurred but for such acquisition or improvement
and the incurrence of such indebtedness was reasonably fore-
seeable at the time of such acquisition or improvement,

except that in the case ofany taxable year beginning before January 1,
1972, any indebtedness incurred before June 28, 1966, shall not be
taken into account, In the case of an organization (other than a church
or convention or association of churches) such indebtedness incurred
before June 28, 1966, shall be taken into account if such indebtedness
constitutes business lease indebtedness (as defined in subsection (g)).

"(2) PROPERTY ACQUIRED SUBJECT TO MORTGAGE, ETC.-For
purposes of this subsection-

"(A) GENERAL RULE.-Where property (no matter how
acquired) is acquired subject to a mortgage or other similar lien,
the amount of the indebtedness secured by sitch mortgage or lien
shall be considered as an ilndebtedness of the organization
incurred in acquiring such property even though the organization
did not assume or agree to pay such indebtedness.

"(B) EXCEPTIONs.-Where property subject to a mortgage
is acquired by an organization by bequest or devise, the indebt-
edness secured by the mortgage shall not be treated as acquisition
indebtedness during a period of 10 years following the date of
the acquisition. If an organization acquires property by gift
subject to a mortgage which was placed on the property more
than 6 years before the gift, which property was held by the
donor more than 5 years before the gift, the indebtedness secured
by such mortgage shall not be treated as acquisition indebtedness
during a period of 10 years following the date of such gift. This
subparagraph shall not apply if the organization, in order to
acquire the equity in the property by bequest, devise, or gift,
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assumes and agrees to pay the indebtedness secured by the
mortgage, or if the organization makes any payment for the
equity in the property owned by the decedent or the donor.

"(3) EXTENSION OF OBLIGATIONS.-For purposes of this section,
an extension, renewal, or refinancing of an obligation evidencing a
pre-existing indebtedness shall not be treated as the creation of a new
indebtedness.

"(4) INDEBTEDNESS INCURRED IN PERFORMING EXEMPT PUR-
POSE.-For purposes of this section, the term 'acquisition indebted-
ness' does not include indebtedness the incurrence of which is inherent
in the performance or exercise of the purpose or function constituting
the basis of the organization's exemption, such as the indebtedness
incurred by a credit anion described in section 501 (c) (14) in accepting
deposits from its members.

"(5) ANNUITIES.-For purposes of this section, the term 'ac-
quiisition indebtedness' does not include an obligation to pay an
annuity which-

"(A) is the sole consideration (other than a mortgage to which
paragraph (2) (B) applies) issued in exchange for property if,
at the time of the exchange, the value of the annuity is less than
90 percent of the value of the property received in the exchange,

"(B) is payable over the life of one individual in being at the
time the annuity is issued, or over the lives of two individuals in
being at such time, and

"(C) is payable under a contract which-
"(i) does not guarantee a minimum amount of payments

or specify a maximum amount of payments, and
"(ii) does not provide for any adjustment of the 'amount

of the annuity payments by reference to the income received
from the transferred property or any other property.

"(6) CERTAIN FEDERAL FINANCINo.-For purposes of this
section, the term 'acquisition indebtedness' does not include an obliga-
tion, to the extent that it is insured by the Federal Housing Admin-
istration, to finance the purchase, rehabilitation, or construction of
housing for low and moderate income persons.

"(7) AVERAGE ACQUISITION INDEBTEDNESS.-For purposes of
this section, the term 'average acquisition indebtedness' for any taxable
year with respect to a debt-financed property means the average
amount, determined under regulations prescribed by the Secretary or
his delegate, of the acquisition indebtedness during the period the
property is held by the organization during the taxable year, except
that for the purpose of computing the percentage of any gain or loss
to be taken into account on a sale or other disposition of debt-financed
property, such term means the highest amount of the acquisition
indebtedness with respect to such property during the 12-month period
ending with the d(late of the sale. or other disposition.

"(d) BASIS OF DEBT-FINANCPD PROPERTY ACQUIRED IN COR-
PORATE LIQUIDATION.-For purposes of this subtitle, if the property was
acquired in a complete or partial liquidation of a corporation in exchange
for its stock, the basis of the property shall be the same as it would be in the
hand., of the transferor corporation, increased by the amount of gain recog-
nized to the transferor corporation upon such distribution and by the
amount of any gain to the organization which was included, on account of
such distribution, in unrelated business taxable income under subsection
(a).
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"(e) ALLOCATION RULES.-Where debt-financed property is held for
purposes described in subsection (b)(1) (A), (B), (C), or (D) as well as for
other purposes, proper allocation shall be made with respect to basis, in-
debtedness, and income and deductions. The allocations required by this
section shall be made in accordance with regulations prescribed by the
Secretary or his delegate to the extent proper to carry out the purposes of
this section."

(2) RELATED AMENDMENTS.-
(A) Section 48(a)(4) (relating to definition of section 38

property) is amended by adding at the end thereof the following
-new sentence: "If the property is debt-financed property (as
defined in section 614(c)), the basis or cost of such property for
purposes of computing qualified investment under section 46(c)
shall include only that percentage of the basis or cost which is
the same percentage as is used under section 514(b), for the
year the property is placed in service, in computing the amount
of gross income to be taken into account during such taxable
year with respect to such property."

(B) The second sentence of section 681(a) (relating to limi-
tation on charitable deduction of taxable trusts) is amended by
striking out the words "certain leases" and inserting in lieu
thereof "certain property acquired with borrowed funds".

(0) Section 1443(a) (relating to withholding of tax on pay-
ments to foreign tax-exempt organizations) is amended by
striking out "rents" and inserting in lieu thereof "income".

(3) TECHNICAL AND CONFORMING AMENDMENTS.-
(A) Subsections (b), (c), and (d) of section 514 (relating to

business leases) are relettered as subsections (f), (g), and (h),
respectively.

(B) New subsection (f)(1) (old subsection (b)(1), relating
to general rule for definition of business lease) is amended by
striking out "subsection (c)" and inserting in lieu thereof
"subsection (g)".

(0) The table of sections for part III of subchapter F of
chapter 1 (as redesignated by section 101(a) of this Act) is
amended by striking out-

"Sec. 514. Business leases."
and inserting in lieu thereof the following:

"Sec. 61/4. Unrelated debt-financed income." ,

(e) RETURNS.-
(1) IN GENERAL.-Subpart B of part III of subchapter A of

chapter 61 is amended by adding at the end thereof the following new
section:

"SEC. 6050. RETURNS RELATING TO CERTAIN TRANSFERS TO EX-
EMPT ORGANIZATIONS.

"(a) GENERAL RULE.-On or before the 90th day after the transfer
of income producing property, the transferor shall make a return in com-
pliance with the provisions of subsection (b) if the transferee is known
by the transferor to be an organization referred to in section 511 (a) or
(b) and the property (without regard to any lien) has a fair market value
in excess of $60,000.
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"(b) -FORM AND CONTENTS OF RETURNS.-The return required by
subsection (a) shall be in such form and shall set forth, in respect of the
transfer, such information as the Secretary or his delegate prescribes by
regulations as necessary for carrying out the provisions of the income tax
laws."

(2) TECHNICAL AMENDMENT.-The table of sections for subpart
B of part 111 of subchapter A of chapter 61 is amended by adding
at the end thereof the following:

"Sec. 6060. Returns relating to certain transfers to exempt organi-
zations."

(a) RESTRICTION ON EXAMINATION OF CHURCHES.-Section 7605
(relating to time and place of examination) is amended by adding at the
end thereof the following new subsection:

"(C) RESTRICTION ON EXAMINATION OF CHURCHES.-No examina-
tion of the books of account of a church or convention or association of
churches shall be made to determine whether such organization may be
engaged in the carrying on of an unrelated trade or business or may be
otherwise engaged in activities which may be subject to tax under part III
of subchapter F of chapter 1 of this title (sec. 511 and following, relating
to taxation of business income of exempt organizations) unless the Secre-
tary or his delegate (such officer being no lower than a principal internal
reven ue officer for an internal revenue region) believes that such organiza-
tion may be so engaged and so notifies the organization in advance of the
examination. No examination of the religious activities of such an organi-
zation shall be made except to the extent necessary to determine whether
such organization is a church or a convention or association ofchurches, and
no examination of the books of account of such an organization shall be
made other than to the extent necessary to determine the.amount of tax
imposed by this title."

(g) EFFECTIVE DATES.-The amendments made by this section
(other than by subsections (b)(3) and (e)) shall apply to taxable years
beginning after December 31, 1969. The amendments made by subsection
(b)(3) shall apply to taxable years beginning after December 31, 1970.
The amendments made by subsection (e) shall apply with respect to trans-
fers of property after December 31, 1969. Where an organization makes a
bargain purchase of property before October 9, 1969, which is subject to
a mortgage which was placed on the property more than 6 years before the
purchase, and the organization paid the seller a total amount no greater
than the amount of the seller's costs (including attorneys' fees) directly
related to the transfer of such property to the organization (but in any
event no more than 10 percent of the value of the seller's equity in the
property), the indebtedness secured by such mortgage shall not be treated,
notwithstanding the amendments made by subsection (d) (1), as acquisition
indebtedness for purposes of section 514(c)(1) of the Internal Revenue
Code of 1954 during a period of 10 yearsfollowing the date of the transaction.

38-376 0-69--5





TITLE II-INDIVIDUAL DEDUCTIONS
Subtitle A-Charitable Contributions

SEC. 201. CHARITABLE CONTRIBUTIONS.
(a) LIMITATIONS AND SPECIAL RULES.-

(1) IN GENERAL.-Section 170 (relating to charitable, etc.,
contributions and gifts) is amended-

(A) by redesignating subsections (h) and (i) as (i) and (j),
respectively, and by redesignating subsection .(d) as (h), and

(B) by striking out subsections (a), (b), (c), (e), and (f) and
inserting in lieu thereof the following:

"(a) ALLOWANCE OF DEDUCTION.-
"(1) GENERAL RULE.-There shall be allowed as a deduction

any charitable contribution (as defined in subsection (c)) payment of
which is made within the taxable year. A charitable contribution shall
be allowable as a deduction only if verified under regulations pre-
scribed by the Secretary or his delegate.

(2) CORORPORATIONS ON ACCRUAL BASIS.-In the case of a cor-
poration reporting its taxable income on the accrual basis, if-

"(A) the board of directors authorizes a charitable contribu-
tion during any taxable year, and

"(B) payment of such contribution is made after the close of
such taxable year and on or before the 15th day of the third
month following the close of such taxable year,

then the taxpayer may elect to treat such contribution as paid during
such taxable year. The election may be made only at the time of the
filing of the return for such taxable year, and shall be signified in
such manner as the Secretary or his delegate shall by regulations
prescribe.

"(3) FUTURE INTERESTS IN TANGIBLE PERSONAL PROPERTY.-
For purposes of this section, payment of a charitable contribution
which consists of a future interest in tangible personal property shall
be treated as made only when all intervening interests in, and rights
to the actual possession or enjoyment of, the property have expired or
are held by persons other than the taxpayer or those standing in a
relationship to the taxpayer described in section 267 (b). For purposes
of the preceding sentence, a fixture which is intended to be severed
from the real property shall be treated as tangible personal property.

"(b) PERCENTAGE LIMITATIONS.-
"(I) INDIVIDUALS.-In the case of an individual, the deduction

provided in subsection (a) shall be limited as provided in the succeed-
ing subparagraphs.

"(A) GENERAL RULE.-Any charitable contribution to-
"'(i) a church or a convention or association of churches,
"(ii) an educational organization which normally

(67)
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maintains a regular faculty and curriculum and normally
has a regularly enrolled body of pupils or students in
attendance at the place where its educational activities are
regularly carried on,

"(iii) an organization the principal purpose or func-
tions of which are the providing of medical or hospital
care or medical education or medical research, if the
organization is a hospital, or if the organization is a
medical research organization directly engaged in the
continuous active conduct' of medical research in con-
junction with a hospital, and during the calendar year
in which the contribution is made such organization is
committed to spend such contributions for such research
before January I of the fifth calendar year which begins
after the date such contribution is made,

"(iv) an organization which normally receives a sub-
stantial part of its support (exclusive of income received
in the exercise or performance by such organization of
its charitable, educational, or other purpose or function
constituting the basis for its exemption under section
501(a)) from the United States or any State or political
subdivision thereof or from direct or indirect contribu-
tions from the general public, and which is organized and
operated exclusively to receive, hold, invest, and ad-
minister property and to make expenditures to or for
the benefit of a college or university which is an organization
referred to in clause (ii) of this subparagraph and which
is an agency or instrumentality of ad State or political
subdivision thereof, or which is owned or operated by a
State or political subdivision thereof or by an agency or
instrumentality of one or more States or political sub-
divisions,

"(v) a governmental unit referred to in subsection (c) (1),
"(vi) an organization referred to in subsection (c)(2)

which normally receives a substantial part of its support
(exclusive of income received in the exercise or performance
by such organization of its charitable, educational, or other
purpose or function constituting the basis for its exemption
under section 501(a)) from a governmental unit referred to
in subsection (c)(1) or from direct or indirect contributions
from the general public,

"(vii) a private foundation described in subparagraph
(E), or

"(viii) an organization described in section 509(a)(2)
or (3),

shall be allowed to the extent that the aggregate of such contribu-
tions does not exceed 50 percent of the taxpayer's contribution
base for the taxable year.

"(B) OTHER CONTRIBUTIONS.-Any charitable contribution
other than a charitable contribution to which subparagraph (A)
applies shall be allowed to the extent that the. aggregate of such
contributions does not exceed the lesser of-
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"(i) 20 percent of the taxpayer's contribution base for
the taxable year, or

"(ii) the excess of 60 percent of the taxpayer's contribu-
tion base for the taxable year over the amount of charitable
contributions allowable under subparagraph (A) (deter-
mined without regard to subparagraph (D)).

"(C) UNLIMITED DEDUCTION FOR CERTAIN INDIVIDUALS.--
Subject to the provisions of subsections (f)(6) and (g), the limi-
tations in subparagraphs (A), (B), and (D), and the provisions
of subsection (e)(1)(B), shall not apply, in the case of an
individual for a taxable year beginning before January 1, 1976,
if in such taxable year and in 8 of the 10 preceding taxable
years, the amount of the charitable contributions, plus the
amount of income tax (determined without regard to chapter 2,
relating to tax on self-employment income) paid during such
year in respect of such year or preceding taxable years, exceeds
the transitional deduction percentage (determined under sub-
section (f)(6)) of the taxpayer's taxable income for such year,
computed without regard to--

"(i) this section,
"(ii) section 151 (allowance of deductions for personal

exemption), and
"(iii) any net operating loss carryback to the taxable

year under section 172.
In lieu of the amount of income tax paid during any such year,
there may be substituted for that year the amount of income tax
paid in respect of such year, provided that any amount so in-
eluded in the year in respect of which payment was made shall
not be included in any other year.

"(D) SPECIAL LIMITATION WITH RESPECT TO CONTRIBU-
TIONS OF CERTAIN CAPITAL GAIN PROPERTY.-

"(i) In the case of charitable contributions of capital
gain property to which subsection (e) (1) (B) does not apply,
the total amount of contributions of such property which
may be taken into account under subsection (a) for any
taxable year shall not exceed 30 percent of the taxpayer's
contribution base for such year. For purposes of this sub-
section, contributions of capital gain property to which this
paragraph applies shall be taken into account after all
other charitable contributions.

"(ii) If charitable' contributions described in sub-
paragraph (A) of capital gain property to which clause
(i) applies exceeds 80 percent of the taxpayer's contribution
base for any taxable year, such excess shall be treated, in a
manner consistent with the rules of subsection (d)(1), as
a charitable contribution of capital gain properly to which
clause (i) applies in each of the 5 succeeding taxable years
in order of time.

"(iii) At the election of the taxpayer (made at such time
and in such manner as the Secretary or his delegate pre-
scribes by regulations), subsection (e)(1) shall apply to
all contributions of capital gain property (to which sub-
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section (e)(1)(B) does not otherwise apply) made by the
taxpayer during the taxable year. If such an election is
made, clauses (i) and (ii) shall not apply to contributions
of capital gain property made during the taxable year, and,
in applying subsection (d)(1) for such taxable year with
respect to contributions of capital gain property made in
any prior contribution year for which an election was not
made under this clause, such contributions shall be reduced
as if subsection (e)(1) had applied to such contributions
in the year in which made.

"(iv) For purposes of this subparagraph, the term 'capi-
tal gain property' means, with respect to any contribution,
any capital asset the sale of which at its fair market value
at the time of the contribution would have resulted in gain
which would have been long-term capital gain. For purposes
of the preceding sentence, any property which is property
used in the trade or business (as defined in section 1231 (b))
shall be treated as a capital asset.

"(E) CERTAIN PRIVATE FOUNDATIONS.-The private founda-
tions referred to in subparagraph (A) (vii) and subsection
(e)(1)(B) are-

"(i) a private operatingfoundation (as defined in section
4942(i) (3)),

"(ii) any other private foundation (as defined in section
509(a)) which, not later than the 15th day of the third
month after the close of the foundation's taxable year in
which contributions are received, makes qualifying distribu-
tions (as defined in section 4942(g), without regard to
paragraph (3) thereof), which are treated, after the appli-
cation of section 4942(g)(3), as distributions out of corpus
(in accordance with section 4942(h)) in an amount equal
to 100 percent of such contributions, and with respect to
which the taxpayer obtains adequate records or other suffi-
cient evidence from the foundation showing that the founda-
tion made such qualifying distributions, and

"(iii) a private foundation all of the contributions to
which are pooled in a common fund and which would be
described in section 609(a)(3) but for the right of any
substantial contributor (hereafter in this clause called
'donor') or his spouse to designate annually the recipients,
from among organizations described in paragraph (1) of
section 509(a), of the income attributable to the donor's
contribution to the fund and to direct (by deed or by will)
the payment, to an organization described in such para-
graph (1), of the corpus in the common fund attributable
to the donor's contribution; but this clause shall apply only
if all of the income of the common fund is required to be
(and is) distributed to one or more organizations described
in such paragraph (1) not later than the 15th day of the
third month after the close of the taxable year in which
the income is realized by the fund and only if all of the
corpus attributable to any donor's contribution to the
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fund is required to be (and is) distributed to one or more
of such organizations not later than one year after his
death or after the death of his surviving spouse if she has
the right to designate the recipients of such corpus.

"(F) CONTRIBUTION BASE DEFINED.-For purposes of this
section, the term 'contribution base' means adjusted gross income
(computed without regard to any net operating loss carryback
to the taxable year under section 172).

"(2) CORPORATIONS.-In the case of a corporation, the total
deductions under subsection (a) for any taxable year shall not
exceed 5 percent of the taxpayer's taxable income computed without
regard to-

"(A) this section,
"(B) part VIII (except section 248),
"(C) any net operating loss carryback to the taxable year

under section 172,
"(D) section 922 (special deduction for Western Hemisphere

trade corporations), and
"(E) any capital loss carryback to the taxable year under

section 1212(a)(1).
"(c) CIIARITABLE CONTRIBUTION DEFINED.-For purposes of this

section, the term 'charitable contribution' means a contribution or gift to
or for the use of-

"(1) A State, a possession of the United States, or any political
subdivision of any of the foregoing, or the United States or the
District of Columbia, but only if the contribution or gift is made for
exclusively public purposes.

"(2) A corporation, trust, or community chest, fund, or founda-
tion-

"(A) created or organized in the United States or in any
possession thereof, or under the law of the United States, any
State, the District of Columbia, or any possession of the United
States;

"(B) organized and operated exclusively for religious, chari-
table, scientific, literary, or educational purposes or for the p)re-
vention of cruelty to children or animals;

"(C) no part of the net earnings of which inures to the benefit
of any private shareholder or individual; and

"(D) no substantial part of the activities of which is carrying
on propaganda, or otherwise attempting, to influence legislation,
and which does not participate in, or intervene in (including the
publishing or distributing of statements), any political campaign
on behalf of any candidate for public office.

A contribution or gift by a corporation to a trust, chest, fund, or
foundation shall be deductible by reason of this paragraph only if it is
to be used within the United States or any of its possessions exclusively
for purposes specified in subparagraph (B).

"(3) A post or organization of war veterans, or an auxiliary unit
or society of, or trust or foundation for, any such post or organiza-
tion-

"(A) organized in the United States or any of its possessions,
and
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"(B) no part of the net earnings of which inures to the benefit
of any private shareholder or individual.

"(4) In the case of a contribution or gift by an individual, a
domestic fraternal society, order, or association, operating under the
lodge system, but only if such contribution or gift is to be used ex-
clusively for religious, charitable, scientific, literary, or educational
purposes, or for the prevention of cruelty to children or animals.

"(6) A cemetery company owned and operated exclusively for the
benefit of its members, or any corporation chartered solely for burial
purposes as a cemetery corporation and not permitted by its charter to
engage in any business not necessarily incident to that purpose, if
such company or corporation is not operated for profit and no part of
the net earnings of such company or corporation inures to the benefit
of any private shareholder or individual.

For purposes of this section, the term 'charitable contribution' also means
an amount treated under subsection (h) as paid for the use of an organiza-
tion described in paragraph (2), (3), or (4).

"(d) CARRYOVERS OF EXCESS CONTRIBUTIONS.-
"(1) INDIVIDUALS.-

"(A) IN GENERAL.-In the case of an individual, if the
amount of charitable contributions described in subsection
(b)(1)(A) payment of which is made within a taxable year
(hereinafter in this paragraph referred to as the 'contribution
year') exceeds 60 percent (80 percent, in the case of a contribu-
tion year beginning before January 1, 1970) of the taxpayer's
contribution base for such year, such excess shall be treated as a
charitable contribution described in subsection (b) (1) (A) paid in
each of the 6 succeeding taxable years in order of time, but, with
respect to any such succeeding taxable year, only to the extent of
the lesser of the two following amounts:

"(i) the amount by which 60 percent of the taxpayer's
contribution base for such succeeding taxable year exceeds
the sum of the charitable contributions described in subsec-
tion (b)(1)(A) payment of which is made by the taxpayer
within such succeeding taxable year (determined without
regard to this subparagraph) and the charitable contribu-
tions described in subsection (b)(1)(A) payment of which
was made in taxable years before the contribution year
which are treated under this subparagraph as having been
paid in such succeeding taxable year; or '

"(ii) in the case of the first succeeding taxable year, the
amount of such excess, and in the case of the second, third,
fourth, or fifth succeeding taxable bear, the portion of such
excess not treated under this subparagraph as a charitable
contribution described in subsection (b)(l)(A) paid in any
taxable year intervening between the contribution year and
such succeeding taxable year.

"(B) SPECIAL RULE FOR NET OPERATING LOSS CARRYOVERS.-
In applying subparagraph (A), the excess determined under
subparagraph (A) for the contribution year shall be reduced to
the extent that such excess reduces taxable income (as computed
for purposes of the second sentence of section 172(b)(2)) and in-
creases the net operating loss deduction for a taxable year suc-
ceeding the contribution year.



"(2) CORPORATIONS.-
"(A) IN GENERAL.-Any contribution made by a corporation

in a taxable year (hereinafter in this paragraph referred to as the
'contribution year') in excess of the amount deductible for such
year under subsection (b) (2) shall be deductible for each of the 5
succeeding taxable years in order of time, but only to the extent of
the lesser of the twofollowing amounts: (i) the excess of the maxi-
mum amount deductible for such succeeding taxable year under
subsection (b) (2) over the sum of the contributions made in such
year plus the aggregate of the excess contributions which were
made in taxable years before the contribution year and which are
deductible under this subparagraph for such succeeding taxable
year; or (ii) in the case of the first succeeding taxable year, the
amount of such excess contribution, and in the case of the
second, third, fourth, or fifth succeeding taxable year, the por-
tion of such excess contribution not deductible under this sub-
paragraph for any taxable year intervening between the contri-
bution year and such succeeding taxable year.

"(B) SPECIAL RULE FOR NET OPERATING LOSS CARRY-
OVERS.-For purposes of subparagraph (A), the excess of-

"(i) the contributions made by a corporation in a taxable
year to which this section applies, over

"(ii) the amount deductible in such year under the limi-
tation in subsection (b)(2),

shall be reduced to the extent that such excess reduces taxable
income (as computed for purposes of the second sentence of sec-
tion 172(b)(2)) and increases a net operating loss carryover
under section 172 to a succeeding taxable year.

"(e) CERTAIN CONTRIBUTIONS OF ORDINARY INCOME AND CAPITAL
GA I1T PROPERTY.-

"(1) GENERAL RULE.-The amount of any charitable contribution
of property otherwise taken into account under this section shall be
reduced by the sum of-

"(A) the amount of gain which would not have been long-term
capital gain if the property contributed had been sold by the tax-
payer at its fair market value (determined at the time of such
contribution), and

"(B) in the case of a charitable contribution-
"(i) of tangible personal property, if the use by the donee

is unrelated to the purpose orfunction constituting the basis
for its exemption under section 501 (or, in the case of a gov-
ernmental unit, to ony purpose or function described in
subsection (c)), or

"(ii) to or for the use of a private foundation (as defined
in section 509(a)), other than a private foundation described
in subsection (b) (1)(E),

50 percent (62}/ percent, in the case of a corporation) of the
amount of gain which would have been long-term capital gain
if the property contributed had been sold by the taxpayer at its
fair market value (determined at the time of such contribution).

For purposes of applying this paragraph (other than in the case of
gain to which section 617(d)(1), 1245(a), 1251(a), or 1252(a)
applies), property which is property used in the trade or business
(as defined in section 1221(b)) shall be treated as a capital asset.
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"(2) ALLOCATION OF BAIrs.-For purposes of paragraph (1),
in the case of a charitable contribution of less than the taxpayer's
entire interest in the property contributed, the taxpayer's adjusted
basis tn such property shall be allocated between the interest contrib-
uted and any interest not contributed in accordance with regulations
prescribed by the Secretary or his delegate.

"(f) DISALLOWANCE OF DEDUCTION IN CERTAIN GASES AND SPECIAL
RULES.-

"(1) IN GENERAL.-No deduction shall be allowed under this
section for a contribution to or for the use of an organization or trust
described in section 608(d) or 4948(c)(4) subject to the conditions
specified in such sections.

"(2) CONTRIBUTIONS OF PROPERTY PLACED IN TRUST.-
"(A) REMAINDER INTEREST.-In the case of property

transferred in trust, no deduction shall be allowed under this
section for the value of a contribution of a remainder interest
unless the trust is a charitable remainder annuity trust or a
charitable remainder unitrust (described in section 664), or a

pooled incomefund (described in section 642(c) (5)).
"(B) INCOME INTERESTS, ETC.-No deduction shall be

allowed under this section for the value of any interest in prop-
erty (other than a remainder interest) transferred in trust
unless the interest is in the form of a guaranteed annuity or the
trust instrument specifies that the interest is a fixed percentage
distributed yearly of the fair market value of the trust property
(to be determined yearly) and the grantor is treated as the owner
of such interest for purposes of applying section 671. If the
donor ceases to be treated as the owner of such an interest for
purposes of applying section 671, at the time the donor ceases to
be so treated, the donor shallfor purposes of this chapter be con-
sidered as having received an amount of income equal to the
amount of any deduction he received under this section for the
contribution reduced by the discounted value of all amounts of
income earned by the trust and taxable to him before the time at
which he ceases to be treated as the owner of the interest. Such
amounts of income shall be discounted to the date of the contri-
bution. The Secretary or his delegate shall prescribe such
regulations as may be necessary to carry out the purposes of this
subparagraph.

"(C) DENIAL OF DEDUCTION IN CASE OF' PAYMENTS BY
CERTAIN TRUSTS.--In any case in which a deduction is allowed
under this sectionfor the value ofan interest in property described
in subparagraph (B), transferred in trust, no deduction shall
be allowed under this section to the grantor or any other person
for the amount of any contribution made by the trust with respect
to such interest.

"(D) EXCEPTION.-This paragraph shall not apply in a
case in which the value of all interests in property transferred
in trust are deductible under subsection (a).

"(3) DENIAL OF DEDUCTION IN CASE OF CERTAIN CONTRIBUTIONS
OF PARTIAL INTERESTS IN PROPERTY.-

"(A) IN GENERAL.-In the case of a contribution (not
made by a transfer in trust) of an interest in property which
consists of less than the taxpayer's entire interest in such property,
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a deduction shall be allowed under this section only to the extent
that the value of the interest contributed would be allowable as
t deduction under this section if such interest had been trans-
ferred in trust. For purposes of this subparagraph, a contribu-
tion by a taxpayer of the right to use property shall be treated as
a contribution of less than the taxpayer's entire interest in such
property.

"(B) ExCEPTIoNS.-Subparagraph (A) shall not apply
to a contribution of-

"(i) a remainder interest in a personal residence orfarm,
or

"(ii) an undivided portion of the taxpayer's entire
interest in property.

"(4) VALUATION OF REMAINDER INTEREST IN REAL PROPERTY.--
For purposes of this section, in determining the value of a remainder
interest in real property, depreciation (computed on the straight line
method) and depletion of such property shall be taken into account,
and such value shall be discounted at a rate of 6 percent per annum,
except that the Secretary or his delegate may prescribe a different
rate.

"(5) REDUCTION FOR CERTAIN INTEREST.-If, in connection
with any charitable contribution, a liability is assumed by the recipient
or by any other person, or if a charitable contribution is of property
which is subject to a liability, then, to the extent necessary to avoid the
duplication of amounts, the amount taken into account for purposes
of this section as the amount of the charitable contribution-

"(A) shall be reduced for interest (i) which has been paid
(or is to be paid) by the taxpayer, (ii) which is attributable to
the liability, and (iii) which is attributable to any period after
the making of the contribution, and

"(B) in the case of a bond, shall be further reduced for inter-
est (i) which has been paid (or is to be paid)' by the taxpayer on
indebtedness incurred or continued to purchase or carry such
bond, and (ii) which is attributable to any period before the
making of the contribution.

The reduction pursuant to subparagraph (B) shall not exceed the
interest (including interest equivalent) on the bond which is attribut-
able to any period before the making of the contribution and which is
not (under the taxpayer's method of accounting) includible in the
gross income of the taxpayerfor any taxable year. For purposes of this
paragraph, the term 'bond' means any bond, debenture, note, or

certificate or other evidence of indebtedness.
"(6) PARTIAL REDUCTION OF UNLIMITED DEDUCTION.-

"(fA) IN GENERAL.-If the limitations in subsections
(b)(1)(A) and (B) do not apply because of the application of
subsection (b)(1)(C), the amount otherwise allowable as a de-
duction under subsection (a) shall be reduced by the amount
by which the taxpayer's taxable income computed without re-
gard to this subparagraph is less than the transitional income
percentage (determined under subparagraph (C)) of the tax-
payer's adjusted gross income. However, in no case shall a
taxpayer's deduction under this section be reduced below the
amount allowable as a deduction under this section without the
applicability of subsection (b)(1)(0).



"(B) TRANSITIONAL DEDUCTION PERCENTAGE.--FOr pur-
poses of applying subsection (b)(1)(C), the term 'transitional
deduction percentage' means-

"(i) in the case of a taxable year beginning before 1970,
90 percent, and

"(ii) in the case of a taxable year beginning in-
1970-------------------------------------- 80 percent
1971------------------------------------------ 74 percent
1972 --------------------------------------- 68 percent
1973------------------------------------------ 62 percent
1974------------------------------------------ 56 percent.

"(C) TRANSITIONAL INCOME PEROENTAoE.-For purposes of
applying subparagraph (A), the term 'transitional income per-
centage' means, in the case of a taxable year beginning in-

1970.----------------------------------------- 20 percent
1971.------------------- ------------------- 26 percent
1972------------------------------------------ 32 percent
1973------------------------------------------ 38 percent
1974 ------------------------------------------ 44 percent."

(2) CONFORMING AMENDMENTS.-
(A) Section 170(g) (relating to application of unlimited

charitable deduction) is amended by striking out "subsection
(b)(6)" each place it appears and inserting in lieu thereof
"subsection (d)(1)", and by striking subparagraph (B) of
paragraph (2).

(B) Section 646(b)(2) (relating to adjustments to personal
holding company taxable income) and section 566(b) (2) (relating
to adjustments to foreign personal holding company taxable
income) are each amended-

(i) by striking out "section 170(b)(1) (A) and (B)" in
the first sentence and inserting in lieu thereof "section
170(b)(1) (A), (B), and (D)";

(ii) by striking out "section 170(b) (2) and (5)" in the
first sentence and inserting in lieu thereof "section 170(b) (2)
and; (d)(1);

(iii) by striking out "'adjusted gross income' " in the
second sentence and inserting in lieu thereof " 'contribution
base' "; and

(iv) by striking out "the first sentence pof section 170(b)
(2) and (5)" in the second sentence and inserting in lieu
thereof "section 170(b)(2) and (d)(1)".

(C) Section 809(e) (3) (relating to modifications of deductions
for life insurance companies) is amended-

(i) by striking out "thefirst sentence of" in subparagraph
(A); and

(ii) by striking out "section 170(b)(S)" in subparagraph
(B) and inserting in lieu thereof "section 170(d)(2)(B)".

(b) CHARITABLE CONTRIBUTIONS BY ESTATES AND TRUSTS.-Sub-
section (c) of section 642 (relating to deduction for amounts paid or
permanently set aside for a charitable purpose) is amended to read as
follows:
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"(c) DEDUCTION FOR AMOUNTS PAID OR PERMANENTLY SET ASIDE
F3R A CHARITABLE PURPOSE.-

"(I) GENERAL RULE.-In the case of an estate or trust (other
then a trust meeting the specifications of subpart B), there shall be
allowed as a deduction in computing its taxable income (in lieu of the
deduction allowed by section 170(a), relating to deduction for chari-
table, etc., contributions and gifts) any amount of the gross income,
without limitation, which pursuant to the terms of the governing
instrument is, during the taxable year, paidfor a purpose specified in
section 170(c) (determined without regard to section 170(c)(2)(A)).
If a charitable contribution is paid after the close of such taxable year
and on or before the last day of the year following the close of such
taxable year, then the trustee or administrator may elect to treat such
contribution as paid during such taxable year. The election shall be
made at such time and in such manner as the Secretary or his dele-
gate prescribes by regulations.

"(2) AMOUNTS PERMANENTLY SET ASIDE.--In the case of an
estate, and in the case of a trust (other than a trtst meeting the speci-
Jications of subpart B) required by the terms of its governing instru-
ment to set aside amounts which was-

"(A) created on or before October 9, 1969, if-
"(i) an irrevocable remainder interest is transferred to

orfor the use of an organization described in section 170(c),
or

"(ii) the grantor is at all times after October 9, 1969,
under a mental disability to change the terms of the trust; or

"(B) established by a will executed on or before October 9,
1969, if-

"(i) the testator dies before October 9, '1972, without
having republished the will after October 9, 1969, by codicil
or otherwise,

"(ii) the testator at no time after October 9, 1969, had
the right to change the portions of the will which pertain to
the trust, or

"(iii) the will is not republished by codicil or otherwise
before October 9, 1972, and the testator is on such date and
at all times thereafter under a mental disability to republish
the will by codicil or otherwise,

there shall also be allowed as a deduction in computing its taxable
income any amount of the gross income, without limitation, which
pursuant to the terms of the governing instrument is, during the
taxable year, permanently set aside for a purpose specified in section
170(c), or is to be 'used exclusively or religious, charitable, scientific,
literary, or educational purposes, or for the prevention of cruelty to
children or animals, or for the establishment, acquisition, mainte-
nance, or operation of a public cemetery not operatedfor profit. In the
case of a trust, the preceding sentence shall apply only to gross income
earned with respect to amounts transferred to the trust before October
9, 1969, or transferred under a will to which subparagraph (B)
applies.
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"(S) POOLED INCOME FUNDS.-In the case of a pooled income
fund (as defined in paragraph (6)), there shall also be allowed as a
deduction in computing its taxable income any amount of the gross88
income attributable to gain from the sale of a capital asset held for
more than 6 months, without limitation, which pursuant to the terms
of the governing instrument is, during the taxable year, permanently
set aside for a purpose specified in section 170(c).

"(4) ADJUSTMENTS.-TO the extent that the amount otherwise
allowable as a deduction under this subsection consists of gain
from the sale or exchange of capital assets held for more than 6
months, proper adjustment hall be made for any deduction allow-
able to the estate or trust under section 1202 (relating to deduction
for excess of capital gains over capital losses). In the case of a trust,
the deduction allowed by this subsection shall be subject to section
681 (relating to unrelated business income).

"(5) DEFINITION OF POOLED INCOME PUND.-For purposes of
paragraph (S), a pooled income fund is a trust-

"(A) to which each donor transfers property, contributing an
irrevocable remainder interest in such property to or for the
use of an organization described in section 170(b)(1)(A)
(other than in clauses (vii) or (viii)), and retaining an income
interest for the life of one or more beneficiaries (living at the
time of such transfer),

"(B) in which the property transferred by each donor is
commingled with property transferred by other donors who
have made or make similar transfers,

"(C) which cannot have investments in secUritics which are
exempt from the taxes imposed by this subtitle,

"(D) which includes only amounts received from transfers
which meet the requirements of this paragraph,

"(E) which is maintained by the organization to which the
remainder interest is contributed and of which no donor or
beneficiary of an income interest is a trustee, and

"(F) from which each beneficiary of an income interest
receives income, for each year for which he is entitled to receive
the income interest referred to in subparagraph (A), determined
by the rate of return earned by the trust for such year.

For purposes of determining the amount ofany charitable contribution
allowable by reason of a transfer of property to a pooled fund, the
value of the income interest shall be determined on the basis of the
highest rate of return earned by thefundfor any of the 3 taxable years
immediately preceding the taxable year of thefund in which the trans-
fer is made. In the case offunds in existence less than 3 taxable years
preceding the taxable year of thefund in which a transfer is made, the
rate of return shall be deemed to be 6 percent per annum, except that
the Secretary or his delegate may prescribe a different rate of return.

"(6) TAXABLE PRIVATE FOUNDATIONS.-In the case of a private
foundation which is not exempt from taxation under section 501 (a)
for the taxable year, the provisions of this subsection shall not apply
and the provisions of section 170 shall apply."

(c) Two- EAR CHARITABLE TRUSTs.-Section 673(b) (relating to
trusts where the income is payable to a charitable beneficiary for at least a
two-year period) is repealed.
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(d) DISALLOWANCE OF ESTATE AND GIFT TAX DEDUCTIONS IN
CERTAIN CASES.-

(1) ESTATES OF CITIZENS OR RESIDENTS.-Subsection (e) of
section 2055 (relating to disallowance of charitable deductions in
certain cases) is amended to read as follows:

"(e) DISALLOWANCE OF DEDUCTIONS IN CERTAIN CASES.-
"(1) No deduction shall be allowed under this sectionfor a transfer

to or for the use of an organization or trust described in section 508(d)
or 4948(c) (4) subject to the conditions specified in such sections.

"(2) Where an interest in property (other than a remainder interest
in a personal residence orfarm or an undividedportion ofthe decedent's
entire interest in property) passes or has passedfrom the decedent to a
person, or for a use, described in subsection (a), and an interest
(other than an interest which is extinguished upon the decedent's
death) in the same property passes or has passed (for less than an
adequate and full consideration in money or money's worth) from the
decedent to a person, or for a use, not described in subsection (a), no
deduction shall be allowed under this section for the interest which
passes or has passed to the person, or for the use, described in sub-
section (a) unless--

"(A) in the case of a remainder interest, such interest is in
a trust which is a charitable remainder annuity trust or a
charitable remainder unitrust (described in section 664) or a
pooled income fund (described in section 642(c) (6)), or

"(B) in the case of any other interest, such interest is in the
form of a guaranteed annuity or is afixed percentage distributed
yearly of the fair market value of the property (to be determined
yearly)."

(2) ESTATES OF NONRESIDENTS NOT CITIZENS.--Subparagraph
(E) of section 2106(a) (2) (relating to disallowance of deductions in
certain cases) is amended to read as follows:

"(E) DISALLOWANCE OF DEDUCTIONS IN CERTAIN CASES.-
The provisions of section 2055(e) shall be applied in the deter-
mination of the amount allowable as a deduction under this
paragraph."

(38 GIFT TAX.-Subsection (c) of section 2522 (relating to
disallowance of charitable deductions in certain cases) is amended
to read as follows:

"(c) DISALLOWANCE OF DEDUCTIONS IN CERTAIN CASES.--
"(1) No deduction shall be allowed under this section for a gift to

offor the use of an organization or trust described in section 508(d)
or 4948(c)(4) subject to the conditions specified in such sections.

"(2) Where a donor transfers an interest in property (other than
a remainder interest in a personal residence or farm or an undivided
portion of the donor's entire interest in property) to a person, or for
a use, described in subsection (a) or (b) and an interest in the same
property is retained by the donor, or is transferred or has been trans-
ferred (for less than an adequate and full consideration in money or
money's worth) from the donor to a person, or for a use, not de-
scribed in subsection (a) or (b), no deduction shall be allowed under
this section for the interest which is, or has been transferred to the
person, or for the use, described in subsection (a) or (b), unless-

"(A) in the case of a remainder interest, such interest is in a



trust which is a charitable remainder annuity trust or a chari-
table remainder unitrust (described in section 664) or a pooled
income fund (described in section 642(c) (5)), or

"(B) in the case of any other interest, such interest is in the
form of a guaranteed annuity or is a fixed percentage dis-
tributed yearly of the fair market value of the property (to
be determined yearly)."

(4) POLITICAL ACTiVITIES.-
(A) Section 20665(a) (relating to transfers for public, chari-

table, and religious uses) is amended-
(i) by striking out "and" before "no substantial part"

in paragraph (2), and by inserting before the semicolon
at the end of such paragraph ", and which does not par-
ticipate in, or intervene in (including the publishing or
distributing of statements), any political campaign on
behalf of any candidate for public office"; and

.(ii) by striking out "and" before "no substantial part"
in paragraph (3), and by inserting before the semicolon
at the end of such paragraph ", and such trustee or trustees,
or such fraternal society, order, or association, does not
participate in, or intervene in (including the publishing
or distributing of statements), any political campaign on
behalf of any candidate for public office".

(B) Section 2106(a)(2) (relating to transfers for public,
charitable, and religious uses) is amended-

(i) by striking out "and" before "no substantial part"
in subparagraph (A)(ii), and by inserting before the
semicolon at the end of such subparagraph ", and which
does not participate in, or intervene in (including the
publishing or distributing of statements), any political
campaign on behalf of any candidate for public office";
and

(ii) by striking out "and" before "no substantial part"
in subparagraph (A)(iii), and by inserting before the
semicolon at the end of such subparagraph ", and such
trustee or trustees, or such fraternal society, order, or asso-
ciation, does not participate in, or intervene in (including
the publishing or distributing of statements), any political
campaign on behalf of any candidate for public office".

(C) Section 2622(a) (relating to charitable and similar gifts of
citizens or residents) is amended by striking out "and" before
"no substantial part" in paragraph (2), and by inserting before
the semicolon at the end of such paragraph ", and which does
not participate in, or intervene in (including the publishing or
distributing of statements), any political campaign on behalf
of any candidate for public office".

(D) Section 2622(b) (relating to charitable and similar gifts of
nonresident) is amended-

(i) by striking out "and" before "no substantial part" in
paragraph (2), and by inserting before the semicolon at the
end of such paragraph ", and which does not participate in,
or intervene in (including the publishAing or distributing of
statements), any political campaign on behalf of any candi-
date for public office"; and
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(ii) by inserting after "legislation" in paragraph (3) ",
and which does not participate in, or intervene in (including
the publishing or distributing of statements), any political
campaign on behalf of any candidate for public office".

(e) CUARITABLE REMAINDER TRUSTS.-
(1) Subpart C of part I of subchapter J of chapter I ( relating to

estates and trusts which may accumulate income or which distribute
corpus) is amended by adding at the end thereof the following new
section:

"SEC. 04. CHARITABLE REMAINDER TRUSTS.
"(a) GVENERAL RULE.-Notwithstanding any other provision of this

subchapter, the provisions of this section shall, in accordance with regu-
lations prescribed by the Secretary or his delegate, apply in the case of a
charitable remainder annuity trust and a charitable remainder unitrust.

"(b) CHARACTER OF DISTRIBUTIONS.-Amounts distributed by a
charitable remainder annuity trust or by a charitable remainder unitrust
hall be considered as having the following characteristics in the hands
of a beneficiary to whom is paid the annuity described in subsection
(d) (1) (A) or the payment described in subsection (d) (2) (A):

"(1) First, as amounts of income (other than gains, and amounts
treated as gains, from the sale or other disposition of capital assets)
includible in gross income to the extent of such income of the trust
for the year and such undistributed income of the trustfor prior years;

"(2) Second, as a capital gain to the extent of the capital gain of
the trust for the year and the undistributed capital gain of the trust
for prior years;

"(3) Third, as other income to the extent of such income of the
trust for the year and such undistributed income of the trust for
prior years; and

"(4) Fourth, as a distribution of trust corpus.
For purposes of this section, the trust shall determine the amount of its
undistributed capital gain on a cumulative net basis.

"(c) EXEMPrION FROM INCOME TAXES.-A charitable remainder
annuity trust and a charitable remainder unitrust shall, for any taxable
year, not be subject to any tax imposed by this subtitle, unless such trust,
for such year, has unrelated business taxable income (within the meaning
of section 512, determined as if part III of subchapter F applied to such
trust).

"(d) DEFINITIONS.-
"(1) CHARITABLE REMAINDER ANNUITY TRUST.-For purposes

of this section, a charitable remainder annuity trust is a trust-
"(A) from which a sum certain (which is not less than 5

percent of the initial net fair market value of all property
placed in trust) is to be paid, not less often than annually, to
one or more persons (at least one of which is not an organization
described in section 170(c) and, in the case of individuals, only
to an individual who is living at the time of the creation of the
trust) for a term of -years (not in excess of 20 years) or for the
life or lives of such individual or individuals,

"(B) from which no amount other than the payments described
in subparagraph (A) may be paid to orfor the use of any person
other than an organization described in section 170(c), and

38-375 0-89--6
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"(C) following the termination of the payments described in
subparagraph (A), the remainder interest in the trust is to be
transferred to, or for the use of, an organization described in
section 170(c) or is to be retained by the trust for such a use.

"(2) CHARITABLE REMAINDER UNITRUST.-For purposes of
this section, a charitable remainder unitrust is a trust-

"(A) from which a fixed percentage (which is not less than 5
percent) of the netfair market value of its assets, valued annually,
is to be paid, not less often than annually, to one or more
persons (at least one of which is not an organization described
in section 170(c) and, in the case of individuals, only to an
individual who is living at the time of the creation of the trust)
for a term of years (not in excess of 20 years) or for the life or
lives of such individual or individuals,

"(B) from which no amount other than the payments de-
scribed in subparagraph (A) may be paid to orfor the use of any
person other than an organization described in section 170(c),
and

"(C) following the termination of the payments described in
subparagraph (A), the remainder interest in the trust is to be
transferred to, or for the use of, an organization described in
section 170(c) or zs to be retained by the trust for such a use.

"(3) EXCEPTION.-Notwithstanding the provisions of paragraphs
(2)(A) and (B), the trust instrument may provide that the trustee
shall pay the income beneficiary for any year-

"(A) the amount of the trust income, if such amount is less
than the amount required to be distributed under paragraph
(2) (A), and

"(B) any amount of the trust income which is in excess of
the amount required to be distributed under paragraph (2)(A),
to the extent that (by reason of subparagraph (A)) the aggregate
of the amounts paid in prior years was less than the aggregate of
such required amounts.

"(e) VALUATION FOR PURPOSES OF CHARITABLE CONTRIBUTION.-
For purposes of determining the amount of any charitable contribution, the
remainder interest of a charitable remainder annuity trust or charitable
remainder unitrust shall be computed on the basis that an amount equal to
5 percent of the net fair market value of its assets (or a greater amount, if
required under the terms of the trust instrument) is to be distributed each
year."

(2) The table of sections for subpart C of part I of subchapter J of
chapter 1 (relating to estates and trusts which may accumulate income
or which distribute corpus) is amended Ly adding at the end thereof:

"Sec. 664. Charitable remainder trusts."
(f) BARGAIN SALES TO CHARITABLE ORGANIZATIONS.-Section 1011

(relating to adjusted basis for determining gain or loss) is amended-
(1) by striking out "The" at the beginning and inserting in lieu

thereof:
"(a) GENERAL RULE.-The", and

(2) by adding at the end thereof the following new subsection:
"(b) BARGAIN SALE To A CHARITABLE ORGANIZATION.-If a deduc-

tion is allowable under section 170 (relating to charitable contributions) by
reason of a sale, then the adjusted basis for determining the gainfrom such
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sale shall be that portion of the adjusted basis which bears the same ratio
to the adjusted basis as the amount realized bears to the fair market value
of the property."

(g) EFFECTIVE DATES.-
(1)(A) Except as provided in subparagraphs (B) and (C), the

amendments made by subsection (a) shall apply to taxable years be-
ginning after December 31, 1969.

(B) Subsections (e) and (f) (1) of section 170 of the Internal Reve-
nue Code of 1964 (as amended by subsection (a)) shall avply to
contributions paid after December 31, 1969, except that, with respect
to a letter or memorandum or similar property described in section
1221(3) of such Code (as amended by section 514 of this Act), such
subsection (e) shall apply to contributions paid after July 25, 1969.

(C) Paragraphs (2), (8), and (4) of section 170(f) of such Code
(as amended by subsection (a)) shall apply to transfers in trust and
contributions made after July 31, 1969.

(D) For purposes of applying section 170(d) of such Code (as
amended by subsection (a)) with respect to contributions paid in a
taxable year beginning before January 1, 1970, subsection (b) (1) (D),
subsection (e), and paragraphs (1), (2), (3), and (4) of subsection (f)
of section 170 of such Code sha~l not apply.

(2) The amendments made by subsection (b) shall apply with
respect to amounts paid, permanently set aside, or to be used for a
charitable purpose in taxable years beginning after December 31,
1969, except that section 642(c)(5) of the Internal Revenue Code of
1954 (as added by subsection (b)) shall apply to transfers in trust
made after July 81, 1969.

(3) The amendment made by subsection (c) shall apply to transfers
in trust made after April 22, 1969.

(4) (A) Except as provided ii- subparagraphs (B) and (C), the
amendments made by paragraphs (1) and (2) of subsection (d) shall
apply in the case of decedents dying after December 81, 1969.

(B) Such amendments shall not apply in the case of property
passing under the terms of a will executed on or before October 9,
1969-

(i) if the decedent dies before October 9, 1972, without having
republished the will after October 9, 1969, by codicil or otherwise,

(ii) if the decedent at no time after October 9, 1969, had the
right to change the portions of the will which pertain to the
passing of the property to, or for the use of, an organization
described in section 2055(a), or

(iii) if the will is not republished by codicil or otherwise
before October 9, 1972, and the decedent is on such date and at
all times thereafter under a mental disability to republish the
will by codicil or otherwise.

(C) Such amendments shall not apply in the case of property
transferred in trust on or before October 9, 1969-

(i) if the decedent dies before October 9, 1972, without having
amended after October 9, 1969, the instrument governing the
disposition of the property,

(ii) if the property transferred was an irrevocable interest to,
orfor the use of, an organization described in section 20556(a), or

(iii) if the instrument governing the disposition of the property
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was not amended by the decedent before October 9, 1972, and
the decedent is on such date and at all times thereafter under a
mental disability to change the disposition of the property.

(D) The amendment made by paragraph, (3) of subsection (d)
shall apply to gifts made after December 31, 1969, except that the
amendments made to section 2522(c)(2) of the Internal Revenue
Code of 1964 shall apply to gifts made after July 31, 1969.

(E) The amendments made by paragraph (4) of subsection (d)
shall apply to gifts and transfers made after December 31, 1969.

(6) The amendment made by subsection (e) shall apply to transfers
in trust made after July 31, 1969.

(6) The amendments made by subsection (f) shall apply with
respect to sales made after December 19, 1969.

(h) ELIGIBILITY FOR UNLIMITED CHARITABLE DEDUCTION.-
(1) Section 170(b) (1) (0) (relating to unlimited charitable deduction

for certain individuals), as amended by subsection (a) of this section,
is amended by adding at the end thereof the following new sentence:
"In the case of a separate return for the taxable year by a married
individual who previously filed a joint return with a former deceased
spouse for any of the 10 preceding taxable years, the amount of
charitable contributions and taxes paidfor any such preceding taxable
year, for which a joint return was filed with the former deceased
spouse, shall be determined in the same manner as if the taxpayer
had not remarried after the death of such former spouse."

(2) The amendment made by this subsection shall apply to taxable
years beginning after December 31, 1968.

Subtitle B--Farm Losses, Etc.
SEC. 211. GAIN FROM DISPOSITION OF PROPERTY USED IN FARM-

ING WHERE FARM LOSSES OFFSET NONFARM INCOME.

(a) IN GENERAL.-Part IV of subchapter P of chapter 1 (relating to
special rules for determining capital gains and losses) is amended by
adding at the end thereof the following new section:
"SEC. 1251. GAIN FROM DISPOSITION OF PROPERTY USED IN FARM-

ING WHERE TFARM LOSSES OFFSET NONFARM INCOME.

"(a) CIRCUMSTANCES UNDER WHICH SECTION APPLIES.-This
section shall apply with respect to any taxable year only if-

"(1) there is aJarm net loss for the taxable year, or
"(2) there is a balance in the excess deductions account as of the

close of the taxable year after applying subsection (b) (3) (A).
"(b) EXCESS DEDUCTIONS ACCOUNT.-

"(1) REQUIREMENT.-Each taxpayer subject to this section shall,
for purposes of this section, establish and maintain an excess de-
ductions account.

"(2) ADDITIONS TO ACCOUNT.-
"(A) GENERAL RULE.-There shall be added to the excess

deductions account for each taxable year an amount equal to the
farm net loss.

"(B) EXCEPTIONS.-In the case of an individual (other
than a trust) and, except as provided in this subparagraph, in
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the case of an electing small business corporation (as defined
in section 1871 (b)), subparagraph (A) shall apply for a taxable
year-

"(i) only if the taxpayer's nonfarm adjusted gross
income for such year exceeds $50,000, and

"(ii) only to the extent the taxpayer's farm net loss for
such year exceeds $26,000.

This subparagraph shall not apply to an electing small business
corporationfor a taxable year if on any day of such year a share-
holder of such corporation is an individual who, for his taxable
year with which or within which the taxable year of the corpora-
tion ends, has afarm net loss.

"(C) MARRIED INDIVIDUALS.-In the case of a husband
or wife who files a separate return, the amount specified in sub-
paragraph (B)(i) shall be $25,000 in lieu of $50,000, and in
subparagraph (B) (ii) shall be $12,500 in lieu of $25,000. This
subparagraph shall not apply if the spouse of the taxpayer does
not have any nonjarm adjusted gross incomefor the taxable year.

"(D) NONFARM ADJUS1EBD GROSS INCOME.--For purposes of
this section, the term 'nonfarm adjusted gross income' means
adjusted gross income (taxable income, in the case of an electing
small business corporation) computed without regard to income
or deductions attributable to the business offarming.

"(3) SUBTRACTIONS FROM ACCOUNT.-If there is any amount in
the excess deductions account at the close of any taxable year (deter-
mined before any amount is subtracted under this paragraphfor such
year) there shall be subtractedfrom the account--

"(A) an amount equal to the farm net income for such year,
plus the amount (determined as provided in regulations pre-
scribed by the Secretary or his delegate) necessary to adjust the
account for deductions which dad not result in a reduction of the
taxpayer's tax under this subtitle for the taxable year or any
preceding taxable year, and

"(B) after applying paragraph (2) or subparagraph (A) of
this paragraph (as the case may be), an amount equal to the
sum of the amounts treated, solely by reason of the application of
subsection (c), as gain Jrom the sale or exchange of property
which ms neither a capital asset nor property described in section
1281.

"(4) EXCEPTION FOR TAXPAYERS USING CERTAIN ACCOUNTING
METHODS.-

"(A) GENERAL RULE.-Except to the extent that the tax-
payer has succeeded to an excess deductions account as provided
in paragraph (5), additions to the excess deductions account
shall not be required by a taxpayer who elects to compute taxable
incomefrom farming (i) by using inventories, and (zi) by charg-
ing to capital account all expenditures paid or incurred which
are properly chargeable to capital account (including such
expenditures which the taxpayer may, under this chapter or
regulations prescribed thereunder, otherwise treat or elect to treat
as expenditures which are not chargeable to capital account).
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"(B) TIME, MANNER, AND EFFECT OF ELECTION.-An
election under subparagraph (A) for any taxable year shall be
filed within the time prescribed by law (including extensions
thereof) Jor filing the return Jor such taxable year, and shall be
made and filed in &uch manner as the Secretary or his delegate
shall prescribe by regulations. Such election shall be binding
on the taxpayer jor such taxable year and jor all subsequent
taxable years and may not be revoked except with the consent
of the Secretary or his delegate.

"(C) CHANGE OF METHOD OF ACCOUNTING, ETC.--If, in
order to comply with the election made under subparagraph
(A), a taxpayer changes his method of accounting in computing
taxable income from the business of farming, such change shall
be treated as having been made with the consent of the Secretary
or his delegate and for purposes of section 481 (a) (2) shall be
treated as a change not initiated by the taxpayer.

"(5) TRANSFER OF ACCOUNT.-
"(A) CERTAIN CORPORATE TRANSACTIONS.- In the case of

a transfer described in subsection (d) (3) to which section
371 (a), 374 (a), or 881 applies, the acquiring corporation shall
succeed to and take into account as of the close of the (lay of
distribution or transfer, the excess deductions account of the
transferor.

"(B) CERTAIN (GIFTS.-If-
"(i) farm recapture property is disposed of by gift, and
"(ii) the potential gain (as defined in subsection (e) (5))

on farm recapture properly disposed of, by gift d(lring
any one-year period in which any such gift occurs is more
than 25 percent of the potential gain on farm recapture
property held by the donor immediately prior to the first
of such gifts,

each donee of the property shall succeed (at the time the first of such
gifts is ma(e, but in an amount determined as of the close of the
donor's taxable year in which the first of such gifts is made) to the
same proportion of the donor's excess deductions account (deter-
mined, after the application of paragraphs (2) and (8) with respect
to the donor, as of the close of such taxable year), as the potential
gain on the property received by such donee bears to the aggregate
potential gain on farm recapture property held by the donor im-
mediately prior to the first of such gifts.

"(6) JOINT RETURN.-In the case of an addition to an excess
deductionss account for a taxable year for which a joint return was
filed under section 6013, for any subsequent taxable year for which
a separate return was filed the Secretary or his delegate shall provide
rules for allocating any remaining amount of such addition, in a
manner consistent with the purposes of this section.

"(c) ORDINARY INCOME.-
"(1) GENERAL RULE.-Except as otherwise provided in this

section, if farm recapture property (as defined in subsection (e) (1))
is disposed of during a taxable year beginning after December 31,
t969, the amount by which-

"(A) in the case of a sale, exchange, or involuntary conversion,
the amount realized, or
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"(B) in the case of any other disposition, thefair market value
of such property,

exceeds the adjusted basis of such property shall be treated as gain
from the sale or exchange of property which is neither a capital asset
nor property described in section 1231. Such gain shall be recognized
notwithstanding any other provision of this Subtitle.

"(2) LIMITATION. -
"(A) AMOUNT IN EXCESS DEDUCTIONS ACCOUNT.-The

aggregate of the amounts treated under paragraph (1) as gain
from the sale or exchange of property which is neither a capital
asset nor property described in section 1231 for any taxable
year shall not exceed the amount in the excess deductions account
at the close of the taxable year after applying subsection
(b) (3) (A).

"(B) DISPOSITIONS TAKEN INTO ACCOUNT.-If the aggregate
of the amounts to which paragraph (1) applies is limited by
the application of subparagraph (A), paragraph (1) shall
apply in respect of such dispositions (and in such amounts) as
provided under regulations prescribed by the Secretary or his
delegate.

"(C) SPECIAL RULE FOR DISPOSITIONS OF LAND.-In apply-
ing subparagraph (A), any gain on the sale or exchange of
land shall be taken into account only to the extent of its potential
gain (as defined in subsection (e)(5)).

"(d) EXCEPTIONS AND SPECIAL RULES.-
"(1) GIFTS.-Subsection (c) shall not apply to a disposition by

gift.
"(2) TRANSFER Al' DEIATH.-Except as provided in section 691

(relating to income in respect of a decedent), subsection '(c) shall not
apply to a transfer at death.

"(3) CERTAIN CORPORATE TRANSACTIONS.-If the basis of
property in the hands of a transferee is determined by reference to
its basis in the hands of the transferor by reason of the application
of section 332, 351, 861, 371 (a), or 874(a), then the amount of gain
taken into account by the transferor under subsection (c) (1) shall not
exceed the amount of gain recognized to Mhe transferor on the transfer
of such property (determined without regard to this section). This
paragraph shall no, apply to a disposition to an organization (other
than a cooperative described in section 621) which is exempt from the
tax imposed by this chapter.

"(4) LIKE KIND EXCHANGES; INVOLUNTARY CONVERSION, ETC.-
If property is disposed of and gain (determined without regard
to this section) is not recognized in whole or in part 'under section 1031
or 1033, then the amount of gain taken into account by the trans-
feror under subsection (c) (1) shall not exceed the sum of-

"(A) the amount of gain recognized on such disposition
(determined without regard to this section), plus

"(B) the fair market value of property acquired with respect
to which no gain is recognized under subparagraph (A), but
which is notfarm recapture property.

"(5) PARTNERSHIPS.-
"(A) INr GENERAL,-In the case of a partnership, each

partner shull take into account separately his distributive share
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of the partnership's farm net losses, gains from dispositions oj
farm recapture property, and other items in applying this section
to the partner.

"(B) TRANSFERS TO PARTNERSHIPS.-If farm recapture
property is contributed to a partnership and gain (determined
without regard to this section) is not recognized under section
721, then the amount of gain taken into account by the transferor
under subsection (c)(1) shall not exceed the excess of the Jair
market value offarm recapture property transferred over the fair
market value of the partnership interest attributable to such
property. If the partnership agreement providesfor an allocation
of gain to the contributing partner with respect to farm recapture
property contributed to the partnership (as provided in section
704(c) (2)), the partnership interest of the contributing partner
shall be deemed to be attributable to such property.

"(6) PROPERTY TRANSFERRED TO CONTROLLED CORPORATIONS.-
Except for transactions described in subsection (b)(5)(A), in the
case of a transfer, described in paragraph (3), offarm recapture prop-
erly to a corporation, stock or securities received by a transferor in
the exchange shall befarm recapture property to the extent attributable
to the fair market value of farm recapture property (or, in the case
of land, if less, the adjusted basis plus the potential gain (as in
subsection (e)(6)) on farm recapture property) contributed to the
of land, if less, the adjusted basis plus the potential gain (as (defined
in slubsection (e)(5)) on farm recapture property) contributed to the
corporation by such transferor.

"(e) DEFINITIONS.-For purposes of this section-
"(1) FARM RECAPTURE PROPERTY.-The term 'farm recapture

property' means---
"(A) any property (other than section 1250 property)

described in paragraph (1) (relating to business property held
for more than 6 months), (3) (relating to livestock), or (4)
(relating to an unharvested crop) of section 1231(b) which is or
has been used in the trade or business of farming by the taxpayer
or by a transferor in a transaction described in subsection
(b) (5), and

"(B) any property the basis of which in the hands of the tax-
payer is determined with reference to the adjusted basis of
property which was farm recapture property in the hands of
the taxpayer within the meaning of subparagraph (A).

"(2) FARM NET Loss.-The term 'farm net loss' means the amount
by which-

"(A) the deductions allowed or allowable by this chapter
which are directly connected with the carrying on of the trade or
business offarming, exceed

"(B) the gross income derived from such trade or business.
Gains and losses on the disposition of farm recapture property
referred to in section 1231(a) (determined without regard to this
section or section 1245(a)) shall not be taken into account.

"(3) FARM NET INCOME.-The term 'farm net income' means
the amount by which the amount referred to in paragraph (2)(B)
exceeds the amount referred to in paragraph (2) (A).



"(4) TRADE OR BUSINESS OF FARMING.--
"(A) HORSE RACING- --In the case of a taxpayer engaged

in the raising of horses, 'Fe term 'trade or business of farming'
includes the racing of horses.

"(B) SEVERAL BUSINESSES OF FARMING.-If a taxpayer is
engaged in more than one trade or business offarming, all such
trades and businesses shall be treated as one trade or business.

"(5) POTENTIAL GAIN.-The term 'potential gain' means an
amount equal to the excess of the fair market value of property over
its adjusted basis, but limited in the case of land to the extent of the
deductions allowable in respect to such land under sections 175
(relating to soil and water conservation expenditures) and 182
(relating to expenditures by farmers for clearing land).for the taxable
year and the 4 preceding taxable years."

(b) CONFORMING AMENDMENTS.-
(1) Section 301(b) (1) (B) (ii) (relating to corporate distributions

of property) is amended by striking out "or 1260(a)" and inserting in
lieu thereof "1250(a), 1261(c), or 1252(a)".

(2) Section 301(d)(2)(B) (relating to the basis of property dis-
tributed by a corporation) is amended by striking out "or 1260(a)"
and inserting in lieu thereof "1260(a), 1251(c), or 1252(a)".

(3) Section 312(c) (3) (relating to adjustment to corporate earnings
and profits) is amended by striking out "or 1250(a) " and inserting in
lieu thereof "1260(a), 1251(c), or 1252(a)".

(4) Section 341 (e) (12) (relating to nonapplication of section
1246(a) with respect to collapsible corporations) is amended by
striking out "and 1260(a)" and inserting in lieu thereof "1260(a),
1251(c), and 1252(a)".

(6) Section 453(d)(4f)(B) (relating to distribution of-installment
obligations under certain liquidations) is amended by striking out
"or 12650(a)" and inserting in lieu thereof "1260(a), 1261(c), or
1252(a)".

(6) Section 751 (c) (relating to unrealized receivables in partnership
transactions) is amended by striking out "and section 1260 property
(as defined in section 1260(c))" and inserting in lieu thereof "section
1260 property (as defined in section 1260(c)), farm recapture prop-
erty (as defined in section 1261(e)(1)), andfarm land (as defined in
section 1262(a))"; and by striking out "1250(a)" and inserting in
lieu thereof "1260(a), 1261(c), or 1262(a)".

(7) The table of sections for part IV of subchapter P of chapter 1
is amended by adding at the end thereof the following:

"Sec. I161. Gain from disposition of property used in farming where
farm losses offset nonfarm income."

(c) EFFECTIVE DATES.--The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.
SEC. 212. LIVESTOCK.

(a) DEPRECIATION RECAPrURE.-
(1) GENERAL RULE.-Section 1245(a)(2) (relating to recomputed

basis with respect to gain from disposition of certain depreciable
property) is amended by striking out "or" at the end of subparagraph
(A), and by inserting immediately after subparagraph (B) the
following:
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"(C) with respect to livestock, its adjusted basis recomputed
by adding thereto all adjustments attributable to periods after
December 31, 1969, or".

(2) CONFORMING AMENDMENT.-Section 1246(a)(3) (relating to
section 12145 property) is amended by striking out "(other than live-
stock)".

(3) EFFECTIVE DATE.-The amendments made by paragraphs
(1) and (2) shall apply with respect to taxable years beginning after
December 31, 1969.

(b) LIVESTOCK USED IN TRADE OR BUSINESS.-
(1) AMENDMENT OF SECTION 121s.-Section 1231 (b) (3) (re-

lating to property used in a trade or business) is amended to read
as follows:

"(3) LIVESTOCK.-Such term includes-
"(A) cattle and horses, regardless of age, held by the taxpayer

.for draft, breeding, dairy, or sporting purposes, and held by him
for 24 months or more from the date of acquisition, and

"(B) other livestock, regardless of age, held by the taxpayer
for draft, breeding, dairy, or sporting purposes, and held by him
for 12 months or morefrom the date of acquisition.

Such term does not include poultry."
(2) EFFECTIVE DATE.--The amendments made by paragraph

(1) shall apply to livestock acquired after December 31, 1969.
(c) EXCHANGES OF LIVESTOCK OF DIFFERENT SEXES.--

(1) NOT TO BE TREATED AS LIKE KIND EXCHANGES.---Section 1031
(relating to exchange of property held for productive use or for
investment) is amended by adding at the end thereof Ahefollowing new
subsection:

"(e) EXCIIANGES OF LIVESTOCK OF DIFFERENT SEXES.--For purposes
of this section, livestock of different sexes are not property ofj'a like kind."

(2) EFFECTIVE DATE.-The amendment made by paragraph (1)
shall apply to taxable years to which the Internal Revenue Code of
1954 applies.

SEC. 213. DEDUCTIONS ATTRIBUTABLE TO ACTIVITIES NOT ENGAGED
-IN FOR PROFIT.

(a) GENERAL RULE.-Part VI of subchapter B of chapter I (relating
to itemized deductions for individuals and corporations) is amended by
adding at the end thereof thefollowing new section:
"SEC. 183. ACTIVITIES NOT ENGAGED IN FOR PROFIT.

"(a) GENERAL RULE.-In the case of an activity engaged in by an
individual or an electing small business corporation (as defined in section
1371(b)), if such activity is not engaged in for profit, no deduction
attributable to such activity shall be allowed under this chapter except as
provided in this section.

"(b) DEDUCTIONS ALLOWABLE.-In the case of an activity not en-
gaged in for profit to which subsection (a) applies, there shall be allowed-

"(1) the deductions which would be allowable -under this chapterfor
the taxable year without regard to whether or not such activity is
engaged infor profit, and

"(2) a deduction equal to the amount of the deductions which would
be allowable under this chapter for the taxable year only if such
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activity were engaged in for profit, but only to the extent that the gross
income derived from such activity for the taxable year exceeds the
deductions allowable by reason of paragraph (1).

"(c) ACTIVITY NOT ENGAGED IN FOR PROFIT DEFINED.-For pur-
poses of this section, the term 'activity not engaged infor profit' means any
activity other than one with respect to which deductions are allowable for
the taxable year under section 162 or under paragraph (1) or (2) of section
212.

"(d) PRESUMPTION.--If the gross income derived from an activity for
2 or more of the taxable years in the period of 5 consecutive taxable years
which. ends with the taxable year exceeds the deductions attributable to
such activity (determined without regard to whether or not such activity is
engaged infor profit), then, unless the Secretary or his delegate establishes
to the contrary, such activity shall be presumedfor purposes of this chapter
for such taxable year to be an activity engaged in for profit. In the case
of an activity which consists in major part of the breeding, training,
showing, or racing of horses, the preceding sentence shall be applied by
substituting the period of 7 consecutive taxable years for the period of 6
consecutive taxable years."

(b) TECHNICAL AMENDMENT.-Section 270 (relating to limitation on
deductions allowable to certain individuals) is repealed.

(c) CLERICAL AMENDMENTS.-
(1) The table of sections for part VI of subchapter B of chapter .1

is amended by adding at the end thereof the following new item:
"Sec. 183. Activities not engaged in for profit."

(2) The table of sections for part IX of subchapter B of chapter 1
is amended by striking out the item, relating to section 270.

(3) Section 6504 (relating to cross references) is amended by
striking out the item relating to section 270.

(d) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.
SE:C. 211. GAIN FROM DISPOSITION OF FARM LAND.

(a) IN GENERAL.--Part IV of subchapter P of chapter 1 (relating to
special rules for determining capital gains and losses) is amended by
a/tling after section 1251 (added by section 211 of this Act) the following
nesw section:
"SEC. 1252. GAIN FROM DISPOSITION OF FARM LAND.

"(a) GENERAL RULE.-
"(1) ORDINARY INCOME.-Except as otherwise provided in this

section, if farm land which the taxpayer has held for less than 10
years is disposed of during a taxable year beginning after December 31,
1969, the lower of-

"(A) the applicable percentage of the aggregate of the deduc-
tions allowed under sections 175 (relating to soil and water
conservation expenditures) and 182 (relating to expenditures by
farmers for clearing land) for expenditures made by the taxpayer
after December 31, 1969, with respect to the farm land or

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

or involuntary conversion), or the fair market value of the
farm land (in the case of any other disposition), over
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"(ii) the adjusted basis of such land,
shall be treated as gain from the sale or exchange of property
which is neither a capital asset nor property described in sec-
tion 1231. Such gain shall be recognized notwithstanding anyother provision of this subtitle, except that this section shall
not apply to the extent section 1251 applies to such gain.

"(2) FARM LAND.-For purposes of this section, the term 'farm
land' means any land with respect to which deductions have been
allowed under sections 175 (relating to soil and water conservation
expenditures) or 182 (relating to expenditures by farmers for clearing
land).

"(3) APPLICABLE PERCENTAGE.-For purposes of this section---

The applicable
"If the farm land is disposed of- percentage is-

Within 5 years after the date it was acquired- 100 percent.
Within the sixth year after it was acquired .-.--.- 80 percent.
Within the seventh year after it was acquired .... G60 percent.
Within the eighth year after it was acquired------ .0 percent.
UWithin the ninth year after it was acquired------ 20 percent.
10 years or more years after it was acquired------- 0 percent.

"(b) SPECIAL RULES.--Under regulations prescribed by the Secretary
or his delegate, rules similar to the rules of section 1245 shall be applied
for purposes of this section."

(b) (CLERICAL AMENDMENT.-The table of sections for part IV of
subchapter P of chapter 1 is amended by adding at the end thereof the
following:

"Sec. 1252. Gain from the disposition of farm land."

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.
SEC. 215. CROP INSURANCE PROCEEDS.

(a) YEAR IN WHICiH INCLUDED INININCOM.--Section 4651 (relating
to general rule for taxable year of inclusion) is amended by adding at the
end thereof the following new subsection:

"(d) SPECIAL RULE FOR CROP INSURANCE PROCEEDS.-In the case
of insurance proceeds received as a result of destruction or damage to
crops, a taxpayer reporting on the cash receipts and disbursements
method of accounting may elect to include such proceeds ,in income for the
taxable year following the taxable year of destruction or damage, if he
establishes that, under his practice, income from such crops would have
been reported in a following taxable year. An election under this sub-
section for any taxable year shall be made at such time and in such
manner as the Secretary or his delegate prescribes."

(b) EFFECTIVE DATE.--The amendment made by subsection (a) shall
apply to taxable years ending after the date of the enactment of this Act.
SEC. 216. CAPITALIZATION OF COSTS OF PLANTING AND DEVEL-

OPING CITRUS GROVES.
(a) REQUIREMENT OF CAPITALIZATION.-Part IX of subchapter B

of chapter I (relating to items not deductible) is amended by adding after
section 277 (added by section 121(b) (3) of this Act) the following new
section:
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"SEC. 278. CAPITAL EXPENDITURES INCURRED IN PLANTING AND
DEVELOPING CITRUS GROVES.

"(a) GENERAL RuLE.-Except as provided in 8ubsection (b), any
amount (allowable as a deduction without regard to this section), which is
attributable to the planting, cultivation, maintenance, or development of
any citrus grove (or part thereof, and which is incurred before the close of
the fourth taxable year beginning with the taxable year in which the trees
were planted, shall be charged to capital account. For purposes of the
preceding sentence, the portion of a citrus grove planted in one taxable year
shall be treated separately from the portion of such grove planted in another
taxable year.

"(b) EXCEPTIoNs.-Subsection (a) shall not apply to amounts allow-
able as deductions (without regard to this section), and attributable to a
citrus grove (or part thereof) which was:

"(1) replanted after having been lost or damaged (while in the
hands of the taxpayer), by reason offreeze, disease, drought, pests or
casualty, or

"(2) planted or replanted prior to the enactment of this section."
(b) CLERICAL AMENDMENT.-The table of sections for such part IX

is amended by adding at the end thereof the following new item:
"Sec. 278. Capital expenditures incurred in planting and developing

citrus groves."
(c) EFFECTIVE DATE.-The amendments made by this section shall

apply to taxable years beginning after December 31, 1969.

Subtitle C-Interest
SEC. 221. INTEREST.

(a) LIMITATION ON INTEREST DEDUCTION ATTRIBUTABLE TO IN-
VESTMENT INDEBTEDNESS.-Section 163 (relating to interest) is
amended by redesignating subsection (d) as (e), and by inserting after
subsection (c) the following new subsection:

"(d) LIMITATION ON INTEREST ON INVESTMENT INDEBTEDNESS.-
"(I) IN GENERAL.-In the case of a taxpayer other than a corpora-

tion, the amount of investment interest (as defined in paragraph
(3) (D)) otherwise allowable as a deduction under this chapter shall
be limited, in the following order, to-

"(A) $25,000 ($12,500, in the case of a separate return by a
married individual), plus

"(B) the amount of the net investment income (as defined in
paragraph (3) (A)), plus

"(C) an amount equal to the amount by which the net long-
term capital gain exceeds the net short-term capital loss for the
taxable year, plus

"(D) one-half of the amount by which investment interest
exceeds the sum of the amounts described in subparagraphs (A),
(B), and-(().

In the case of a trust, the $26,000 amount specified in subparagraph
(A) and in paragraph (2)(A) shall be zero. In determining the
amount described in subparagraph (C), only gains and losses at-
tributable to the disposition of property held for investment shall be
taken into account.



"(2) CARRYOVER OF DISALLOWED INVESTMENT INTEREST.-
"(A) IN GENERAL.-The amount of disallowed investment

interest for any taxable year shall be treated as investment in-
terest paid or accrued in the succeeding taxable year. The amount
of the interest so treated which is allowable as a deduction by
reason of the first sentence of this paragraph for any taxable
year shall not exceed one-half of the amount by which-

"(i) the net investment income for such taxable year plus
$25,000, exceeds

"(ii) the investment interest paid or accrued during such
taxable year (determined without regard to this paragraph)
or $25,000, whichever is greater.

"(B) REDUCTION FOR CAPITAL GAIN DEDUCTION.-If-
"(i) an amount of disallowed investment interest treated

under subparagraph (A) as investment interest paid or
accrued in the taxable year is not allowable as a deduction
for such taxable year by reason of the second sentence of
subparagraph (A), and

"(ii) the taxpayer is entitled to a deduction under sec-
tion 1202 for such taxable year (whether or not the taxpayer
claims such deduction), the amount of such disallowed in-
vestment interest shall be reduced by an amount equal to
the amount of the deduction allowable under section 1202.

"(3) DEFINITIONS.-For purposes of this subsection-
"(A) NET INVESTMENT INCOME.- The term 'net investment

income' means the excess of investment income over investment
expenses.

"(B) INVESTMEANT INCOME.-The term 'investment income'
means-

"(i) the gross income from interest, dividends, rents, and
royalties,

"(ii) the net short-term capital gain attributable to the
disposition of property held for investment, and

"(iii) any amwout treated under sections 1246 and 1260
as gain from the sale or exchange of property which is
neither a capital asset nor property described in section
1231,

but only to the extent such income, gain, and amounts are not
derived from the conduct of a trade or business.

"(C) INVESTMENT EXPENSES.-The term 'investment ex-

penses' means the deductions allowable under sections 164 (a)
(1) or (2), 166, 167, 171, 212, or 611 directly connected with
the production of investment income. For purposes of this sub-
paragraph, the deduction allowable under section 167 with
respect to any property may be treated as the amount which
would have been allowable had the taxpayer depreciated the
property under the straight line method for each taxable year
of its useful life for which the taxpayer has held the property,
and the deduction allowable under section 611 with respect to
any property may be treated as the amount which would have
been allowable had the taxpayer determined the deduction under
section 611 without regard to section 613 .for each taxable year
for which the taxpayer has held the property.



"(D) INVESTMENT INTEREST.-The term 'investment inter-
est' mean interest paid or accrued on indebtedness incurred or
continued to purchase or carry property held for investment.

";(E) DISALLOWED INVESTMENT INTEREST.-The term 'dis-
allowed investment interest' means with respect to any taxable
year, the amount not allowable as a deduction solely by reason of the
limitations in paragraphs (1) and (2)(A).

"(/4) SPECIAL RULES.-
"(A) PROPERTY SUBJECT TO NET LEASE.-For purposes of

this subsection, property subject to a lease shall be treated as
property held for investment, and not as property used in a
trade or business, for a taxable year, if-

"(i) for such taxable year the sum of the deductions with
respect to such property which are allowable solely by
reason of section 162 is less than 16 percent of the rental
income produced by such property, or

"(ii) the lessor is either guaranteed a specified return or
is guaranteed in whole or in part against loss of income.

"(B) PARTNERSHIPS.--In the case of a partnership, each
partner shall, under regulations prescribed by the Secretary or
his delegate, take into account separately his distributive share
of the partnership's investment interest and the other items of
income and expense taken into account under this subsection.

"(C) SHAREHOLDERS OF ELECTING SMALL BUSINESS CORPO-
RATIONS.-In the case of an electing small business corporation
(as defined in section 1371 (b)), the investment interest paid or ac-
crued by such corporation and the other items of income and ex-
pense which would be taken into account if this subsection applied
to such corporation shall, under regulations prescribed by the
Secretary or his delegate, be treated as investment interest paid or
accrued by the shareholders of such corporation and as items of
such shareholders, and shall be apportioned pro rata among such
shareholders in a manner consistent with section 1374(c)(1).

"(D) CONSTRUCTION INTEREST.--For purposes of this sub-
section, interest paid or accrued on indebtedness incurred or
continued in the construction of property to be used in a trade
or business shall not be treated as investment interest.

"(5) CAPITAL GAINs.-For purposes of sections 1201 (b) (relating
to alternative capital gains tax), 1202 (relating to deduction for
capital gains), and 57(a)(9) (relating to treatment of capital gains
as a tax preference), an amount equal to the amount of investment
interest which is allowable as a deduction under this chapter by
reason of subparagraph (C) of paragraph (1) shall be treated as
gainfrom the sale or other disposition of property which is neither a
capital asset nor property described in section 1231.

"(6) EXCEPTIONS.--This subsection shall not apply with respect
to investment interest, investment income, and investment expenses
attributable to a specific item of property, if the indebtedness with
respect to such property-

"(A) is for a specified term, and
"(B) was incurred before December 17, 1969, or is incurred

after December 16, 1969, pursuant to a written contract or com-
mitment which, on such date and at all dnes thereafter prior
to the incurring of such indebtedness, is binding on the tax-
payer.)
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(b) EFFErCTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1971.

Subtitle D-Moving Expenses
SEC. 231. MOVING EXPENSES.

(a) DEDUCrTON FOR MOVING EXPENSES.-Section 217 (relating to
moI ng expenses) is amended to read as follows:
"SEC. 217. MOVING EXPENSES.

"(a) DEDUCTION ALrLO.WED.-There shall be allowed as a deduction
moving expenses paid or incurred during the taxable year in connection,
with the commencement of work by the taxpayer as an employee or as a.
self-employed individual at a new principal place of work.

"(b) DEFINITION OF MOVINv EXPENSES.-
"(1) IN GENERAL.-For purposes of this section., the term

'moving expenses' means only the reasonable expenses-
"(A) of moving household goods and personal effects from

the former residence to the new residence,
"(B) of traveling (including meals and lodging) from the

former residence to the new place of residence,
"(C) of traveling (including meals and lodging), after

obtaining employment, from the former residence to the general
location of the new principal place of work and return, for the
principal purpose of searching for a new residence,

"(D) of meals and lodging while occupying temporary quarters
in the general location of the new principal place of work
during any period of S0 consecutive days after obtaining em-
ployment, or

"(E) constituting qualified residence sale, purchase, or
lease expenses.

"(2) QUALIFIED RESIDENCE SALE, ETC., EXPENSES.-For pur-
poses of paragraph (1)(E), the term 'qualified residence sale, puir-
chase, or lease expenses' means only-reasonable expenses incident
to-

"(A) the sale or exchange by the taxpayer or his spouse of
the taxpayer's former residence (not Including expenses for
work performed on such residence in order to assist in, its sale)
which (but for this subsection and subsection (e)) would be
taken into account in determining the amount realized on the
sale or exchange,

"(B) the purchase by the taxpayer or his spouse of a new
residence in the general location of the new principal place of
work which (but for this subsection and subsection (e)) would
be taken into account in determining-

"(i) the adjusted basis of the new residence, or
"(ii) the cost of a loan (but not including any amounts

which represent payments or prepayments of interest),
"(C) the settlement of an unexpired lease held by the taxpayer

or his spouse on property 'used by the taxpayer as his former
residence, or

"(D) the acquisition of a lease by the taxpayer or his spouse
on property used by the taxpayer as his new residence in the
general location of the new principal place of work (not in-
cluding amounts which are payments or prepayments of rent).
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"(3) LIMITATIONS.-
"(A) DOLLAR LIMITS.-The aggregate amount allowable as a

deduction under subsection (a) in connection with a commence-
ment of work which is attributable to expenses described in
subparagraph (C) or (D) of paragraph (1) hall not exceed
$1,000. The aggregate amount allowable as a deduction under
subsection (a) which is attributable to qualified residence sale,
purchase, or lease expenses shall not exceed $2,600, reduced by
the aggregate amount so allowable which is attributable to ex-
penses described in subparagraph (0) or (D) of paragraph (1).

"(B) HUSBAND AND WIFE.-If a husband and wife both
commence work at a new principal place of work within the same
general location, subparagraph (A) shall be applied as if there
was only one commencement of work. In the case of a husband
and wife filing separate returns, subparagraph (A) shall be
applied by substituting '$500' for '$1,000', and by substituting
'$1,250' for '$2,600'.

I"() INDIVIDUALS OTHER THAN TAXPAYER.-In the case of
any individual other than the taxpayer, expenses referred to in
subparagraphs (A) through (D) of paragraph (1) shall be taken
into account only if such individual has both theformer residence
and the new residence as his principal place of abode and is a
member of the taxpayer's household.

"(c) CONDITIONS FOR ALLOWANCE.-No deduction shall be allowed
under this section unless-

"(1) the taxpayer's new principal place of work--
"(A) is at least 50 miles farther from his former residence

than was his former principal place of work, or
"(B) if he had noformer principal place of work, is at least 50

miles from his former residence, and
"(2) either-

"(A) during the 12-month period immediately following his
arrival in the general location of his new principal place of work,
the taxpayer is a full-time employee, in such general location,
during at least 39 weeks, or

"(B) during the 24-month period immediately following his
arrival in the general location of his new principal place of
work, the taxpayer is a full-time employee or performs services as
a self-employed individual on a fdll-time basis, in such general
location, during at least 78 weeks, of which not less than 39
weeks are during the 12-month period referred to in subpara-
graph (A).

For purposes of paragraph (1), the distance between two points shall
be the shortest of the more commonly traveled routes between such
two points.

"(d) RULES FOR APPLICATION OF SUBSECTION (c)(2).-
"(1) The condition of subsection (c)(2) shall not apply if the tax-

payer is unable to satisfy such condition by reason of-
"(A) death or disability, or
"(B) involuntary separation (other than for willful miscon-

duct) from the service of, or transfer for the benefit_of, an em-
ployer after obtaining full-time employmjment in which the tax-
payer could reasonably have been expected to satisfy such
condition.
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"(2) If a taxpayer has not satisfied the condition of subsection
(c) (2) before the time prescribed by law (including extensions thereof)
for filing the return for the taxable year during which he paid or in-
curred moving expenses which would otherwise be deductible under
this section, but may still satisfy such condition, then such expenses
may (at the election of the taxpayer) be deducted for such taxable year
notwithstanding subsection (c) (2).
"() If-

"(A) for any taxable year moving expenses have been deducted
in accordance with the rule provided in paragraph (2), and

"(B) the condition of subsection (c) (2) cannot be satisfied at the
close of a subsequent taxable year,

then an amount equal to the expenses which were so deducted shAll be
included in gross income for the first such subsequent taxable year.

"(e) DENIAL OF DOUBLE BENEFIT.-The amount realized on the sale
of the residence described in subparagraph (A) of subsection (b)(2) shall
not be decreased by the amount of any expenses described in such sub-
paragraph which are allowed as a deduction under subsection (a), and
the basis of a residence described in subparagraph (B) of subsection (b) (2)
shall not be increased by the amount of any expenses described in such
subparagraph which are allowed as a deduction under subsection (a). This
subsection shall not apply to any expenses with respect to which an amount
is included in. gross income under subsection (d) (3).

"(J) RULES FOR SELF-EMPLOYED INDIVIDUALS.-
"(1) DEFINITION.-For purposes of this section, the term 'self-

employed individual' means an individual who performs personal
services- ^

"(A) as the owner of the entire interest in an unincorporated
trade or business, or

"(B) as a partner in a partnership carrying on a trade or
business.

"(2) RULE FOR APPLICATION OF SUBSECTIONS (b)(1) (c) AND
(D).-For purposes of subparagraphs (C) and (D) of subsection
(b)(1), an individual who commences work at a new principal place
of work as a self-emplnyed individual shall be treated as having ob-
tained employment when he has made substantial arrangements to
commence such work.

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

(b) INCLUSION IN GROSS INCOME oF MovING EXPENSE REIMBURSE-
MENTS.--Part II of subchapter B of chapter 1 (relating to items specifically
included in gross income) is amended by adding after section 81 the
following new section:
"SEC. 82. REIMBURSEMENT FOR EXPENSES OF MOVING.

"There shall be included in gross income (as compensation for services)
any amount received or accrued, directly or indirectly, by an individual as
a payment for or reimbursement of expenses of moving from one residence
to another residence which is attributable to employment or self-employ-
ment."

(c) CONFORMING AMENDMENTS.-
(1) The table of sections for part II of subchapter B of chapter 1

is amended by adding at the end thereof the following new item:
"Sec. 82. Reimbursement of moving expenses."



(2) Section 1001 (relating to determination of amount and recogni-
tion of gain or loss) is amended by adding after subsection (e) (as
added by section 516(a) of this Act) the following new subsection:

"(f) CRoss REFERENCE.-
"For treatment of certain expenses incident to the sale of a resi-

dence which were deducted as moving expenses by the taxpayer or
his spouse under section 217(a), see section 217(e)."

(3) Section 1016(c) is amended to read as follows:
"(c) CROSS REFERENCES.-

"(1) For treatment of certain expenses incident to the purchase of
a residence which were deducted as moving expenses by the tax-
payer or his spouse under section 217(a), see section 217(e).

"(2) For treatment of separate mineral interests as one-property,
see section 611."

(d) EFFECTIVE DATES.--The amendments made by this section shall
apply to taxable years beginning after December 31, 1969, except that-

(1) section 217 of the Internal Revenue Code of 1954 (as amended
by subsection (a)) shall not apply to any item to the extent that the
taxpayer received or accrued reimbursement or other expense allow-
ance for such item in a taxable year beginning on or before Decem-
ber 31, 1969, which -was not included in his gross income; and

(2) the amendments made by this section shall not apply (at the
election of the taxpayer made at such time and manner as the Secre-
tary of the Treasury or his delegate prescribes) with respect to moving
expenses paid or incurred before July 1, 1970, in connection with the
commencement of work by the taxpayer as an employee at a new
principal place of work of which the taxpayer had been notified by
his employer on or before December 19, 1969.





TITLE Ill-MINIMUM TAX; AD-
JUSTMENTS PRIMARILY AF-
FECTING INDIVIDUALS

Subtitle A-Minimum Tax
SEC. 301. MINIMUM TAX FOR TAX PREFERENCES.

(a) IN GENERAL.-Subchapter A of chapter 1 (relating to determina-
tion of tax liability) is amended by adding at the end thereof the following
new part:

"PART VI-MINIMUM TAX FOR TAX
PREFERENCES

"Sec. 66. Imposition of tax.
"Sec. 57. Items of tax preference.
"Sec. 58. Rules for application of this part.

"SEC. 56. IMPOSITION OF TAX.
"(a) IN GENERAL.-In addition to the other taxes imposed by this

chapter, there is hereby imposed for each taxable year, with respect to the
income of every person, a tax equal to 10 percent of the amount (if any)
by which--

"(1) the sum of the items of tax preference in excess of $30,000,
is greater than

"(2) the taxes imposed by this chapter for the taxable year (com-
puted without regard to this part and without regard to the taxes
imposed by sections 531 and 541) reduced by the sum of the credits
allowable under-

"(A) section 3S (relating to foreign tax credit),
"(B) section 37 (relating to retirement income), and
"(C) section 88 (relating to investment credit).

"(b) DEFERRAL OF TAX LIABILITY IN CASE OF CERTAIN NET OP-
ERATING LossEs.-

"(1) IN GENERAL.-Iffor any taxable year a person-
"(A) has a net operating loss any portion of which (under

section 172) remains as a net operating loss carryover to a
succeeding taxable year, and

"(B) has items of tax preference in excess of $30,000,
then an amount equal to the lesser of the tax imposed by subsection
(a) or 10 percent of the amount of the net operating loss carryover
described in subparagraph (A) shall be treated as tax liability not
imposed for the taxable year, but as imposed for the succeeding
taxable year or years pursuant to paragraph (2).

(101)
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"(2) YEAR OF LIABILITY.-In any taxable year in which any
portion of the net operating loss carryover attributable to the excess
described in paragraph (1)(B) reduces taxable income, the amount
of tax liability described in paragraph (1) shall be treated as tax
liability imposed in such taxable year' in an amount equal to 10
percent of such reduction.

"(3) PRIORITY OF APPLICATION.-For purposes of paragraph
(2), if any portion of the net operating loss carryover described in
paragraph (1)(A) is not attributable to the excess described in
paragraph (1)(B), such portion shall be considered as being applied
in reducing taxable income before such other portion.

"SEC. 57. ITEMS OF TAX PREFERENCE.
"(a) IN GENERAL.-For purposes of this part, the items of tax pref-

erence are-
"(1) EXCESS INVESTMENT INTEREST.-The amount of the ex-

cess investment interest for the taxable year (as determined under
subsection (b)).

"(2) ACCELERATED DEPRECIATION ON REAL PROPERTY.--With
respect to each section 1260 property (as defined in section 1260(c)),
the amount by which the deduction allowable for the taxable year for
exhaustion, wear and tear, obsolescence, or amortization exceeds the
depreciation deduction which would have been allowable for the
taxable year had the taxpayer depreciated the property under the
straight line method for each taxable year of its useful life (deter-
mined without regard to section 167(k)) for which the taxpayer has
held the property.

"(8) ACCELERATED DEPRECIATION ON PERSONAL PROPERTY
SUBJECT TO A NET LEASE.-W~ith respect to each item of section
1245 property (as defined in section 1246(a) (3)) which is the subject
of a net lease, the amount by which the deduction allowable for the
taxable year for exhaustion, wear and tear, obsolescence, or amortiza-
tion exceeds the depreciation deduction which would have been allow-
able for the taxable year had the taxpayer depreciated-the property
under the straight line method for each taxable year of its useful life
for which the taxpayer has held the property.

"(4) AMORTIZATION OF CERTIFIED POLLUTION CONTROL FACILI-
TIES.-VWith respect to each certified pollution control facility for
which an election, is in effect under section 169, the amount by which
the deduction allowablefor the taxable year under such section exceeds
the depreciation deduction which would otherwise be allouwable under
section 167.

"(6) AMORTIZATION OF RAILROAD ROLLING STOCK.-With respect
to each unit of railroad rolling stock for which an election is in effect
under section 184, the amount by which the deduction allowable for
the taxable year under such section exceeds the depreciation deduction
which would otherwise be allowable ,under section 167.

"(6) STOCK OPTIONS.-With respect to the transfer of a share of
stock pursuant to the exercise of a qualified stock option (as defined
in section 422(b)) or a restricted stt :k option (as defined in section
424(b)), the amount by which the fair market value of the share at
the time of exercise exceeds the option price.

"(7) RESERVES FOR LOSSES ON BAD DEBTS OF FINANCIAL IN-
STITUTIONS.-In the case of a financial institution to which section
686 or 693 applies, the amount by which the deduction allowable for



the taxable year for a reaonable addition to a reserve for bad debts
exceeds the amount that would have been allowable had the institution
maintained its bad debt reserve for all taxable years on the basis of
actual experience.

"(8) DEPLETION.-With respect to each property (as defined in
section 614), the excess of the deduction for depletion allowable
under section 611 for the taxable year over the adjusted basis of
the. property at the end of the taxable year (determined without
regard to the depletion deduction for the taxable year).

"(9) CAPITAL GAINS.-
"(A) INDIVIDUALS.-In the case of a taxpayer other than a

corporation, an amount equal to one-half of the amount by
which the net long-term capital gain exceeds the net short-term
capital 1088 for the taxable year.

"(B) CORPORATIONS. n the case of a corporation, if the
net long-term capital gain exeeds the net short-term capital los88
for the taxable year, an amount equal to the product obtained by
multiplying such excess by a fraction the numerator of which is
the sum of the normal tax rate and the surtax rate under section
11, minus the alternative tax rate under section 1 01 (a), for the
taxable year, and the denominator of which is the sum of the
normal tax rate and the surtax rate under section 11 for the
taxable year. In the case of a corporation to which section 1201 (a)
doe8 not apply, the amount under this subparagraph shall be
determined under regulations prescribed by the Secretary or
his delegate in a manner consistent with the preceding sentence.

Paragraph (1) shall appl, only to taxable years beginning before January
1, 1972. Paragraphs (1) and (3) shall not apply to a corporation other
than an electing small business corporation (as defined in section 1371 (b))
and a personal holding company (as defined in section 542).

"(b) EXCESS INVESTMENT INTEREST.-
"(1) IN GENERAL.-For purposes of paragraph (1) of subsection

(a), the excess investment interestfor any taxable year ir the amount by
which the investment interest expense for the taxable year exceeds the
net investment income for the taxable year.

"(2) DEFINITIONS.-For purposes of this subsection.-
"(A) NET INVESTMENT INCoME.-The term 'net investment

income' means the excess of investment income over investment
expenses.

" (B) INVESTMENT INCOME.-The term 'investment income'
means-

"(i) the gross incomefrom intereel, dividends, rents, and
royalties,

"(ii) the net short-term capital gain attributable to the
disposition of property held for investment, and

"(iii) amounts treated under sections 145 and 1260 as

gain from the sale or exchange of property which is neither
a capital asset nor property described in section 1231,

but only to the extent such income, gain, and amounts are not
derivedfrom the conduct of a trade or bIsiness.

" (0) INVESTMENT EXPENSES.-The term 'investment ex-
penses' means the deductions allowable under sections 164(a)
(1) or (2), 166, 167, 171, 212, 243, 244, 245, or 611 directly
connected with the production ofinvestment income. For purposes



of this subparagraph, the deduction allowable under section. 167
with, respect to any property may be treated as the amount which
would have been allowable had the taxpayer depreciated the
property under the straight line method for each taxable year of
its useful life for which the taxpayer has held the property, and
the deduction. allowable .under section. 611 with respect to any
property may be treated as the amount which would have been
allowable had the taxpayer determined the deduction under
section 611 without regard to section 613S for each taxable year
for which the taxpayer has held the property.

"(D) IN VESTMENT INTEREST EXPENSE.-The term 'in vest-
ment interest expense' means interest paid or accrued on in-
debtedness incurred or continued to purchase or carry property
held for investment. For purposes of the preceding sentence,
interest paid or accrued onl indebtedness incurred or continued
in the construction of property to be used in a trade or business
shall not be treated as an investment interest expense.

"(3) PROPERTY SUBJECT TO NET LEASE.-For purposes of this
subsection, property which 'is subject to a net lease entered into after
October 9, 1969, shall be treated as property held for investment, and
not as property used in a trade or business.

"(c) NETA LEASES.-For purposes of this section, property shall be
considered to be subject to a net lease for a taxable yeak if-

"(1) for such taxable year the sum of the deductions with respect
to such'property which are allowable solely by reason of section 162
is less than 15 percent of the rental income produced by such property,
or

"(2) the lessor is either guaranteed a specified return or is guaran-
teed in whole or in part against loss of income.

"SEC. 58. RULES FOR APPLICATION OF THIS PART.
"(a) HUSBAND AND WIVFE.-In the case of a husband or wife who

files a separate ret urn for the taxable year, the $30,000 amount specified in
section 56 shall be $15,000.

"(b) 1fMEMBERS OF CONTROLLED GROUPS.-Iln the case of a controlled
group of corporations (as defined in section 1663(a)), the $30,000 amount
specified in section 66 shall be divided equally among the component
mem bers of such group unless all component members consent (at such
time and in such manner as the Secretary or his delegate prescribes by
regulations) to an apportionment plan, proriing.for an unleqrual allocation
of such amount.

"(c) ESTATES AND TRUSTS.-Inh the case of an estate or trust-
"(1) the sum of the items of tax preference for any taxable year of

the estate or trust shall be apportioned between the estate or trust and
the beneficiaries on the basis of the income of the estate or trust

- allocable to each, and
"(2) the $30,000 amount specified in section 56 applicable to

such estate or trust shall be reduced to an amount which bears the
same ratio to $30,000 as the portion of the sum of the items of tax
preference allocated to the estate or trust 'under paragraph, (1) bears
to such sum.

"(d) ELECTING SMALL BUSINESS CORPORATIONS AND THEIR SHARE-
HOLDERS.-

"(1) IN OENERAL.-Except as provided in paragraph (2), the
items of tax preference of an electing small business corporation
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(as defined in section 1371 (b)) for each taxable year of the corpora-
lion shall be treated as items of tax preference of the 8harelolder8 of
such corporation, and, except as provided in paragraph (2), shall
not be treated as items of tax preference of such corporation. The
sum of the items 8so treated shall be apportioned pro rata among such
shareholders in a manner consistent with section 1374(c)(1). For
purposes of this paragraph, this part shall be treated as apply-
ing to such corporation.

"(2) CERTAIN CAPITAL OAINS.-If for a taxable year of an
electing small business corporation. a tax is imposed on the income of
such corporation under section 1378, such corporation shall, not-
withstanding the provisions of section 1371 (b) (1), be subject to the tax
imposed by section. 66, but computed only with. reference to the item
of tax preference set forth in section 57 (a) (9) (B) to the extent attributt-
able to gains subject to the tax imposed by section 1878.

"(e) PARTICIPANTS IN A COMMON TRUST FUND.-The items of tax
preference of a common trust fund (as defined in section 584(a)) for each
taxable year of the fund shall be treated as items of tax preference of the
participants of such fumd and shall be apportioned pro rata among such
participants. For purposes of this subsection, this part shall be treated as
applying to such und.

(,f)p EOULATED INVESTMENT COMPANIES, ETC.-In the case of a

regulated investment company to which part. I of subchapter M applies
or a real estate investment trust to which. part II of subchapter Al applies-

"(I) the item of tax preference set forth in section 67(a) (9) shall
not be treated as an item of tax preference of such company or such
trust for each taxable year to the extent that such item is attributable
to amounts taken into account as income by the shareholders of such
company under section 8562(b)(3), or by the shareholders or holders
of beneficial interests of such trust under section 857(b) (3), and

"(2) the items of tax preference of such company or such trust for
each taxable year (other than the item of tax preference set forth in
section 67(a)(9) and, in the case of a real estate investment trust,
the item of tax preference set forth in. section 57(a)(2)) shall be
treated as items of tax preference of the shareholders of such
company, or the shareholders or holders of beneficial interests of
such trust (and not as items of tax preference of such company or
such. trust), in the same proportion. that the dividends (other than
capital gain. dividends) paid to each such shareholder, or holder of
beneficial interest, bears to the taxable income of such company or
such trust determined without regard to the deduction for dividends
paid.

"(g) TAX PREFERENCES ATTRIBUTABLE TO FOREIGN SOURCES.-
"(1) IN GENERAL.-For purposes of section 66, the items of tax

preference set forth in section 67(a) (other than in paragraphs (6)
and (9) of suLch section) which are attributable to sources Within any
foreign country or possession of the United States shall be taken into
account only to the extent that such items reduce the tax imposed by
this chapter (other than the tax imposed by section 56) on income
derived from sources within the United States. For purposes of the
preceding sentence, items of tax preference shall be treated as reducing
the tax imposed by this chapter before items which are not items of
tax preference.
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"(2) (CAPITAL (JAI.S AN.D STOCK' OPTrONS.--For purpose( of
section 56f, the items of tar preference set forth in ioaraqraph^s (f6)
and (.9) of section 67(a) which are attributable to sources within any
foreign country or possession of the Un ited States shall not be taken
into account if, under the tar laws of such country or possession

"'(A) in thie case of the item set forth in jxiragraph (6) of
section 67(a), preferential treatment is not accorded transfers of
shares of stock pjurrs.ant to stock, options (described in sluch lira-
(graph, and

"(B) in the case of the item set forth in Kparararph (9) (:f
section 67(a), preferential treatment is not accorded (aiin from
the sale or ezc/han(g of capital assets (or property treated ao
capital assets)."

(1b) I'CH ' .ICALA4 . (Co.vrO\MIG fM. I)M \TS.-
(I) The table of parts for subchapter A of chapter I ix amentde(l

by adding at the end thereof the following new item:
"Piart 1'l. M1ininmumita. for tax prdfcrrcn<cs."

(2) ,S'ection 65(a) (relating to cross references to other rates oj tar
on indiriduals, etc.) is amended by adding at the (nd thereof the
following new xlragraph:

"(5) For minimum tax for tax preferences, see section 56."
(3) Section 12 (relating to cross references relating to tax on cor-

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

paragraph:
"(8) For minimum tax for tax preferences, see section 56."
(.;)Section .66(a) (3) (relating to liability Jor ta.for determining

alnoulnt of investment credit) is amended by inserting "section 056
(relating to minimum tar for tar preferences)," before "'section 6531".

(6) Section 51(b)(l) (relating to adjusted tax.for purposes of tar
surcharge) is amended by inserting "section 56," after "thi^ sec-
tion,'.

(6) Section f43 (relating to returns for a period of less than 12
months) is amended by redesignating subsection (d) as subsection (e)
and inserting after subsection (c) the following new subsection:

"(d) AIDJUSTMENT IN EXCLUSION FOR ('OM'PUTINa' MINIMUM TAX
FOR TAXI7'.xREF,,RNcxs.-If a return is made for a short period by
reason. of subsection (a), then the $30,000 amount specified in section 66
(relating to minimum tar for tat preferences), modified as provided by
section 58, shall be reduced to the amount which bears the same ratio to
such specified amount as the niiumber of days in the short period bears to
365."

(7) Section 4/63(c) (3) (relating to rule. for change from accrual to
installment basis) is amended by inserting ", other than by section
5;6," after "prior revenue laws)".

(8) Section. 511 (relating to tax on. unrelated business income of
charitable, etc., organizations) is amended by adding after subsection
(c) (as addled by section 121 (a)(3) of this Act) the following new
subsection:

"(d) TAX PREFERENCES.-The tax imposed by section 56 shall apply
to an organization, subject to taz under this section with respect to items
of tax preference which enter into the computation of unrelated business
taxable income."
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(9) The last sentence of section 901 (a) (relating to allowance of
credit for taxes of foreign contfrifes and of possm8ions of the United
States) is amended by inserting "againth the. tax imposed by section
56 (relating to minimum tax for tax preferences)," after "not be
(lowlved".

(10) Section 1373(c) (relating to definition of unllistributed tax-
able income) is awnunded by striking mit "tax imposed by section
1378(a)" and inserting in lieu thereof "taxes impose( by sections
.56 and 1378(a)".

(11) Section 18765(a) (3) (relating to reduction for taxes imposed)
is amended-

(A) by striking out "TAX IMPOSED BY SECTION 1378" in the
heading of such section and inserting in lieu thereof "TAX.xS
IMPOSED"; and

(B) by striking out "tax imposed by section 1378(a) on the
income of' in the text of such section and inserting in lieu
thereof "iaxes imposed by sections 66 and 1378(a) on".

(12) Section 6015(c) (relating to definition of estimated tax) is
amended by inserting after "taxable year" in, paragraph (1) "(other
than the tax imposed by section 66)".

(43) Section 6664(f) (relating to definition of tax) is amended, by
inserting after "chapter 1" in paragraph (1) "(other than by section
56)".

(c) EFFECTIVE DATE.-The amendments made. by this section shall
apply to taxable years ending after December 31, i1969. In the case of a
taxable year beginning in, 1969 and ending in 1970, the tax imposed by
section 56 of the Internal Revenaie Code of 1964 (asiadded by subsection
(a)) shall be an amount equal to the tax imposed by such section (deter-
mined without regard to this sentence) multiplied by a fraction-

(1) the numerator of which is the number of days in the taxable
year occurring after December 31, 1969, and

(2) the denominator of which is the number of days in the entire
taxable year.

Subtitle B-Income Averaging
SEC. 311. INCOME AVERAGING.

(a) LIMITATION ON TAx.-Section 1301 (relating to limitation on tax)
is amended by striking out "20 percent of such income" and all thatfollows
and inserting in lieu thereof "20 percent of such income to 120 percent of
average base period income."

(b) AVERAGABLE INCOME.-Section 1S02 (relating to the definition of
averasgable income andt related definitions) is amended to read as follows:
"SEC. 1302. DEFINITION OF AVERAGABLE INCOME; RE-

LATED DEFINITIONS.
"(a) AVERAGABLE INCOME.-

"(1) IN GENERAL.-For purposes of this part, the term 'averagable
income' means the amount by which taxable income for the compui-
tation year (reduced as provided in paragraph (2/) exceeds 120
percent of average base period income.

"(2) REDUCTIONS.-The taxable income for the computation year
shall be reduced by-
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"(1A) the amount (if any) to which section 72 (m) (5) applies,
and

"(B) the amounts included in the income of a beneficiary of a
trust under section 668(a)

"(b) AVERAGE BASE PERIOD INcoME.-For purposes of this part-
"(1) IN GENERAL.-The term 'average base period income' means

one-fourth, of the sum of the base period incomes for the base period.
"(2) BASE PERIOD ,INCOME.-The base period income for any

taxable i/ear is the taxable income for such, year-
"(A) increased by an amount equal to the excess of-

"(i) the amount excluded from gross income under ,section
911 (relating to earned income from sources without the
United States) and subpart D of part III of subchapter N
(sec. 931 and following, relating to iTncome from sources
within possessions of the United States), over

"(ii) the deductions which would have been properly
allocable to or chargeable against such, amount but for the
exclusion of such amount from gross income; and

"(B) decreased by the amounts included in the income of a
beneficiary of a trust under section 668(a).

"(c) OTHER RELATED DEFIN ITIONS.-For purposes of this part-
"(1) COMPUTATION YEAR.-The term 'computation year' means

the taxable year for which the taxpayer chooses the benefits of this
part.

"(2) BASE PERIOD.--The term 'base period' means the 4j taxable
years immediately preceding the computation year.

"(3) BASE PERIOD YEAR.-The term 'base period year' means any
of the 4 taxable years immediately preceding the computation year.

"(4) JOINT RETURN.-The term 'joint return,' means the return
of a husband and wife made 'under section 6013."

(c) SPECIAL RULEs.-Section 130J,(b) (relating to special rules ap-
plicable to income averaging) is amendled-

(1) by striking out "and" at the end of paragraph (S);
(2) by striking out the period at the end of paragraph (4) and

inserting in lieu thereof a comma; and
(3) by adding at the end thereof the following new paragraphs:
"(6) section 1201 (b) (relating to alternative capital gains tax), and
"(6) section 1348 (relating to 50-percent maximum rate on earned

income)."
(d) COOIFORMING AMENDMENTS.-

(1) Section 1303(Oc) (2) (B) is amended by striking out "adjusted".
(2) Section 1304/ is amended-

(A) by striking out paragraph (3) of subsection (c) and by
redesignating paragraphs (4) and (5) of such subsections as
paragraphs (3) and (4), respectively;

(B) by striking out "Paragraphs (2), (3), and (4)" in sub-
section (c)(1) and inserting in lieu thereof "Paragraphs (2)
and (3)";

(C) by striking out "paragraph (4)" in subsection (c) (1) (B)
and inserting in lieu thereof "paragraph (3)";

(D) by striking out "adjusted" in subparagraph (B) of sub-
section (c) (3) (as redesignated);

(E) by striking out in subsection (d) ", and the $3,000figure
contained in section 1302 (b)(2)(0) shall be applied to the
aggregate net incomes";
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(F) by striking out subsections (e) and (f) and inserting
in lieu thereof thefollowing:

"(e) TREATMENT OF CERTAIN OrHER ITErM.-
"(i) SECTION 7r(m)(s).-Section 72(m)(5) (relating to penalties

applicable to certain amounts received by owner-employees) hall be
applied as if this part had not been enacted.

"(2) OTHER ITEMS.--Except as otherwise provided in this part, the
order and manner in which items of income or limitations on tax
hall be taken into account in computing the tax imposed by this
chapter on the income of any eligible individual to whom section 1801
applies for any computation year hall be determined under regula-
tions prescribed by the Secretary or his delegate."; and

(a) by redesigntaing subsection (g) as (f).
(3) Section 6511(d) (2) (A) (ii) is amended-

(A) by striking out "1302(e)(1)" and inserting in lieu
thereof "1802 (c) (1)"; and

(B) by striking out "1802(e)(3)" and inserting in lieu
thereof "1302(c) ()".

(e) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to computation years (within the meaning of section
1302(c)(1) of the Internal Revenue Code of 19564) beginning after
December 31, 1969, and to base period years (within the meaning of sec-
tion 1302(c) (3) of such Code) applicable to such computation years.

Subtitle C-Restricted Property
SEC. 321. RESTRICTED PROPERTY.

(a) IN GENERAL.-Part II of subchapter B of chapter 1 (relating to
items specifically included in gross income) is amended by adding after
section 82 (as added by section 221(b) of this Act) the following new
section:
"SEC. 83. PROPERTY TRANSFERRED IN CONNECTION

WITH PERFORMANCE OF SERVICES.
"(a) GENERAL RULE.-If, in connection with the performance of

services, property is transferred to any person other than the person for
whom such services are performed, the excess of-

"(1) the fair market value of such property (determined without
regard to any restriction other than a restriction which by its terms
uwl never lapse) at the first time the rights of the person having the
beneficial interest in such property are transferable or are not subject
to a substantial risk of forfeiture, whichever occurs earlier, over

"(2) the amount (if any) paid for such property,
shall be included in the gross income of the person who performed such
services in the first taxable year in which the rights of the person having the
beneficial interest in such property are transferable or are not subject to a
substantial risk of forfeiture, whichever is applicable. The preceding
sentence shall not apply if such person sells or otherwise disposes of such
property in an arm's length transaction before his rights in such .property
become transferable or not subject to a substantial risk of forfeiture.
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"(b) ELECTION To INCLUDE IN GROSS INCOME IN YEAR OF
TRANSFER.-

"(1) IN GENERAL.-Any person who performs services in con-
nection with which property is transferred to any person may elect to
include in his gross income, for the taxable year in which &sich property
is transferred, the excess of-

"(A) the fair market value of such property at the time of
transfer (determined without regard to any restriction other than
a restriction which by its terms will never lapse), over

"(B) the amount (if any) paid for such property.
If such election is made, subsection (a) shall not apply with respect
to the transfer of such property, and if such property is subse-
quently forfeited, no deduction shall be allowed in respect of such
forfeiture.

"(2) ELECTION.-An election under paragraph (1) with respect
to any transfer of property shall be made in such manner as the
Secretary or his delegate prescribes and shall be made not later than
30 days after the date of such transfer (or, if later, 30 days after the
date of the enactment of the Tax Reform Act of 1969). Such election
may not be revoked except with the consent of the Secretary or his
delegate.

"(c) SPECIAL RULES.-For purposes of this section-
"(1) SUBSTANTIAL RISK OF FORFEITURE.- The rights of a person

in property are subject to a substantial risk of forfeiture if such
person's rights to full enjoyment of such property are conditioned
upon the future performance of substantial services by any in-
dividual.

"'(2) TRANSFERABILITY OF PROPERTY.- The rights of a person in
property are transferable only if the rights in such property of any
transferee are not subject to a substantial risk of forfeiture.

"(d) CERTAIN RESTRICTIONS WHICH WILL NEVER LAPSE.-
"(1) VALUATION.-In the case of property subject to a restriction

which by its terms will never lapse, and which allows the transferee
to sell such property only at a price determined under a formula, the
price so determined shall be deemed to be the fair market value of the
property unless established to the contrary by the Secretary or his
delegate, and the burden of proof shall be on the Secretary or his
delegate with respect to such value.

"(2) CANCELLATION.-If, in the case of property subject to a
restriction which by its terms will never lapse, the restriction is
canceled, then, unless the taxpayer establishes-

"(A) that such cancellation was not compensatory, and
"(B) that the person, if any, who would be allowed a deduc-

tion if the cancellation were treated as compensatory, will treat
the transaction as not compensatory, as evidenced in such
manner as the Secretary or his delegate shall prescribe by
regulations,

the excess of the fair market value of the property (computed without
regard to the restrictions) at the time of cancellation over the sum of-

"(C) the fair market value of such property (computed by
taking- the restriction into account) immediately before the
cancellation, and

"(D) the amount, if any, paid for the cancellation,
shall be treated as compensation for the taxable year in which such
cancellation occurs.
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"(e) APPLICABILITY OF SECTION.-This section shall not apply to-
"(1) a transaction to which section 421 applies,
"(2) a transfer to or from a trust described in sectwin 401 (a) or a

transfer under an annuity plan which meets the requirements of
section 404(a) (2),

"(3) the transfer of an option without a readily ascertainable fair
market value, or

"(4) the transfer of property pursuant to the exercise of an option
with a readily ascertainable fair market value at the date of grant.

"(f) HOLDING PERIOD.-In determining the period for which the tax-
payer has held property to which subsection (a) applies, there shall be
included only the period beginning at the first time his rights in such
property are transferable or are not subject to a substantial risk of for-
feiture, whichever occurs earlier.

"(g) CERTAIN EXCHANGES.-If property to which subsection (a)
applies is exchanged for property subject to restrictions and conditions
substantially similar to those to which the property given in such exchange
was subject, and if section 864, 355, 66, or 1086 (or so much of section
10831 as relates to section 1086) applied to such exchange, or if such ex-
change was pursuant to the exercise of z conversion privilege-

"(1) such exchange shall be disregarded for purposes of subsection
(a), and

"(2) the property received shdll be treated as property to which
subsection (a) applies.

"(h) DEDUCTION BY EMPLoYER.-In the case of a transfer of property
to which this section applies or a cancellation of a restriction described
in subsection (d), there shall be allowed as a deduction under sec-
tion 162, to the person for whom were performed the services in connec-
tion with which such property was transferred, an amount 'equal to the
amount included under subsection (a), (b), or (d) (2) in the gross income
of the person who performed such services. Such deduction shall be allowed
for the taxable year of such person in which or with which ends the taxable
year in which such amount is included in the gross income of the person
who performed such services.

"(i) TRANSITION RULES.-This section shall apply to property trans-
ferred after June 30, 1969, except that this section shall not apply to
property transferred-

"(1) pursuant to a binding written contract entered into before
April 22, 1969,

"(2) upon the exercise of an option granted before April 22, 1969,
"($) before May 1, 1970, pursuant to a written plan adopted and

approved before July 1, 1969,
"(4) before January 1, 1973, upon the exercise of an option

granted pursuant to a binding written contract entered into before
April 22, 1969, between a corporation and the transferor requiring
the transferor to grant options to employees of such corporation (or a
subsidiary of such corporation) to purchase a determinable number of
shares of stock of such corporation, but only if the transferee was an
employee of such corporation (or a subsidiary of such corporation)
on or before April 22, 1969, or

"(5) in exchange for (or pursuant to the exercise of a conversion
privilege contained in) property transferred before July 1, 1969, or
for property to which this section does not apply (by reason of para-
graphs (1), (2), (8), or (4)), if section 354, 355, 366, or 1036 (or so
much of section 1031 as relates to section 1036) applies, or if gain or
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10oss is not otherv.ise required to be recognized upon the exercise of
such conversion privilege, and if the property received in such ex-
change is subject to restrictions and conditions substantially similar
to those to which the property given in such exchange was subject."

Xb) iNvONEXEMPT TRUSTS AND NONQUALIFIED ANNUITIES.-
(1) BENEFICIARY OF NONEXEMPT TRUST.-Section 402(b) (re-

lating to taxability of beneficiary of nonexempt trust) is amended to
read as follows:

"(b) TAXABILITY OF BENEFICIARY OF NONEXEMPT TRUST.-Contri-
butions to an employees' trust made by an employer during a taxable year
of the employer which ends within or with a taxable year of the trust
for which the trust is not exempt from tax under section 501 (a) shall be
included in the gross income of the employee in accordance with section
83 (relating to property transferred in connection with performance
of services), except that the value of the employee's interest in the trust
shall be substituted for the fair market value of the property for purposes
of applying such section. The amount actually distributed or made availa-
ble to any distributee by any such trust shall be taxable to him in the
year in which so distributed or made available, under section 72 (relating
to annuities), except that distributions of income of such trust before
the annuity starting date (as defined in section 72(c) (4)) shall be included
in the gross income of the employee without regard to section 72(e)(1)
(relating to amount not received as annuities). A beneficiary oJ any
such trust shall not be considered the owner of any portion of such trust
-under subpart E of part I of subchapter J (relating to grantors and
others treated as substantial owners)."

(2) BENEFICIARY UNDER NONQUALIFIED ANNUITY.-Section 403
(relating to taxation of employee annuities) is amended by striking
out subsections (c) and (d) and inserting in lieu thereof the following
new subsection:

"(c) TAXABILITY OF BENEFICIARY UNDER NONQUALIFIED ANNUITIES
OR UNDER ANNUITIES PURCHASED BY EXEMPT ORGANIZATIONS.--
Premiums paid by an employer for an annuity contract which is not
subject to subsection (a) shall be included in the gross income of the em-
ployee in accordance with section 88 (relating to property transferred in
connection with performance of services), except that the value of such con-
tract shall be substituted for the fair market value of the property for pur-
poses of applying such section. The preceding sentence shall not apply to
that portion of the premiums paid which is excluded from gross income
under subsection (b). The amount actually paid or made available to any
beneficiary under such contract shall be taxable to him in the year in which
so paid or made available under section 72 (relating to annuities)."

(3) DEDUCTIBILITY OF EMPLOYER CONTRIBUTIONS.-Section
404 (a) (5) (relating to deduction for contributions of an employer
to an employees' trust, etc.) is amended to read as follows:

"(5) OTHER PLANS.-If the plan is not one included in paragraph
(1), (2), or (3), in the taxable year in which an amount attributable
to the contribution is includible in the gross income of employees
participating in the plan, but, in the case of a plan in which more
than one employee participates only if separate accounts are main-
tained for each employee."



113

(c) CLERICAL AMENDMENT.-The table of sections for part II of
sub'chapter B of chapter 1 is amended by adding at the end thereof the
following new item:

"Sec. 83. Property transferred in connection with performance of
services."

(d) EFFECTIVE DATES.-The amendments made by subsections (a)
and (c) shall apply to taxable years ending after June 30, 1969. The
amendments made by subsection (b) shall apply with respect to contri-
butions made and premiums paid after August 1, 1969.

Subtitle D-Accumulation Trusts,
Multiple Trusts, Etc.

SEC. 331. TREATMENT OF EXCESS DISTRIBUTIONS- BY
TRUSTS.

(a) IN GENERAL.-Subpart D of part I of subchapter J of chapter 1
is amended to read as follows:

"SUBPART D-TREATMENT OF EXCESS
DISTRIBUTIONS BY TRUSTS

"Sec. 665. Definitions applicable to subpart D.
"Sec. 666. Accumulation distribution allocated to preceding years.
"Sec. 667. Denial of refund to trusts; authorization of credit to bene-

ficiaries.
"Sec. 668. Treatment of amounts deemed distributed in preceding

years.
"Sec. 669. Treatment of capital gain deemed distributed in preceding

years.
"SEC. 665. DEFINITIONS APPLICABLE TO SUBPART D.

"(a) UNDISTRIBUTED NET INCOME.-For purposes of this subpart
the term 'undistributed net income' for any taxable year means the amoun
by which the distributable net income of the trust for such taxable year
exceeds the sum of-

"(1) the amounts for such taxable year specified in paragraphs
(1) and (2) of section 661(a), and

"(2) the amount of taxes imposed on the trust attributable to such
distributable net income.

"(b) ACCUMULATION DISTRIBUTION.-For purposes of this subpart,
the term 'accumulation distribution' means, for any taxable year of the
trust, the amount by which-

"(1) the amounts specified in paragraph (2) of section 661(a) for
such taxable year, exceed

"(2) distributable net income for such year reduced (but not below
zero) by the amounts specified in paragraph (1) of section 661 (a).

"(C) SPECIAL RULE APPLICABLE TO DISTRIBUTIONS BY CERTAIN
FOREIGN TRUSTS.-For purposes of this subpart, any amount paid
to a United States person which is from a payor who is not a United
States person and which is derived directly or indirectly from a foreign-
trust created by a United States person shall be deemed in the year of pay-
ment to have been directly paid by the foreign trust.

38-375 0-69--8
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"(d) TAXES IMPOSED ON THE TRusT.-For purposes of this subpart,
the term 'taxes imposed on the trust' means the amount of the taxes which
are imposed for any taxable year of the trust under this chapter (without
regard to this subpart) and which, under regulations prescribed by the
Secretary or his delegate, are properly allocable to the undistributed portions
of distributable net income and gains in excess of losses from sales or
exchange of capital assets. The amount determined in the preceding
sentence shall be reduced by any amount of such taxes deemed distributed
under section 666 (b) and (c) or 669 (d) and (e) to any beneficiary.

"(e) PRECEDING TAXABLE YEAR.-For purposes of this subpart--
"(1) in the case of a trust (other than a foreign trust created by

a United States person), the term 'preceding taxable year' does not
include any taxable year of the trust-

"(A) which precedes by more than 5 years the taxable year
of the trust in which an accumulation distribution is made, if it
us made in a taxable year beginning before January 1, 1974,

"(B) which begins before January 1, 1969, in the case of an
accumulation distribution made during a taxable year beginning
after December 31, 1973, or

"(U) which begins before January 1, 1969, in the case of a

capital gain distribution made during a taxable year beginning
after December 31, 1968; and

"(2) in the case of a foreign trust created by a United States
person, such term does not include any taxable year of the trust to
which this part does not apply.

In the case of a preceding taxable year with respect to which a trust
-qualifies (without regard to this subpart) under the provisions of subpart
B, for purposes of the application of this subpart to such trust for such
taxable year, such trust shall, in accordance with regulations prescribed
by the Secretary or his delegate, be treated as a, trust to which subpart
Applies.

(f ) UNDISTRIBUTED CAPITAL GAIN.-For purposes of this subpart,
the term 'undistributed capital gain' means, for any taxable year of the
trust beginning after December 31, 1968, the amount by which-

"(I) gains in excess of losses from the sale or exchange of capital
assets, to the extent that such gains are allocated to corpus and are
not (A) paid, credited, or required to be distributed to any bene-
ficiary during such taxable year, or (B) paid, permanently set
aside, or used for the purposes specified in section 642(c), exceed

"(2) the amount of taxes imposed on the trust attributable to such
gains.

For purposes of paragraph (1), the deduction under section 1202 (re-
lating to deduction for excess of capital gains over capital losses) shall
not be taken into account.

"(g) CAPITAL GAIN DISTRIBUTION.-For purposes of this subpart,
the term 'capital gain distribution' for any taxable year of the trust means,
to the extent of undistributed capital gain for such taxable year, that
portion of-

"(1) the excess of the amounts specified in paragraph (2) of
section 661(a) for such taxable year over distributable net income
for such year reduced (but not below zero) by the amounts specified
in paragraph (1) of section 661 (a), over

"(2) the undistributed net income of the trust for all preceding
taxable years.
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"SEC. 666. ACCUMULATION DISTRIBUTION ALLOCATED
TO PRECEDING YEARS.

"(a) AMOUNT ALLOCATED.-In the case of a trust which is subject
to subpart C, the amount of the accumulation distribution of such trust
for a taxable year shall be deemed to be an amount within the meaning of
paragraph (2) of section 661 (a) distributed on the last day of each of the
preceding taxable years, commencing with the earliest of such years, to
the extent that such amount exceeds the total of any undistributed net
income for all earlier preceding taxable years. The amount deemed to be
distributed in any such preceding taxable year under the preceding
sentence shall not exceed the undistributed net income for such preceding
taxable year. For purposes of this subsection, undistributed net income
for each of such preceding taxable years shall be computed without regard
to such accumulation distribution and without regard to any accumulation
distribution determined for any succeeding taxable year.

"(b) TOTAL TAXES DEEMED DISTRIBUTED.-If any portion of an
accumulation distributionfor any taxable year is deemed under subsection
(a) to be an amount within the meaning of paragraph (2) of section 661(a)
distributed on the last day of any preceding taxable year, and such portion
of such distribution is not less than the undistributed net income for such
preceding taxable year, the trust shall be deemed to have distributed on the
last day of such preceding taxable year an additional amount within the
meaning of paragraph (2) of section 661(a). Such additional amount
shall be equal to the taxes imposed on the trust for such preceding taxable
year attributable to the undistributed net income. For purposes of this
subsection, the undistributed net income and the taxes imposed on the
trust for such preceding taxable year attributable to such undistributed net
income shall be computed without regard to such accumulation distribution
and without regard to any accumulation distribution determined for any
succeeding taxable year.

"(c) PRO RATA PORTTON OF TAXES DEEMED DISTRIBUTED.--If
any portion of an accumulation distributionfor any taxable year is deemed
under subsection (a) to be an amount within the meaning of paragraph (2)
of section 661 (a) distributed on the last day of any preceding taxable year
and such portion of the accumulation distribution is less than the undis-
tributed net income for such preceding taxable year, the trust shall be
deemed to have distributed on the last day of such preceding taxable year
an additional amount within the meaning of paragraph (2) of section
661 (a). Such additional amount shall be equal to the taxes imposed on the
trust for such taxable year attributable to the undistributed net income
multiplied by the ratio of the portion of the accumulation distribution to
the undistributed net income of the trust for such year. For purposes of this
subsection, the undistributed net income and the taxes imposed on the trust
for such preceding taxable year attributable to such undistributed net in-
come shall be computed without regard to the accumulation distribution and
without regard to any accumulation distribution determined for any
succeeding taxable year.

"(d) RULE WHEN INFORMATION Is NOT AVAILABLE.-If adequate
records are not available to determine the proper application of this
subpart to an amount distributed by a trust, such amount shall be deemed
to be an accumulation distribution consisting of undistributed net income
earned during the earliest preceding taxable year of the trust in which it
can be established that the trust was in existence.
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"SEC. 667. DENIAL OF REFUND TO TRUSTS; AUTHOR-
IZATION OF CREDIT TO BENEFICIARIES.

"(a) DENIAL OF REFUND TO TRUSTS.-No refund or credit shall be
allowed to a trustfor any preceding taxable year by reason of a distribution
deemed to ,aive been made by such trust in such year under section 666 or
669.

"(b) AUTHORIZATION OF CREDIT TO BENEFICIARY.-There shall be
allowed as a credit (without interest) against the tax imposed by this
subtitle on the beneficiary an amount equal to the amount of the taxes
deemed distributed to such beneficiary by the trust under sections 666 (b)
and (c) and 669 (d) and (e) during preceding taxable years of the trust
on the last day ofwhich the beneficiary was in being, reduced by the amount
of the taxes deemed distributed to such beneficiary for such preceding
taxable years to the extent that such taxes are taken into account under
sections 668 (b)(1) and 669 (b) in determining the amount of the tax im-
posed by section 668.
"SEC. 668. TREATMENT OF AMOUNTS DEEMED DIS-

TRIBUTED IN PRECEDING YEARS.
"(a) GENERAL RULE.-The total of the amounts which are treated

under sections 666 and 669 as having been distributed by the trust in a
preceding taxable year shall be included in the income of a beneficiary
of the trust when paid, credited, or required to be distributed to the extent
that such total would have been included in the income of such beneficiary
under section 662(a)(2) and (b) if such, total had been paid to such ben-
eficiary on the last day of such preceding taxable year. The tax imposed
by this subtitle on a beneficiary for a taxable year in which any such
amount is included in his income shall be determined only as provided
in this section and shall consist of the sum of-

"(1) a partial tax computed on the taxable income reduced by
an amount equal to the total of such amounts, at the rate and in the
manner as if this section had not been enacted,

"(2) a partial tax determined as provided in subsection (b) of
this section, and

"(8) in the case of a beneficiary of a trust which is not required
to distribute all of its income currently, a partial tax determined as
provided in section 669.

For purposes of this subpart, a trust shall not be considered to be a trust
which is not required to distribute all of its income currently for any
taxable year prior to the first taxable year in which income is accumulated.

"(b) TAx ON DISTRIBUTION.-
"(1) ALTERNATIVE METHODS.--Except as provided in paragraph

(2), the partial tax imposed by subsection (a) (2) shall be the lesser
of-

"(A) the aggregate of the taxes attributable to the amounts
deemed distributed under section 666 had they been included
in the gross income of the beneficiary on the last day of each
respective preceding taxable year, or

"(B) the tax determined by multiplying, by the number of
preceding taxable years of the trust, on the list day of which
an amount is deemed under section 666 (a) to have been dis-
tributed, the average of the increase in tax attributable to re-
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computing the beneficiary's gross income for each of the bene-
ficiary's 3 taxable years immediately preceding the year of the
accumulation distribution by adding to the income of each of
such years an amount determined by dividing the amount
deemed distributed under section 666 and required to be
included in income under subsection (a) by such number of pre-
ceding taxable years of the trust, ,

less an amount equal to the amount of taxes deemed distributed to the
beneficiary under sections 666 (b) and (c).

"(2) SPECIAL RULES.-
"(A) If a beneficiary was not in existence on the last day

of a preceding taxable year of the trust with respect to which a
distribution is deemed made under section 666(a), the partial
tax under either paragraph (1)(A) or (1)(B) shall be computed
as if the beneficiary were in existence on the last day of such
year on the basis that the beneficiary had no gross income (other
than amounts deemed distributed to him under sections 666 and
669 by' the same or other trusts) and no deductions for such year.

"(B) The partial tax shall not be computed under the pro-
visions of subparagraph (B) of paragraph (1) if, in the same
prior taxable year of the beneficiary in which any part of the
accumulation distribution is deemed under section 666(a) to
have been distributed to such beneficiary, some part of.prior
accumulation distributions by each of two or more other trusts
is deemed under section 666(a) to have been distributed to such
beneficiary.

"(C) If the partial tax is computed under paragraph (1)(B),
and the amount of the undistributed net income deemed dis-
tributed in any preceding taxable year of the trust is less than
25 percent of the amount of the accumulation distribution
divided by the number of preceding taxable years to which the
accumulation distribution is allocated under section 666(a),
the number of preceding taxable years of the trust with respect
to which an amount is deemed distributed to a beneficiary
under section 666(a) shall be determined without regard to such
year.

"(3) EFFECT OF OTHER ACCUMULATION DISTRIBUTIONS AND
CAPITAL GAIN DISTRIBUTIONS.-In computing the partial tax under
paragraph (1) for any beneficiary, the income of such beneficiary
for each of his prior taxable years-

"(A) shall include amounts previously deemed distributed
to such beneficiary in such year under section 666 or 669 as
a result of prior accumulation distributions or capital gain
distributions (whether from the same or another trust), and

"(B) shall not include amounts deemed distributed to such
beneficiary in such year under section 669 as a result of a
capital gain distribution from the same trust in the current year.

"(4) MULTIPLE DISTRIBUTIONS IN THE SAME TAXABLE YEAR.-
In the case of accumulation distributions made from more than one
trust which are includible in the income of a beneficiary in the same
taxable year, the distributions shall be deemed to have been made
consecutively in whichever order the beneficiary shall determine.
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"(5) INFORMATION REQUIREMENTS WITH RESPECT TO BENE-
FICIARY.-

"(A) Except as provided in subparagraph (B), the partial
tax shall not be computed under the provisions of paragraph
(1)(A) unless the beneficiary supplies such information with
respect to his income, for each taxable year with which or in
which ends a taxable year of the trust on the last day of which
an amount is deemed distributed under section 666(a), as the
Secretary or his delegate prescribes by regulations.

"(B) If by reason of paragraph (2)(B) the provisions of
paragraph (1) (B) do not apply, the determination of the amount
of the beneficiary's income for a taxable year for which the
beneficiary has not supplied the information required under
su bparagraph (A) shall be made by the Secretary or his delegate
on the basis of information available to him.

"SEC. 669. TREATMENT OF CAPITAL GAIN DEEMED
DISTRIBUTED IN PRECEDING YEARS.

"(a) AMOUNT ALLOCATED.-In the case of a trust which is not
required to distribute all of its income currently, the amount of a capital
gain distribution of such trust for a taxable year shall be deemed to be an
amount properly paid, credited, or required to be distributed on the last
day of each of the preceding taxable years, commencing with the earliest
of such years, to the extent that such amount exceeds the total of any undis-
tributed capital gain for all earlier preceding taxable years. The amount
deemed to be distributed in any such preceding taxable year under the
preceding sentence shall not exceed the undistributed capital gain for such
preceding taxable year. For purposes of this subsection, undistributed
capital gain for each of such preceding taxable years shall be computed
without regard to such capital gain distribution and without regard to
any capital gain distribution determinedfor any succeeding taxable year.

"(b) TAX ON DISTRIBUTION.-The partial tax imposed by section
668(a) (3) shall be the lesser of-

"(1) the aggregate of the taxes attributable to the amounts deemed
distributed under this section, had such been included in the gross
income of the beneficiary on the last day of each respective preceding
taxable year, or

"(2) the tax determined by multiplying by the number of preceding
taxable years of the trust, on the last day of which net gains from the
sale or exchange of capital assets are deemed under shbsection (a)
to have been distributed, the average of the increase in tax attributable
to recomputing the beneficiary's gross income for each of the bene-
ficiary's 3 taxable years immediately preceding the year of the capital
gain distribution by adding to the income of each of such years an
amount determined by dividing the total of the amounts deemed dis-
tributed under this section and required to be included in income
under section 668(a) by such number of preceding taxable years of the
trust,

less an amount equal to the amount of taxes deemed distributed to the benefi-
ciary under subsections (d) and (e) which are attributable to the capital
gain distribution.

"(c) EFFECT OF OTHER DISTRIBUTIONs; SPECIAL RULES, ETC.-In
computing the partial tax under subsection (b) for any beneficiary, the
income of such beneficiary for each of his prior taxable years-
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"(1) shall include amounts previously deemed distributed to such
beneficiary in such year under section 666 or 669 as a result of prior
accumulation distributions or capital gain distributions (whether
from the same or another trust), and

"(2) shall include amounts deemed distributed to such beneficiary
in such year under section 666 as a result of an accumulation dis-
tribution from the same trust in the current year.

Under regulations prescribed by the Secretary or his delegate, rules similar
to the rules provided by paragraphs (2), (4), and (6) of section 668(b)
shall be applied for purposes of this section.

"(d) TOTAL TAXES DEEMED DISTRIBUTED.-If any portion of a
capital gain distribution for any taxable year is deemed under subsection
(a) to be an amount properly paid, credited or required to be distributed on
the last day of any preceding taxable year, and such portion of such capital
gain distribution is not less than the undistributed capital gain for such,
preceding taxable year, the trust shall be deemed to have properly distributed
on the last day of such preceding taxable year an additional amount. Such
additional amount shall be equal to the taxes imposed on the trust for such
preceding taxable year attributable to such undistributed capital gain. For
purposes of this subsection, the undistributed capital gain and the taxes
imposed on the trust for such preceding taxable year attributable to such
gain shall be computed without regard to such capital gain distribution an d
without regard to any capital gain distribution determinedfor any succeed-
ing taxable year.

"(e) PRO RATA PORTION OF TAXES DEEMED DISTR'IBUTED.-If
any portion of a capital gain distribution for any taxable year is deemed
under subsection (a) to be an amount properly paid, credited, or required
to be distributed on the last day of any preceding taxable year and such
portion of the capital gain distribution is less than the. undistributed
capital gain for such preceding taxable year, the trust shall be deemed to
have properly distributed on the last day of such preceding taxable year an
additional amount. Such additional amount shall be equal to the taxes
imposed on the trustfor such taxable year attributable to such undistributed
capital gain multiplied by the ratio of the portion of the capital gain
distribution to the undistributed capital gain of the trust for such year.
For purposes of this subsection, the undistributed capital gain and the
taxes imposed on the trust for such preceding taxable year attributable to
such gain shall be computed without regard to the capital gain distribution
and without regard to any capital gain distribution determined for any
succeeding taxable year.

"(f) CHARACTER OF CAPITAL GAIN.--For purposes of this section,
the character of the capital gain of a trust for any taxable year with respect
to a beneficiary shall be the same as it was with respect to the trust."

(b) DISTRIBUTIONS IN FIRST SIXTY-FIVE DAYS OF TAXABLE
YEAR.-Section 663(b)(2) (relating to limitation on sixty-five day rule)
is amended to read as follows:

"(2) LIMITATION.-Paragraph (I1) shall apply with respect
to any taxable year of a trust only if the fiduciary of such trust elects,
in such manner and at such time as the Secretary or his delegate
prescribes by regulations, to have paragraph (1) apply for such tax-
able year."



120

(c) ExCESSIVE CREDITS.-.Section 6401 (b) (relating to excessive
credits) is amended-

(1) by striking out "UNDER SECTIONS 31 AND 89" in the heading
of such section;

(2) by striking out "and 89 (relating" in the text of such section
and inserting in lieu thereof ", 39 (relating"; and

(3) by inserting after "lubricating oil)" in the text of such section
"and 667(b) (relating to taxes paid by certain trusts)".

(d) EFFECTIVE DATE.-
(1) GENERAL RULE.-Except as otherwise provided in this sub-

section, the amendments made by this section shall apply to taxable
years beginning after December 31, 1968.

(2) EXCEPTIONS.-
(A) Amounts paid, credited, or required to be distrib-

uted by a trust (other than a foreign trust created by a
United States person) on or before the last day of a taxable year
of the trust beginning before January 1, 1974, shall not be deemed
to be accumulation distributions to the extent that such amounts
were accumulated by a trust in taxable years of such trust begin-
ning before January 1, 1969, and would have been exceptedfrom
the definition of an accumulation distribution by reason of para-
graphs (1), (2), (3), or (4) of section 665(b) of the Internal
Revenue Code of 1954, as in effect on December 31, 1968, if they
had been distributed -on the last day of the last taxable year
of the trust beginning before January 1, 1969.

(B) For taxable years of a trust beginning before January 1,
1970, th.e first sentence of section 666(a) of the Internal Revenue
Code of 1954 (as amended by this section) shall not-apply, and
the amount of the accumulation distribution of the trust for
such taxable years shall be deemed to be an amount within the
meaning of paragraph (2) of section 661(a) distributed on the
last day of each of the preceding taxable years to the extent that
such amount exceeds the total of any undistributed net-income
for any taxable years intervening between the taxable year with
respect of which the accumulation distribution is determined and
such preceding taxable year.

(C) In the case of a trust which was in existence on December
31, 1969, section 669 of the Internal Revenue Code of 1954, as
amended by this section, shall not apply to capital gain distribu-
tions made to a beneficiary before January 1, 1972.' If the bene-
ficiary receives capital gain distributions from more than one
such trust before January 1, 1972, the preceding sentence shall
apply to capital gain distributions from only one of such trusts,
such one to be designated by the taxpayer in accordance with regu-
lations prescribed by the Secretary or his delegate. For purposes
of the preceding sentence, capital gain distributions received
from a trust qualifying under section 2056(b) (5) of the Internal
Revenue Code of 1954 by a surviving spouse (who is the benefi-
ciary of only one such trust) shall be disregarded.
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SEC. 332. TRUST INCOME FOR BENEFIT OF A SPOUSE.
(a) INCOME FOR BENEFIT OF GRANTOR'S SPOUSE.-

(1) Paragraphs (1), (2), and (3) of section 677(a) (relating to in-
comefor benefit of grantor) are amended by striking out "the grantor"'
each place it appears and inserting in lieu thereof "the grantor or the
grantor's spouse".

(2) Section 677(b) is amended by striking out "beneficiary" and
inserting in lieu thereof "beneficiary (other than the grantor's
spouse)".

(b) EFFECTIVE DATE.-The amendments made by subsection (a)
shall apply in respect of property transferred in trust after October 9, 1969.





TITLE IV-ADJUSTMENTS PRI-
MARILY AFFECTING CORPO-
RATIONS

Subtitle A-Multiple Corporations
SEC. 401. MULTIPLE CORPORATIONS.

(a) IN GENERAL.-
(1) Section 1561 (relating to surtax exemptions in case of cer-

tain controlled corporation) is amended to read as follows:
"SEC. 1561. LIMITATIONS ON CERTAIN MULTIPLE TAX

BENEFITS IN THE CASE OF CERTAIN
CONTROLLED CORPORATIONS.

"(a) GENERAL RULE.-The component members of a controlled group
of corporations on a December 31 shall, for their taxable years which
include such December 31, be limited for purposes of this subtitle to-

"(1) one $26,000 surtax exemption under section 11(d),
"(2) one $100,000 amount for purposes of computing the ac-

cumulated earnings credit under section 636(c) (B) and (3), and
"(3) one $25,000 amountfor purposes of computing the limitation

on the small business deduction of life insurance companies under
sections 804(a) (4) and 809 (d) (10).

The amount specified in paragraph (1) shall be divided equally among the
component members of such group on such December 31 unless all of such
component members consent (at such time and in such manner as the
Secretary or his delegate shall by regulations prescribe) to an apportion-
ment plan providing for an unequal allocation of such amount. The
amounts specified in paragraphs (2) and (3) shall be divided equally
among the component members of such group on such December 31 unless
the Secretary or his delegate prescribes regulations permitting an unequal
allocation of such amounts.

"(b) CERTAIN SHORT TAXABLE YEARS.-IJ a corporation has a short
taxable year which does not include a December 31 and is a component
member of a controlled group of corporations with respect to such taxable
year, then for purposes of this subtitle-

"(I) the surtax exemption under section 11(d),
"(2) the amount to be used in computing the accumulated earnings

credit under section 536(c) (2) and (8), and
"(3) the amount to be used in computing the limitation on the small

business deduction of life insurance companies under sections
804(a)(4) and 809(d)(10),

(123)
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of such corporation for such taxable year shall be the amount specified in
cubsection (a). (), (2), or (3), as the case may be, divided by the number
of corporations which are component members of such group on the last
day of such taxable year. For purposes of the preceding sentence, section
1568(b) shall be applied as if such last day were substituted for De-
cember 31."

(2) Section 1562 (relating to privilege of groups to elect multiple
surtax exemptions) is repealed.

(3) The table of sections for part II of subchapter B of chapter 6
is amended by striking out the items relating to sections 1561 and
1562 and inserting in lieu thereof the following:

"Sec. 1561. Limitations on certain multiple tax benefits in the case of
certain controlled corporations."

(b) TRANSITIONAL RULES FOR CONTROLLED GROUPS OF CORPO-
RATIONS.-

(1) Part II of subchapter B of chapter 6 (relating to certain
controlled corporations) is amended by adding at the end thereof the
following new section:

"SEC. 1564. TRANSITIONAL RULES IN THE CASE OF
CERTAIN CONTROLLED CORPORATIONS.

"(a) LIMITATION ON ADDITIONAL BENEFITS.-
"(1) IN oENERAL.-With respect to any December 81 after 1969

and before 1975, the amount of-
"(A) each additional $25,000 surtax exemption under section

1562 in excess of the first such exemption,
"(B) each additional $100,000 amount under section 535(c)

(2) and (3) in excess of the first such amount, and
"(C) each additional $25,000 limitation on the small business

deduction of life insurance companies under sections 804f(a) (4)
and 809(d)(10) in excess of the first such limitation,

otherwise allowed to the component members of a controlled group of
corporations for their taxable years which include such December 31
shall be reduced to the amount set forth in the following schedule:

Amount Small
under Cse. business

Surtax S6(c) (2) deduction
"Tazble years including- exempAion and(S) limital on

Dec. 31, 1970.............................................. $,8 88 $2,833
Dec. 31,1971.................................................... 16,667 66,667 16,667
Dee.31, 1972- ..................................,6.0060,000f1i,600
Dec. 31, 1973................................................... 8,38 3",3 8,333
De. 1, 1974 .................................................... 4,167 16,667 4,167

"(2) ELECTION.-With respect to any December 31 after 1969
and before 1975, the component members of a controlled group of
corporations shall elect (at such time and in such manner as the
Secretary or his delegate shall by regulations prescribe) which com-
ponent member of such group shall be allowed for its taxable year
which includes such December 31 the surlax exemption, the amount
under section 535(c) (2) and (3), or the small business deduction
limitation which is not reduced under paragraph (1).

9.869604064

Table: [No Caption]
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"(b) DIVIDENDS RECEIVED BY CORPORATIONS.--
"(1) GENERAL RULE.--If-

"(A) an election of a controlled group of corporations (as
defined in paragraph (1), or in so much of paragraph (4) as
relates to paragraph (1), of section 1668(a)) under section
1562(a) (relating to privilege of a controlled group of cor-
porations to elect to have each of its componentnmembers make its
returns without regard to section 1661) was made on or before
April 22, 1969, and

"(B) such election is effective with respect to the taxable year
of each component member of such group which includes Decem-
ber 31, 1969,

then, with respect to a dividend distributed on or before December 31,
1977, out of earnings and profits of a taxable year which includes a
December 31 after 1969 and before 1975, subsections (a) (8) and (b) of
section 2143 (relating to dividends received by corporations) shall be
applied to such component members comprising an affiliated group
(as defined in section 2432(b)(5)) in the manner set forth in para-
graph (2).

"(2) SPECIAL RULES.-
"(A) An election under section 243(b)(2) ;nay be made

for a taxable year which includes a December 31 after 1969
and before 1975, notwithstanding that an election under section
1562(a) is in effect for the taxable year.

"(B) Section 2483(b)(1)(B)(ii) shall not apply with respect
to a dividend distributed on or before December 31, 1977, out
of earnings and profits of a taxable year which includes a De-
cember 31 after 1969 and before 1976 for which an election
under section 1562(a) is in effect, and in lieu of the percentage
specified in section 243(a) () with respect to such dividend,
the percentage shall be the percentage set forth in the following
schedule:

"If the dividend is distributed out
of the earnings and profits of
the distributing corporation's The percentage
taxable year which includes- shall be-

December 31, 1970---------------------87-S percent.
December 31, 1971.---.------------------------ 90 percent.
December 31, 1972.-------------------.-------- 92£/ percent.
December 31, 1973..------------------------------ 96 percent.
December 31, 1974 ------------------------------ 97M percent.
"(C) For taxable years which include a December 31 after

1969 for which an election under section 1562(a) is in effect,
section 243(b)(3)(C)(v) shall not be applied to limit the number
of surtax exemptions.

"(C) CERTAIN SHORT TAXABLE YEARS.-If-
"(1) a corporation has a short taxable year beginning after

December 31, 1969, and ending before December 31, 1974, which
does not include a December 31, and

"(2) such corporation is a component member of a controlled group
of corporations with respect to such taxable year (determined by
applying section 1563(b) as if the last (lay of such taxable year were
substituted for December 31),

then subsections (a) and (b) shall be applied as if the last day of such
taxable year were the nearest December S31 to such day."

9.869604064

Table: [No Caption]
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(2)(A) The first sentence of section 1562(b)(1) is amended by
striking out "$25,000" and inserting in lieu thereof "the amount of
such corporation's surtax exemption for such taxable year".

(B) Section 11(d) is amended by striking out "section 1561" and
inserting in lieu thereof "section 1561 or 1564".
(C) Section 535(c)(6) is amended by striking out "section 1551"

and inserting in lieu thereof "section 1551, andfor limitation on such
credit in the case of certain controlled corporations, see sections 1561
and 1564".

(D)-Section 804 is amended by adding after subsection (c) the
following new subsection:

"(d) CRoss REFERENCE.-
"For reduction of the $25,000 amount provided in subsection (a)(4)

in the case of certain controlled corporations, see sections 1561 and
1564."

(E) The table of sections for part II of subchapter B of chapter 6
is amended by adding at the end thereof the following:

"Sec. 1564. Transitional rules in the case of certain controlled
corporations."

(c) BROTHER-SISTER CONTROLLED GROUPS.-Section 1563(a)(2) is
amended to read as follows:

"(2) BROTHER-SISTER CONTROLLED GROUP.-Two or more corpo-
rations if 5 or fewer persons who are individuals, estates, or trusts
own (within the meaning of subsection (d) (2)) stock possessing-

"(A) at least 80 percent of the total combined voting power of
all classes of stock entitled to vote or at least 80 percent of the
total value of shares of all classes of the stock of each corporation,
and

"(B) more than 50 percent of the total combined voting power
of all classes of stock entitled to vote or more than 50 percent
of the total value of shares of all classes of stock of each corpora-
tion, taking into account the stock ownership of each such
person only to the extent such stock ownership is identical with
respect to each such corporation."

(d) EXCLUDED STOCK RULES.-
(1) Section 1563(c)(2)(A) is amended by striking out "or" at

the end of clause (ii); by striking out "stock." at the end of clause
(iii) and inserting in lieu thereof "stock, or"; and by adding after
clause (iii) the following new clause:

"(iv) stock in the subsidiary corporation owned (within the
meaning of subsection (d)(2)) by an organization (other than
the parent corporation) to which section 501 (relating to certain
educational and charitable organizations which are exempt
from tax) applies and which is controlled directly or indirectly
by the parent corporation or subsidiary corporation, by an
individual, estate, or trust that is a principal stockholder
(within the meaning of clause (ii)) of the parent corporation,
by an officer of the parent corporation, or by any combination
thereof."

(2) Section 1563(c) (2) (B) is amended-
(A) by striking out "a person who is an individual, estate, or

trust (referred to in this paragraph as 'common owner') owns"
and inserting in lieu thereof "5 or fewer persons who are indi-
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viduals, estates, or trusts (referred to in this subparagraph as
'common owners') own";

(B) by striking out "or" at the end of clause (i);
(C) by striking out in clause (ii) "such common owner",

"the common owner", and "stock." and inserting in lieu thereof
"any of such common owners", "any of the common owners' ,

and "stock, or", respectively; and
(D) by adding after clause (ii) the following new clause:

"(iii) stock in such corporation owned (within the mean-
ing of subsection (d)(2)) by an organization to which
section 601 (relating to certain educational and charitable
organizations which are exempt from tax) applies and
which is controlled directly or indirectly by such corpora-
tion, by an individual, estate, or trust that is a principal
stockholder (within the meaning of subparagraph (A) (ii))
of such corporation, by an officer of such corporation, or by
any combination thereof."

(e) INVESTMENT OREDIT.-
(1) Section 46(a) (6) is amended to read as follows:
"(5) CONTROLLED GRoUPS.-In the case of a controlled group, the

$256,000 amount specified under paragraph (2) shall be reduced for
each component member of such group by apportioning $26,000
among the component members of such group in such manner as the
Secretary or his delegate shall by regulations prescribe. For purposes
of the preceding sentence, the term 'controlled group' has the meaning
assigned to such term by section 1563(a)."

(2) Section 48(c)(2) (C) is amended to read as follows:
"(C) CONTROLLED GRoUPS.-In the case of. a controlled

group, the $50,000 amount specified under subparagraph (A)
shall be reduced for each component member of the group by
apportioning $50,000 among the component members of such
group in accordance with their respective amounts of used
section 38 property which may be taken into account."

(3) Section 48(c) (3) (C) is amended to read as follows:
"(C) CONTROLLED GROUP.-The term 'controlled group' has

the meaning assigned to such term by section 1563(a), except
that the phrase 'more than 50 percent' shall be substituted for
the phrase 'at least 80 percent' each place it appears in section
1563(a) (1)."

(4) Section 48(d) (2) is amended to read as follows:
"(2) if such property is leased by a corporation which is a com-

ponent member of a controlled group (within. the meaning of section
46 (a) (5)) to another corporation which is a component member of the
same controlled group, the basis of such property to the lessor."

(f) ADDITIONAL FIRST-YEAR DEPRECIATION.-Section 179(d) is
amended--

(1) by amending paragraph (2)(B) to read as follows:
"(B) the property is not acquired by one component member of

a controlled group from another component'member of the same
controlled group, and"; and

(2) by amending paragraphs (6) and (7) to read as follows:
"(6) DOLLAR LIMITATION OF CONTROLLED GRoUP.-For purposes

of subsection (b) of this section-
"(A) all component members of a controlled group shall be

treated as one taxpayer, and



"(B) the Secretary or his delegate shall apportion the dollar
limitation contained in such subsection (b) among the component
members of such controlled group in such manner as he shall by
regulations prescribe.

"(7) CONTROLLED GROUP DEFINED.-For purposes of paragraphs
(2) and (6), the term 'controlled group' has the meaning assigned to
it by section 1563(a); except that, for such purposes, the phrase
'more than 50 percent' shall be substituted for the phrase 'at least
80 percent' each place it appears in section 1566(a)(1)."

(g) RETROACTIVE TERMINATION OF SECTION 1562 ELECTIONS.-If
an affiliated group of corporations makes a consolidated return for -the
taxable year which includes December 31, 1970 (hereinafter in this
subsection referred to as "1970 consolidated return year"), then on or
before the due date prescribed by law (including any extensions thereof)
for filing such consolidated return such affiliated group of corporations
may terminate the election under section 1562 of the Internal Revenue
Code of 19564 with respect to any prior December 31 which is included in
a taxable year of any of such corporations from which there is a net
operating loss carryover to the 1970 consolidated return year. A termina-
tion of an election under this subsection shall be valid only if it meets the
requirements of sections 1662(c) (1) and 1562(e) of such Code (other
than making the termination before the expiration of the 3-year period
specified in section 1562(e)).

(h) EFFECTIVE DATES.-
(1) The amendments made by subsection (a) shall apply with

respect to taxable years begining after December 31, 1974.
(2) The amendments made by subsection (b) shall apply with

respect to taxable years beginning after December 31, 1969.
(3) The amendments made by subsections (c), (d), (e), and (f)

shall apply with respect to taxable years ending on or after Decem-
ber 31, 1970.

Subtitle B-Debt-Financed Corpo-
rate Acquisitions and Related
Problems

SEC. 411. INTEREST ON INDEBTEDNESS INCURRED BY
CORPORATION TO ACQUIRE STOCK OR
ASSETS OF ANOTHER CORPORATION.

(a) DISALLOWANCE OF INTEREST DEDUCTION.-Part IX of sub-
chapter B of chapter 1 (relating to items not deductible) is amended by
adding at the end thereof the following new section:
"SEC. 279. INTEREST ON INDEBTEDNESS INCURRED BY

CORPORATION TO ACQUIRE STOCK OR
ASSETS OF ANOTHER CORPORATION.

"(a) GENERAL RULE.-No deduction shall be allowed for any interest
paid or incurred by a corporation duringg the taxable year with respect
to its corporate acquisition indebtedness to the extent that such interest
exceeds-
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"(1) 156,00,000, reduced by
"(2) the amount of interest paid or incurred by such corporation

during such year on obligations (A) issued after December 31, 1967,
to provide consideration for an acquisition described in paragraph(1) of subsection (b), but (B) which are not corporate acquisition
indebtedness.

"(b) CORPORATE ACQUISITION INDEBTEDNESS.-For purposes of this
section, the term 'corporate acquisition indebtedness' means any obligation
evidenced by a bond, debenture, note, or certificate or other evidence of
indebtedness issued after October 9, 1969, by a corporation (hereinafter
in this section referred to as 'issuing corporation') if-

"(1) such obligation is issued to provide consideration for the
acquisition of-

"(A) stock in another corporation (hereinafter in this section
referred to as 'acquired corporation'), or

"(B) assets of another corporation (hereinafter in this section
referred to as 'acquired corporation') pursuant to a, plan under
which at least two-thirds (in value) of all the assets (excluding
money) used in trades and businesses carried on by such corpora-
tion are acquired,

"(2) such obligation is either-
"(A) subordinated to the claims of trade creditors of the issuing

corporation generally, or
"(B) expressly subordinated in right of payment to the pay-

ment of any substantial amount of unsecured indebtedness,
whether outstanding or subsequently issued, of the issuing cor-

poration,
"(3) the bond or other evidence of indebtedness is either-

"(A) convertible directly or indirectly into stock of the issuing
corporation, or

"(B) part of an investment unit or other arrangement which
includes, in addition to such bond or other evidence of indebted-
ness, an option to acquire, directly or indirectly, stock in the
issuing corporation, and

"(4) as of a day determined under subsection (c)(1), either-
"(A) the ratio of debt to equity (as defined in subsection (c)

(2)) of the issuing corporation exceeds 2 to 1, or
"(B) the projected earnings (as defined in subsection (c)(3))

do not exceed 3 times the annual interest to be paid or incurred
(determined under subsection (c) (4)).

"(c) RULES FOR APPLICATION OF SUBSECTION (b)(4).-For pur-
poses of subsection (b)(4)-

"(I) TIME OF DETERMINATION.-Determinations are to be
made as of the last day of any taxable year of the issuing corporation
in which it issues any obligation to provide consideration for an ac-
quisition described in subsection (b)(1) of stock in, or assets of, the
acquired corporation.

"(2) RATIO OF DEBT TO EQUITY.-The term 'ratio of debt to
equity' means the ratio which the total indebtedness of the issuing
corporation bears to the sum of its money and all its other assets (in
an amount equal to their adjusted basis for determining gain) less
such total indebtedness.

38-375 0-69-9
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"(3) PROJECTED EARNINGS.-
"(A) The term 'projected earnings' means the 'average annual

earnings' (as defined in subparagraph (B)) of-
"(i) the issuing corporation only, if clause (ii) does not

apply, or
"(ii) both the issuing corporation and the acquired

corporation, in any case where the issuing corporation has
acquired control (as defined in section 368(c)), or has
acquired substantially all of the properties, of the acquired
corporation.

"(B) The average annual earnings referred to in subpara-
graph (A) is, for any corporation, the amount of its earnings
and profits for any 3-year period ending with the last day of a
taxable year of the issuing corporation described in paragraph
(1), computed without reductionfor-

"(i) interest paid or incurred,
"(ii) depreciation or amortization allowed under this

chapter,
"(iii) liability.or tax under this chapter, and
"(iv) distributions to which section 301(c)(1) applies

(other than such distributions from the acquired to the
issuing corporation),

and reduced to an annual average for such 3-year period pur-
suant to regulations prescribed by the Secretary or his delegate.
Such regulations shall include rules for cases where any cor-
poration was not in existence for all of such 3-year period or
such period includes only a portion of a taxable year of any
corporation.

"(4) ANNUAL INTEREST TO BE PAID OR INCURRED.-The term
'annual interest to be paid or incurred' means-

"(A) if subparagraph (B) does not apply, the annual interest
to be paid or incurred by the issuing corporation, only, deter-
mined by reference to its total indebtedness outstanding, or

"(B) if projected earnings are determined under clause (ii)
of paragraph (3) (A), the annual interest to be paid or incurred
by both the istniing corporation and the acquired corporation,
determined by reference to their combined total indebtedness
outstanding.

"(6) SPECIAL RULES FOR BANKS AND LENDING OR FINANCE
COMPANIES.-With respect to any corporation which is a bank (as
defined in section 681) or is primarily engaged in a lending or
finance business-

"(A) in determining under paragraph (2) the ratio of debt
to equity of such corporation (or of the affiliated group of which
such corporation is a member), the total indebtedness of such
corporation (and the assets of such corporation) shall be reduced
by an amount equal to the total indebtedness owed to such
corporation which arises out of the banking business of such
corporation, or out of the lending or finance business of such
corporation, as the case may be;

"(B) in determining under paragraph (4) the annual interest
to be paid or incurred by such corporation (or by the issuing
and acquired corporations referred to in paragraph (4)(B) or
by the affiliated group of which such corporation is a member)
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the amount of such interest (determined without regard to this
paragraph) shall be reduced by an amount which bears the
same ratio to the amount of such interest as the amount of the
reduction for the taxable year under &ubparagraph (A) bears
to the total indebtedness of such corporation; and

"(0) in determining under paragraph () (B) the average
annual earnings, the amount of the earnings and profits for
the 3-year period shall be reduced by the sum of the reductions
under subparagraph (B) for such period.

For purposes of this paragraph, the term 'lending orfinance business'
means a business of making loans or purchasing or discounting ac-
counts receivable, notes, or installment obligations.

"(d) TAXABLE YEARS TO WHICH APPLICABLE.--In applying this
section-

"(1) FIRST YEAR OF DISALLOWANCE.-The deduction of interest
on7 (,rf, obligation shall not be disallowed under subsection (a) be-
fore the first taxable year of the issuing corporation as of the last
day of which the application of either subparagraph (A) or sub-
paragraph (B) of subsection (b) (4) results in such obligation being
corporate acquisition indebtedness.

"(2) GENERAL RULE FOR SUCCEEDING YEARS.-Except as pro-
vided in paragraphs (3), (4), and (6), if an obligation is determined
to be corporate acquisition indebtedness as of the last day of any
taxable year of the issuing corporation, it shall be corporate ac-
quisition indebtedness for such taxable year and all subsequent
taxable years.

"(3) REDETERMINATION WHERE CONTROL, ETC., IS ACQUIRED.-
If an obligation is determined to be corporate acquisition indebtedness
as of the close of a taxable year of the issuing corporation in which
clause (i) of subsection (c)(3)(A) applied,. but would not be cor-
porate acquisition indebtedness if the determination were made as
of the close of the first taxable year of such corporation thereafter
in which clause (ii) of subsection. (c) (3) (A) could apply, such
obligation shall be considered not to be corporate acquisition in-
debtedness for such later taxable year and all taxable years thereafter.

"(4) SPECIAL S-YEAR RULE.-If an obligation which has been
determined to be corporate acquisition indebtedness for any taxable
year would not be such indebtedness for each of any 3 consecutive
taxable years thereafter if subsection (b) (4) were applied as of the
close of each of stuch years, then such obligation shall not be cor-
porate acquisition indebtedness for all taxable years after such 3
consecutive taxable years.

"(5) 5 PERCENT STOCK RULE.--In the case of obligations issued
to provide consideration for the acquisition of stock in another
corporation, such obligations shall be corporate acquisition in-
debtedness for a taxable year only if at some time after October 9,
1969, and before the close of sich year the issuing corporation owns
5 percent or more of the total combined voting power of all classes
of stock entitled to vote of such other corporation.

"(e) CERTAIN NONTAXABLE TRANSACTIONS.-An acquisition of
stock of a corporation of which the issuing corporation is in control (as
defined in section 368(c)) in a transaction in which gain or loss is not
recognized shall be deemed an acquisition described in paragraph (1) of
subsection (b) only if immediately before such transaction (1) the ac-
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quired corporation was in existence, and (2) the issuing corporation was
not in control (as defined in section 368(c)) of such corporation.

"(U) EXEMPTION FOR CBRTAIN ACQUISITIONS OF FOREIGN CORPO-
RATIONS.-For purposes of this section the term 'corporate acquisition
indebtedness' does not include any indebtedness issued to any person to
provide consideration for the acquisition of stock in, or assets of, any
foreign corporation substantially all of the income of which, for the
3-year period ending with the date of such acquisition or for such part
of such period as the foreign corporation was in existence, is from sources
without the United States.

"(g) AFFILIATED GRouPs.-In any case in which the issuing corpo-
ration is a member of an affiliated group, the application of this section
shall be determined, pursuant to regulations prescribed by the Secretary or
his delegate, by treating all of the members of the affiliated group in the
aggregate as the issuing corporation, except that the ratio of debt to eqz.ity
of, projected earnings of, and annual interest to be paid or incurred by
any corporation (other than the issuing corporation determined without
regard to this subsection) shall be included in the determinations required
uider subparagraphs (A) and (B) of subsection (b) (4) as of any day only
if such corporation is a member of the affiliated group on such day, and,
in determining projected earnings of such corporation under subsection
(c) (3), there shall be taken into account only the earnings and profits of
such corporation for the period during which it was a member of the affil-
iated group. For purposes of the preceding sentence, the term 'affiliated
group' has the meaning assigned to such term by section 1604(a), except
that all corporations other than the acquired-corporation shall be treated as
includible corporations (without any exclusion under section 1604(b))
and the acquired corporation shall not be treated as an includible corpora-
tion.

"(h) CHANGES IN OBLIGATION.-For purposes of this section-
"(1) Any extension, renewal, or refinancing of an obligation

evidencing a preexisting indebtedness shall not be deemed to be the
issuance of a new obligation.

"(2) Any obligation which is corporate acquisition indebtedness
of the issuing corporation is also corporate acquisition indebtedness
of any corporation which becomes liable for such obligation as
guarantor, endorser, or indemnitor or which assumes liability for such
obligation in any transaction.

"(i) CERTAIN OBLIGATIONS ISSUED AFTER OCTOBER 9, 1969.-
For purposes of this section, an obligation shall not be corporate acqui-
sition indebtedness if issued after October 9, 1969, to provide consideration
for the acquisition of-

"(I) stock or assets pursuant to a binding written contract which
was in effect on October 9, 1969, and at all times thereafter before
such acquisition, or

"(2) stock in any corporation where the issuing corporation, on
October 9, 1969, and at all times thereafter before such acquisition,
owned at least 50 percent of the total combined voting power of all
classes of stock entitled to vote of the acquired corporation.

Paragraph (2) shall cease to apply when (at any time on or after October 9,
1969) the issuing corporation has acquired control (as defined in section
368(c)) of the acquired corporation.

"(j) EFFECT ON OTHER PROVISIoNS.-No inference shall be drawn
from any provision in this section that any instrument designated as a
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bond, debenture, note, or certificate or other evidence of indebtedness by
-its issuer represents an obligation or indebtedness of such issuer in
applying any other provision of this title."

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

"Sec. 279. Interest on indebtedness incurred by corporation to acquire
stock or a8sets of another corporation."

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to the determination of the allowability of the deduction of interest
paid or incurred with respect to indebtedness incurred after October 9, 1969.
SEC. 412. INSTALLMENT METHOD.

(a) CERTA'IN EVIDENCES OF INDEBTEDNESS DEEMED To BE PAY-
MENT.-Section 463(b) (relating to sales-of realty and casual sales of
personalty) is amended by adding at the end thereof the following new
paragraph:

"(3) PURCHASER EVIDENCES OF INDEBTEDNESS PAYABLE ON
DEMAND OR READILY TRADABLE.-In applying this subsection, a
bond or other evidence of indebtedness which is payable on demand,
or which is issued by a corporation or a government or political
subdivision thereof (A) with interest coupons attached or in regis-
tered form (other than one in registered form which the taxpayer
establishes will not be readily tradable in an established securities
market),. or (B) in any other form designed to render such bond
or other evidence of indebtedness readily tradable in an established
securities market, shall not be treated as an evidence of indebtedness
of the purchaser."

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply to sales or other dispositions occurring after May 27, 1969, which
are not made pursuant to a binding written contract entered into on or
before such date.
SEC. 413. BONDS AND OTHER EVIDENCES OF INDEBT-

EDNESS.
(a) BONDS AND OTHER EVIDENCES OF INDEBTEDNESS.-Section.

1232(a) (relating to general rule) is amended to read as follows:
"(a) GENERAL RULE.-For purposes of this subtitle, in the case of

bonds, debentures, notes, or certificates or other evidences of indebtedness,
which are capital assets in the hands of the taxpayer, and which are
issued by any corporation, or by any government or political subdivision
thereof-

"(1) RETIREMENT.-Amounts received by the holder on retire-
ment of such bonds or other evidences of indebtedness shall be con-
sidered as amounts received in exchange therefor (except that in the
case of bonds or other evidences of indebtedness issued before Jan-
uary 1, 1966, this paragraph shall apply only to those issued with
interest coupons or in registered form, or to those in such form on
March 1, 1964).

"(2) SALE OR EXCHANGE.-
"(A) CORPORATE BONDS ISSUED AFTER MAY 27, 1969.-Ex-

cept as provided in subparagraph (C), on the sale or exchange
of bonds or other evidences of indebtedness issued by a corpora-
tion after May 27, 1969, held by the taxpayer more than 6
months, any gain realized hall (except as provided in the
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following sentence) be considered gain from the sale or exchange
of a capital asset held for more than 6 months. If at the time of
original issue there wa8 an intention to call the bond or other
evidence of indebtedness before maturity, any gain realized on
the 8ale or exchange thereof which does not exceed an amount
equal to the original issue discount (as defined in subsection (b))
reduced by the portion of original issue discount previously
includible in the gross income of any holder (as provided in
paragraph (3) (B)) shall be considered as gain from the sale or
exchange of property which is not a capital asset.

"(B) CORPORATE BONDS ISSUED ON OR BEFORE MAY £7,
1969, AND GOVERNMENT BONDS.--Exeept as provided in sub-
paragraph (C), on the sale or exchange of bonds or other evidences
of indebtedness issued by a government or political subdivision
thereof after December 31, 1964, or by a corporation after
December 31, 1964, and on or before May 27, 1969, held by the
taxpayer more than 6 months, any gain realized which does not.
exceed---

"(i) an amount equal to the original issue discount (as
defined in subsection (b)), or

"(ii) if at the time of original issue there was no inten-
tion to call the bond or other evidence of indebtedness before
maturity, an amount which bears the same ratio to the
original issue discount (as defined in subsection (b)) as the
number of complete months that the bond or other evidence of
indebtedness was held by the taxpayer bears to the number of
complete months from the date of original issue to the date of
maturity,

shall be considered as gainfrom the sale or exchange of property
which is not a capital asset. Gain in excess of such amount shall
be considered gain from the sale or exchange of a capital asset
held more than 6 months.

"(C) ExcEFrTI0oS.--This paragraph shall not apply to-
"(i) obligations the interest on which is not includible

in gross income under section 103 (relating to certain
governmental obligations), or

"(ii) any holder who has purchased the bond or other
evidence of indebtedness at a premium.

"(D) DOUBLE INCLUSION IN INCOME NOr, REQUIRED.-
This section shall not require the inclusion of any amount
previously includible in gross income.

"(3) INCLUSION IN INCOME OF ORIGINAL ISSUE DISCOUNT ON
CORPORATE BONDS ISSUED AFTER MAY 27, 1969.-

"(.A) GENERAL RULE.-There shall be included in the gross
income of the holder of any bond or other evidence of indebtedness
issued by a corporation after May 27, 1969, the ratable monthly
portion of original issue discount multiplied by the number of
complete months (plus any fractional part of a month determined
in accordance with the last sentence of this subparagraph) such
holder held such bond or other evidence of indebtedness during
the taxable year. Except as provided in subparagraph (B), the
ratable monthly portion of original issue discount shall equal the
original issue discount (as defined in subsection (b)) divided by
the number of complete months from the date of original issue to
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the stated maturity date of such bond or other evidence of indebted-
hess. For purposes of this section, a complete month commences
with the date of original issue and the corresponding day of each
succeeding calendar month (or the last day of a calendar month
in which there is-no corresponding day); and, in any case where
a bond or other evidence of indebtedness is acquired on any other
day, the ratable monthly portion of original issue discountfor the
complete month in which such acquisition occurs shall be allocated
between the transferor and the transferee in accordance with the
number of days in such complete month each held the bond or
other evidence of indebtedness.

"(B) REDUCTION IN CASE OF ANY SUBSEQUENT HOLDER.-
For purposes of this paragraph, the ratable monthly portion of
original issue discount shall not include an amount, deter-
mined at the time of any purchase after the original issue of
such bond or other evidence of indebtedness, equal to the excess
of-

"(i) the cost of such bond or other evidence of indebted-
ness incurred by such holder, over

"(ii) the issue price of such bond or other evidence of
indebtedness increased by the portion of original discount
previously includible in the gross income of any holder
(computed without regard to this subparagraph),

divided by the number of complete months (plus any fractional
part of a month commencing with the date of purchase) from
the date of such purchase to the stated maturity date of such
bond or other evidence of indebtedness.

"(C) PURCHASE DEFINED.-For purposes of- subparagraph
(B), the term 'purchase' means any acquisition. of a bond or
other evidence of indebtedness, but only if the basis of the bond
or other evidence of indebtedness is not determined in whole or
in part by reference to the adjusted basis of such bond or other
evidence of indebtedness in the hands of the person from whom
acquired, or under section 1014 (a) (relating to property ac-
quired from a decedent).

"(D) ExcEPTIONS.-This paragraph shall not apply to
any holder-

"(i) who has purchased the bond or other evidence of
indebtedness at a premium, or

"(ii) which is a life insurance company to which section
818(b) applies.

"(E) BASIS ADJUSTMENTS.-The basis of any bond or other
evidence of indebtedness in the hands of the holder thereof shall be
increased by the amount included in his gross income pursuant
to subparagraph (A)."

(b) ISSUE PRICE.--Section 1232(b)(2) (relating to issue price) is
amended by adding at the end thereof the following:

"In the case of a bond or other evidence of indebtedness and an option
or other security issued together as an investment unit, the issue price
for such investment unit shall be determined in accordance with the
rules stated in this paragraph. Such issue price attributable to each
element of the investment unit shall be that portion thereof which the
fair market value of such element bears to the totalfair market value of
all the elements in the investment unit. The issue price of the bond or
other evidence of indebtedness included in such investment unit shall
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be the portion so allocated to it. In the case of a bond or other evidence
of indebtedness, or an investment unit as described in this paragraph
(other than a bond or other evidence of indebtedness or an investment
unit issued pursuant to a plan of reorganization within the meaning
of section 368(a) (1) or an insolvency reorganization within the
meaning of section 371,373, or 374), which is issuedfor property and
which-

"(A) is part of an issue a portion of which is traded on an
established securities market, or

"(B) is issued for stock or securities which are traded on an
established securities market,

the issue price of such bond or other evidence of indebtedness or in-
vestment unit, as the case may be, shall be the fair market value of
such property. Except in cases to which the preceding sentence ap-
plies, the issue price of a bond or other evidence of indebtedness
(whether or not issued as a part of an investment unit) which is issued
for property (other than money) shall be the stated redemption price
at maturity."

(c) REQUIREMENT OF REPORTING.-Section 6049(a)(1) (relating to
requirements of reporting interest) is amended to read as follows:

"(I) IN GENERAL.--Every person-
"(A) who makes payments of interest (as defined in

subsection (b)) aggregating $10 or more to any other person
during any calendar year,

"(B) who receives payments of interest as a nominee and who
makes payments aggregating $10 or more during any calendar
year to any other person with respect to the interest so received, or

"(C) which is a corporation that has outstanding any bond,
debenture, note, or certificate or other evidence of indebtedness in
registeredform as to which there is during any calendar year an
amount of original issue discount aggregating $10 or more
incl audible in the gross income of any holder under section 1232
(a) (3) without regard to subparagraph (B) thereof,

shall make a return according to the forms or regulations prescribed
by the Secretary or his delegate, setting forth the aggregate amount of
such payments and such aggregate amount includible in the gross
income of any holder and the name and address of the person to
whom paid or such holder."

(d) STATEMENTS To BR FURNISlHED TO PERSONS WITH RESPECT OT
WVHtOM INFORMATION Is FURNISHED.-Sectionl 6049 () (relating to
statements to be furnished to persons with respect to whom information is
furnished) is amended to read as follows:

"(c) STATEMENTS To BE FURNISHED TO PERSONS WITH RESPECT TO
WHOM INFORMATION Is FURNISHED.-Every person making a return
under subsection (a)(1) shall furnish to each person whose name is set

*forth in such return a written statement showing-
"(1) the name and address of the person making such return, and
"(2) the aggregate amount of payments to, or the aggregate amount

includible in the gross income of, the person as shown on such return.
The written statement required under the preceding sentence shall be
furnished to the person on or before January 31 of the year following the
calendar year for which the return under subsection (a)(1) was made.
No statement shall be required to be furnished to any person under this
subsection if the aggregate amount of payments to, or the aggregate
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amount inaudible in the gross& income of, such person shown on the return
made with respect to subparagraph (A), (B), or (C), as the case may be,
of subsection (a)(1) is less than $10."'

(e) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to bonds and other evidence of indebtedness issued
after May 27, 1969 (other than evidences of indebtedness issued purusant
to a written commitment which was binding on May 27, 1969, and at
all times thereafter).
SEC. 414. LIMITATION ON DEDUCTION OF BOND PRE-

MIUM ON REPURCHASE.
(a) LIMITATION ON DEDUCTION OF BOND PREMIUM ON REPUR-

CHASE.-Part VIII of subchapter B of chapter 1 (relating to special
deductions for corporations) is amended by adding at the end thereof the
following new section:
"SEC. 249. LIMITATION ON DEDUCTION OF BOND PRE-

MIUM ON REPURCHASE.
"(a) GENERAL RULE.-No deduction shall be allowed to the issuing

corporation for any premium paid or incurred upon the repurchase of a
bond, debenture, note, or certificate or other evidence of indebtedness
which is convertible into the stock of the issuing corporation, or a cor-
poration in control of, or controlled by, the issuing corporation, to the
extent the repurchase price exceeds an amount equal to the adjusted
issue price plus a normal call premium on bonds or other evidences of
indebtedness which are not convertible. The preceding sentence shall not
apply to the extent that the corporation can demonstrate to the satisfaction
of the Secretary or his delegate that such excess is attributable to the cost
of borrowing and is not attributable to the conve, ion feature.

"(b) SPECIAL RULES.-For purposes of subsection (a)-
"(I) ADJUSTED ISSUE PRICE.-The adjusted issue price is the

issue price (as defined in section 1282(b)) increased by any amount
of discount deducted before repurchase, or, in the case of bonds or
other evidences of indebtedness issued after February 28, 1913,

- decreased by any amount of premium included in gross income
before repurchase by the issuing corporation.

"(2) CONTROL.-The term 'control' has the meaning assigned to
such term by section 368(c)."

(b) CLERICAL AMENDMENT.-The table of sections for part VIII of
subchapter B of chapter 1 is amended by adding at the end thereof the
follounng new item:

"Sec. 249. Limitation on deduction of bond premium on repurchase."
(c) EFFECTIVE DATE.-The amendments made by this section shall

apply to a convertible bond or other convertible evidence of indebtedness
repurchased after April 22, 1969, other than such a bond or other evidence
of indebtedness repurchased pursuant to a binding obligation incurred
on or before April 22, 1969, to repurchase such bond or other evidence
of indebtedness at a specified call premium, but no inference shall be
drawn from the fact that, section 249 of the Internal Revenue- Code of
1964 (as added by subsection (a) of this section) does not apply to the
repurchase of such convertible bond or other convertible evidence of
indebtedness.
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SEC. 415. TREATMENT OF CERTAIN CORPORATE INTER-
ESTS AS STOCK OR INDEBTEDNESS.

(a) IN GENERAL.--Subchapter ofChaptero1 (relating to corporate
distributions and adjustments) is amended by redesimnating part VI (relat-
ing to effective date of subchapter C) as part VII and by inserting after
part V the following new part:

"Part VI-Treatment of Certain Corporate Interests as
Stock or Indebtedness

"Sec. 386. Treatment of certain interests in corporations as stock or
indebedness.

"SEC. 385. TREATMENT OF CERTAIN INTERESTS IN
CORPORATIONS AS STOCK OR INDEBTED-
NESS.

"(a) AUTHORITY To PJtBSCRIBE REGULATIONS.-The Secretary or
his delegate is authorized to prescribe such regulations as may be necessary
or appropriate to determine whether an interest in a corporation is to be
treatedfor purposes of this title as stock or indebtedness.

"(b) FACTORS.-The regulations prescribed under this section shall set
forth factors which are to be taken into account in determining with respect
to a particular factual situation whether a debtor-creditor relationship
exists or a corporation-shareholder relationship exists. The factors so set
forth in the regulations may include among other factors:

"(1) whether there is a written unconditional promise to pay on
demand or on a specified date a sium certain in money in returnfor an
adequate consideration in money or money's worth, and to pay afixed
rate of interest,

"(2) whether there is subordination to or preference over any
indebtedness of the corporation,

"(3) the ratio of debt to equity of the corporation,
"(4) whether there is convertibility into the stock of the corporation,

and
"(5) the relationship between holdings of stock in the corporation

and holdings of the interest in question."
(b) CLERICAL AMENDMENT.-The table of parts for subchapter C of

chapter 1 ius amended by striking out the last line and inserting in lieul.
thereof the following:

"Part VI. Treatment of certain corporate interests as stock or in.-
debtedness.

"Part VII. Effective date-of subchapter C."

Subtitle C-Stock Dividends
SEC. 421. STOCK DIVIDENDS.

(a) IN GENERAL.-Section 805 (relating to distributions of stock and
stock rights) is amended to read as follows:
"SEC. 305. DISTRIBUTIONS OF STOCK AND STOCK RIGHTS.

"' (4 NERAL RULE.-Except as otherwise provided in this section,
gross income does not include the amount of any distribution of the stock
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of a corporation made by such corporation to its shareholders with respect
to its stock.

"(b) EXCEPTIONS.-Subsection (a) shall not apply to a distribution by
a corporation of its stock, and the distribution shall be treated as a distri-
bution of property to which section 301 applies-

"(1) DISTRIBUTIONS IN. LIEU OF MONEY.-If the distribution is,
at the election of any of the shareholders (whether exercised before or
after the declaration thereof), payable either-

"(A) in its stock, or
"(B) in property.

"(2) DISPROPORTIONATE DISTRIBUTIONS.-If the distribution (or
a series of distributions of which such distribution is one) has the
result of-

"(A) the receipt of property by some shareholders, and
"(B) an increase in the proportionate interests of other

shareholders in the assets or earnings and profits of the corpora-
tion.

"(3) DISTRIBUTIONS OF COMMON AND PREFERRED STOCK.-If the
distribution (or a series of distributions of which such distribution.
is one) has the result of-

"(A) the receipt of preferred stock by some common share-
holders, and

"(B) the receipt of common stock by other common shareholders.
"(4) DISTRIBUTIONS ON PREFERRED STOCK.-If the distribution

is with respect to preferred stock, other than an increase in the con-
version ratio of convertible preferred stock made solely to take account
of a stock divelend or stock split with respect to the stock into which
such convertible stock is convertible.

"(5) DISTRIBUTIONS OF CONVERTIBLE PREFERRED STOCK.-If
the distribution is of convertible preferred stock, unless it is estab-
lished to the satisfaction of the Secretary or his delegate that such
distribution will not have the result described in paragraph (2).

"(C) CERTAIN TRANSACTIONS TREATED AS DISTRIBUTIONS.-For
purposes of this section and section 301, the Secretary or his delegate shall
prescribe regulations under which a change in conversion ratio, a change
in redemption price, a difference between redemption price. and issue
price, a redemption which, is treated as a distribution to which section 301
applies, or any transaction (,including a recapitalization) having a similar
effect on the interest of any sharehokler shall be treated as a distribution
with respect to any shareholder whose proportionate interest in the earnings
and profits or assets of the corporation is increased by such change, dif-
ference, redemption, or similar transaction.

"(d) DEFINITIONS.-
"(1) RIGHTS TO ACQUIRE STOCK.-For purposes of this section,

the term 'stock' includes rights to acquire such stock.
"(2) SHAREHOLDERS.-For purposes of subsections (b). and (c),

the term 'shareholder' includes a holder of rights or of convertible
securities.

"(e) CROSS REFERENCES.-
"For special rules-

"(1) Relating to the receipt of stock and stock rights in corporate
organizations and reorganizations, see part III (sec. 351 and follow-
ing).

"(2) In the case of a distribution which results in a gift, see sec:-,n
2501 and following.
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U"() In the case of a distribution which has the effect of the pay.
ment of compensation, see section C1(a)(1)."

(b) EFFECTIVE DATES.-
(1) Except as otherwe provided in this subsection, the amend-

ment made by subsection (a) shall apply with respect to distributions
(or deemed distributions) made after January 10, 1969, in taxable
years ending after such date.

(2)(A) Section 305(b)(2) of the Internal Revenue Code of 1954
(as added by subsection (a)) shall not apply to a distribution (or
deemed distribution) of stock made before January 1, 1991, with
respect to stock (i) outstanding on January 10, 1969, (ii) issued
pursuant to a contract binding on January 10,1969, on the distrib-
uting corporation, (iii) which is additional stock of that class of
stock which (as of January 10, 1969) had the largest fair market
value of all classes of stock of the corporation (taking into account
only stock outstanding on January 10, 1969, or issued pursuant to a
contract binding on January 10, 1969), (iv) described in sub-
paragraph (0) (iii), or (v) issued in a prior distribution described
in. clause (i), (ii), (iii), or (iv).

(B) Subparagraph (A) shall apply only if-
(i) the stock as to which there is a receipt of property was

outstanding on January 10, 1969 (or was issued pursuant to a
contract binding on January 10, 1969, on the distributing
corporation), and

(ii) if such stock and any stock described in subparagraph
(A)(i) were also outstanding on January 10, 1968, a distribu-
tion of property was made on or before January 10, 1969, with
respect to such stock, and a distribution of stock was made on or
before January 10, 1969, with respect to such stock described
in subparagraph (A)(i) .

(C) Subparagraph (A) shall cease to apply when at any time after
October 9, 1969, the distributing corporation issues any of its stock
(other than in a distribution of stock with respect to stock of the same
class) which is not-

(i) nonconvertible preferred stock,
(ii) additional stock of that class of stock which meets the

requirements of subparagraph (A) (iii), or
(iii) preferred stock which is convertible into stock wh'ch

meets the requirements of subparagraph (A) (iii) at a fixed con-
version ratio which takes account of all stock dividends and
stock splits with respect to the stock into which such convertible
stock is convertible.

(D) For purposes of this paragraph, the term "stock" includes
rights to acquire euch stock.

(3) In cases to which Treasury Decision 6990 (promulgated
January 10, 1969) would not have applied, in applying paragraphs
(1) and (2) April 22, 1969, shall be substitutedfor January 10, 1969.

(4) Section 305(b) (4) of the Internal Revenue Code of 1964 (as
added by subsection (a)) shall not apply to any distribution (or
deemed distribution) with respect to preferred stock (including any
increase in the conversion ratio of convertible stock) made before
January 1, 1991, pursuant to the terms relating to the issuance of
such stock which were in effect on January 10, 1969.
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(5) With respect to distributions made or considered as made after
January 10, 1969, in taxable years ending after such date, to the
extent that the amendment made by subsection (a) does not apply by
reason of paragraph (2), (3), or (4) of this subsection, section 806 of
the Internal Revenue Code of 1954 (as in effect before the amendment
made by subsection (a)) shall continue to apply.

Subtitle D-Financial Institutions
SEC. 431. RESERVE FOR LOSSES ON LOANS; NET OP-

ERATING LOSS CARRYBACKS.
(a) BAD DEBT DEDUCTIONS OP FINANCIAL INSTITUTIONS.-Part I of

subchapter H of chapter 1 (relating to rules of general application to
banking institutions) is amended by adding at the end thereof the following
new sections:
"SEC. 585. RESERVES FOR LOSSES ON LOANS OF BANKS.

"(a) INSTITUTIONS TO WHICH SECTION APPLIES.-This section shall
apply to the following financial institutions:

"(I) any bank (as defined in section 581) other than an organiza-
tion to which section 593 applies, and

"(2) any corporation to which paragraph (1) would apply except
for the fact that it is a foreign corporation, and in the case of any
such foreign corporation this section shall apply only with respect
to loans outstanding the interest on which is effectively connected
with the conduct of a banking business within the United States.

"(b) ADDITION TO RESERVES FOR BAD DEBTS.-
"(1) GENERAL RULE.-For purposes of section 166(c), the reason-

able addition to the reservefor bad debts of any financial institution to
which this section applies shall be an amount determined by the tax-
payer which shall not exceed the greater of-

"(A) for taxable years beginning before 1988 the addition
to the reserve for losses on loans determined under the percentage
method as provided in paragraph (2), or

"(B) the addition to the reserve for losses on loans
determined under the experience method as provided in para-
graph (3).

"(2) PERCENTAGE METHOD.-The amount determined under this
paragraphfor a taxable year shall be the amount necessary to increase
the balance of the reservefor losses on loans (at the close of the taxable
year) to the allowable percentage of eligible loans outstanding at such
time, except that-

"(A) If the reserve for losses on loans at the close of the base
year is less than the allowable percentage of eligible loans out-
standing at such time, the amount determined under this para-
graph with respect to the difference shall not exceed one-fifth of
such difference.

"(B) If the reserve for losses on loans at the close of the base
year is not less than the allowable percentage of eligible loans
outstanding at such time, the amount determined under this par-
agraph shall be the amount necessary to increase the balance of the
reserve at the close of the taxable year to (i) the allowable percent-
age of eligible loans outstanding at such time, or (ii) the balance
of the reserve at the close of the base year, whichever is greater,
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but if the amount of eligible loans outstanding at the close of the
taxable year is less than the amount of such loans outstanding at
the dose of the base year, the amount determined under clause
(ii) shalt be the amount necessary to increase the balance of the
reserve at the dose of the taxable year to the amount which
bears the same ratio to eligible loans outstanding at the close of
the taxable year as the balance of the reserve at the lose of the
base year bears to the amount of digible loans outstanding at the
dose of the base year.

For purposes of th$s paragraph, the term 'allowable percentage'
means 1.8 percent for taxable years beginning before 1976; 1.S
percent for taxable years beginning after 1975 but, before 1982;
and 0.6 percent for taxable years beginning after 1981. The amount
determined under this paragraph shall not exceed 0.6 percent of
eligible loans outstanding at the close of the taxable year or an amount
sufficient to increase the reserve for losses on loans to 0.6 percent of
elgible loans outstanding at the close of the taxable year, whichever ms
greater. For purposes of this paragraph, the term 'base year' means:
for taxable years beginning before 1976, the last taxable year begin-
ning on or before July 11, 1969, for taxable yeats beginning after
1976 but before 1982, the last taxable year beginning before 1976, and
for taxable years beginning after 1981, the last taxable year beginning
before 1982; except that for purposes of subparagraph (A) urch term
means the last taxable year before the most recent adoption of the
percentage method, if later.

"(3) EXPERIENCE METHOD.-The amount determined under this
paragraph for a taxable year shall be the amount necessary to increase
the balance of the reserve for losses on loans (at the close of the taxable
year) to the greater of-

"(A) the amount which bears the same ratio to loans out-
standing at the close of the taxable year as (i) the total bad
debts sustained during the taxable year and the 6 preceding
taxable years (or, with the approval of the Secretary or his
delegate, a shorter period), adjusted for recoveries of bad debts
during such period, bears to (ii) the sum of the loans outstand-
ing at the close of such 6 or fewer taxable years, or

"(B) the lower of-
"(i) the balance of the reserve at the close of the base

year, or --
"(ii) if the amount of loans outstanding at the close of

the taxable year is less than the amount of loans outstand-
ing at the close of the base year, the amount which bears
the same ratio to loans outstanding at the close of the
taxable year as the balance of the reserve at the close of
the base year bears to the amount of loans outstanding at
the close of the base year.For purposes of this paragraph, the base year shall be the last taxable

year before the most recent adoption of the experience method, except
that for taxable years beginning after 1987 the base year shall be
the last taxable year beginning before 1988.

"(4) REGULATIONS; DEFINITION OF ELIGIBLE LOAN, ETC.-The
Secretary or his delegate shall define the terms 'loan' and 'eligible
loan' and prescribe such regulations as may be necessary to carry
out the purposes of this section; except that the term 'eligible loan'
shall not include-
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"(A) a loan to a bank (as defined in section 681),
"(B) a loan to a domestic branch of a foreign corporation to

which subsection (a)(2) applies,
"(U) a loan secured by a deposit (i) in the lending bank, or

(ii) in an institution described in subparagraph (A) or (B) ifthe lending bank has control over withdrawal of such deposit,
"(D) a loan to or guaranteed by the United States, a possession

or instrumentality thereof, or a State or a political subdivision
thereof,

"(E) a loan evidenced by a security as defined in section
165(g) (2) (C),

"(F) a loan of Federal funds, and
"(G) commercial paper, including short-term promissory notes

which may be purchased on the open market.
"SEC. 586. RESERVES FOR LOSSES ON LOANS OF SMALL

BUSINESS INVESTMENT COMPANIES, ETC.
"(a) INSTITUTIONS TO WHICH SECrION APPLIES.-This section shalt

apply to the followingfinancial institutions:
"(1) any small business investment company operating under the

Small Business Investment Act of 1958, and
"(2) any business development corporation.

For purposes of this section, the term 'business development corporation'
means a corporation which was created by or pursuant to an act of a
State legislature or purposes of promoting, maintaining, and assisting
the economy and industry within such State on a regional or statewide
basis by making loans to be used in trades and businesses which would
generally not be made by banks (as defined in section 581) within such
region or State in the ordinary course of their business- (except on the
basis of a partial participation), and which is operated primarily for
such purposes.

"(b) ADDITION TO RESERVES FOR BAD DEBTS.-
"(I) GENERAL RULE.-For purposes of section 166(c), except as

provided in paragraph (2) the reasonable addition to the reserve for
bad debts of any financial institution to which this section applies
shall be an amount determined by the taxpayer which shall not exceed
the amount necessary to increase the balance of the reserve for bad
debts (at the close of the taxable year) to the greater of-

"(A) the amount which bears the same ratio to loans outstand-
ing at the close of the taxable year as (i) the total bad debts sus-
-tained during the taxable year and the 5 preceding taxable years
(or, with the approval of the Secretary or his delegate, a shorter
period), adjusted for recoveries of bad debts during such period,
bears to (ii) the sum of the loans outstanding at the close of such 6
orfewer taxable years, or

"(B) the lower of-
"(i) the balance of the reserve at the close of the base year,

or
"(ii) if the amount of loans outstanding at the close of the

taxable year is less than the amount of loans outstanding at
the close of the base year, the amount which bears the same
ratio to loans outstanding at the close of the taxable year as
the balance of the reserve at the close of the base year bears to
the amount of loans outstanding at the close of the base
year.
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For purposes of this subparagraph, the term 'base year' means
the last taxable year beginning on or before July 11, 1969.

"(2) NErw FINANCIAL INSTITUTIONS.-In the case of any taxable
year beginning not more than 10 years after the day before the first
day on which a financial institution (or any predecessor) 'was au-
thorized to do business as a financial institution described in sub-
section (a), the reasonable addition to the reserve for bad debts of
such financial institution shall not exceed the larger of the amount
determined under paragraph (1) or the amount necessary to increase
the balance of the reserve for bad debts at the close of the taxable
year to the amount which bears the same ratio (as determined by the
Secretary or his delegate) to loans outstanding at the close of the
taxable year as (i) the total bad debts sustained by all institutions
described in the applicable paragraph of subsection (a) during the
6 preceding taxable years (adjusted for recoveries of bad debts during
such period), bears to (ii) the sum of the loans by all such institutions
outstanding at the close of such taxable years."

(b) IO-YEAR NET OPERATINa Loss C(ARRYBACK.-Section 172(b)(1)
(relating to net operating loss deduction) is amended by striking out in
subparagraph (A)(i) thereof "and (E)" and inserting in lieu thereof
(E), (F), and (G)", and by adding at the end thereof the following new
subparagraphs:

"(F) In the case of a financial institution to which section
685, 586, or 593 applies, a net operating 088loss for any taxable
year beginning after December 31, 1975, shall be a net operating
loss carryback to each of the 10 taxable years preceding the
taxable year of such loss and shall be a net operating loss carry-
over to each of the 6 taxable years following the taxable year of
such loss.

"(G) In the case of a Bank for Cooperatives (organized and
chartered pursuant to section 2 of the Farm Credit Act of 1933
(12 U.S.C. 1134)), a net operating loss for any taxable year
beginning after December 31, 1969, shall be a net operating 1088
carryback to each of the 10 taxable years preceding the taxable
year of such loss and shall be a net operating loss carryover to
each of the 6 taxable yearsfollowing the taxable year of such loss."

(c) TECHNICAL AND CLERICAL AMENDMENTS.-
(1) Subsection (h) of section 166 (relating to bad debts) is amended

by adding at the end thereof the following new paragraph:
"(4) For special rule for bad debt reserves of banks, small business

investment companies, etc. see sections 585 and 586."
(2) The table of sections for part I of subchapter H of chapter I

is amended-
(A) by striking out:
'Sec. 582. Bad debt and loss deduction with respect to securities held

by banks."
and inserting in lieu thereof:

"Sec. 682. Bad debts, losses, and gains with respect to securities held
by financial institutions."

(B) by adding at the end thereof the following:
"Sec. 586. Reserves for losses on loans of banks.,
"Sec. 686. Reserves for losses on loans of small business investment

companies, etc."
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(d) EFFECTIVE DATE.--The amendments made by subsections (a)
and (c) shall apply to taxable years beginning after July 11, 1969.
SEC. 432. MUTUAL SAVINGS BANKS, ETC.

(a) RESERVE FOR LOSSES ON LOANS.-Section 698(b) (relating to
addition to reserves for bad debts) is amended-

(1) by striking out subparagraph (A) of paragraph (1) and in-
serting in lieu thereof the following:

"(A) the amount determined to be a reasonable addition to
the reserve for losses on nonqualifying loans, computed in the
same manner as is provided with respect to additions to the
reserves for losses on loans of banks under section 685(b) (s),
plus".

(2) by. striking. out paragraphs (2), (3), (4), and (5) and insert-
in lieu thereof the following:

"(2) PERCENTAGE OF TAXABLE INCOME METHOD.-
"(A) IN GENERAL.-Subject to subparagraphs (B), (C), and

(D), the amount determined under this paragraph for the tax-
able year shall be an amount equal to the applicable percentage
of the taxable income for such year (determined under the
following table): .

The applicable percentage under
"For a taxable year beginning in- this paragraph shall be-
1969 --..---------- ..---------- ---- -------------------------- 60 percent.
1970---------------------- -- ----------- 57 percent.
1971 -------------.----. ----- ---------- ---5--------- ----- - 64 percent.
197 ----------------------------------------------------- 61 percent.
1973 .--- . -----..-..-...... .. ..--- 49 percent
1974 --------------------------------------------------------- 47 percent'
1975----------- 45 percent'
1976 43 percent'
1977 ------------------------------------- .----- ---- --- 42 percent'
1978.--------------------- .-------- ---- ------ ----------- 41 percent'
1979 orthereafter-_----------- 40 percent'

"(B) REDUCTION OF APPLICABLE PERCENTAGE IN CERTAIN
CASES.-If, for the taxable year, the percentage of the assets of
a taxpayer described in subsection (a), which are assets de-
scribed in section 7701(a)(19)(C), is less than-

"(i) 82 percent of the total assets in the case of a tax-
payer other than a mutual savings benk, the applicable
percentage for such year proved by dubparagraph (A)
shall be reduced by % of I percentage point for each I
percentage point of such difference, or

"(ii) 72 percent of the total assets in the case of a mutual
savings bank, the applicable percentage for such year pro-
vided by subparagraph (A) shall, be reduced by 1% per-
centage points for each 1 percentage point of such difference.

If, for the taxable year, the percentage of the assets of such
taxpayer which are assets described in section 7701(a) (19) (C0)
is less than 60 percent (60 percent for a taxable year beginning
before 1973 in the case of a mutual 8swings bank), this paragraph
shall not apply.

"(0) REDUCTION FOR AMOUNTS REFERRED TO IN PARA-
GRAPH (1) (A).-The amount determined under subparagraph
(A) shall be reduced by that portion of the amount referred to
in paragraph (1)(A) for the taxable year (not in excess of 100

38-375 0-69---10

9.869604064

Table: [No Caption]


460406968.9



146

percent) which bears the same ratio to such amount as (i) 18
percent (28 percent in the case of mutual savings banks) bears
to (ii) the percentage of the assets of the taxpayer for such year
which are not assets described in section 7701(a)(19)(0).

"(D) OVERALL LIMITATION ON PARAGRAPH.-The amount
determined under this paragraph shall not exceed the amount
necessary to increase the balance at the close of the taxable year
of the reserve for losses on qualifying real property loans to 6
percent of such loans outstanding at such time.

"(E) COMPUTATION OF TAXABLE INCOME.--For purposes of
this paragraph, taxable income shall be computed-

"(i) by excluding from gross income any amount in-
cluded therein by reason of subsection (f),

"(ii) without regard to any deduction allowable for any
addition to the reserve for bad debts,

"(iii) by excluding from gross income an amount
equal to the net gain for the taxable year arising from
the sale or exchange of stock of a corporation or of obliga-
tions the interest on which is excludable from gross income
under section 103,

"(iv) by excluding from gross income an amount equal
to the lesser of % of the net long-term capital gain for
the taxable year or %8 of the net long-term capital gain for
the taxable year from the sale or exchange of property
other than property described in clause (iii), and

"(v) by excluding from gross income dividends with
respect to which a deduction is allowable by part VIII of
subchapter B, reduced by an amount equal to the applicable
percentage (determined under subparagraphs (A) and
(B)) of the dividends received deduction (determined without
regard to section 596) for the taxable year.-

"(3) PERCENTAGE METHOD.-The amount determined under this
paragraph to be a reasonable addition to the reserve for losses on
qualifying real property loans shall be computed in the same manner
as is provided with respect to additions to the reserves for losses on
loans of banks under section 585(b) (2), reduced by the amount
referred to in paragraph (1)(A) for the taxable year.

"(4) EXPERIENCE METHOD.-The amount determined uuler this
paragraph for the taxable year shall be computed in the same manner
as is provided with respect to additions to the reserves for losses on
loans of banks under section 585(b) (3).

"(5) DETERMINATION OF RESERVE FOR PERCENTAGE METHOD.-
For purposes of paragraph (3), the amount deemed to be the balance
of the reserve for losses on loans at the beginning of the taxable year
shall be the total of the balances at such time of the reservefor losses on
nonqqualifying loans, the reservefor losses on qualifying real property
loans, and the supplemental reserve for losses on loans."

(b) CERTAIN CORPORATE ACQuISITIoNS.-Section 693(f)(1) (relating
to distributions to shareholders) is amended by adding at the end thereof
the following new sentence: "This paragraph shall not apply to any
transaction to which section 381 (relating to carryovers in certain corporate
acquisitions) applies."
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(c) INVEtrMENT STANDARDS.-Section 7701 (a)(19) (defining domestic
building and loan association) is amended to read as follows:

"(19) DOMESTIC BUILDING AND LOAN ASSOCIATION.-The term
'domestic building and loan a88ociation' means a domestic building
and loan association, a domestic savings and loan association, and
a Federal savings and loan association-

"(A) -which either (i) is an insured institution within the
meaning of section 401(a) of the National Housing Act (12
U.S.C., sec. 1724(a)), or (ii) is subject by law to supervision
and examination by State or Federal authority having super-
vision over such associations

"(B) the business of which consists principally of acquiring
the savings of the public and investing in loans; and

"(C) at least 60 percent of the amount of the total assets of
which (at the close of the taxable year) consists of-

"(i) cash,
"(ii) obligations of the United States or of a State or

political subdivision thereof, and stock or obligations of a
corporation which is an instrumentality of the United
States or of a State or political subdivision thereof, but not
including obligations the interest on which is excludable
from gross income under section; 108,

"(iii) certificates of deposit in, or obligations of, a
corporation organized under a State law which specifically
authorizes such corporation to insure the deposits or share
accounts of member associations,

"(iv) loans secured by a deposit or share of a member,
"(v) loans (including redeemable ground rents, as

defined in section 1056) secured by an interest in real prop-
erty which is (or, from the proceeds of the loan, will become)
residential real property or real property used primarily
for church purposes, loans made for the improvement of
residential real property or real property used primarilyfor
church purposes, provided that for purposes of this clause,
residential real property shall include single or multifamily
dwellings, facilities in residential developments dedicated
to public use or property used on a nonprofit basis for
residents, and mobile homes not used on a transient basis,

"(vi) loans secured by an interest in real property located
within an urban renewal area to be developed for predomi-
nantly residential use under an urban renewal plan ap-
proved by the Secretary of Housing and Urban Develop-
ment under part A or part B of title I of the Housing Act
of 1949, as amended, or located. within any area covered by a
program eligible for assistance under section 103 of the
Demonstration Cities and Metropolitan Development Act
of 1966, as amended, and loans made for the improvement
of any such real property,

"(vii) loans secured by an interest in educational, health,
or welfare institutions or facilities, including structures
designed or used primarily for residential purposes for
students, residents, and persons under care, employees, or
members of the 6taff of such institutions or facilities,
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"(viii) property acquired through the liquidation of
defaulted loans described in clause (v), (i), or (vii),

"(ix) loans made for the payment of expenses of college
or university education or vocational training, in accordance
with suck regulations as may be prescribed by the Secretary
or his delegate, and

"(x) 'property used by the association in the conduct of
the business described in subparagraph (B).

At the election of the taxpayer, the percentage specified in this
subparagraph shall be applied on the basis of the average assets
outstanding during the taxable year, in lieu of the close of the
taxable year, computed under regulations prescribed by the
Secretary or his delegate. For purposes of clause (v), if a multi-
family structure securing a loan is used in part for nonresi-
dential purposes, the entire loan is deemed a residential reat
property loan if the planned residential use exceeds 80 percent
of the property's planned use (determined as of the time the loan
is made). For purposes of clause (v), loans made to finance the
acquisition or development of land shall be deemed to be loans
secured -by an interest in residential real property if, under
regulations prescribed by the Secretary or his delegate, there is
reasonable assurance that the property will become residential
real property within a period of 3 years from the (late of acqui-
sition of such land; but this sentence shall not apply for any
taxable year 'unless, within such 3-year period, such land
becomes residential real property."

(d) CONFORMINa AMENDMENTS.-Section 7701 (a)(32) (defining coop-
erative bank) is amended-

(1) by striking out subparagraph (B) and inserting in lieu thereof
the following:

"(B) meets the requirements of subparagraphs (B) and (C)
of paragraph (19) of this subsection (relating to definition of
domestic building and loan association).", and

(2) by striking out the third sentence thereof.
(e) EFFECTIVE DATE.-The amendments made by this section shall

be effective for taxable years beginning after July 11, 1969.
SEC. 433. TREATMENT OF BONDS, ETC., HELD BY FINAN-

CIAL INSTITUTIONS.
(a) GAIN ON SECURITIES HELD BY FINANCIAL INSTITUTIONS.-

Subsection (c) of section 582 (relating to bad debt and loss deduction, with
respect to securities held by banks) is amended by striking out such sub-
section and inserting the following in lieu thereof:

"(c) BOND, ETC., LOSSES AND GAINS OF FINANCIAL INSTITUTIONS.-
"(1) GENERAL RULE.-For purposes of this subtitle, in the case of a

financial institution to which section 585, 586, or 593 applies, the
sale or exchange of a bond, debenture, note, or certificate or other
evidence of indebtedness shall not be considered a sale or exchange
of a capital asset.

"(2) TRANSITIONAL RULE FOR BANKS.-In the case of a bank, if
the net long-term capital gains of the taxable year from sales or ex-
changes of qualifying securities exceed the net short-term capital
losses of the taxable year from such sales or exchanges, such excess
shall be considered as gain from the sale of a capital asset held for
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more than 6 months to the extent it does not exceed the net gain on
sales and exchanges described in paragraph (1).

"(3) SPVCIAL RULES.-For purposes of this subsection-
"(A.; The term 'qualifying security' means a bond, debenture,

note, or certificate or other evidence of indebtedness held by a
bank on, July 11, 1969. , .

"(B) The amount treated as capital gain or lossfrom the sale
or exchange of a qualifying security shall be determined by mul-
ti lying the amount of capital gain or loss from the sale or ex-
change of such security (determined without regard to this sub-
section) by a fraction, the numerdtor of which is the number of
days before July I,, 1969, that ruch security was held by the
bank, and the denominator of which is the number of days the
security was held by the bank."' , X

(b) CONFORMING AMENDMENT.-Paragraph (1) of section 1243
(relating to loss of a small business investment company) is amended to
read as follows:

"(1) a 1088 is on stock received pursuant to the conversion privilege
of convertible debentures acquired pursuant to section 304 of the Small
Business investment Act of 1958, and".

(c) CLERICAL AMENDMENT.-The heading for section 682 is amended
to read as follows:
"SEC. 582. BAD DEBTS, LOSSES, AND GAINS WITH RE-

SPECT TO SECURITIES HELD BY FINAN-
CIAL INSTITUTIONS."

(d) EFFECTIVE DATE.-
(1) IN GENERAL.-The amendments made by this section shall

apply to taxable yas8;beginning after. July 11,l169
(2) ELECTION' FOR S ALL BUSINESS INVESTMENT COMPANIES

AND BUSINESS DEVF4OPMXNT CORPORArTIONS.--Notw.ithstanding par-
agraph (1), in. the case of afinancial institution described in section
686 (d) of the Internal Revenue Code of 1964, the afnendments made
by this section shall not apply for its taxable years beginning after
July 11, 1969, and before July 11, 1974, unless thetapayer so
elects at such time and in such manner as shall be prescribed by the
Secretary of the Treasury or his delegate. Such election shall be
irrevocable and shall apply to all such taxable years.

SEC. 434. LIMITATION ON DEDUCTION FOR DIVIDENDS
RECEIVED BY MUTUAL SAVINGS BANKS, ETC.

(a) SPECIAL LIMITATION.-Part II of subchapter H of chapter 1 is
amended by adding at the end thereof the following new section:
"SEC. 596. LIMITATION ON DIVIDENDS RECEIVED DE-

DUCTION.
"In the case of an organization to which section 5693 applies and which

computes additions to the reserve for losses on loans for the taxable year
under section 698(b) (2), the total amount allowed under sections 24S, 244,
and 245 (determined without regard to tfris section) for the taxable year
as a deduction with respect to dividends received shall be reduced by an
amount equal to the applicable percentagefor such year (determined under
subparagraphs (A) and (B) of section 693(b) (2)) of such total amount."
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(b) TECHNICA'L AND CLERICAL AMENDMENTS.-
(1) Sectiown 246 (relating to rules applying to deductions for divi-

dends received) is amended by adding at the end thereof the following
new subsection:

"(d) CROSS REFERrENCE.-
"For special rule relating to mutual savings banks, etc., to which

section 593 applies, see section 596."

(2) The table of section for part II of subchapter H of chapter 1 is
amended by adding at the end thereof:

",Ser. 596. Lim itation on (lividenIds rIc''eired deductions."

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after July 11, 1969.
SEC. 435. FOgEIGN DEPOSITS IN UNITED STATES

BANKS.
(a) INCOME FROM SOURCES WITHIN THE UNITED STATES.-

(1) Effective with respect to amounts paid or credited after Decem-
ber 81, 1969, subparagraphs (C) and (D) of section 861 (a) (1)
(relating to interest) are each amended by striking out "after December
31, 1972,".

(2) Section 861 (c) (relating to interest on deposits, etc.) is amended
by striking out, "1972" and inserting in lieu thereof "1976".

(b) PROPERTY 'WITHIN THE UNITED STATES.--The second sentence
of section 2104(c) '(relating to debt obligations) is amended by striking out
"December 31, 1972" and inserting in lieu thereof "December 31, 1969"

Subtitle E-Depreciation Allowed
Regulated Industries; Earnings
and Profits Adjustment for Depre-
ciation

SEC. 441. PUBLIC UTILITY PROPERTY.
(a) IN GENERAL.-Section 167 (relating to depreciation) is amended

by inserting after subsection (k) (added by section 5621) the following new
subsection:

"(I) REASONABLE ALLOWANCE IN CASE OF PROPERTY OF CERTAIN
UTILITIES.-

"(I). PRE-1970 PUBLIC UTILITY PROPERTY.-
"(A) IN GENERAL.-In the case of any pre-1970 publicutility property, the term 'reasonable allowance' as used ?i. sub-

section (a) means an allowance computed under-
"(i) a subsection (l) method, or
"(ii) the applicable 1968 method for slch property.Except as provided in subparagraph (B), clause ('i) shall apply

only if the taxpayer .uses a normalization method of accounting.
"(B) FLOW-THROUGH METHOD OF ACCOUNTING IN CERTAIN

CASES.-In the case of any pre-1970 public utility property,
the taxpayer may use the applicable 1968 method for such
property if-
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"(i) the taxpayer used a flow-through method of account-
ing for such property for its July 1969 accounting period,
or

"(ii) the first accounting period with respect to such
property is after the July 1969 accounting period, and
the taxpayer used a flow-through method of accounting for
its July 1969 accounting period for the property on the
basis of which the applicable 1968 method for the property
in Question is established.

"1(2) Posr-1969 PUBLIC UTILITY PROPERTY.-In the ease of any
post-1969-public utility property, the term 'reasonable allowance' as
used in subsection (a) means an allowance computed under-

"(A) subsection (1) method,
"(B) a method otherwise allowable under this section if the

taxpayer uses a normalization method o accounting, or
"(C) the applicable 1968 method, if with respect to its pre-

1970 public utility property of the same (or simiar) kind most
recently placed in serve, the taxpayer used, a flow-through
method of accounting for its July 1969 accounting period.

"(3) DEFINITIONS.-For purposes of this subsection-
"(A) PUBLIC UTILITY PRoPERTY.-The term 'public utility

property' means property used predominantly in the trade or
business of the furnishing or sale of-

"(i) electrical energy, water, or sewage disposal services,
"(ii) gas or steam through a local distribution system,
"(iii) telephone services, or other communication services

iffurnished or sold by the Communications Satellite Corpo-
rationfor purposes authorized by the Communications Satel-
lite Act of 1962 (47 U.S.C. 701), or

"(iv) transportation of gas or steam by pipeline,
f the rates for suchfurnishing or sale, as the case may be, have
been established or approved by a State or political subdivision
thereof, by any agency or instrumentality of the United States,
or by a public service or public utility commission or. other
similar body of any State or political subdivisi thereof.

"(B) PRE-o970 PUBLIC UTILITY PROPERTY.-The term 'pre-
1970 public utility property' means property which was public
utility property in the hands of any person at any time- before
January 1, 1970.

"(C) POST-1969 PUBLIC UTILITY PROPERTY.-The term
'post-1969 public utility property' means any public utility
property which is not pre-1970 public utility property.

"(D) APPLICABLE 1968 METHOD.-The term 'applicable 1968
method' means, with respect to any public utility property-

"(i) the method of depreciation used on a return with
respect to such property for the latest taxable year for which
a return was filed before August 1, 1969,

"(ii) if clause (i) does not apply, the method used by the
taxpayer on a return for the latest taxable year for which
a return was filed before August 1, 1969,with respect to its
public utility property of the same kind (or if there is no
property of the same kind, property of the most similar
kind) most recently placed in service, or

"(iii) if neither clause (i) nor (ii) applies, a subsection
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In the case of any section 12650 property to which subsection
(j) applies, the term 'applicable 1968 method' means the method
permitted under subsectron (j) which is most nearly comparable
to the applicable 1968 method determined under the preceding
sentence.

"(E) APPLICABLE 1968 METHOD IN CERTAIN CASES.--If the
taxpayer evidenced the intent to use a method of depreciation
(other than its applicable 1968 method or a subsection (1) method)
with respect to any public utility property in a timely appli-
cation for change of accounting method filed before August 1,
1969, or in the computation of its tax expense for purposes of
reflecting operating results in its regulated books of account
for its July 1969 accounting period, such other method shall be
deemed to be its applicable 1968 method with respect to such
property and public utility property of the same (or similar)
kind subsequently placed in service.

"(F) SUBSECTION (1) METHOD. -The term 'subsection (l)
method' means any method determined by the Secretarij or his
delegate to result in a reasonable allowance under subsection (a),
other than (i) a declining balance method, (ii) the sum of the
years-digits method, or (iii) any other method allowable solely
by reason of the application of subsection (b) (4) or (j)(1)(C).

"(G) NORMALIZATION METHOD OF ACCOUNTING.-In order
to use a normalization method of accounting with respect to any
public utility property-

"(i) the taxpayer must use the same method of deprecia-
tion to compute both its tnx expense and its depreciation
expense for purposes of establishing its cost of service for
ratemaking purposes and for reflecting operating results in
its regulated books of account, and

"(ti) if, to compute its allowance for depreciation-under
this section, it uses a method of depreciation other than the
method it used for the purposes described in clause (i), the
taxpayer must make adjustments to a reserve to reflect the
deferral of taxes resulting from the .use of such different
methods of depreciation.

"(II) FLOW-THROUGH METHOD OF ACCOUYTING.--The tax-
payer used a 'flow-through method of accounting' with respect
to any public utility property if it used the same method of
depreciation (other than a subsection (1) method) to compute
its allowance for depreciation ,under this section andl to compute
its tax expense for purposes of reflecting operating results in its
regulated books of account.

"(I) JULY 1009 ACCOUNTING PERIOD.-The term 'July 1969
accounting period' means the taxpayer's latest accounting period
ending before August 1, 1,969, for which it computed its tax
expense for purposes of reflecting operating results in its regu-
lated books of account.

For purposes of this paragraph, different declining balance rates
shall be treated as different methods of depreciation.

"(4) SPECIAL RULES AS TO FLOW-TH ROUGH METHOD.-
"(A) ELECTION AS TO NEW PROPERTY REPRESENTING

GROWTH IN CAPACITY.-If the taxpayer makes an election under
this subparagraph within 180 days after the date of the enact-
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ment of this subparagraph in the manner prescribed by the
Secretary or his delegate, in the case of taxable years beginning
after December 81, 1970, paragraph (2)( C) shall not apply with
respect to any post-1969 public utility property, to the extent
that such property constitutes property which increases the
productive or operational capacity of the taxpayer with respect
to the goods or services described in paragraph (3)(A) and does
not represent the replacement of existing capacity.

"(B) CERTAIN PlNDING APPLICATIONS FOR CHANGES IN
METHOD.-In applying paragraph (1)(B), the taxpayer shall
be deemed to have used a flow-through method of accounting for
its July 1969 accounting period with respect to any pre-1970
public utility property for which it filed a timely application
for change of accounting method before August 1, 1969, if with
respect to public utility property of the same (or similar) kind
most recently placed in service, it used aflow-through method of
accounting for its July 1969 accounting period.

"(6) REORGANIZATIONS, ASSETS ACrQtiITIONS, ETC.-If by rea-
son of a corporate reorganization, by reason of any other acquisition
of the assets of one taxpayer by another taxpayer, by reason of the
fact that any trade or business of the taxpayer is subject to ratemaking
by more than one body, or by reason of other circumstances, the
application of any provisions of this subsection to any public utility
property does not carry out the purposes, of this subsection, the
Secretary or his delegate shall provide by regulations for the appli-
cation of such provisions in a manner consistent with the purposes
of this subsection."

(b)' EFFECIVE DATE.-The amendment made by subsection (a) shall
apply with respect to all taxable years for which a return has not been filed
before August 1, 1969.
SEC. 442. EFFECT ON EARNINGS AND PROFITS.

(a) IN GENERAL.-Section 312 (relating to earnings and profits) is
amended by adding at the end thereof the following new subsection:

"(m) EFFECT OF DEPRECIATION ON EARNINGS AND PROFITS.-
"(1) GENERAL RULE.-For purposes of computing the earnings

and profits of a corporation for any taxable year beginning after
June 30, 1972, the allowance for depreciation (and amortization, if
any) shall be deemed to be the amount which would be allowable for
such year if the straight line method of depreciation had been used
for each taxable year beginning after June 30, 1972.

"(2) ExCEPTION.-lIfJor any taxable year beginning after June 30,
1972, a method of depreciation was used by the taxpayer which
the Secretary or his delegate has determined results in a reasonable
allowance under section 167(a), and which is not--

"(A) a declining balance method,
"(B) the sum of the years-digits method, or
"(C) any other method allowable solely by reason of the ap-

plication of subsection (b)(4) or (j)(1)(C) of section 167,
then the adjustment to earnings and profits for depreciation for such
year shall be determined under the method so used (in lieu of under
the straight line method).

"(3) CERTAIN FOREIGN CORPORATIONS.-The provisions of para-
graph (1) shall not apply in computing the earnings and profits
of a foreign corporation for any taxable year for which less than
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20 percent of the gross88 income from all sources of such corporation
is derived from. sources within the United States."

(b) CONFORMING AMENDMENTS.-
(1) Section 964(a) (relating to earnings and profits of a foreign

corporation) is amended by striking out "For purposes of this sub-
part," and inserting in lieu thereof "Except as provided in section
312(m)(3), for purposes of this subpart".

(2) Section 1248(c)(1) (relating to general rule for determination
of the earnings and profits of a foreign corporation) is amended by
striking out "For purposes of this section," and inserting in lieu
thereof "Except as provided in section 312(m)(3), for purposes of
this section".



TITLE V-ADJUSTMENTS AF-
FECTING INDIVIDUALS AND
CORPORATIONS
Subtitle A-Natural Resources

SEC. .01. PERCENTAGE DEPLETION RATES.
(a) CHANGE IN CERTAIN PERCENTAGE DEPLETION RATES.-Sub-

section (b) of section 613 (relating to percentage depletion) i8 amended
to read as follows:

"(b) PERCENTAGr DEPLETION RATES.-The mines, weUs, and other
natural deposits, and the percentages, referred to in subsection (a) are
as follows:

"(I) 22 PERCENT-
"(A) oil and gas wells;
"(B) sulphur and.uranium; and
"(C) if from deposits in the United States-anorthosite,

clay, laterite, and.nephelite syenite (to the extent that alumina
and aluminum compounds are extracted therefrom), asbestos,
bauxite, celestite, chromit, corundvm, fluorspar, graphite,
ilmenite, kydnite, mica, 'olivine, guartz crystals- (radio grade),
rutile, block steatite talc, and zircon, and ores of the following
metals: antimony, beryllium, bismuth, cadmiurr, cobalt, colum-
bium, lead, lithium, manganese, mercury, motybdenum, nickel,
platinum and platinum group metals, tantalum, thorium, tin,
titanium, tungsten, vanadium, and zinc.

"(2) 15 PERCENT-if from deposits in the United States-
"(A) gold, silver, copper, and iron ore, and
"(B) oil shale (except shale described in paragraph (5)).

"(3) 14 PERCENT-
"(A) metal mines (if paragraph (1)(C) or (2)(A) does not

apply), rock asphalt, and vermiculite; and
"(B) if paragraph (1)(C), (6), or (6)(B) does not apply, ball

clay, bentonite, china clay, sagger clay, and clay used or 8old for
use for purposes dependent on its refractory properties.

"(4) 10 PERCENT-asbestos (if paragraph (I)() does not apply),
britcite, coal, lignite, perlite, sodium chloride, and wollastonite.

"(5) 7% PERCENT-clay and shale used or 8old for use in the
manufacture of sewer pipe or brick, and clay, shale, and slate used or
sold for use as sintered or burned lightweight aggregates.

"(6) 5 PERCENT-
"(A) gravel, peat, pumice, sand, scoria, shale (except shale

described in paragraph (2)(B) or (5)), and stone (except stone
described in paragraph (7));

"(B) clay used, or soldfor use, in the manufacture of drainage
and roofing tile, flower pots, and kindred products; and

(155)
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"(C) if from brine wells-bromine, calcium chloride, and
magnesium chloride.

"(7) 14 PERCENT-all other minerals, including, but not limited
to, aplite, barite, borax, calcium carbonates, diatomaceous earth,
dolomite, feldspar,-fullers earth, garnet, gilsonite, granite, limestone,
magnesite, magnesium carbonates, marble, moUusk shells (including
clam shells and oyster shells), phosphate rock, potash, quartzite,
slate, soapstone, stone (used or sold for use by-te mine ouner or
operator as dimension stone or ornamental stone), thenardite, tripoli,
trona, and (if paragraph (1))(C) does not apply) bauxite, flake
graphite, fluorspar, lepidolite, mica, spodumene, and talc (including
pyrophyllite), except that, unless sold on bid in direct competition
with a bona fide bid to sell a mineral listed in paragraph (3), the
percentage shall be 5 percent for any such other mineral (other than
slate to which paragraph (5) applies) when used, or sold for use, by
the mine owner or operator as rip rap, ballast, road material, rub-
ble, concrete aggregates, or for similar purposes. For purposes of this
paragraph, the term 'all other minerals' does not include-

"(A) soil, sod, dirt, turf, water, or mosses; or
"(B) minerals from sea water, the air, or similar inexhaustible

sources.
For purposes of this subsection, minerals (other than sodium chloride)
extracted from brines pumped from a saline perennial lake within the
United States shall not be considered minerals from an inexhaustible
source.

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply to taxable years beginning after October 9, 1969.
SEC. 502. TREATMENT PROCESSES IN THE CASE OF

OIL SHALE.
(a) IN GENERAL.-Section 613(c)(4) (relating to treatment processes

considered as mining) is amended by striking out "and" at the end of
subparagraph (G), by redesignating subparagraph (H) as subparagraph
(I), and by inserting after subparagraph (G) the following new sub-
paragraph:

"(H) in the case of oil shale-extraction from the ground,
crushing, loading into the retort, and retorting, but not hydro-
genation, refining, or any other process subsequent to retorting;
and(".

(b) EFFECTIVE DATE.-The amendments made by subsection (a)
shall apply to taxable years beginning after the date of the enactment
of this Act.
SEC. 503. MINERAL PRODUCTION PAYMENTS.
(a) IN GENERAL.-Subchapter I of chapter I (relating to natural

resources) is amended by adding at the end thereof the following new
part:

"PART IV-MINERAL PRODUCTION PAYMENTS
"Sec. 636. Income tax treatment of mineral production payments.

"SEC. 636. INCOME TAX TREATMENT OF MINERAL PRO-
DUCTION PAYMENTS.

"(a) CARVED-OUT PRODUCTION PAYMENT.-A production payment
carved out ofmineral property shall be treated, for purposes of this subtitle,
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as if it were a mortgage loan on the property, and shall not qualify as an
economic interest in the mineral property. In the case of a production pay-
ment carved out for exploration or development of. a mineral property,
the preceding sentence shall apply only if. and to the extent gross income
from the property (for purposes of section 613) would be realized, in the
absence of the application of such' sentence, by the person creating the
production payment.

"(b) RETAINED PRODUCTION, PAYMENT ON SALE OF MINERAL
PROPERTY.-A production payment retained on the sale of a mineral
property shall. be treated, for purposes of this subtitle, as if it were a pur-
chase money mortgage loan and shall not qualify as an economic interest
in the mineral property .

"(c) RETAINED PRODUCTIONT PAYMENT ON LEASE OF MINERAL
PROPERTY.-A production payment retained in a mineral property by
the lessor in a leasing'triansaction shall be treated, for purposes of this
subtitle, insofar as the lessee (or his successors in interest) is concerned,
as if it.were a bonus granted by the lessee to the lessor payable ininstall-
ments. The treatment of the production payment in the hands of the lessor
shall be determined without regard to the provisions of this subsection.

"(d) DEFINITION.-As used in this section, the term 'mineral prop-
erty' has the meaning assigned to the term 'property' in section'614(a).

"(e) REULATIONS.- The Secretary or his, delegate shall prescribe
such regulations as may be necessary to carry out the purposes of this
section.

(b) CzLECeAL AMENDMENT.-The table of parts for subchapter I of
chapter 1. is amenlded y adding at the end thereof the following:

"Part IV. Mineral production payments."
(c) EFFECTIVE I5ATES.-

(1) GENERAL RULE.-The amendments made by this section
shall apply with respect to mineral production payments created on or
after August 7, 1969, other than mineral production payments created
before January 1, 1971, pursuant to a binding contract entered into
before August 7, 1969.

(2) ELECTION.-At the election of the taxpayer (made at 'such
time and in such manner as the Secretary of the Treasury' or his
delegate prescribes by regulations), the amendments' made by this
section shall apply with respect to all mineral production payments
which the taxpayer carved out ofmineralpropIertesafter thebeginnina
of his last taxable year ending before August 7, 1969. No interest shall
be allowed on any refund or 'credit of any overpayment resulting from
such election for any taxable year ending before August 7, 1969.

(3) SPECIAL RULE.--With respect to a taxpayer who does not
elect the treatment provided in paragraph (2) and!who carves out one
or more mineral production payments on or after August 7, 1969,
during the taxable year which includes such date, the amendments
made by this section shall apply to such production payments only
to the extent the aggregate amount of such production payments
exceeds the lesser of-

(A) the excess of-
(i) the aggregate amount of production payments

carved out and sold by the taxpayer during the 12-month
period immediately preceding his taxable year which
Includes August 7, 1969, over
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(ii) the aggregate amount of production payments
carved out before August 7, 1969, by the taxpayer during
his taxable year which includes such date, or

(B) the amount necessary to increase the amount of the tax-
payer's gross income, within, the meaning of chapter 1 of subtitle
A of the Internal Revenue Code of 1954, for the taxable, year
which includes August 7, 1969, to an amount equal to the amount
of deductions (other than any deduction under section 172 of
such Code) allowable for such year under such chapter.

The preceding sentence hall not apply for purposes of determining
the amount of any deduction allowable under section 611 or the
amount offoreign tax credit allowable under section 904 of such Code.

SEC. 504. EXPLORATION EXPENDITURES.
(a) AMENDMENTS TO SECTION 615.-Section 615 (relating to explora-

tion expenditures) is amended-
(1) by striking out the heading and inserting in lieu thereof:

"SEC. 615. PRE-1970 EXPLORATION EXPENDITURES."; and
(2) by adding at the end thereof the following new subsection:

"(h) TERMINATION.-The provisions of this section shall not apply
with respect to expenditures paid or incurred after December 31, 1969."

(b) ABMENDMENTS TO SECTION 617.-Section 617 (relating to addi-
tionl exploration expenditures in the case of domestic mining) is
amended-

(1) by striking out the heading and inserting in lieu thereof:
"S1SC. 617. DEDUCTION AND RECAPTURE OF CERTAIN

MINING EXPLORATION EXPENDITURES.";
(2) by striking out in subsection (a)(1) "in the United States

or on the Outer Continental Shelf (within the meaning of section 2
of the Outer Continental Shelf Lands Act, as amended and supple-
mented,; 43 U.S.C. 1331)"; and

(3) by striking out subsection (h) and inserting the following in
lieu thereof:
"(h) LIMITATION.-

"(1) IN GENERAL.-Subsection (a) shall apply to any amount
paid or incurred after December 31, 1969, with respect to any deposit
of ore or other mineral located outside the United States, only to the
extent that such amount, when added io the amounts which are or have
been deducted under subsection (a) and section' 615(a) and the
amounts which are or have been treated as deferred expenses under
section 615(b), or the corresponding provisions of prior law, does not
exceed $400,000.

"(2) AMOUNTS TAKEN INTO ACCOUNT.-For purposes of para-
graph (1), there shall be taken into account amounts deducted and
amounts treated as deferred expenses by-

"(A) the taxpayer, and
"(B) any individual or corporation who has transferred to

the taxpayer any mineral property.
"(3) APPLICATION OF PARAGRAPH (2)(B).-Paragraph (2)(B)

shall apply with respect to all amounts deducted and all amounts
treated as deferred expenses which were paid or incurred before the
latest such transferfrom the individual or corporation to the taxpayer.
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Paragraph (2) (B) shall apply only if-
"(A) the taxpayer acquired any mineral property from the

individual or corporation under circumstances which make
paragraph (7), (8), (11), (15), (17), (20), or (22) of section
113(a) of the Internal Revenue Cxde of 1939 apply to such
transfer;

"(B) the taxpayer would be entitled under section 381 (c) (10)
to deduct expenses deferred under section 615(b) had the dis-
tributor or transferor corporation elected to defer such expenses;
or

"(C) the taxpayer acquired any mineral property from the
individual or corporation under circumstances which make sec-
tion SS4(b), 362 (a) and (b), 372(a), 37S(b)(1), 1051, or 1082
apply to 8'j:ch transfer.'"

(c) (CNFORMInfG AMENDMENTS.-
(1) Section 243(b)(3)(C)(iii) is amended by striking out "section

615(c)(1)" and inserting in lieu thereof "sections 615(c)(1) and
617(h) (1)".

(2) Paragraph (10) of section 381(c) is amended-
(A) by striking out 8so much as precedes the second sentence

and inserting in lieu thereof:
"(10) TREATMENT OF CERTAIN MINING EXPLORATION AND DE-

VELOPMENT EXPENSES OP DISTRIBUTOR OR TRANSFEROR CORPO-
RATION.-The acquiring corporation shall be entitled to deduct, as
if it were the distributor. or transferor corporation, expenses deferred
under sections 615 and 616 (relating to pre-1970 exploration expendi-
tures and development expenditures, respectively) if the distributor or
transferor corporation has so elected."; and.

(B) by adding at the end thereof the following new sentence:
"For the purpose of applying the limitation provided in section
617, if,for any taxable year, the distributor or transferor corpora-
tion was allowed the deduction in section 616(a) or section 617(a)
or made the election provided in section 615(b), the acquiring
corporation shall be deemed to have been allowed such deduction
or deductions or to have made such election, as the case may be."

(3) Section 703(b) is amended by striking out "(relating to ex-
ploration expenditures) or under section 617 (relating to additional
exploration expenditures in the case of domestic mining)" and in-
serting in lieu thereof "(relating to pre-1970 exploration expenditures)
or under section 617 (relating to deduction and recapture of certain
mining exploration expenditures)".

(4) Paragraph (10) of section 1016(a) is amended by inserting
"pre-1970" after "certain".

(6) The table of sections for part I of subchapter I of chapter 1
's amended-

(A) by striking out the item relating to section 615 and
inserting in lieu thereof:

"Sec. 615. Pre-1970 exploration expenditures."; and

(B) by striking out the item relating to section 617 and
inserting in lieu thereof:

"Sec. 617. Deduction and recapture of certain mining exploration
expenditures."
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(d) EFFECTIVE DATE.-
(I) IN GENERAL.-The amendments made by this section shall

apply with respect to exploration expenditures paid or incurred
after December 31, 1969.

(2) PRESUMPTION OF ELECTION UNDER SECTION 617.-For pur-
poses of section 617 of the Internal Revenue Code of 1964, an election
under section 616(e) of such Code, which is effective with respect to
exploration expenditures paid or incurred before January 1, 1970,
shall be treated as an election under section 617(a) of such Code
with respect to exploration expenditures paid or incurred after
December 31, 1969. The preceding sentence shall not apply to any
taxpayer who notifies the Secretary of the Treasury or his delegate
(at such time and in such manner as the Secretary or his delegate
prescribes by regulations) that he does not desire his election under
section 615(e) to be so treated.

SEC. 505. CONTINENTAL SHELF AREAS.
(a) IN GENERAL.-Subchapter I of chapter I (relating to natural

resources) is amended by adding after part IV (added by section 503 of
this Act) the following new part:

"PART V-CONTINENTAL SHELF AREAS
"Sec. 638. Continental shelf areas.

"SEC. 638. CONTINENTAL SHELF AREAS.
"For purposes of applying the provisions of this chapter (including

sections 861(a) (3) and 862(a)(3) in the case of the performance of
personal services) with respect to mines, oil and gas wells, and other
natural deposits-

"(1) the term 'United States' when used in a geographical sense
includes the seabed and subsoil of those submarine areas which are
adjacent to the territorial waters of the United States and over which
the United States has exclusive rights, in accordance with inter-
national law, with respect to the exploration and exploitation of
natural resources; and

"(2) the terms 'foreign country' and 'possession of the United
States' when used in a geographical sense include the seabed and
subsoil of those submarine areas which are adjacent to the territorial
waters of the foreign country or such possession and over which the
foreign country (or the United States in case of such possession)
has exclusive rights, in accordance with international law, with
respect to the exploration and exploitation of natural resources,
but this paragraph shall apply in the case of a foreign country
only if it exercises, directly or indirectly, taxing jurisdiction with
respect to such exploration or exploitation.

No foreign country shall, by reason of the application of this section, be
treated as a country contiguous to the United States."

(b) SOURCE OF INCOME FOR WITHHOLDING OF TAx.-Section 1441
(relating to withholding of tax on nonresident aliens) is amended by adding
at the end thereof the following new subsection:

"(f) CONTINENTAL SHELF AREAS.-
"For sources of income derived from, or for services performed

with respect to, the exploration or exploitation of natural resources
on submarine areas adjacent to the territorial waters of the United
States, see section 638."
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(c) CLERICAL AMENDMENT.-The table of parts for subchapter I
of chapter I is amended by adding at the end thereof thefollowing new item:

"Part V. Continental shelf areas."
SEC. 506. FOREIGN TAX CREDIT WITH RESPECT TO

CERTAIN FOREIGN MINERAL INCOME.
(a) LIM)TATION ON AMOUNT OF FOREIGN TAXES ALLOWED.-ASection

901 (relating to taxes of foreign countries and possessions of the United
States) is amended-

(I1) by redesignating subsection (e) as subsection (f), and
(2) by inserting after subsection (d) the following new subsection:

"(e) FOREIGN TAXES ON MINERAL INCOME.-
"(1) REDUCTION IN AMOUNT ALLOWED.-Notwithstanding sub-

section (b), the amount of any income, war profits, and excess profits
taxes paid or accrued during the taxable year to any foreign country
or possession of the United States with respect to foreign mineral
income from sources within such country or possesswn which would
(but for this paragraph) be allowed under such subsection hall be
reduced by the amount (if any) by which-

"(A) the amount of such taxes (or, if smaller, the amount of
the tax which would be computed under this chapter with respect
to such income determined without the deduction allowed under
section 618), exceeds

"(B) the amount of the tax computed under this chapter with
respect to such income.

"(2) FOREIGN MINERAL INCOME DEFINED.--For purposes of
paragraph (1), the term-. foreign mineral income' means income
derived from the extraction of minerals from mines, wells, or other
natural deposits, the processing of such minerals into their primary
products, and the transportation, distribution, or sale of such minerals
or primary products. Such term includes, but is not limited to-

"(A) dividends received from a foreign corporation in respect
of which taxes are deemed paid by the taxpayer under section
902, to the extent such dividends are attributable to foreign min-
eral income, and

"(B) that portion of the taxpayer's distributive share of the
income of partnerships attributable to foreign mineral income"

(b) ELECTION OF OVERALL LIMITATION.-Section 904(b) (relating
to election of overall limitation) is amended-

(1) by striking out "with the consent of the Secretary or his dele-
gate with respect to any taxable year" in paragraph (1) and inserting
in lieu thereof "(A) with the consent of the Secretary or his delegate
with respect to any taxable year or (B) for the taxpayer's first taxable
year beginning after December 81, 1969", and

(2) by striking out "If a taxpayer" in paragraph (2) and inserting
in lieu thereof "Except in a case to which paragraph (1)(B) applies,
if the taxpayer".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to taxable years beginning after December 31, 1969.

38-375 0-69-11
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Subtitle B-Capital Gains and
Losses

SEC. 511. INCREASE IN ALTERNATIVE CAPITAL GAINS
TAX.

(a) DEFINITION OF NET SECTION 1201 GAIN.-Section 1222 (re-
lating to definition of terms applicable to capital gains and losses) is
amended by adding at the end thereof the following new paragraph:

"(11) NET SECTION O201 GAIN.-The term 'net section 1201 gain'
means the excess of the net long-term capital gain for the taxable year
over the net short-term capital loss for such year."

(b) INCREASE IN ALTERNATIVE TAX RATES.-Section 1201 (relat-
inq to alternative tax) is amended to read as follows:
"SEC. 1201. ALTERNATIVE TAX.

"(a) CORPORATIONS.--If for any taxable year a corporation has a
net section 1201 gain, then, in lieu of the tax imposed by sections 11, 511,
821 (a) or (c), and 831 (a), there is hereby imposed a tax (if such tax is less
than the tax imposed by such sections) which shall consist of the sum of a
tax computed on the taxable income reduced by the amount of the net section
1201 gain, at the rates and in the manner as if this subsection had not been
enacted, plus-

"(1) in the case of a taxable year beginning before January 1,
1975-

"(A) a tax of 25 percent of the lesser of-
"(i) the amount of the subsection (d) gain, or
"(ii) the amount of the net section 1201 gain,

and
"(B) a tax of 30 percent (28 percent-in the case of a taxable

year beginning after December 31, 1969, and before January 1,
1971) of the excess (if any) of the net section 1201 gain over the
subsection (d) gain; and

"(2) in the case of a taxable year beginning after December 31,
1974, a tax of 30 percent of the net section 1201 gain.

"(b) OTIIER TAXPAYERS.-If for any taxable year a taxpayer other
than a corporation has a net section 1201 gain, then, in lieu of the tax im-
posed by sections 1 and 511, there is hereby imposed a tax (if such tax is
less than the tax imposed by such sections) which shall'consist of the sum
of-

"(I) a tax computed on the taxable income reduced by an amount
equal to 50 percent of the net section 1201 gain, at the rates and in the
manner as if this subsection had not been enacted,

"(2) a tax of 25 percent of the lesser of-
"(A) the amount of the subsection (d) gain, or
"(B) the amount of the net section 1201 gain, and

"(3) if the amount of the-net section 1201 gain exceeds the amount
of the subsection (d) gain, a tax computed as provided in subsection (c)
on such excess.

"(c) COMPUTATION OF TAX ON CAPITAL GAIN IN EXCESS OF SUB-
SECTION (d) GAIN.-

"(1) IN GENERAL.-The tax computed for purposes of subsection
(b)(3) shall be the amount by which a tax determined under section 1 or
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511 on an amount equal to the taxable income (but not less than 50 per-
cent of the net section 1201 gain) for the taxable year exceeds a tax
determined under section I or 511 on an amount equal to the sum of
(A) the amount subject to tax under subsection (b)(1) plus (B) an
amount equal to 50 percent of the subsection (d) gain.

"(2) LZIMTATION.-Notwithstanding paragraph (1), the tax
computed for purposes of subsection (b)(3) shall not exceed an amount
equal to the following percentage of the. excess of the net section 1201
gain over the subsection Cd) gain:

"(A) 29% percent, in the case of a taxable year beginning
after December 31, 1969, and before January 1, 1971, or

"(B) 3234 percent, in the case of a taxable year beginning
after December 81, 1970, and before January 1, 1972.

"(d) SUBSECTION (d) GAIN DEFINED.-For purposes of this section,
the term 'subsection (d) gain' means the sum of the long-term capital gains
for the taxable year arising-

"(1) in the case of amounts received before January 1, 1975, from
sales or other dispositions pursuant to binding contracts (other than
any gainfrom a transaction described in section 631 or 1236) entered
into on or before October 9, 1969, including sales or other disposi-
tions the income from which is returned on the basis and in the
manner prescribed in section 463(a) (1),

"(2) in respect of distributions from a corporation made prior to
October 10, 1970, which are pursuant to a plan of complete liquida-
tion adopted on or before October 9, 1969, and'

"(8) in the case of a taxpayer other than a corporation, from any
other source, but the amount taken into account from such other
sources for the purposes of this paragraph shall be limited to an
amount equal to the excess (if any) of $50,000 ($25,000 in the case
of a married individual filing a separate return) over the sum of the
gains to which paragraphs (1) and(2) apply.

"(e) CROSS REFERENCES.-
"For computation of the alternative tax-

"(I) in the case of life insurance companies, see section 802(a)(2);
"(2) in the case of regulated investment companies and their

shareholders, see section 852(b)(3) (A) and (D); and
"(3) in the case of real estate investment trusts, see section

857(b)(3) (A)."
(c) CONFORMING AMENDMENTS.-

(1) Section 802(a) (2) (B) (relating to alternative tax in case of
capital gains of life insurance companies) is amended to read as
follows:

"(B) an amount determined as provided in section 1201(a)
on such excess."

(2) Section 852(b)(S) (relating to method of taxation of regulated
investment companies and their shareholders in the case of capital
gains) is amended:

(A) by striking out "of 25 percent of" in subparagraph (A)
and inserting in lieu thereof ", determined as provided in section
1201(a), on",

(B) by adding at the end of subparagraph (0) the following
new sentence: "For purposes of subparagraph (.A)(ii), the
deduction for dividends paid 8hall, in the case of a taxable year
beginning before January 1, 1975, first be made from the
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amount &ubject-to tax in accordance with section 1201 (a)(1)(B),
to the extent thereof, and then from the amount subject to tax in
accordance with section 1201(a) (1) (A).",

(C) by striking out "of 25 percent" in subparagraph (D)(ii),
and

(D) by amending subparagraph (D)(iii) to read as follows:
"(iii) The adjusted basis of such shares-in the hands of

the shareholder shall be increased, with respect to the
amounts required by this subparagraph to be included in
computing his long-term capital gains, by 76 percent of so
much of such amounts as equals the amount subject to tax
in accordance with section 1201(a)(1)(A) and by 70 per-
cent (72 percent in the case of a taxable year beginning
after December 31, 1969, and before January 1, 1971) of
so much of such amounts as equals the amount subject to
tax in accordance with section 1201(a)(1)(B) or (2)."

(3) Section 857(b) (S) (relating to imposition of tax in the case of
capital gains of real estate investment trusts) is amended:

(A) by striking out "of 25 percent of" in subparagraph (A)
and inserting in lieu thereof ", determined as provided in section
1201(a), on", and

(B) by adding at the end of subparagraph (C) the following
new sentence: "For purposes of subparagraph (A)(ii), in the
case of a taxable year beginning before January 1, 1975, the
deduction for dividends paid shallfirst be made from the amount
subject to tax in accordance with section 1201(a)(1)(B), to the
extent thereof, and thenfrom the amount subject to tax in accord-
ance with section 1201(a) (1) (A)."

(4) Section 1378 (relating to tax imposed on certain capital gains
of an electing small business corporation) is amended:

(A) by striking out "25 percent of" in subsection (b) (1) and
inserting in lieu thereof "the tax, determined as provided in
section 1201 (a), on",

(B) by adding at the end of subsection (b) the following new
sentence: "In applying section 1201(a) (1) (A) and (B) for
purposes of paragraph (1), the $25,000 limitation shall first be
deductedfrom the amount (determined without regard to this sub-
section) subject to tax in accordance with section 1201(a) (1) (B),
to the extent thereof, and thenfrom the amount (determined with-
out regard to this subsection) subject to tax in accordance with
section 1201(a) (1) (A).", and

(C) by striking out "25 percent of" in subsection (c)(3) and
inserting in lieu thereof "a tax, determined as provided in section
1201(a), on".

(d) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.
SEC. 512. CAPITAL LOSSES OF CORPORATIONS.

(a) THREE-YEAR CARRYBACK OF NET CAPITAL LossES.-Section
1212(a)(1) (relating to capital loss carryover for corporations) is amended
to read as follows:

"(1) IN GENERAL.-If a corporation has a net capital loss for
any taxable year (hereinafter in this paragraph referred to as the
'loss year'), the amount thereof shall be-
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"(A) a capital 1088 carryback to each of the S taxable years
preceding the loss year, but only to the extent-

"(i) such loss88 is not attributable to a foreign expropria-
tion capital 1088, and

"(ii) the carryback of such loss does not increase or
produce a net operating loss88 (as defined in section 172(c))
for the taxable year to which itis being carried back; and .

"(B) a capital 1088 carryover to each of the 5 taxable years (10
taxable years to the extent such loss is attributable to a foreign
expropriation capital loss)-succeeding the loss year,

and shall be treated as a short-term capital loss in each such taxable
year. The entire amount of the net capital 1088 for any taxable year
shall be carried to the earliest of the taxable years to which such loss
may be carried, and the portion of such 1088 which shall be carried
to each of the other taxable years to which such loss may be carried
shall be the excess, if any, of such loss over the total of the net capital
gains for each of the prior taxable years to which such loss may be
carried. For purposes of the preceding sentence, the net capital gain
for any such prir taxable year shall be computed without regard to
the net capital lossfor the 1088 year or for any taxable year thereafter.
In the case of any net capital loss which cannot be carried back in
full to a preceding taxable year by reason of clause (ii) of subpara-
graph (A), the net capital gain for such prior taxable year shall in
no case be treated as greater than the amount of such loss which can
be carried back to such preceding taxable year upon the application
of such clause (ii)."

(b) SPECIAL. RULES.-Section 1212(a) (relating to net capital losses
of corporations) is amended by adding at the end thereof the following
new paragraphs:

"(8) ELECTING SMALL BUSINESS CORPORATIONS.-Paragraph
(1)(A) shall not apply to the net capital lose of a corporation. for
any taxable yearfor which it is an electing small business corporation
under subchapter S, and a net capital loss of a corporation (for a
year for which it is not such an electing small business corporation)
shall not be carried back under paragraph (1) (A) to a taxable year
for which it is an electing small business corporation. --

"(4) SPECIAL RULES ON CARRYBACKS.-A net capital loss of a
corporation shall not be carried back under paragraph (1)(A) to a
taxable year-

"(A) for which it is a foreign personal holding company (as
defined in section 662);

"(B) for which it is a regulated investment company (as
defined in section 851);

"(C) for which it is a real estate investment trust (as c(hfined
in section 856); or

"(D) for which an election made by it under section 12°7 is
applicable (relating to election by foreign investment companies
to distribute income currently)."

(c) CERTAIN CORPORATE ACQUISITIONS.-Section 881(b)(3) (relat-
ing to operating rules for carryovers in certain corporate acquisitions) is
amended by striking out "a net operating loss" and inserting in lieu
thereof "a net operating loss or a net capital loss".

(d) TENTATIVE CARRYBACK ADJUSTMENTS.-Section 6411 (relat-
ing to quick refunds in respect of tentative carryback adjustments) is
amended-
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(1) by striking out the first two sentences of subsection (a) and
inserting in lieu thereof "A taxpayer may file an application for a
tentative carryback adjustment of the tax for the prior taxable year
affected by a net operating loss carryback provided in section 172(b),
by an investment credit carryback provided in section 46(b), or by a
capital loss carryback provided in section 1212(a)(1), from any tax-
able year. The application shall be verified in the manner prescribed
by section 6065 in the case of a return of such taxpayer, and shall be
filed, on or after the date offiling of the return for the taxable year of
the net operating loss, net capital loss, or unused investment credit
from which the carryback results and within a period of 12 months
from the end of such taxable year (or, with respect to any portion of
an investment credit carryback from a taxable year attributable to a
net operating loss carryback or a capital loss carryback from a sub-
sequent taxable year, within a period of 12 months from the end of
such subsequent taxable year), in the manner and form required by
regulations prescribed by the Secretary or his delegate.", and

(2) by striking out "net operating loss or unused investment
credit", wherever such term appears in subsections (a)(1), (b), and,
(c), and inserting in lieu thereof "net operating loss, net capital loss,
or unused investment credit".

(e) STATUTES OF LIMITATIONS AND INTEREST RELATING TO CAPITAL
Loss CARRYBACKS.-

(1) ASSESSMENT AND COLLECTION.-Section 6501 (relating to
limitations on assessment and collection) is amended-

(A) by striking out "Loss CARRYBACKS" in the heading of
subsection (h) and inserting in lieu thereof "Loss OR CAPITAL
Loss CARRYBACKS",

(B) by striking out "loss carryback" in subsection (h) and
inserting in lieu thereof "loss carryback or a capital loss carry-
back",

(C) by striking out "operating loss which" in subsection (h)
and inserting in lieu thereof "operating loss or net capital loss
which",

(D) by striking out "assessed, or within 18 months" and all
that follows thereafter in subsection (h) and inserting in lieu
thereof "assessed. In the case of a deficiency attributable to the
application of a net operating loss carryback, such deficiency
may be assessed within 18 months after the date on which the
taxpayer files in accordance with section 172(h) (8) a copy of the
certification (with respect to the taxable year of the net operating
loss) issued under section 317 of the Trade Expansion Act of
1962, if later than the (late prescribed by the preceding sentence.",

(E) by striking out "loss carryback" in subsection (j) and
inserting in lieu thereof "loss carryback or a capital loss carry-
back", and

(F) by striking out "net operating loss carryback or an in-
vestment credit carryback" in subsection (m) and inserting in
lieu thereof "net operating loss carryback, a capital loss carry-
back, or an investment credit carryback".

(2) CREDIT OR REFUND.-Subsection (d) of section 6511 (relat-
ing to limitations on credit or refund) is amended-

(A) by striking out "LOSS CARRYBACKS" in the heading of
paragraph (2) and inserting in lieu thereof "LOSS OR CAPITAL
LOSS CARRYBACKS")
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(B) by striking out "1088 carryback" in that part of para-
graph (2)(A) which precedes clause (i) thereof and inserting
in lieu thereof "loss carryback or a capital loss carryback",

(C) by striking out "operating loss which" in that part of
paragraph (2)(A) which precedes clause (i) thereof and insert-
ing in lieu thereof "operating loss or net capital loss which",

(D) by striking out "loss carryback" in the first sentence of
paragraph (2)(B)(i) and inserting in lieu thereof "loss carry-
back or a capital lose carryback", K

(E) by amending the last sentence of paragraph (2)(B)(i) to
read as follows: "In the case of any .such claim for credit or
refund or any such application for a tentative carryback adjust-
ment, the determination by any court, including the Tax Court,
in any proceeding ivn which the decision of the court has become
final, shall be conclusive except with respect to the net operat-
ing loss deduction, and the effect of such deduction, or with
respect to the determination of a short-term capital loss, and
the effect of such short-term capital loss, to the extent that such
deduction or short-termw capital loss is affected by a carryback
which was not an issue in such proceeding.",

(F) by striking out "loss carryback" in paragraph (2)(B)(ii)
and inserting in lieu thereof "loss carryback or a capital loss
carryback, as the caoe may be,", ando

(G) by striking out "loss1088 carryback" in paragraph (4)(A)
and inserting in lieu thereof "loss carryback or a capital loss
carryback".

(3) INTEREST ON UNDERPAYMENTS.-Section 6601 (e) (relating
to computation of interest in case of carryback or adjustment for
certain unused deductions) is amended-

(A) by striking out "LOSS CARRYBACK" in the heading of
paragraph (1) and inserting in lieu thereof "LosS OR CAPITAL
LOSS CARRYBACK",

(B) by striking out "net operating loss" wherever it appears
in paragraph (1) and inserting in lieu thereof "net operating
loss or net capital loss", and

(C) by striking out "loss carryback" in paragraph (2) and
inserting in lieu thereof "loss carryback or a capital loss
carryback".

(4) INTEREST ON OVERPAYMENTS.-Section 6611(f) (relating to
interest in case of refund of income tax caused by carryback or
adjustment for certain unused deductions) is amended-

(A) by striking out "LOSS CARRYBACK" in the heading of
paragraph (1) and inserting in lieu thereof "LOSS OR CAPITAL
LOSS CARRYBACK",

(B) by striking out "net operating loss" wherever it appears
in paragraph (1) and inserting in lieu thereof "net operating
loss or net capital loss", and

(C) by striking out "loss carryback" in paragraph (2) and
inserting in lieu thereof "loss carryback or a capital loss
carryback".

(f) TECHNICAL AMENDMENTS.-
(1) The heading of section 1212 is amended by striking out

"CARRYOVER" and inserting in lieu thereof "CARRYBACKS
AND CARR YOVERS".
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(2) The item relating to section 1212 in the table of sections for
part II of subchapter P of chapter 1 is amended by striking out
"carryover" and inserting in lieu thereof "carrybacks and carryovers".

(3) Section 246(b)(1) (relating to dividends received deduction)
is amended by striking out "and 247" and inserting in lieu thereof
"and 247, and without regard to any capital loss carryback to the
taxable year under section 1212(a)(1)."

(4) Section 481(b)(3)(A) (relating to changes in method of
accounting) is amended by striking out "loss carryover" and inserting
in lieu thereof "loss carryback or carryover".

(6) Section 535(b)(6) (relating to improper accumulations of
surplus) is amended-

(A) by striking out "capital loss carryover" in the first
sentence and inserting in lieu thereof "capital loss carryback
or carryover", and

(B) by strikng out "capital loss carryover" in subparagraph
(B) and inserting in lieu thereof "capital loss carryback and
carryover".

(6) Paragraph (7) of section 356(b) (relating to treatment of
capital loss carryovers) is amended to read as follows:

"(7) CAPITAL LOSS.-No allowance shall be made for the capital
loss carryback or carryover provided in section 1212."

(7) Section 1314(a) (relating to mitigation of limitations) is
amended by striking out "capital loss carryover" and inserting
in lieu thereof "capital loss carryback or carryover".

(8) The last sentence of section 1314(b) (relating to method of
adjustment) is amended to read as follows: "In the case of an adjust-
ment resulting from an increase or decrease in a net operating loss
or net capital loss which is carried back to the year of adjustment,
interest shall not be collected or paid for any period prior to the close
of the taxable year in which the net operating loss or net capital loss
arises."

(g) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to net capital losses sustained in taxable years beginning
after December 31, 1969.
SEC. 513. CAPITAL LOSSES OF INDIVIDUALS.

(a) LIMITATION ON ALLOWANCE OF CAPITAL LoSSES.-Section 1211
(b) (relating to limitation on capital losses of taxpayers other than corpora-
tions) is amended to read as follows:

"(b) OTHER TAXPAYERS.-
"(1) IN GENERAL.-In the case of a taxpayer other than a cor-

poration, losses from sales or exchanges of capital assets shall be
allowed only to the extent of the gains from such sales or exchanges,
plus (if such losses exceed such gains) whichever of the following is
smallest:

"(A) the taxable income for the taxable year,
"(B) $1,000, or
"(0) the sum of-

"(i) the excess of the net short-term capital loss over the
net long-term capital gain, and

"(ii) one-half of the excess of the net long-term capital
loss over the net short-term capital gain.



"(2) MARRIED INDIVIDUALS.-In the case of a husband or wife
who files a separate return, the amount specified in paragraph
(1) (B) shall be $600 in lieu of $1,000.

"(3) COMPUTATION OF TAXABLE INcOME.-For purposes of para-
graph (1), taxable income shall be computed without regard to gains or
losses from sales or exchanges of capital assets and without regard to
the deductions provided in section 151 (relating to personal exemv-
tions) or any reductionn in lieu thereof. If the taxpayer elects to pay
the optional tax imposed by section 3, 'taxable income' as used in
this subsection shall read. as 'adjusted gross income'."

(b) CAPITAL Loss CARRYOVER.-Section 1212(b) (relating to capital
loss carryover of taxpayers other than corporations) is amended by striking
out "beginning after December 31, 1963" at the beginning of paragraph
(1), by striking out the last sentence of paragraph (1), and by striking out
paragraph (2) and inserting in lieu thereof the following new paragraphs:

"(2) SPECIAL RULES.-
"(A) For purposes of determining the excess referred to in

paragraph (1)(A), an amount equal to the amount allowed for
the taxable year under section 1211(b)(1) (A), (B), or (C) shall
be treated as a short-term capital gain in such year.

"(B) For purposes of determining the excess referred to in
paragraph (1)(B), an amount equal to the sum of-

"(i) the amount allowed for the taxable year under sec-
tion 1211(b) (1) (A), (B), or (0), and

"(ii) the excess of the amount described in clause (i)
over the net short-term capital 1088 (determined without
regard to this subsection) for such year,

shall be treated as a short-term capital gain in such year.
"(S) TRANSITIONAL RULE.-In the case of any amount which,

under paragraph (1) and section 1211(b) (as in effect for taxable
years beginning before January 1, 1970), is treated as a capital loss
in the first taxable year beginning after December 31, 1969, para-
graph (1) and section 1211 (b) (as in effectfor taxable years beginning
before January 1, 1970) shall apply (and paragraph (1) and sec-
tion 1211 (b) as in effectfor taxable years beginning after December 81,
1969, shall not apply) to the extent such amount exceeds the total ofany
net capital gains (determined without regard to this subsection) of
taxable years beginning after December 31, 1969."

(c) CONFORMIVN AMENDMENT.-Section 1222(9) (defining net capital
gain) is amended by striking out "In the case of a corporation, the" and
inserting in lieu thereof "The".

(d) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.
SEC. 514. LETTERS, MEMORANDUMS, ETC.

(a) TREATMENT AS PROPERTY WHICH Is NOT A CAPITAL ASSET.-
Section 1221 (3) (relating to definition of capital asset) is amended to read
as follows:

"(3) a copyright, a literary, musical, or artistic composition, a
letter or memorandum, or similar property, held by-

"(A) a taxpayer whose personal efforts created such property,
"(B) in the case of a letter, memorandum, or similar property,

a taxpayer for whom such property was prepared or produced ,

or
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"(C) a taxpayer in whose hands the basis of such property
is determined, for purposes of determining gain from a sale
or exchange, in whole or part by reference to the basis of such
property in the hands of a taxpayer described in subparagraph
(A) or (B) ;".

(b) CONFORMING AMENDMENTS.-
(1) Section 341(e)(5)(A)(iv) (relating to definition of subsection

(e) asset in the case of collapsible corporations) is amended to read
as follows:

"(iv) property (unless included under clause (i), (ii), or
(iii)) which consists of a copyright, a literary, musical, or
artistic composition, a letter or memorandum, or similar property,
or any interest in any such property, if the property was created
in whole or in part by the personal efforts of, or (in the case of a
letter, memorandum, or similar property) was prepared, or pro-
duced in whole or in part for, any individual who owns more
than 5 percent in value of the stock of the corporation."

(2) Section 1231 (b) (1) (C) (relating to definition of property
used in the trade or business) is amended by inserting ", a letter or
memorandum" before ", or similar property".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to sales and other dispositions occurring after July 25, 1969.
SEC. 515. TOTAL DISTRIBUTIONS FROM QUALIFIED PEN-

SION, ETC., PLANS.
(a) LIMITATION ON CAPITAL GAINS TREATMENT.-

(1) EMPLOYEES' TRUST.-Section 402(a) (relating to taxability
oJ beneficiary of exempt trust) is amended by adding at the end thereof
the following new paragraph:

"(5) LIMITATION ON CAPITAL GAINS TREATMENT.--The first
sentence of paragraph (2) shall apply to a distribution paid after
December 31, 1969, only to the extent that it does not exceed the sum
of-

"(A) the benefits accrued by the employee on behalf of whom it
is paid during plan years beginning before January 1, 1970, and

"(B) the portion of the benefits accrued by such employee dur-
ing plan years beginning after December 31, 1969, which the
distributed establishes does not consist of the employee's allocable
share of employer contributions to the trust by which such distri-
bution is paid.

The Secretary or his delegate shall prescribe such regulations as may
be necessary to carry out the purposes of this paragraph."

(2) EMPLOYEE ANNUITIES.-Section 403(a) (2) (relating to
capital gains treatment for certain distributions under a qualified
anTnuity plan) is amended by adding at the end thereof the following
new subparagraph:

"(C) LIMITATION ON CAPITAL GAINS TREATMENT.-Sub-
paragraph (A) shall apply to a payment paid after December 31,
1969, only to the extent it does not exceed the sum of-

"(i) the benefits accrued by the employee on, behalf
of whom it is paid during plan years beginning before
January 1, 1970, and

"(ii) the portion of the benefits accrued by such employee
during plan years beginning after December 31, 1969,
which the payee establishes does not consist of the employee's
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allocable share of employer contributions under the plan
under which the annuity contract is purchased.

The Secretary or his delegate shall prescribe such regulations
as may be necessary to carry out the purposes of this sub-
paragraph."

(b) LIMITATION ON TAx.-Section 72(n) (relating to treatment of
certain distributions with respect to contributions by self-employed
individuals) is amended-

(1) by striking out so much thereof as precedes paragraph (2)
and inserting in lieu thereof the following:

"(n) TREATMENT OF TOTAL DISTRIBUTIONS.-
"(1) APPLICATION OF SUBSECTION.-

"(A) GENERAL RULE.-This subsection shall apply to
amounts-

"(i) distributed to a distributee, in the case of an em-
ployees' trust described in section 401 (a) which is exempt
from tax under section 601 (a), or

"(ii) paid to a payee, in the case of an annuity plan
described in section 403(a),

if the total distributions or amounts payable to the distributee
or payee with respect to an employee (including an individual
who is an employee within the meaning of section 401(c)(1))
are paid to the distributee or payee within one taxable year of
the distributee or payee, but only to the extent that section
402(a) (2) or 403(a)(2)(A) does not apply to such amounts.

"(B) DISTRIBUTIONS VO WHICH APPLICABLE.-This sub-
section shall apply only to distributions or amounts paid-

"(i) on account of the employee's death,
"(ii) with respect to an individual who. is an employee

without regard to section 401 (c) (1), on account of his sep-
aration from the service,

"(iii) with respect to an employee within the meaning of
section 401(c)(1), after he has attained the age of 692
years, or

"(iv) with respect to an employee within the meaning of
section 401 (c)(1), after he has become disabled (within the
meaning of subsection (m) (7)).

"(C) MINIMUM PERIOD OF SERVICE.-This subsection shall
apply to amounts distributed or paid to an employee from or
,under a plan only if he has been a participant in the plan for 6
or more taxable years prior to the taxable year in which such
amounts are distributed or paid.

"(D) AMOUNTS SUBJECT TO PENALTY.-This subsection
shall not apply to amounts described in clauses (ii) and (iii) of
subparagraph (A) of subsection (m)(6) (but, in the case of
amounts described in clause (ii) of such subparagraph, only to
the extent that subsection (m) (5) applies to such amounts)."; and

(2) by adding at the end thereof the following new paragraph:
"(4) SPECIAL RULE FOR EMPLOYEES WITHOUT REGARD TO SEC-

TION 401(c)(i).-In the case of amounts to which this subsection
applies which are distributed or paid with respect to an individual
who is an employee without regard to section 401 (c)(1), paragraph
(2) shall be applied with the following modifications:

"(A) '7 times' shall be substituted for '65 times', and '113,
percent' shall be substituted for '20 percent'.
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"(B) Any amount which is received during the taxable year
by the employee as compensation (other than as deferred com-
pensation within the meaning of section 404) for personal
services performed for the employer in respectof whom the
amounts distributed or paid are received shall not be taken into
account.

"(C) No portion of the total distributions or amounts payable
(of which the amounts distributed or paid are a part) to which
section 402(a)(2) or /S03(a)(2)(A) applies shall be taken into
account.

Subparagraph (B) shall not apply if the employee has not attained
the age of 59'z years, unless he has died or become disabled (within
the meaning of subsection (m) (7))."

(c) TECHNICAL AND CONFORMING AMENDMENTS.-
(1) Section 405(e) (relating to capital gains treatment not to

apply to bonds distributed by trusts) is amended-
(A) by striking out "CAPITAL GAINS TREATMENT" in the

heading and, inserting in lieu thereof "CAPITAL GAINS TREAT-
MENT AND LIMITATION OF TAX";

(B) by striking out "Section 402(a) (2)" and inserting in lieu
thereof "Section 72(n) and section 402 (a) (2)"; and

(C) by striking out "section" and inserting in lieu thereof
"sections".

(2) Section 406(c) (relating to termination of status as deemed
employee not to be treated as separation from service for purposes of
capital gain provisions) is amended-

(A) by striking out "PROVISIONS." in the heading and insert-
ing in lieu thereof "PROVISIONS AND LIMITATION OF TAX.";

-- and
(B) by striking out "section 402(a) (2)" and inserting in lieu

thereof "section 72(n), section 402 (a) (2),".
(3) Section 407(c) (relating to termination of status as deemed

employee not to be treated as separation from service for purposes of
capital gain provisions) is amended-

(A) by striking out "PROVISIONS." in the heading and insert-
ing in lieu thereof "PROVISIONS AND LIMITATION OF TAX.";
and

(B) by striking out "section 402(a) (2)" andml inserting in liegt
thereof "section 72(n), section 402(a)(2),".

(4) Section 1304(b) (2) (relating to certain provisions inapplicable)
is amended to read as follows:

"(2) section 72(n) (2) (relating to limitation of tax in case of total
distribution),".

(d) EFFECTIVE DATE.-The amendments made by this section shall
apply to taxable years ending after December 31, 1969.
SEC. 516. OTHER CHANGES IN CAPITAL GAINS TREAT-

MENT.
(a) SALES OF TERM INTERESTS.--Section 1001 (relating to determina-

tion of amount of and recognition of gain or loss) is amended by adding at
the end thereof the following new subsection:

"(e) CERTAIN TERM INTERESTS.-
"(1) IN GENERAL.--In determining gain or loss from the sale or

other disposition of a term interest in property, that portion of the
adjusted basis of such interest which is determined pursuant to
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section 1014 or 1016 (to the extent that such adjusted basis is a portion
of the entire adjusted basis of the property) shall be disregarded.

"(2) TERM INTEREST IN PROPERTY DEFINED.--For purposes of
paragraph (1), the term 'term interest in property' means-

"(A) a life interest in property,
"(B) an interest in propertyfor a term of years, or
"(C) an income interest in a trust.

"(3) ExCEPTION.-Paragraph (1) shall not apply to a sale or
other disposition which is a part of a transaction in which the entire
interest in property is transferred to any person or persons."

(b) CERTAIN CASUALTY LOSSES UNDER SECTION 1231.-Section
12S1 (a) (relating to property used in the trade or business and involuntary
conversions) is amended by striking out all that follows paragraph (1)
and inserting in lieu thereof the following:

"(2) losses (including losses not compensated for by insurance or
otherwise) upon the destruction, in whole or in part, theft or seizure,
or requisition or condemnation of (A) property used in the trade or
business or (B) capital assets held for more than 6 months shall be
considered losses from a compulsory or involuntary conversion.

In the case of any involuntary conversion (subject to the provisions of this
subsection but for this sentence) arising from fire, storm, shipwreck, or
other casualty, or from theft, of any property used in the trade or business
or of any capital asset held for more than 6 months, this subsection shall
not apply to such conversion (whether resulting in gain or loss) if during
the taxable year the recognized losses from such conversions exceed the
recognized gains from such conversions."

(c) TRANSFERS OF FRANCHISES, TRADEMARKS AND TRADE NAMES.-
(1) IN GENERAL.-Part IV of subchapter P of chapter 1 (relating

to special rules for determining capital gains and losses) is amended
by adding after section 1252 (added by section 214 of this Act) the
following new section:

"SEC. 1253. TRANSFERS OF FRANCHISES, TRADEMARKS,
AND TRADE NAMES.

"(a) GENERAL RULE.-A transfer of a franchise, trademark, or trade
name shall not be treated as a sale or exchange of a capital asset if the
transferor retains any significant power, right, or continuing interest
with respect to the subject matter of the franchise, trademark, or trade
name.

"(b) DEFINITIONS.-For purposes of this section-
"(j) FRANCHISE.-The term 'franchise' includes an agreement

which gives one of the parties lo the agreement the right to distribute,
sell, or provide goods, services, or facilities, within a specified area.

"(2) SIGNIFICANT POWER, RIGHT, OR CONTINUING INTEREST.-
The term 'significant power, right, or continuing interest' includes,
but is not limited to, the following rights with respect to the interest
transferred:

"(A) A right to disapprove any assignment of such interest,
or any part thereof.

"(B) A right to terminate at will.
"(C) A right to prescribe the standards of quality of products

used or sold, or of services furnished, and of the equipment and
facilities used to promote such products or services.

"(D) A right to require that the transferee sell or advertise
only products or services of the transferor.
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"(E) A right to require that the transferee purchase sub-
stantially all of his supplies and equipmentfrom the transferor.

"(F) A right to payments contingent on the productivity, utse,
or disposition of the subject matter of the interest transferred, ifsuch payments constitute a substantial element under the transfer
agreement.

"(3) TRANSFER.-The term 'transfer' includes the renewal of a
franchise, trademark, or trade name.

"(c) TREATMENT OF CONTINGENT PAYMENTS BY TRANSFEROR.-
Amounts received or accrued on account of a transfer, sale, or other dis-
position of a franchise, trademark, or trade name which are contingent on
the productivity, use, or disposition of the franchise, trademark, or trade
name transferred shall be treated as amounts received or accrued from the
sale or other disposition of property which is not a capital asset.

"(d) TREATMENT OF PAYMENTS BY TRANSFEREE.- -

"(1) CONTINGENT PAYMENTS.-Amounts paid or incurred during
the taxable year on account of a transfer, sale, or other disposition of
a franchise, trademark, or trade name which are contingent on the
productivity, use, or disposition of the franchise, trademark, or trade
name transferred shall be allowed as a deduction under section 162(a)
(relating to trade or business expenses).

"(2) OTHER PAYMENTS.-If a transfer of a franchise, trademark,
or trade name is not (by reason of the application of subsection (a))
treated as a sale or exchange of a capital asset, any payment not
described in paragraph (1) which is made in discharge of a principal
sum agreed upon in the transfer agreement shall be allowed as a
deduction-

"(A) in the case of a single paymentmade in discharge of such
principal sum, ratably over the taxable years in the period be-
ginning with the taxable year in which the payment is made and
ending with the ninth succeeding taxable year or ending with the
last taxable year beginning in the period of the transfer agree-
ment, whichever period is shorter;

"(B) in the case of a payment which is, one of a series of
approximately equal payments made in discharge of such prin-
cipal sum, which are payable over-

"(i) the period of the transfer agreement, or
"(ii) a period of more than 10 taxable years, whether

ending before or after the end of the period of the transfer
agreement,

in the taxable year in which the payment is made; and
"(C) in the case of any other payment, in the taxable year or

years specified in regulations prescribed by the Secretary or his
delegate, consistently with the preceding provisions of this para-
graph.

"(e) EXCEPTION.-This section shall not apply to the transfer of a
franchise to engage in professional football, basketball, baseball, or other
professional sport."

(2) CONFORMING AMENDMENTS.-
(A) Section 162(h) (as redesignated by section 902) is

amended by striking out "For" and inserting in lieu thereof
"(1) For", and by adding at the end thereof the following:

"(2) For special rule relating to the treatment of payments by a
transferee of afranchise, trademark, or trade name, see section 1253."
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(B) Section 1016(a) (relating to adjustments to basis) is
amended by striking out the period at the end of paragraph (21)and inserting in lieu thereof a semicolon, and by inserting afterparagraph (21) the following new paragraph:

"(22) for amounts allowed as deductions for payments made on
account of transfers offranchises, trademarks, or trade names under
section 1253(d) (2)."

(C) The table of sectionsfor part IV of subchapter P of chapter1 is amended by adding at the end thereof the following new
item:

"Sec. 1253. Transfers of franchises, trademarks, and trade names."
(d) EFFECTIVE DATES.-

(1) The amendment made by subsection (a) shall apply to sales or
other dispositions after October 9, 1969.

(2) The amendment made by subsection (b) shall apply to taxable
years beginning after December 81, 1969.

(3) The amendments made by subsection (c) shall apply to transfers
after December 31S, 1969, except that section 1263(d) (1) of the Internal
Revenue Code of 19564 (as added by subsection- (c)) shall, at the
election of the taxpayer (made at such time and in such manner as the
Secretary or his delegate may by regulations prescribe), apply to
transfers before January 1, 1970, but only with respect to payments
made in taxable years ending after December 31, 1969, and beginning
before January 1, 1980.

Subtitle C-Real Estate Depreciation
SEC. 521. DEPRECIATION OF REAL ESTATE.

(a) SECTION 1250 PROPERTY AND REHABILITATION PROPERTY.-
Section 167 (relating to depreciation) is amended by redesignating subsec-
tion (j) as subsection (m), and by inserting after subsection (i) the follow-
ing new subsections:

"(j) SPECIAL RULES FOR SECTION 1260 PROPERTY.-
"(1) GENERAL RULE.-Except as provided in paragraphs (2) and

(3), in the case of section 12650 property, subsection (b) shall not
apply and the term 'reasonable allowance' as used in subsection (a)
shall include an allowance computed in accordance with regulations
prescribed by the Secretary or his delegate, under any of the following
methods:

"(A) the straight line method,
"(B) the declining balance method, using a rate not exceeding

150 percent of the rate which would have been used had the
annual allowance been computed under the method described in
subparagraph (A), or

"(C) any other consistent method productive of an annual
allowance which, when added to all allowances for the period
commencing with the taxpayer's use of the property and includ-
ing the taxable year, does not, during the first two-thirds of the
useful life of the property, exceed the total of such allowances
which would have been used had such allowances been computed
under the method described in subparagraph (B).
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Nothing in this paragraph shall be construed to limit or reduce
an allowance otherwise allowable under subsection (a) except where
allowable solely by reason of paragraph (2), (3), or (4) of subsection
(b).

"(2) RESIDENTIAL RENTAL PROPERT.Y.-
"(A) IN GENERAL.-Paragraph (1) of this subsection shall

not apply, and subsection (b) shall apply in any taxable year,
to a building or structure-

"(i) which is residential rental property located within
the United States or any of its possessions, or located within
a foreign country if a method of depreciation for such prop-
erty comparable to the method provided in subsection (b)
(2) or (3) is provided by the laws of such country, and

"(ii) the original use of which commences with the tax-
payer.

In the case of residential rental property located within a foreign
country, the original use of which commences with the taxpayer,
if the allowance for depreciation provided under the laws of such
country for such property is greater than that provided under
paragraph (1) of this subsection, but less than that provided
under subsection (b), the allowance for depreciation under sub-
section. (b) shall be limited to the amount provided under the laws
of such country.

"(B) DEFINITION.-For purposes of subparagraph (A), a
building or structure shall be considered to be residential rental
property for any taxable year only if 80 percent or more of the
gross rental income from such building or structure for such year
is rental income from dwelling units (within the meaning of sub-
section (k)(3)(C)). For purposes of the preceding sentence, if
any portion of such building or structure is occupied by the tax-
payer, the gross rental income from such building or structure
shall include the rental value of the portion so occupied.

"(U) CHANGE IN MfETHOD OF DEPRECIATION.-Any change
in the computation of the allowance for depreciation for any
taxable year, permitted or required by reason of the application of
subparagraph (A), shall not be considered a change in a method
of accounting.

"(3) PROPERTY CONSTRUCTED, ETC,ETC., BEFORE JULY 25, 1969.-
Paragraph (1) of this subsection shall not apply, and subsection (b)
shall apply, in the case of property--

"(A) the construction, reconstruction, or erection of which
was begun before July 25, 1969, or

"(B) for which a written contract entered into before July 25,
1969, with respect to any part of the construction, reconstruction,
or erection or for the permanent financing thereof, was on
July 25, 1969, and at all times thereafter, binding on the taxpayer.

"(4) USED SECTION lO60 PROPERTY.-kxcept as provided in para-
graph (5), in. the case of section 1250 property acquired after Jully 24,
1969, the original use of which does not commence with the taxpayer,
the allowance for depreciation under this section shall be limited to an
amount computed under-

"(A) the straight line method, or
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"(B) any other method determined by the Secretary or his
delegate: to result in a reasonable allowance under subsection (a),
not including-

"(i) any declining balance method,
"(ii) the sum of the years-digits method, or
"(iii) any other method allowable solely by reason of the

application of subsection (b) (4) or paragraph (1) (C) of this
subsection.

"(5) Used residential rental property.-In the case of section 1250
property which is residential rental property (as defined in paragraph
(2) (B)) acquired after July 24, 1969, having a useful life of 20
years or more, the original use of which does not commence with the
taxpayer, the allowance for depreciation under this section shall be
limited to an amount computed under.-

" (A) the straight line method,
"(B) the declining balance method, using a rate not exceeding

125 percent of the rate which would have been, used had the
annual allowance been computed under the method described in
subparagraph (A), or

"(C) any other method determined by the Secretary or his
delegate to result in a reasonable allowance under subsection (a),
not including-

"(i) the sum of the years-digits method,
"(ii) any declining balance method using a rate in

excess of the rate permitted under subparagraph (B), or
"(iii) any other method allowable solely by reason of the

application of subsection (b) (4) or paragraph (1)(6) of
this subsection.

"(6) Special rules.-
"(A) Under regulations prescribed by the Secretary or his

delegate, rules similar to the rules provided in paragraphs (5),
(9), (10), and (13) of section 148(h) shall be appliedfor purposes
of paragraphs (3), (4), and (5) of this subsection.

"(B) For purposes of paragraphs (2), (4), and (5), if
section 1250 property which is not property described in sub-
section (a) when its original use commences, becomes property
described in subsection (a) after July 214, 1969, such property
shall not be treated as property the original use of which com-
mences with the taxpayer.

"(C) Paragraphs (4) and (5) shall not apply in the case of
section 1250 property acquired after July 24, 1969, pursuant
to a written contract for the acquisition of such property or for
the permanent financing thereof, which was, on July 24, 1969,
and at all times thereafter, binding on the taxpayer.

"(k) DEPRECIATION OF EXPENDITURES To REHABILITATE Low-
INCOME RENTAL HOUSING.-

"(1) 60-MONTH RULE.-The taxpayer may elect, in accordance
with regulations prescribed by the Secretary or his delegate, to
compute the depreciation deduction provided by subsection (a)
attributable to rehabilitation expenditures incurred with respect
to low-income rental housing after July 2B, 1969, and before Jan-
uary 1, 1975, under the straight line method using a useful life of
60 months and no salvage value. Such method shall be in lieu of any
other method of computing the depreciation deduction under sub-
38-375 0--69 12
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section (a), and in lieu of any deduction for amortization, for such
expenditures.

"(2) LIMITATIONS.-
"(A) The aggregate amount of rehabilitation expenditures

paid or incurred by the taxpayer with respect to any dwelling
unit in any low-income rental housing which may be taken into
account under paragraph (1) hall not exceed $16,000.

"(B) Rehabilitation expenditures paid or incurred by the
taxpayer in any taxable year with respect to any dwelling unit
in any low-income rental housing shall be taken into account
under paragraph (1) only if over a period of two consecutive
years, including the taxable year, the aggregate amount of such
expenditures exceeds $3,000.

"(3) DEFINITIONS.-For purposes of this subsection-
"(A) REHABILITATION EXPENDITURES.-The term 'reha-

bilitation expenditures' means amounts chargeable to capital
account and incurred for property or additions or improvements
to property (or related facilities) with a useful life of 5 years or
more, in connection with the rehabilitation of an existing
building for low-income rental housing; but such term does not
include the cost of acquisition of such building or any interest
therein.

"(B) LOW-INCOME RENTAL HOUSING.-The term 'low-income
rental housing' means any building the dwelling units in which
are held for occupancy on a rental basis by families and indi-
viduals of low or moderate income, as determined by the Secre-
tary or his delegate in a manner consistent with the policies of the
Housing and Urban Development Act of 1968 pursuant to
regulations prescribed undtler this subsection.

"(C) DWELLING UNIT.--The term 'dwelling unit' means a
house or an apartment used to provide living accommodations in
a building or structure, but does not include a unit in a hotel,
motel, inn, or other establishment more than one-half of the units
in which are used on a transient basis."

(b) RECAPTURE OF ADDITIONAL DEPRECIATION.-Section 1250(a)
(relating to gainfrom dispositions of certain depreciable realty) is amended
to read as follows:

"(a) GENERAL RULE.-Except as otherwise provided in this section--
"(I) ADDITIONAL DEPRECIATION AFTER DECEMBER 31, 1969.-

1 section 1260 property is disposed of after December 31, 1969,
te applicable percentage of the lower of-

"(A) that portion of the additional depreciation (as defined in
subsection (6) (1) or (4)) attributable to periods after December 31,
1969, in respect of the property, or

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

or involuntary conversion), or the fair market value of
such property (in the case of any other disposition), over

"(ii) the adjusted basis oj such property,
shall be treated as gain from the sale or exchange of property which is
neither a capital asset nor property described in section 1231. Such
gain shall be recognized notwithstanding any other provision of this
subtitle.
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"(C) APPLICABLE PERCENTAGE.-For purposes of para-
graph (1), the term 'applicable percentage' means-

"(i) in the case of section 1250 property disposed of
pursuant to a written contract which was, on July 24, 1969,
and at all times thereafter, binding on the owner of the
property, 100 percent minus 1 percentage point for each full
month the property was held after the date the property was
held 20 full months;

"(ii) in the case of section 1250 property constructed,
reconstructed, or acquired by the taxpayer before January 1,
1975, with respect to which a mortgage is insured under
section 221(d)(3) or 236 of the National Housing Act, or
housing is financed or assisted by direct loan or tax abate-
ment under similar provisions of State or local laws, and
with respect to which the owner ?s subject to the restrictions
described in section 1039(b)(1)(B), 100 percent minus one
percentage point for each full month the property was held
after the (late the property was held 20 full months;

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

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

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

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

"(2) ADDITIONAL DEPRECIATION BEFORE JANUARY 1, 1970.-
"(A) IN GENERAL.-If section 1250 property is disposed

of after December 31, 1963, and the amount determined under
paragraph (1)(B) exceeds the amount determined under para-
graph (1)(A), then the applicable percentage oj the lower of-

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

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

shall also be treated as gainfrom the sale or exchange of property
which is neither a capital asset nor property described in section
1231. Such gain shall be recognized notwithstanding any other
provision of this subtitle.

"(B) APPLICABLE PERCENTAGE.-For purposes of subpara-
graph (A) the term 'applicable percentage' means 100 percent
minuts 1 percentage point for each full month the property was
held aJter the date on which the property was held for 20 full
months."
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(c) ADDITIONAL DEPRECIATION .--Section 1260(b) (relating to defini-
tion of additional depreciation) is amended by adding at the end thereof
the following new paragraph:

"(4) ADDITIONAL DEPRECIATION ATTRIBUTABLE TO REHABILI-
TATION EXPENDITURES.-The term 'additional depreciation' also
means, in the case of section 1260 property with respect to which a
depreciation deduction for rehabilitation expenditures was allowed
'under section 167(k), the depreciation adjustments allowed under such
section to the extent attributable to such property, except that, in the
case of such property held for more than one year after the rehabilita-
tion expenditures so allowed were incurred, it means such adjustments
only to the extent that they exceed the amount of the depreciation ad-
justments which would have resulted if such adjustments had been
determined under the straight line method of adjustment without regard
to the useful life permitted under section 167(k)."

(d) CHANGE IN METHOD OF COMPUTING DEPRECIATION.-Section
167(e) (relating to depreciation) is amended by adding at the end thereof
the following new paragraph:

"(3) CHANGE WITH RESPECT TO SECTION 1250 PROPERTY.-A
taxpayer may, on or before the last. day prescribed by law (including
extensions thereof) for filing his return for his first taxable year
beginning after July 24, 1969, and in such manner as the Secretary or
his delegate shall by regulation Trescribe, elect to change his method
of depreciation in respect of section 1250 property (as defined in sec-
tion 1250(c)) from any declining balance or sum of the years-digits
method to the straight line method. An election may be made under this
paragraph notwithstanding any provision to the contrary in an
agreement under subsection (d)."

(e) TECHNICAL AND CONFORMING CIIANGES.-
(1) Subsection (d) of section 1250 is amended by striking out

"subsection (a)(I)" wherever it appears and inserting in lieu thereof
"subsection (a)".

(2) Subsection (f) of section 1250 is amended-
(A) by striking out "subsection (a) (1)" in paragraph (1) and

inserting in lieu thereof "subsection (a)", anl
(B) by striking out paragraph (2) thereof and inserting in lieu

thereof the following:
"(2) ORDINARY INCOME ATTRIBUTABLE TO AN ELEMENT.-For

purposes of paragraph (1), the amount taken into account for any
element shall be the sum of-

"(A) the amount (if any) determined by multiplying-
"(i) the amount which bears the same ratio to the lower

of the amounts specified in subparagraph (A) or (B) of
subsection (a)(1) for the section 1260 property as the
additional depreciation for such element attributable to
periods after December 31, 1969, bears to the sum of the
additional depreciation for all elements attributable to
periods after December 31, 1969, by

"(ii) the applicable percentage for such element, and
"(B) the amount (if any) determined by multiplying-

"(i) the amount which bears the same ratio to the lower
of the amounts specified in subsection (a) (2) (A) (i) or (ii)
for the section 1250 property as the additional depreciation
for such element attributable to periods before January 1,



181

1970, bears to the sum of the additional depreciation for all
elements attributable to periods before January 1, 1970, by

"(ii) the applicable percentage for such element.
For purposes of this paragraph, determinations with respect to any
element shall be made as if it were a separate property."

(f) CARRYOVERS IN CERTAIN CORPORATE AcQUISITIONS.-Section
381(c)(6) ('elating to method of computing depreciation allowance) is
amended to read as follows:

"(6) AIETHOD OF COMPUTING DEPRECIATION ALLOWANCE.--The
acquiring corporation shall be treated as the distributor or transferor
corporation for purposes of computing the depreciation allowance
under subsections (b), (j), and (k) of section 167 on property acquired
in a distribution or transfer with respect to so much of the basis in
the hands of the acquiring corporation as does not exceed the adjusted
basis in the hands of the distributor or transferor corporation."

(g) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to taxable years ending after July 24, 1969.

Subtitle D-Subchapter S
Corporations

SEC. 531. QUALIFIED PENSION, ETC., PLANS OF SMALL
BUSINESS CORPORATIONS.

(a) IN GENERAL.--Subchapter S of chapter 1 (relating to election of
certain small business corporations as to taxable status) is amended by
adding at the end thereof the following new section:
"SEC. 1379. CERTAIN QUALIFIED PENSION, ETC., PLANS.

"(a) ADDITIONAL REQUIREMENT FOR QUALIFICATION OF STOCK
BONUS OR PROFIT-SHAlING PLANS.-A trust forming part of a stock
bonus or profit-sharing plan, which provides contributions or benefits
for employees some or fill of whom are shareholder-employees shall not
constitute a qualified trust under section 401 (relating to qualified pension,
profit-sharing, and stock bonus plans) unless the plan of which such trust
is a part provides that forfeitures attributable to contributions deductible
under section 404/(a) (3) for any taxable year (beginning after December
31, 1970) of the employer with respect to which it is an electing small
business corporation may not inure to the benefit of any individual who is
a shareholder-employee for such taxable year. A plan shall be considered
as satisfying the requirement of this subsection for the period beginning
with the first day of a taxable year and ending with the 15th day of the
third month following the close of such taxable year, if all the provisions
of the plan. which arc necessary to satisfy this requirement are in effect
by the end of such period and have been made effective for all purposes
with respect to the whole of such period.

"(b) TAXABILITY OF SHAREHOLDER-EMPLOYEE BENEFICIARIES.-
"(1) INCLUSION OF EXCESS CONTRIBUTIONS IN GROSS INCOME.--

Notwithstanding the provisions of section 402 (relating to taxability
of beneficiary of employees' trust), section 403 (relating to taxation of
employee annuitiess, or section 406(d) (relating to taxability of
beneficiaries under qualified bond purchase plans), an individual
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who is a shareholder-employee of an electing small business corpora-tion shall include in gross income, for his taxable year in whwh or
with which the taxable year of the corporation ends, the excess of the
amount of contributions paid on his behalf which is deductible 'under
section 404(a) (1), (2), or (3) by the corporation for its taxable
year over the lesser of-

"(A) 10 percent of the compensation received or accrued by
him from such corporation during its taxable year, or

"(B) $2,500.
"(2) TREATMENT OF AMOUNTS INCLUDED IN GROSS INCOME.-

Any amount included in the gross income of a shareholder-employee
under paragraph (1) shall be treated as consideration for the con-
tract contributed by the shareholder-employee for purposes of section
72 (relating to annuities).

"(3) DEDUCTION FOR AMOUNTS NOT RECEIVED AS BENEFITS.-
If-

"(A) amounts are included in the gross income of an individual
under paragraph (1), and

"(B) the rights of such individual (or his beneficiaries)
under the plan terminate before payments under the plan which
are excluded from gross income equal the amounts included in
gross income under paragraph (1),

then there shall be allowed as a deduction, for the taxable year in
which such rights terminate, an amount equal to the excess of the
amounts included in gross income under paragraph (1) over such
payments.

"(c) CARRYOVER OF AMOUNTS DEDUCTIBLE.-No amount deductible
shall be carried forward under the second sentence of section 404/(a)(3)
(A) (relating to limits on deductible contributions under stock bonus
and profit-sharing trusts) to a taxable year of a corporation with respect to
which it is not an electing small business corporation from a taxable year
(beginning after December 31, 1970) with respect to which it is an
electing small business corporation.

"(d) SHAREHOLDER-EMfPLOYEE.-For purposes of this section, the
term 'shareholder-employee' means an employee or officer of an electing
small business corporation who owns (or is considered as owning within
the meaning of section 318(a)(1)), on any day during the taxable year
of such corporation, more than 5 percent of the outstanding stock oj the
corporation."

(b) CONFORMINa AMENDMENT.-Section 62 (relating to adjusted
gross income defined) is amended by inserting after paragraph (8) the
following new paragraph:

"(9) PENSION, ETC., PLANS OF ELECTING SMALL BUSINESS
CORPORATIONS.-The deduction allowed by section 1379(b)(3)."

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

"Sec. 1379. Certain qualified pensions, etc., plans."
(d) EFFECTIVE DATE.-The amendments made by this section shall

apply with respect to taxable years of electing small business corporations
beginning after December 31, 1970.



TITLE VI-STATE AND LOCAL
OBLIGA TIONS

SEC. 601. ARBITRAGE BONDS.
(a) NOT To BE TREATED AS TAX-EXEMPT OBLIGATIONS.-Section

103 (relating to interest on certain governmental obligations) is amended
by redesignating subsection (d) as (e), and by inserting after subsection
(c) the following new subsection:

"(d) ARBITRAGE BONDS.-
"(1) SUBSECTION (a)(1) NOT TO APPLY.-Except as provided in

this subsection,. any arbitrage bond shall be treated as an obligation not
described in subsection (a)(1).

"(2) ARBITRAGE BOND.-For purposes of this subsection, the
term 'arbitrage bond' means any obligation which is issued as part
of an issue all or a major portion of the proceeds of which are reason-
ably expected to be used directly or indirectly-

"(A) to acquire securities (within the meaning of section
165(g)(2) (A) or (B)) or obligations (other than obligations de-
scribed in subsection (a)(1)) which may be reasonably expected
at the time of issuance of such issue, to produce a yield over the
term of the issue which is materially higher (taking into account
any discount or premium) than the yield on obligations of such
issue, or

"(B) to replace funds which were used directly or indirectly
to acquire securities or obligations described in subparagraph
(A).

"(3) EXCEPTION .-Paragraph (1) shall not apply to any obli-
gation-

"(A) which is issued as part of an issue substLntially all of the
proceeds of which are reasonably expected to be used to provide
permanent financing for real property used or to be used for
residential purposes for the personnel of anr educational in-
stitution (within the meaning of section 151(e)(4)) which grants
baccalaureate or higher degrees, or to replace funds which were so
used, and

"(B) the yield on which over the term of the issue is not
reasonably expected, at the time of issuance of such issue, to be
substantially lower than the yield on obligations acquired or to be
acquired in providing such financing.

This paragraph shall not apply with respect to any obligation Jor any
period during which it is held by a person who is a substantial user of
propertyfinanced by the proceeds of the issue of which such obligation
is a part, or by a member of the family (within the meaning of section
318(a)(1)) of any such person.

(183)
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"(4) SPECIAL RULES.-For purposes of paragraph (1), an obliga-
tion shall not be treated as an arbitrage bond solely by reason of the
fact that-

"(A) the proceeds of the issue of which such obligation is a
part may be invested for a temporary per-iod in securities or
other obligations until such proceeds are needed for the purpose
for which such issue was issued, or

"(B) an amount of the proceeds of the issue of which such
obligation is a part may be invested in securities or other
obligations which are part of a reasonably required reserve or
replacement fund.

The amount referred to in subparagraph (B) shall not exceed 15
percent oq the proceeds of the issue of which such obligation is a
part unless the issuer establishes that a higher amount is necessary.

"'65) REGULATIONS.-The Secretary or his delegate shall prescribe
such regulations as may be necessary to carry out the purposes'
of this subsection."

(b) EFFECTIVE DATE.- The amendments made by subsection (a) shall
apply with respect to obligations issued after October 9, 1969.



TITLE VII-EXTENSION OF TAX
SURCHARGE AND EXCISE
TAXES; TERMINATION OF
INVESTMENT CREDIT

SEC. 701. EXTENSION OF TAX SURCHARGE.
(a) SURCHARGE EXTENSION. Section, 51(a) (relating to imposition of

tax surcharge) is amended--
(1) by adding at the end of paragraph (1)(A) the following:

"CALENDAR YEAR 1970:

TABLE 1.-SINGLE PERSON (OTIIER TIHAN HEAD OF 1HOUSEIHOLD) AND MARRIED
PERSONS FILING SEPARATE RETURNS

Ifthe adjusted tax is:

At least- But l8ss than- The tax is--

0 $155 0
$1665 175 $1
175 195 2
196 216 3
b16 £56 4

235 5566 5
256 275 6
2765 00 7
300 340 8
840 380 9
380 40 10
40 460 11
460o o00o 1I
500 540 13
640 580
680 601
620 660 16
660 700 17
700 740 18
740 780 19
780 820 t0
820 860 21
860 9O O 22
900 940 It
940 980
9)S 1,020 S

Ifthe adjusted tax it:

At least- But less than- The tax is--

$1,020 1,060 $26
1,060 1,100 27
1,100 1,110 28
1,140 1,180 29
1,180 1,820 80
1, 0O 1,-tO 381
1, 60 1, S00 3
1,800 1,340 33
1,840 1, 380 34
1,880 1,40 385
1,420 1,460 86
1, 60 1,600 37
1,600 1,610 38
1,40 1,68039
1,680 I,620 40
1,620 1,660 41
1,660 1,700 4£
1,700 1,740 4
1,740 1,780 44
1,780 1, 820 4
1,820 1,860 46
1,860 1, 900 47
1,900 1,940 48
1, 940 1, 980 49
1,980 , 00 60
2,020 and over, 2.6% of the adjusted tax.

(185)

9.869604064

Table: TABLE 1.--SINGLE PERSON (OTHER THAN HEAD OF HOUSEHOLD) AND MARRIED PERSONS FILING SEPARATE RETURNS
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TABLE 5.-HEAD OF HOUSEHOLD

If the adjute tax 1t:
At leat- But leu than-

t250

290
310
3SO360
S70
390
410
430
460

640
680
6S0
660
700
740
780
820

800
900
940
980

t60
270
290
310
330
360
370
390
410
430
460
600
640
680
650
6W
700
740
780
8sO
860
900
940
980

1,020

The tax is-

0
$1Jt
3
4
5
6
7
8
9
10
11
Ii
1213

Id

17
18
19
20
21tl
ft

29

If the adud tax :

At leat- But lees than- The tax l-

$1,0s
1,000
1,100
1,140
1,180

1,900

1,420
1,600
1,640
1,680

1,600

1,700
1,7401, 680

1 700

1,810
1,860
1,900
1,940
1,980
t,020 and over,

$1,000
1,100
1,140
1,180

1,t60
1, 300
1,340
1,380
1,450
1, 00

I,4

1,:60
1,60
1,660
1,700
1,740
1,700
1, 80
1,800
1,900
1,940
1,980
2 020

2.6o of the adjusted

$26
27
28
£9
0SO
81

33
34
36
36
37
38
39
40
41

43
44
46
.46
47
48
49
60

tax.

TABLE 3.-MARRIED PERSONS OR SURVIVING SPOUSE FILING JOINT RETURN

If the adjusted tax t: Ifthe adjusted tax Is:

At least- But Ikit than- The tax is- At least- But ksW than- The tax is--

0 $300 0 $1,020 $1,060 $2
$00 S $1t,060 1, 100, 7
S30 340 t 1,100 1, 140 28
340 360 3 1,140 1,180 29
360 380 4 1,180 1, tt0 30
380 400 6 1, tO 1, SO 31
400 4t0 6 1,mo 1, oo s3
4W0 440 7 I,8o0I: 3S
440 400 8 1,340 34,$ 4
460 480 0 1,380 1,4 0 36
480 600 10 I,4o0 1,460 3V
600 620 11 1, 460 1, 600 37
6t0 640 If 1,600 1,640 38
640 660 13 1,640 1,680 39
660 680 14 1,680 1,620 40
680 620 16 1,60 1,660 41
6fo0 60 16 1,660 1,700 42
660 200 17 1,700 1,740 43
T00 740 18 1,740 1,780 44
740 80 19 1,780 l, 8 5
7/80 8O0 20 1,8S) 1,860 46
&8.0 860 I1 1,860 1,900 , 47
8t0 900 ft 1,900 1,940 48
90 940M 1,940 1, 980 49
940980 241, 980 00 60
9&8 1,050 26 2, 090 and over, .657 of the adjusted tax."

(2) by striking
in lieu, thereof the

out the table in
following table:

paragraph (1) (B) and inserting

Percent

Estates and
"Calendar year truete Corporation

1968........................................................................... 7.6 10.0
1969 .... ....................................................................... 0.0 10.0
1970-........................................................................... 1.6 .6.
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(3) by striking out "January 1, 1970" the first time it appears in
paragraph (2) (A) and inserting in lieu thereof "July 1, 1970", and

(4) by striking out paragraph (2)(A)(ii) and inserting in lieu
thereof the following:

"(ii) a fraction, the numerator of which is the sum of the
number of days in the taxable year occurring on and after
the effective date of the surcharge and before January 1,;
1970, plus one-half times the number of days in the taxable
year occurring after December 31, 1969, and before July 1,
1970, and the denominator of which is the number of days
in the entire taxable year."

(b) RECEIPT OF MINIMUM DISTRIBUTIONS.-Section 963(b) (relating
to receipt of minimum distributions) is amended-

(1) by striking out "surcharge period" in the heading of para-
graph (1) and inserting in lieu thereof "surcharge period ending
before Ja'nuary 1, 1970";

(2) by striking out "1964" in the heading of paragraph (2) and
inserting in lieu thereof "1964 and taxable years beginning in 1969
and ending in 1970 to the extent subparagraph (B) applies"; and

(3) by striking out the last two sentences and inserting in lieu
thereof the following:
"In the case of a taxable year beginning before the surcharge period
and ending within the surcharge period, or beginning within the sur-
charge period and ending after the surcharge period, or beginning
before January 1, 1970, and ending after December 31, 1969, the
required minimum distribution shall be equal to the sum of--

"(A) that portion of the minimum distribution which would be
required if the provisions of paragraph (1) were applicable to the
taxable year, which the number of days in such taxable year which
are within the surcharge period and before January 1, 1970,
bears to the total number of days in such taxable year,

"(B) that portion of the minimum distribution which would be
required if the provisions of paragraph (2) were applicable to
such taxable year, which the number of days in such taxable year
which are within the surcharge period and after December 31,
1969, bears to the total number of days in such taxable year, and

"(C) that portion of the minimum distribution which would be
required if the provisions of paragraph (3) were applicable to
such taxable year, which the number of days in such taxable year
which are not within the surcharge period bears to the total num-
ber of days in such taxable year.

As used in this subsection, the term 'surcharge period' means the
period beginning January 1, 1968, and ending June 30, 1970."

(c) EFFECTIVE DATES.-The amendments made by subsections (a)
and (b) shall apply to taxable years ending after December 31, 1969, and
beginning before July 1, 1970.
SEC. 702. CONTINUATION OF EXCISE TAXES ON COMMU-

NICATION SERVICES AND ON AUTOMOBILES.
(a) PASSENGER AUTOMOBILES.-

(I) IN GENERAL.-Section /061(a)(2)(A) (relating to tax on
passenger automobiles, etc.) is amended to read as follows:
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"(A) Articles enumerated in subparagraph (B) are taxable
at whichever of the following rates is applicable:
"If the article is sold- The tax rate is-

Before January 1, 1971 ------------------------- 7 percent.
During 1971 ---------------------------------- 5 percent.
During 1972--------------------------------- 3 percent.
During 1973 ------------------------------- 1 percent.

The tax imposed by this subsection shall not apply with respect
to articles enumerated in subparagraph (B) which are sold by
the manufacturer, producer, or importer after December 31,
1973."

(2) CONFORMING AMENDMENT.-Section 6412(a)(1) (relating to
floor stocks refunds on passenger automobiles, etc.) is amended by
striking out "January 1, 1970, January 1, 1971, January 1, 1972,
or January 1, 1973", anl inserting in. lieu thereof "January 1,
1971, January 1, 1972, January 1, 1973, or January 1, 1974".

(b) COMMUNICATIONS SERVICES.--
(1) CONTINUATION OF TAX.-Section 4261 (a)(2) (relating to tax

on certain communications services) is amended by striking out
the table and inserting in lieu thereof the following table:
"Amounts paid pursuant to

bills first rendered-- Percent-
Before January 1, 1971..-...--------------... 10
During 1971 ...---------------- 6
During 197 ...............----------------------------------- 3
During 1973--- -.-----------------.---------.----.-- 1 .

(2) CONFORMING AMENDMENT.-Section 4251 (b) (relating to
termination of tax) is amended by striking out "January 1, 1978",
and inserting in lieu thereof "January 1, 1974".

(3) RrEPEAL OF SUBCI1APTER B OF CHAPTER 3S3.-Sectiol 105(b)(3)
of the Revenue and Expenditure Control Act of 1968 (82 Stat. 266)
is amended to read as follows:
"() RIEPEAL OF SUBCHAPTER B OF CHAPTER ss.-Effective with

respect to amounts paid pursuant to bills first rendered. on or after
January 1, 1974/, subchapter B of chapter 33 (relating to the tax
on communications) is repealed. For purposes of the preceding
sentence, in the case of communications services rendered before
November 1, 1973, for which a bill has not been rendered before
January 1, 1974, a bill shall be treated as having been first rendered
on December 31, 1973. Effective January 1, 1974, the table of
subchapters for chapter 33 is amended by striking out the item
relating to such subchapter B."

SEC. 703. TERMINATION OF INVESTMENT CREDIT.
(a) IN GENERAL.-Subpart B of part IV of subchapter A of chapter 1

(relating to rules for computing credit for investment in certain depreciable
property) is amended by adding at the end thereof the following new
section:
"SEC. 49. TERMINATION OF CREDIT.

"(a) GENERAL IULE.-For purposes of this subpart, the term 'section
38 property' does not includ, property-

"(1) the physical construction, reconstruction, or erection. of which
is begun after April 18, 1969, or

"(2) which is acquired by the taxpayer after April 18, 1969,
other than pre-termination property.

9.869604064
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"(b) PRE-TERMINATION PROPERTY.-For purposes of this section-
"(1) BINDING CONTRACTS.--Any property shall be treated as pre-

termination property to the extent that such property is constructed,
reconstructed, erected, or acquired pursuant to a contract which was,
on April 18,1969, and at all times thereafter, binding on the taxpayer.

"(2) EQUIPPED BUILDING RULE.-If-
"(A) pursuant to a plan of the taxpayer in existence on

April 18, 1969 (which plan was not substantially modified at
any time after such date and before-the taxpayer placed the
equipped building in service), the taxpayer has constructed, re-
constructed, erected, or acquired a building and the machinery
and equipment necessary to the planned use of the building by
the taxpayer, and

"(B) more than 60 percent of the aggregate adjusted basis of
all the property of a character subject to the allowance for de-
preciation making up such building as so equipped is attribut-
able to either property the construction, reconstruction, or erection
of which was begun by the taxpayer before April 19, 1969, or
property the acquisition of which by the taxpayer occurred before
such date,

then all property comprising such building as so equipped (and any
incidental property adjacent to such building which is necessary to
the planned ulse of the building) shall be pre-termination property.
For purposes of subparagraph (B) of the preceding sentence, the
rules of paragraphs (1) and (4) shall be applied. For purposes of
this paragraph, a special purpose structure shall be treated as a
building.

"(3) PLANT FACILITY RULE.-
"(A) GENERAL RULE.-If-

"(i) pursutant to a plan of the taxpayer in existence on.
April 18, 1969 (which plan was not substantially modified
at any time after such (late and before the taxpayer placed
the plant facility in service), the taxpayer has constructed,
reconstructed, or erected a plant facility, and either

"(ii) the construction, reconstruction, or erection of such
plant facility was commenced by the taxpayer before April
19, 196.9, or

"(iii) more than 60 percent of the aggregate adjusted
basis of all the property of a character subject to the allow-
ance jor depreciation making up such plant facility is
attributable to either property the construction, reconstrulc-
tion, or erection of which was begun by the taxpayer before
April 19, 1969, or property the acquisition of which by the
taxpayer occurred before such date,

then all property comprising such plant .facility shall he pre-
termination. property. For purposes of clause (iii) of the pre-
ceding sentence, the rules of paragraphs (1) and (4) shall be
applied.

"(B) PLANT FACILITY DEFINED.--For purposes of this para-
graph., the term 'plant facility' means a facility which does not
include any building (or of which buildings constitute an
insignificant portion) and which is-

"(i) a self-contained, single operating unit or process-
ing operation,
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"(ii) located on a single site, and
"(iii) identified, on April 18, 1969, in the purchasing

and internal financial plans of the taxpayer as a single
unitary project.

"(C) SPECIAL RULE.-For purposes of this subsection, if-
"(i) a certificate of convenience and necessity has been

issued before April 19, 1969, by a Federal regulatory
agency with respect to two or more plant facilities which
are included under a single plan of the taxpayer to con-
construct, reconstruct, or erect such plant facilities, and

"(ii) more than 60 percent of the aggregate adjusted
basis of all the property of a character subject to the allow-
ance for depreciation making up such plant facilities is
attributable to either property the construction, reconstruc-
tion, or erection of which was begun by the taxpayer before
April 19, 1969, or property the acquisition of which by
the taxpayer occurred before such date,

such plant facilities shall be treated as a single plant facility.
"(D) COMMENCEMENT OF CONSTRUCTION.-For purposes of

subparagraph (A) (ii), the construction, reconstruction, or
erection of a plant facility shall not be considered to have com-
menced until construction, reconstruction, or erection has com-
menced at the site of such plant facility. The preceding sentence
shall not apply if the site of such plant facility is not located
on land.

"(4) MACHINERY OR EQUIPMENT RULE.-Any piece of machinery
or equipment-

"(A) more than 60 percent of the parts and components of
which (determined on the basis of cost) were held by the tax-
payer on April 18, 1969, or are acquired by the taxpayer pur-
suant to a binding contract which was in effect on such date, for
inclusion or use in such piece of machinery or equipment, and

"(B) the cost of the parts and components of which is not an
insignificant portion of the total cost,

shall be treated as property which is prre-termination property.
"(6) CERTAIN LEASE-BACK TRANSACTIONS, ETC.-

"(A) Where a person who is a party to a binding contract
described in paragraph (1) transfers rights in such contract (or
in the property to which such contract relates) to another person
but a party to such contract retains a right to use,the property
under a lease with such other person, then to the extent of the
transferred rights such other person shall, for purposes of para-
graph (1), succeed to the position of the transferor with respect
to such binding contract and such property. In any case in
which the lessor does not make an election under section 48(d)--

"(i) the preceding sentence shall apply only if a party
to the contract retains the right to use the property under a
lease for a term of at least 1 year; and

"(ti) if such use is retained (other than under a long-
term lease), the lessor shall be deemed for the purposes of
section 47 as having made a disposition of the property at
such time as the lessee loses the right to use the property.

For purposes of clause (ii), if the lessee transfers the lease in a
transfer described in paragraph (7), the lessee shall be considered
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as having the right to use of the property so long as the transferee
has such use.

"(B) For purposes of subparagraph (A)-
"(i) a person who holds property (or rights in property)

which is pre-termination property by reason of the appli-
cation of paragraph (4) shall, with respect to such property,
be treated as a party to a binding contract described in
paragraph (1), and

"(ii) a corporation which is a member of the same
affiliated group (as defined in paragraph (8)) as the trans-
feror described in subparagraph (A) and which simul-
taneously with the transfer of property to another person
acquires a right to use such property under a lease with
such other person shall be treated as the transferor and as
a party to the contract.

"(6) CERTAIN LEASE AND CONTRACT OBLIGATIONS.-
"(A) Where, pursuant to a binding lease or contract to lease

in effect on April 18, 1969, a lessor or lessee is obligated to con-
struct, reconstruct, erect, or acquire property specified in such
lease or contract or in a related document filed before April 19,
1969, with a Federal regulatory agency, or property the specifi-
cations of which are readily ascertainable from the terms of such
lease or contract or from such related document, any property so
constructed, reconstructed, erected, or acquired by the lessor or
lessee shall be pre-termination property. In the case ofany project
which includes property other than the property to be leased to
such lessee, the preceding sentence shall be applied, in the case
of the lessor, to such other property only if the binding leases and
contracts with all lessees in effect on April 18, 1.969, cover real
property constituting 25 percent or more of the project (deter-
mined on the basis of rental value). For purposes of the preceding
sentences of this paragraph, in the case of any project where one
or more vendor-vendee relationships exist, such vendors and
vendees shall be treated as lessors and lessees.

"(B) Where, in order to perform a binding contract or con-
tracts in effect on April 18, 1969, (i) the taxpayer is required
to construct, reconstruct, erect, or acquire property specified
in any order of a Federal regulatory agency for which applica-
tion was filed before April 19, 1969, (ii) the property is to be
used to transport one or more products under such contract
or contracts, and (iii) one or more parties to the contract or
contracts are required to take or to provide more than 50 percent
of the products to be transported over a substantial portion of
the expected useful life of the property, then such property
shall be pre-termination property.

"(0) Where, in order to perform a binding contract in
effect on April 18, 1969, the taxpayer is required to construct,
reconstruct, erect, or acquire property specified in the contract
to be used to produce one or more products and (unless the
other party to the contract is a State or a political subdivision
of a State which is required by the contract to make substantial
expenditures which benefit the taxpayer) the other party to the
contract is required to take substantially all of the products to
be produced over a substantial portion of the expected useful
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life of the property, then such property s8hll be pre-termination
property. For purposes of applying the preceding sentence in
the case of a contract for the extraction of minerals, property
shall be treated as specified in the contract if (i) the specifications
for such property are readily ascertainablefrom the location and
characteristics of the mineral properties specified in such
contract from which the minerals are to be extracted; (ii) such
property is necessaryfor and is to be tsed solely in the extraction
of minerals under such contract; (iii) the physical construction,
reconstruction, or erection of such property is begun by the
taxpayer before April 19, 1970, such property is acquired by
the taxpayer before April 19, 1970, or such property is con-
structed, reconstructed, erected, or acquired pursuant to a
contract which was, on April 18, 1970, and at all times there-
after, binding on the taxpayer; (iv) such property is placed
in service on or before December 31, 1972; (v) such contract
is a fixed price contract (except for provisions for price changes
under which the loss of the credit allowed by section 38 would not
result in a price change); and (vi) such property is not placed in
service to replace other property used in extracting minerals
under such contract.

"(7) CERTAIN TRANSFERS TO BE DISREGARDED.-
"(A) If property or rights under a contract are transferred in-

"(i) a transfer by reason of death,
"(ii) a transaction as a result of which the basis of the

property in the hands of the transferee is determined by
reference to its basis in the hands of the transferor by reason
of the application of section S332, 351, 361, 371 (a), 374(a),
721, or 731, or

"(iii) a sale of substantially all of the assets of the trans-
feror pursuant to the terms of a contract, which was on

April 18, 1969, and at all times thereafter, binding on the
transferee,

and such property (or the property acquired under such contract)
would be treated as pre-termination property in the hands of the
decedent or the transferor, such property shall be treated as pre-
termination property in the hands of the transferee.

"(B) If-
"(i) property or rights under a contract are acquired in

a transaction to which section 334(b)(2) applies,
"(ii) the stock of the distributing corporation was acquired

before April 19, 1969, or pursuant to a binding contract
in effect April 18, 1969, and

"(iii) such property (or the property acquired under
such contract) would be treated as pre-termination property
in the hands of the distributing corporation,

such property shall be treated as pre-termination property in
the hands of the distributee.

"(8) PROPERTY ACQUIRED FROM AFFILIATED CORPORATION.-In
the case of property acquired by a corporation which is a member of
an affiliated group from another member of the same group-

"(A) such corporation shall be treated as having acquired such
property on the late on which it was acquired by such other
member,
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"(B) such corporation shall be treated as having entered into a
binding contract for the construction, reconstruction, erection,
or acquisition of such property on the date on; which such other
member entered into a contract for the construction, reconstruc-
tion, erection, or acquisition ofsuch property, and

"(C) such corporation shall be treated as having commenced
the construction, reconstruction, or erection of such property on
the date on which such other member commenced such construc-
tion, reconstruction, or erection.

For purposes of this subsection and subsection (c), a contract between
two corporations which are members of the same affiliated group shall
not be treated as a binding contract as between such corporations,
unless, at all times after June 30, 1969, and prior to the completion of
performance of such contract, such corporations are not members of
the same affiliated group. For purposes of the preceding sentences, the
term 'affiliated group' has the meaning assigned to it by section 1504
(a), except that all corporations shall be treated as includible cor-
porations (without any exclusion under section 15604 (b)).

"(9) BARGES FOR OCEAN-GOINO VESSELS.-Barges specifically
designed and constructed, reconstructed, erected, or acquired for use
with ocean-going vessels which are designed to carry barges and which
are pre-termination property, but not in excess of-

"(A) the number to be used with such vessels specified in
applications for mortgage or construction loan insurance filed
with the Secretary of Commerce on or before April 18, 1969,
under title XI of the Merchant Marine Act, 1936, or

"(B) if subparagraph (A) does not apply and if more than
50 percent of the barges which the taxpayer establishes as neces-
sary to the initial planned use of such vessels are pre-termination
property (determined without regard to this paragraph), the
number which the taxpayer establishes as so necessary,

together with the machinery and equipment to be installed on such
barges and necessary for their planned use, shall be treated as pre-
termination property.

"(10) CERTA IN NEW-DESIGN PRODUCTS.--Where-
"(A) on April 18, 1969, the taxpayer had undertaken a project

to produce a product of a new design pursuant to binding con-
tracts in effect on such date which-

"(i) were fixed-price contracts (except for provisions
requiring or permitting price changes resultingfrom changes
in rates of pay or costs of materials), and

"(ii) covered more than 50 percent of the entire produc-
tion of such design to be delivered by the taxpayer before
January 1, 1973, and

"(B) on or before April 18, 1969, more than 50 percent of
the aggregate adjusted basis of all property of a character subject
to the allowance for depreciation required to carry out such
binding contracts was property the construction, reconstruction,
or erection of which had been begun by the taxpayer, or had
been acquired by the taxpayer (or was under a binding contract
for such construction, reconstruction, erection, or acquisition),

then all tangible personal property placed in service by the taxpayerbefore January 1, 1972, which is required to carry out such binding
contracts shall be deemed to be pre-termination property. For purposes
38-375 O-9----18



194

of su.baragraph (B) of the preceding sentence, j di, templates,and similar items whih can be used only for twe manufacture or
assembly of the production under the project and which were de-
scribed in written engineering and internal financial plans of the
taxpayer in existence on Apr 18, 169, shall be treated as propertywhich on such date was under a bindiig contract for construction.

"(c) LEASED PROPERTY.-In the case of property which is leased after
April 18, 1969 (other than pursuant to a binding contract to lease entered
into before April 19, 1969), which is section 38 property with respect to the
lessor but is property which would not be section 38 property because of the
application of subsection (a) if acquired b1 the lessee, and which is prop-erty of the same kind which the lessor ordinarily sold to customers before
April 19, 1969, or ordinarily leased before such dat, and made an election
under section 48(d), such property shall not be section 38 property with
respect to either the lessor or the lessee.

"(d) PROPERTY PLAOCED IN SERVICz AFTER 1976.-For purposes ofthis subyart, the term 'section 38 property' does not include any property
placed tn service after December 31, 1975."

(b) LIMITATIONS ON USE OF CARRYOVERS AND CARRYBACKS.-Section
46(6) relyingg to carryback and carryover ofunused credits) is amended by
adding at the end thereof the following new paragraphs:

"(5) TAXABLE YEAR8 BJSOINNING AFTER DECEMBER 31, 1968, AND
ENDING AFTER APRIL 18, 1969.-The amount which may be added
under this subsection for afny taxable year beginning after December
31, 1968, and ending after April 18, 1969, shall not exceed 20 percent
of the higher of-

"(A) the aggregate of the investment credit carrybacks and in-
vestment credit carryovers to the taxable year, or

"(B) the highest amount computed under subparagraph (A)
for any preceding taxable year which began after December 81,
1968, and ended after April 18, 1969.

"(6) ADDITIONAL S-YEAR CARRYOVER PERIOD IN CERTAIN
CASES.-Any portion of an investment credit carryback or carryover
to any taxable year beginning after December 31, 1968, and endingafter April 18, 1969, which-

"(A) may be added under this subsection under the limitation
provided by paragraph (2), and

"(B) may not be added under the limitation provided by
paragraph (6),

shall be an investment credit carryover to each of te 3 taxable years
following the last taxable year for which such portion may be added
under paragraph (1), and shall (subject to the provisions of para-
graphs (1), (2), and (5)) be added to the amount allowable as a credit
by section 38 for such years."

(c) RULEr RzLATING TO CERTAIN CASUALTIES AND THEFTS AND TO
REPLACEMENT OF CERTAIN SECTION 38 PROPERTY.-

(1) PROPERTY DESTROYED BY CASUALTY.-Section 47(a)(4) (re-
lating to rules with respect to section 38 property destroyed by casu-
alty, etc.) is amended by adding at the end thereof the following new
sentence:

"Subparagraphs (B) and (() shall not apply with respect to
any casualty or theft occurring after April 18, 1969."

(2) REPLACEMENT OF CERTAIN SECTION S8 PROPERTY.-Section
47(a) (relating to certain dispositions of section 38 property) is
amended by adding at the end thereof the following new paragraph:
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"(5) CERTAIN PROPERTY REPLACED AFTER APRIL 18, 19.6-In
any case in which-

"(A) section 838 property is disposed of, and
"(B) property which would be section 88 property but for

section 49 is placed in service by the 'taxpayer to replace the
property disposed of,

the increase under paragraph (1) and the adjustment under para-
graph (8) shall not be greater than the increase or adjustment which
would result if the qualified investment of the property described in
subparagraph (B) (determined as if such property were section 88
property) were substituted for the qualified investment of the property
disposed of (as determined under paragraph (1.)). Except in the case
of a disposition by reason of a casualty or theft occurring before April
19, 1969, the preceding sentence hall apply only if thle section 38
property disposed of is replaced within 6 months after the date of such
disposition."

(d) CONFORMING AMENDMENT.-The table of sections for subpart B
of part IV of subchapter A of chapter 1 (relating to rules for computing
creditor investment in certain depreciable property) is amended by adding
at the end thereof thefollowing new item:

"Seo. 49. Termination of credit."
SEC. 704. AMORTIZATION OF POLLUTION CONTROL FA-

CILITIES.
(a) ALLOWANeE.--Part VI of subchapter B of chapter I (relating to

itemized deductions for individuals and corporations) is amended by
striking out section 169 and inserting in lieu thereof the following new
section:
"SEC. 169. AMORTIZATION OF POLLUTION CONTROL FA-

CILITIES.
"(a) ALLOWANCE OF DEDUCTION.-Every person, at his election, shall

be entitled to a deduction with respect to the amortization of the amortizable
basis of any certified pollution control facility (as defined in subsection;
(d)), based on a period of 60 months. Such amortization deduction shall
be an amount, with respect to each month of such period within the taxable
year, equal to the amortizable basis of the pollution control facility at the
end of such month divided by the number of months (including the month
for which the deduction is computed) remaining in the period. Such
amortizable basis at the end of the month shall be computed without
regard to the amortization deduction for such month. The amortization
deduction provided by this section with respect to any month shall be in
lieu of the depreciation deduction with respect to such pollution control
facility for such month provided by section 167. The 60-month period
shall begin, as to any pollution' control facility, at the election of the
taxpayer, with the month following the month in which such facility xas
completed, or acquired, or with the succeeding taxable year.

"(b) ELECTION OF AMORTIZATION.-The election of the taZpayer to
take the amortization deduction and to begin the 60-month period with the
month following the month in which the facility is completed or acquired, or
with the taxable year succeeding the taxable year in which such facility is
completed or acquired, shall be made by filing with the Secretary or his
delegate, in such manner, in such form, and within such time, as the
Secretary or his delegate may by regulations prescribe, a statement of such
election.
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"(c) TERMINATION.r Op AMORrTIZATION DEDUCTION.- -A taxpayer which
has elected under subsection (b) to take the amortization deduction provided
in subsection (a) may, at. any time after making &uch election, discontinue
the amortization deduction with respect to the remainder of the amortization
period, 8uch discontinuance to begin as of the beginning of any month
specified by the taxpayer in a notice in writing filed with the Secretary or
his delegate before the beginning of such nonth. The depreciation deduction
provided under section 167 shall be allowed, beginning with the first month
as to which the amortization deduction does not apply, and the taxpayer
shall not be entitled to any further amortization deduction under this section
with respect to such pollution control facility.

"(d) DREFNITIONS.-For purposes of this section-
"(1) CERTIFIfED POLLUTION CONTROL FACILITY.-The term 'certi-

fied pollution control facility' means a new identifiable treatment
facility which is used, in connection with a plant or other property
in operation before January 1, 1969, to abate or control water or
atmospheric pollution or contamination by removing, altering, dis-
posing, or storing of pollutants, contaminants, wastes, or heat and
which--

"(A) the State certifying authority having jurisdiction with
respect to such facility has certified to the Federal certifyingauthority as having been constructed, reconstructed, erected, or
acquired in conformity with the State program or requirements
for abatement or control of water or atmospheric pollution or
contamination; and

"(B) the Federal certifying authority has certified to the
Secretary or his delegate (i) as being in compliance with the
applicable regulations of Federal agencies and (ii) as being in
.furtherance of the general policy of the United States for
cooperation with the States in the prevention and abatement of
water pollution -under the Federal Water Pollution Control Act,
as amended (38 U.S.C. 466 et seq.), or in the prevention and
abatement of atmospheric pollution and contamination 'under
the Clean Air Act, as amended (42 U.S.C. 1857 et seq.).

"(2) STATE CERTIFYING AUTHORITY.-The term 'State certifying
authority' means, in the case of water pollution, the State water
pollution control agency as defined in section 13(a) of the Federal
WVater Pollution Control Act and, in the case of air pollution, the air
pollution control agency as defined in section 302(b) of the Clean
Air Act. The term 'State certifying authority' includes any interstate
agency authorized to act. in place of a certifying authority of the State.

"(3) FEDERAL CERTIFYING AUTHORITY.- The term 'Federal certi-
fying authority' means, in the case of water pollution, the Secretary
of the Interior and, in the case of air pollution, the Secretary of
Health, Education, and Welfare.

"(4) NEW IDENTIFIABLE TREATMENT FACILITY.--For purposeS
of paragraph (1), the term 'new identifiable treatment facility' in-
cludes only tangible property (not including a building and its struc-
tural components, other than a building which is exclusively a treat-
ment facility) which is of a character subject to the allowance fordepreciation provided in section 167, which is identifiable as a treat-
mentfacility, and which-

"(A) is property-
"(i) the construction, reconstruction, or erection of

which is completed by the taxpayer after December 31,
1968, or
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"(ii) acquired after December S1, 1968, if the original
use of the property commences with the taxpayer and com-
mences after such date, and

"(B) is placed. in service by the taxpayer before January 1,
In. applying this section in the case of property described in clause
(i) of subparagraph (A), there shall be taken into account only that
portion of the basis which is properly attributable to construction,
reconstruction, or erection after December 81, 1968.

"(e) PROFITMAKINO A,'BArTEMENT WORKS, Erc.-The Federal certi-
fying authority shall not certify any property under subsection (d) (1)(B)
to the extent it appears that by reason of profits derived through the
recovery of wastes or otherwise in the operation of such property, its
costs will be recovered over its actual useful life.

"(f) AMORTIZABLE BASIS.-
"(1) DEFINED.-For purposes of this section., the term 'amortiz-

able basis' means that portion of the adjusted basis (for determining
gain) of a certified pollution controlfacility which may be amortized
under this section.

"(2) SPECIAL RULES.-
"(A) If a certified pollution control facility has a useful life

(determined as of the first d(lay of the first month for which a
(deduction is allowable under tdiis section) in excess of 16 years,
the amortizable basis of such facility shall be equal to an amount
which bears the same ratio to the portion of the adjusted basis of
such facility, which would be eligible for amortization but for
the application of this subparagraph, as 15 bears to the number
of years of useful life of such facility.

"(B) the amortizable basis of a certified pollution control
facility with respect to which an election under this section is in
effect shall not be increased, for purposes of this section, for
additions or improvements after the amortization period has
begun.

"(g) DEPRECIATION DEDUCTION.-The depreciation deduction pro-
vidled by section 167 shall, despite the provisions of subsection (a), be
allowed with respect to the portion of the adjusted basis which is not the
amortizable basis.

"(h) INVESTMENT CREDIT NOT To BE ALLOWED.-In the case of any
property with respect to which an election has been made under subsection
(a), so much of the adjusted basis of the property as (after the application
of subsection (f)) constitutes the amortizable basis for purposes of this
section shall not be treated as section 88 property within the meaning of
section 48(a).

"(i) LIFE TENANT AND REMAINDERMAN.-I'n the case of property
held by one person for life with remainder to another person, the deduction
under this section shall be computed as if the life tenant were the absolute
owner of the property and shall be allovwabe to the life tenant.

"(j) CROSS REFERENCE.-
"For special rule with respect to certain gain derived from the dis-

position of property the adjusted basis of which is determined with
regard to this section, see section 1245."

(b) CONFORMINa, ETC., AMENDMENTS.-
(1) The table of sections for part VI of subchapter B of chapter 1

is amended by striking out the item relating to section 169 and in-
serting in lieu thereof the following new item:

"Sec. 169. Amortization of pollution control facilities."



(2) The heading and the first sentene of section 642(f) (relating
to special rules for credits and deductions of estates and trUsts)
are amended to read as follows:

"(f) AMORTIZATIOx DEDUCTIONS.-The benefit of the deductions for
amortization provided by sections 168, 169, 184, and 187 shall be allowed
to estates and trusts in the same manner as in the case of an individual."

(3) Section 108£(a)(2)(B) (relating to baes for determining
gain or 1088) is amended bf striking out "or 169" and inserting
in lieu thereof ", 169, 184, 186, or 187".

(4) Section 1245(a) of such Code (relating to gainfrom disposition
of certain depreciable property) is amended-

(A) by inserting after paragraph (2)(C) (added by section
212(a) (1) of this Act) the following new subparagraph:

"(D) with respect to any property referred to in paragraph
(3) (D), its adjusted basis recomputed by adding thereto all
adjustments attributable to periods beginning with the first
month for which a deduction for amortization is allowed sunder
section 169 or 186";

(B) by striking out "168" each place it appears in paragraph
(2) and inserting in lieu, thereof "I168, 169, 184, 186, or 187".

(C) by striking out "section 167" in paragraph ($) and in-
serting in lieu thereof "section 167 (or subject to the allowance of
amortization provided in section 186)";

(D) by stiking out "or' at the end of paragraphs (8) (A)
and (B);

(E) by striking out the period at the end of paragraph (3) (C)
and inserting in lieu thereof ", or"; and

(F) by adding at the end of paragraph (3) the following new
subparagraph:

"(D) 80so much of any real property (other than any property
described in subparagraph (B)) which has an adjusted basis in
which there are reflected adjustments for amortization under
section 169 or 186."

(6) Section 1260(b) () (relating to depreciation adjustments) is
amended by striking out "168" and inserting in lieu thereof "168,
169, or 186".

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to taxable years ending after December 31, 1968.
SEC. 705. AMORTIZATION OF RAILROAD ROLLING STOCK

AND RIGHT-OF-WAY IMPROVEMENTS.
(a) ALLOWANCE.-Part VI of subchapter B of chapter I (relating to

itemized deductions. for individuals and corporations) is amended by
adding after section 183 (as added by section 213 of this Act) the following
new sections:
"SEC. 184. AMORTIZATION OF CERTAIN RAILROAD ROLL-

ING STOCK.
"(a) ALLOWANCE OF DEDUCTION.-Every person, at his election, shal

be entitled to a deduction'with respect to the amortization of the adjusted
basis (for determining gain) of any qualified railroad rolling stock (as
defined in subsection. (d)), based on a period of 60 months. Such amortiza-
tion deduction shall be an amount, with respect to each month of such
period within the taxable year, equal to the adjusted basis of the qualified
railroad rolling stock at the end of such month divided by the number of



q99

months includingg the month for which the deduction is computed) re-
maining in the period. Such adjusted basis at the end of the month shall
be computed without regard to the amortization deduction for such month.
The amortization deduction provided by this section with respect to any
qualified railroad rolling stock for any month hall be in lieu of the de1
precaution deduction with respect to such rolling stock for such month
provided by section 167. The 60-month period shall begin, as to any
qualified railroad rolling stock, at, the election of the taxpayer, with the
month following the month in which such rolling stock was placed in
service or with the succeeding taxable year.

"(b) ELECTION OF AMORTIZATION.-The election of the taxpayer to
take the amortization deduction and to begin the 60-month period with the
month following the month in which the qualified railroad rolling stock was
placed in service, or with the taxable year succeeding the taxable year in
which such rolling stock is placed in service, shall be made by filing with
the Secretary or his delegate, in such manner, in such form, and within
such time, as the Secretary or his delegate may by regulations prescribe,
a statement of such election.

"(c) TERMINATION OF AMORTIZATION DEDUCTION.-A taxpayer
which has elected under subsection (b) to take the amortization deduction
provided by subsection (a) may, at any time after making such election,
discontinue the amortization deduction with respect to the remainder of the
amortization period, such discontinuance to begin as of the beginning of
any month specified by the taxpayer in a notice in writing filed with the
Secretary or his delegate before the beginning of such month. 1The deprecia-
tion deduction provided under section 167 shall be allowed, beginning with
the first month as to which the amortization deduction does not apply, and
the taxpayer shall not be entitled to any further amortization deduction
under this section with res;,ect to such rolling stock.

"(d) QUALIFIED RAILROAD ROLLING STOCK.-Except as provided in
subsection (e)(4), the term 'qualified railroad rolling stock' means, for
purposes of this section, rolling stock of the type used by a common carrier
engaged in the furnishing or sale of transportation by railroad and sub.-
ject to the jurisdiction of the Interstate Commerce Commission if-

"(1) such rolling stock is-
"(A) Wsed by a domestic common carrier by railroad on a

full-time basis, or on a part-time basis if its only additional else
is an incidental use by a Canadian or Mexican common carrier
by railroad on a per diem basis, or

"(B) owned and. used by a switching or terminal company all
of whose stock is owned by one or more domestic common carriers
by railroad, and,

"(2) the original use of such rolling stock commences with the
taxpayer after December 31, 1968.

"(e) SPECIAL RULES.-
"(1) IN GENERAL.-Except as otherwise provided in this sub-

section, this section shall apply to qualified railroad rolling stock
placed in service after 1968 and before 1975.

"(2) PLACED IN SERVICE IN 1969.-If any qualified railroad
rolling stock is placed in service in 1969-

"(A) the month as to which the amortization period shall
begin with respect to such rolling stock shall be determined as if
such rolling stock were placed in service on December 31, 1969,
anl



"(B) subsections (a) and (b) shall be applied by substituting
'48' for '60' each place that it appears in, such subsections.

This section shall not apply to any qualified railroad rolling stock
placed in service in 1969 and owned by any person who is not a
domestic common carrier by railroad, or a corporation at least' 96
percent-of the stock of which is owned by one or more such common
carriers.

"(3) PLACED IN SERVICE IN 197o.-Ifany qualified railroad rolling
stock is placed in service in 1970 by a domestic common carrier by
railroad or by a corporation at least 95 percent of the stock of which
is-owned by one or more such common carriers, then subsection (a)
hall be applied, without regard to paragraph (2), as if such rolling
stock were placed in service on December 31, 1969.

"(4) RAILROAD ROLLING STOCK NOT IN SHORT SUPPLY.-The
Secretary or his delegate shall determine (with the assistance of the
Secretary of Transportation) which types of railroad rolling stock
are not in short supply and shall prescribe regulations designating
such types. The term 'qualified railroad rolling stock' shall not
include any rolling stock which-

"(A) is of the type of rolling stock designated by esch regula-
tions as not in short supply, and

"(B) is placed in service after (i) 1972, or (ii) 30 days after
the date on which such regulations are promulgated, whichever
is later.

"(5) ADJUSTED BASIS.-
"(A) The adjusted basis of any qualified railroad rolling

etock, with respect to which an election has been made under
this section, shall not be increased, for purposes of this section,
for amounts chargeable to capital account for additions or im-
provements after the amortization period has begun.

"(B) Costs incurred in connection with a used unit of rail-
road rolling stock which are properly chargeable to capital
account shall be treated as a separate unit of railroad rolling
stock for purposes of this section.

"(C) The depreciation deduction provided by section 167 shall,
despite the provisions of subsection (a), be allowed with respect
to the portion of the adjusted basis which is not taken into
account in applying this section.

"(6) CONSTRUCTIVE TERMINATION.-If at any time during the
amortization period any qualified railroad rolling stock ceases to
meet the requirements of subsection (d)(1), the taxpayer shall be
deemed to have terminated under subsection (c) his election under
this section. Such termination shall be effective beginning with the
month following the month in which such cessation occurs.

"(7) METHOD OP ACCOUNTING FOR DATE PLACED IN SERVICE.-
For purposes of subsections (a) and (b), in the case of qualified
railroad rolling stock placed in service after December 31, 1969, and
before January 1, 1976, the taxpayer may elect (unless paragraph (3)
is applicable) to begin the 60-month period with the date when such
rolling stock is treated as having been placed in service under a
method of accounting for acquisitions and retirements of property
which-

"(A) prescribes a date when property is paced in service, and
"(B) is consistently followed by the taxpayer.



"(f) LIFE TENANT AND REMAINDERMAN.-In the case of qualified
railroad rolling stock leased to a domestic common carrier, and held by
one person for life with remainder to another person., the deduction under
this section shall be computed as if the life tenant were the absolute owner
of the property and shall be allouwble to the life tenant.

"(g) CROSS REFERENCE.-
"For treatment of certain gain derived from the disposition of

property the adjusted basis of which is determined with regard to
this section, see section 1245."

"SEC. 185. AMORTIZATION OF RAILROAD GRADING AND
TUNNEL BORES.

"(a) GENERAL RULE.-In the case of a domestic common carrier by
railroad, the taxpayer shall, at his election, be entitled to a deduction with
respect to the amortization of the ad-justed basis (for determining gain)
of his qualified railroad grading andI tunnel bores. The amortization de-
duction provided by this section with respect to such property shall be in
lieu of any depreciation. deduction, or other amortization deduction, with
respect to such property for any taxable year to which the election. applies.

"(b) AMOUNT OF DEDUCTION.--
"(I) IN 0ENERAL.-The deduction allowable under subsection

(a) for any taxable year shall be an amount determined by amortizing
ratably over a period of 50 years the adjusted basis (for determining
gain) of the qualified railroad grading and 'tunnel bores of the tax-
payer. Such 50-year period shall commence with the first taxable
year for which an election under this section is effective. )

"(2) SPECIAL RULE.-In the case of qualified railroad grading
and tunnel bores placed in service after the beginning of the first
taxable year for which an election under this section is effective, the
50-year period with respect to such property shall begin with the
year following the year the property is placed in service.

"(c) ELECTION OF AMORTIZATION.-The election of the taxpayer to
take the amortization deduction provided in subsection (a) may be made
for any taxable year beginning after December 31, 1969. Such election
shall be made by filing with the Secretary or his delegate, in such manner,
in such form, and within such time, as the Secretary or his delegate may
by regulations prescribe, a statement of such election. The election shall
remain in effect for all taxable years subsequent to the first year for which
it is effective and shall apply to all qualified railroad grading and tunnel
bores of the taxpayer, unless, on application by the taxpayer, the Secretary
or his delegate permits him, subject to such conditions as the Secretary
or his delegate deems necessary, to revoke such election.

"(d) DEFINITIONS.-For purposes of this section-
"(1) RAILROAD GRADING AND TUNNEL BORES.-The term 'rail-

road grading and tunnel bores' means all improvements resulting
from excavations (including tunneling), construction of embank-
ments, clearings, diversions of roads and streams, sodding of slopes,
and from similar work necessary to provide, construct, reconstruct,
alter, protect, improve, replace, or restore a roadbed or right-of-way for
railroad track. If expenditures for improvements described in the
preceding sentence are incurred with respect to an existing roadbed
or right-of-way for railroad track, such expenditures shall be con-
sidered, in applying this section, as costs for railroad grading or
tunnel bores placed in, service in the year in which such costs are
incurred.



"(2) QUALIFIED RAILROAD GRADING AND TUNN`EL BORES.-The
term 'qualified railroad grading and tunnel bores' means railroad
grading and tunnel bores the original use of which commences after
December S3, 1968.

"(e) TREATMENT UPON RETIREMENT.-If any qualified railroad
grading or tunnel bore is retired or abandoned during a taxable year for
which an election under this section is in effect, no deduction shall be
allowed on account of such retirement or abandonment and the amortiza-
tion deduction under this section shall continue with respect to such prop-
erty. This subsection shl not apply if the retirement or abandonment is
attributable primarily tofire, storm, or other casualty.

"(f) INVESTMENT CREDIT NOT To BE ALLOWED.-Property eligible
to be amortized under this section shall not be treated as section 38 property
within the meaning of section 48(a).
- "() REGULATIONS.-The Secretary or his delegate shall prescribe such

regulations as may be necessary to carry out the purposes of this section.
"(h) CROSS REFERENCE.-

"For special rule with respect to certain gain derived from the
disposition of property the adjusted basis of which is determined
with regard to this section, see section 145."

(b) CONFORMINa AMENDMENT.-The table of sections for part VI of
subchapter B of chapter 1 is amended by adding at the end thereof the
following new items:

"Sec. 184. Amoilization of certain railroad rolling stock.
"Sec. 186. Amortization of railroad grading and tunnel bores."

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply with respect to taxable years beginning after December 31, 1969.
SEC. 706. EXPENDITURES IN CONNECTION WITH CER-

TAIN RAILROAD ROLLING STOCK.
(a) IN GENERAL.-Section 263 (relating to capital expenditures) is

amended by adding at the end thereof the following new subsection:
"(e) EXPENDITURES IN CONNECTION WITH CERTAIN RAILROAD

ROLLING STOCK.-In the case of expenditures in connection with the
rehabilitation of a unit of railroad rolling stock (except a locomotive)
used by a domestic common carrier by railroad which would, but for this
subsection, be properly chargeable to capital account, such expenditures,
if during any 12-month period they do not exceed an amount equal to 20 per
percent of the basis of such unit in the hands of the taxpayer, hall be
treated (notwithstanding subsection (a)) as deductible repairs under
section 162 or 212." i

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply with respect to taxable years beginning after December 31, 1969.
SEC. 707. AMORTIZATION OF CERTAIN COAL MINE

SAFETY EQUIPMENT.
(a) ALLOWANCE.-Part VI of chapter B of chapter 1 (relating to

itemized deductions for individuals and corporations) is amended by add-
ing after section 186 (added by section 904 of this Act) the following new
section.
"SEC. 187. AMORTIZATION OF CERTAIN COALMINESAFE-

TY EQUIPMENT.
"(a) ALLOWANCE OF DEDUCTION.-Every person, at his election, shall

be entitled to a deduction with respect to the amortization of the adjusted
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basis (for determining gain.) of any certified. coal. mine safety equipment
(as defined in. subsection (d)), based on a period of 60 months. Such
amortization, deduction shall be an amount, with respect to each month of
such period within the taxable year, equal to the adjusted basis of the
certified coal mine safety equipment at the end of such month divided by
the number of months (including the month for which the deduction is
computed) remaining in the period. Such adjusted basis at the end of the
month shall be computed without regard to the amortization deduction for
such, month. The amortization deduction provided by this section with
respect to any certified coal mine safety equipmen-t for any month shall
be in, lieu of the depreciation, deduction with respect to such equipment for
such month provided by section 167. The 60-month period shall begin,
as to any certified coal mine safety equipment, at the election of the tax-
payer, with the month following the month in which such equipment waas
placed in service or with the succeeding taxable year.

"(b) ELECTION OF AMORTIZATION.-T':ie election of the taxpayer to take
the amortization deduction and to begin the 60-month period with the
month following the month in, which the certified coal mine safety equip-
ment was placed in service, or with the taxable year succeeding the taxable
year in which such equipment is placed in service, shall be made by filing
with the Secretary or his delegate, in such manner, in suchform, and within
such time, as the Secretary or his delegate may by regulations prescribe,
a statement of such election.

"(c) TERMINATION OF AMORTIZATION DEDUCTION.-A taxpayer
which has elected under subsection (b) to take the amortization deduction
provided by subsection (a) may, at any time after making such election,
discontinue the amortization deduction with respect to the remainder of the
amortization period, such discontinuance to begin as of the beginning of
any month specified by the taxpayer in a notice in writing filed with the
Secretary or his delegate before the beginning of such month. The deprecia-
tion deduction provided 'under sectionT 167 shall be allowed, beginning with
the first month as to which the amortization deduction does not apply, and
the taxpayer shall not be entitled to any further amortization deduction
under this section with respect to such equipment.

"(d) CERTIFIED COAL MAINE SAFETY EQUIPMENT.-For purposes of
this section., the term 'certified coal mine safety equipment' means property
which-

"(1) is electric face equipment (within the meaning of section 805
of the Federal Coal Mine Health andl Safety Act of 1969) required in
order to meet the requirements of section 305(a)(2) of such Act,

"(2) the Secretary of the Interior certifies is permissible within
the meaning of such section 305 (a) (2), and

"(3) is placed in service before January 1, 1976.
For purposes of this section, any property placedd in service in connection
with any used electric face equipment which the Secretary of the Interior
certifies makes such electric face equipment permissible shall be treated as
a separate item of certified coal mine safety equipment.

"(e) SPECIAL RULES.-
"(1) The adjusted basis of any certified coal mine safety equipment,

with respect to which an election is made under this section, shall
not b cnereased, for purposes of this section, for amounts chargeable
to capital accountfor additions or improvements after the amortization
period has begun.

"(2) The depreciation deduction provided by section 167 shall,
despite the provisions of subsection (a), be allowed with respect to
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the portion of the adjusted baosi which is not taken into account
in applying this section."

(b) CLERICAL AMENDMENT.--The table of sections for part VI of
subchapter B of the chapter 1 is amended by adding at the end thereof
thefotowing new item:

"Sec. 187. Amortization of certain coal mine safety equipment."
(c) EFFECTIVE DATr.-The amendments made by this section shall

apply to taxable years ending after December 31, 1969.



TITLE VIII-ADJUSTMENT OF
TAXBURDENFOR INDIVIDUALS
SEC. 801. PERSONAL EXEMPTIONS.

(a) INCREASE TO $626 FOR 1970.-Effective with respect to taxable
years beginning after December 31, 1969, and before January 1, 1971-

(1) section 161 (relating to allowance of personal exemptions)
is amended by striking out "$600" wherever it appears therein and
inserting in lieu thereof "$625"; and

(2) section 6012(b) (S) (A) (relating to assessment and collection in
case of certain returns of husband and wife) is amended by striking
out "$600" wherever it appears therein and inserting in lieu thereof
"$625", and by striking out "$1,200" wherever it appears therein
and inserting in lieu thereof "$1,260".

(b) INCREASE TO $650 FOR 1971.-Effective with respect to taxable
years beginning after December 31, 1970, and before January 1, 1972-

(1) section 1561 (relating to allowance of personal exemptions)
is amended by striking out "$626" wherever it appears therein and
inserting in lieu thereof "$650"; and

(2) section 6013 (b) (s) (A) (relating to assessment and collection in
case of certain-returns of husband and wife) is amended by striking
out "$625" wherever it appears therein and inserting in lieu thereof
"$650", and by striking out "$1,250" wherever it appears therein
and inserting in lieu thereof "$1 ,00".

(c) INCRBASE TO $700 FOR 1972.-Effective with respect to taxable
years beginning after December 31, 1971, and before January 1, 197--

(1) section 1561 (relating to allowance of personal exemptions)
is amended by striking out "$650" wherever it appears therein and
inserting in lieu thereof "$700"; and

(2) section 6018(b) () (A) (relating to assessment and collection
in case of certain returns of husband and wife) is amended by striking
out "$650" wherever it appears therein and inserting in lieu thereof
"$700", and by striking out "$1,800" wherever it appears therein
and inserting in lieu thereof "$1,400".

(d) INCREASE TO $750 FOR 1973 AND SUBSEQUENT' YEARS.-Effective
with respect to taxable years beginning after December 31. 1972-

(I) section 151 (relating to allowance of personal exemptions) is
amended by striking out "$700" wherever it appears therein and
inserting in lieu thereof "$750"; and

(2) section 6018(b)(3)(A) (relating to assessment and collection
in case of certain returns of husband and wife) is amended by striking
out "$700" wherever it appears therein and inserting in lieu thereof
"$750", and by striking out "$1,400", wherever it appears therein
and inserting in lieu thereof "$1,600".

(205)



SEC. 802. LOW INCOME ALLOWANCE; INCREASE IN
STANDARD DEDUCTION.

(a) IN GENERAL.-Section 141 (relating to the standard deduction)
is amended by striking out subsections (a), (b), and (c) andl inserting in
lieu thereof the following:

"(a) STANDARD DEDUCrTION.-Except as otherwise provided in this
section., the standard deduction referred to in this title is the larger of the
percentage standard deduction or the low income allowance.

"(b) PERCENTAGE SrANDARD DEDUCTION.-The percentage standard
deduction is an amount equal to the applicable percentage of adjusted
gross income shown in the following table, but not to exceed the maximum
amount shown. in such table (or one-half of such maximum amount in the
case of a separate return by a married individual):

"Taxable year befnuing in- Applicble Mrimum
prrcuntage amount

1970 . . ........................................................................ 10 1o,
1971-........ ...... ..........----- ------------- ... .

1
1,500

19979.. .................-.......- .... ......---------- 14 ,000
1978 and thereafter ................................. ........................... 16 t,000

"(c) Low INCOME ALLOWANCE.-
"(1) IN GENERAL.-The low income allowance is an amount equal

to the sum of-
"(A) the basic allowance, and
"(B) the additional allowance.

"(2) BASIC ALLowANCE.-For purposes of this subsection, the
basic allowance is an amount equal to the sum of-

"(A) $200, plus
"(B) $100, multiplied by the number of exemptions.

The basic allowance shall not exceed $1,000.
"($) ADDITIONAL ALLOWANCE.-

"(A) IN GENERAL.-For purposes of this subsection, the
additional allowance is an amount equal to the excess (if any)
of $900 over the sum of-

"(i) $100, multiplied by the number of exemptions, plus
"(ii) the income phase-out.

"(B) INCOME PHASE-OUT.-For purposes of subparagraph
(A)(ii), the income phase-out is an amount equal to one-half
of the amount by which the adjusted gross income for the taxable
year exceeds the sum of-

I"(i)W-$1OO, plus
"(ii) $625, multiplied by the number of exemptions.

"(4) MARRIED INDIVIDUALS FILING SEPARATE RETURNS.-In
the case of a married taxpayer filing a separate return-

"(A) the low income allowance ws an amount equal to the
basic allowance, and

"(B) the basic allowance is an amount (not in excess of $500)
equal to the sum of-

"(i) $100, plus
"(ii) $100, multiplied by the number of exemptions.

"(5) NUMBER OF EXEMPrIONS.-For purposes of this subsection,
the number of exemptions is the number of exemptions allowed as a
deduction for the taxable year under section 151.
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"(6) SPECIAL RULE FOR 1971.-For a taxable year beginning
after December 31, 1970, and before January 1, 1972,-

"(A) paragraph (3)(A) shall be applied by substituting
'$850' for '$900W

"(B) paragraph (3)(B) shall be applied by &ubstituting
'one-fifteenth' for 'one-half',

"(o) paragraph (3)(B)(i) shall be applied by -substituting
'$1050' for '$1100', and

"(D) paragraph (3)(B)(ii) shall be applied by substitutingg
'$650'.for '$625'.

(b) DETERMINATION OF MARITAL STATUS.-Section 143 (relating to
determination of marital status) is amended-

(1) by striking out "For purposes of this part-" and inserting
in lieu thereof "(a) GENERAL RULE. For purposes of this
part-"; and

(2) by adding at the end thereof the following new subsection:
"(b) CERTAIN MARRIED INDIVIDUALS LIVING APART.-For purposes

of this part, if-
"(1) an individual who is married (within the meaning of sub-

section (a)) and who files a separate return maintains as his home a
household which constitutes for more than one-half of the taxable
year the principal place of abode of a dependent (A) who (within the
meaning of section 162) is a son, stepson, daughter, or stepdaughter
of the individual, and (B) with respect to whom such individual is
entitled to a deduction for the taxable year under section 161,

"(2) such individual furnishes over half of the cost of maintaining
such household during the taxable year, and

"(3) during the entire taxable year such individual's spouse is
not a member of such household,

such individual shall not be considered as married."
(c) TECHNICAL AND CONFORMINGa MENDMENTS.-

(1) Section /(a) (relating to number of exemptions) is amended
to read as follows:

"(a) NUMBER OF EXEMPTIONS.-For purposes of the tables prescribed
by the Secretary or his delegate pursuant to section 3, the, term 'number
of exemptions' means the number of exemptions allowed under section 151
as deductions in computing taxable income."`

(2) Section 4(c) (relating to married individuals filing separate
returns) is amended to read as follows:

"(c) HUSBAND OR WIFE FILING SEPARATE RETURN.-
"(1) A husband or wife may not elect to pay the optional tax

imposed by section, 3 if the tax of the other spouse is determined
under section 1 on 'the basis of taxable income computed without
regard to the standard deduction.

"(2) Except as otherwise provided in this subsection, in The case
of a husband or wife filing a separate return the tax imposed by
section 3 shall be the lesser of the tax shown in-

"(A) the table prescribed under section 3 applicable in the
case of married persons filing separate returns which applies
the percentage standard deduction, or

"(B) the table prescribed under section 3 applicable in the
case of married persons filing separate returns which applies
the low income allowance.



"(3) The table referred to in paragraph () (B) shall not apply
in the case of a husband or wife filing a separate return if the tax
of the other spouse is determined with regard to the percentage
standard deduction; except that an individual described in section
141(d)(2) may elect (under regulations prescribed by the Secretary
or his delegate) to pay the tax shown in the table referred to in
paragraph (2)(B) in lieu of the tax shown in the table referred
to in paragraph (2)(A). For purposes of this title, an election
under the preceding sentence shall be treated as an election made
under section 141(d)(2).

"(4) For purposes of this subsection, determination of marital
status shall be made under section 143."

(3) Paragraph (4) of section 4(f) is amended to read as follows:
"(4) For computation of tax by Secretary or his delegate, see sec-

tion 6014."
(4) Section 141 (d) (relating to married individuals filing separate

returns) is amended-
(A) by striking out "minimum standard deduction" each

place it appears and inserting in lieu thereof "low income
allowance"; and

(B) by striking out "10-percent" each place it appears therein
and inserting in lieu thereof "percentage".

(5) Section 1304(c)(4) (relating to special rules for income
averaging) is amended by striking out "section 148" and inserting
in lieu thereof "section 143(a)".

(d) EFFECTIVE DATE.-The amendments made by subs-ctior.s (a),
(b), and (c) shall apply to taxable years beginning after December 31,
1969.

(e) YEARS AFTER 1971.-Effective with respect to taxable years begin-
ning after December 31, 1971, section 141(c) (relating to low income
allowance), as amended by subsection (a), is amended to read as follows:

"(c) Low INCOME ALLOWANCE.-The low income allowance is $1,000
($500, in the case of a married individual filing a separate return)."
SEC. 803. TAX RATES FOR SINGLE INDIVIDUALS AND

HEADS OF HOUSEHOLDS; OPTIONAL TAX.
(a) RATES OF TAX ON INDIVIDUALS.-Section 1 (relating to the tax

imposed) is amended to read as follows:
"SECTION 1. TAX IMPOSED.

"(a) MARRIED INDIVIDUALS FILING JOINT RETURNS AND SUR-
VIVING SPOUSES.-There is hereby imposed on the taxable income of-

"(1) every married individual (as defined in section 143) who
makes a single return jointly vwth his spouse under section 6013, and



"(s) every surviving spouse (as defined in section 2(a)),
A tax determined in accordance with the following table:
"Rii the taxable income is:

Not over $1,000 ---------------

Over 1,000 but not over $2,000...-
Over $2,000 but not over $3,000-
Over $S,000 but not over $4,000 - -

Over $4,000 but not over $8,000 -....

Over $8,000 but not over $12,000 --

Over $12,000 but not over $16,000--
Over $16,000 but not over $20,000- -

Over $20,000 but not over $24,000-
Over $24,000 but not over $28,000- -

Over $28,000 but not over $S2,000 -

Over $3S,000 but not over $36,000_-
Over $86,000 but not over $40,000- -

Over $40,000 but not over $44,000- -

Over $44,000 but not over $62,000

Over $56,000 but not over $64,000..
Over $64,000 but not over $76,000.-
Over $76,000 but not over $88,000 -

Over $88,000 but not over $100,000_.
Over $100,000, but not over $120,000_
Over $120,000 but not over $140,000.
Over $140,000 but not over $160,000.
Over $160,000 but not over $180,000.
Over $180,000 but not over $200,000.
Over $00,000-------------------

The tax is:
14% of the taxable income.
$140, plus 16% of ex

$1,000.
$290, plus 16% of ez

$2,000.
$450, plus 17% of ex

$3,000.
$690, plus 19% of e3

$4,0C0.
$1,380, plus 22% of e.

$8,000.
$2,260, plus 25% of ea

$12,000.
$8,260, plus 28% of e:

$16,000.
$4,380, plus 32% 'of ea

$20,000.
$6,660, plus 36% of ej

$24,000.
$7,100, plus 39% of e;

$28,000.
$8,660, plus 42% of e.

$32,000.
$10,340, plus 45% of e

$86,000.
$1,140, plus 48% of e

$40,000.
$14,060, plus 50% of e

$44,000.
$18,060, plus 68% of e,

$52,000.
$24,40, plus 66% of e

$64,000.
$31,000, plus 68% of a

4`76,000.
$37,980, plus 60% of e.

$88,000.
$45,180, plus 6S% of e

$100,000.
$67,5680, plus 64% of e

$120,000.
$70,380, plus 66% of e

$140,000.
$83,680, plus 68% of e

$160,000.
$97,180, plus 69% of e

$180,000.
$110,980, plus 70% of t

$00,000.
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"(b) HEADS OF HOUSEHOLDS.-There is hereby imposed on the taxable
income of every individual who is the head of a household (as defined in
section 2(b)) a tax determined in accordance with the following table:
"If the taxable income is:

Not over $1,000 ----------------

Over $1,000 but not over $2,000 -....
Over $2,000 but not over $4,000 ---

Over $4,000 but not over $6,000. ---

Over $6,000 but not over $8,000 ---

Over $8,000 but not over $10,000.. - -

Over $10,000 but not over

Over $12,000

Over $14,000
Over $16,000

Over $18,000
Over $20,000
Over $22,000

Over $24,000
Over $26,000
Over $28,000

Over $82,000
Over $86,000

Over $38,000

Over $40,000
Over $44,000
Over $60,000

Over $62,000
Over $64,000
Over $70,000
Over $76,000
Over $80,000
Over $88,000

but

but

but

but

but

but

but

but

but

but

but

but

but

but

but

but

but

but

but

but

but

Over $100,000 but

Over $120,000 but

Over $140,000 but

Over $160,000 but

not

not

not

not

not

not

not

not

not

not

not

not

not

not

not

not

not

not

not

not

not

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

not over

not over

$12,000_

$14,000ooo
$16,000.
$18,000.
$20,000. -

$22,000

$24,000.
$26,000.

$28,000

$82,000..

$86,000-
$88,000,.$38,000__

$40,000-.

$44,000__
$650,000.
$52,000-
$64,000.
$70,000_
$76,000.
$80,000,
$88,000_
$100,000-

$120,000-

$140,000_
not over $160,000-
not over $180,000-

Over $180,000 ----------------

The tax is:
14% of the taxable income.
$140, plus 16% of excess over $1,000.
$300, plus 18% of excess over $2,000.
$660, plus 19% of excess over

$4,000.
$1,040, plus 22% of excess over

$6,000:
$1,480, plus 23% of excess over

$8,000.
$1,940, plus 26% of excess over

$10,000.
$2,440, plus 27% of excess over

$12,000.
$2,980, plus 28% of excess over

$14,000.
$3,540, plus 31% of excess over

$16,000.
$4160, plus 82% of excess over

$18,000.
$4,800, plus 85% of excess over

$20,000.
$56,600, plus 36% of excess over

$22,000.
$6,220, plus 88% of excess over

$24,000.
$6,980, plus -41% of excess over

$26,000.
$7,800, plus 42% of excess over

$28,000.
$9,480,- plus 46% of excess over

$32,000.
$11,280, plus 48% of excess over

$86,000.
$1,240, plus 51% of excess over

$38,000.
$18,260, plus 62% of excess over

$4o,000.
$16,840, plus 66% of excess over

$44,000.
$18,640, plus 66% of excess over

$60,000.
$19,760, plus 68% of excess over

$62,000.
$26,720, plus 69% of excess over

$64,000. '

$30,260, plus 61% of excess over
$70,000.

$33,920, plus 62% of excess over
$76,000.

$36,400, plus 68% of excess over
$80,000.

$41,440, plus 64% of excess over
$88,000.

$49,120, plus 66% of excess over
$100,000.

$62,320,-plus 67% of excess over
$120,000.

$75,720, plus 68% of excess over
$140,000.

$89,3820, plus 69% of excess over
$160,000.

$103,120, plus 70% of excess over
$180,000.

9.869604064

Table: [No Caption]
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"(c) UNMARRIED INDIVIDUALS (OTHER THAN SURVlVING SPOUSES
AND HEADS OF HouszHoLDS).-There is hereby imposed on the taxable
income of every individual '(other than a &urioving spouse as defined in
section 2(a) or the head of a household as defined in section (b)) who is
not a married individual (as defined in section 143) a tax determined in
accordance with the following table:
"If the taxable income is:

Not over $500 -------- ------Over $600 but not over $1,000.
Over $1,000 but not over $1,500 - - -

Over $1,600 but not over $2,000 --

Over $2,000 but not over $4,000 - - -

Over $4,000 but not over $6,000 -

Over $6,000 but not over $8,000, - -

Over $8,000 but not over $10,000 - -

Over $10,000 but not over $19,000-_
Over $12,000

Over $14,000
Over $16,000
Over $18,000
Over $Wf,000
Over $SS,000
Over $26,000

Over $38,000
Over $38,000
Over $44,000
Over $50,000

but not over

but not over

but not over

but not over

but not over

but not over

but not over

but not over

but not over

but not over

but not over

9,Q00,

$16,000.

$18,000..
$20,000..

$22,000...
$26,000..--

$S32,000..
$38,000..
$44,000..
$50,000...
$60,000...

Over $80,000 but not over $70,000...
Over $70,000 but not over $80,000.._
Over $80,000 but not over $90,000..
Over $90,000 but not over $100,000_.
Over $100,000-------------------

The tax is:
14% of the taxable income.
$70, plus 16% of excess over $500.
$145, plus 16% of excess over $1,000.
$e2S, plus 17%-of excess over $1,600.
$310, plus 19% of excess over $2,000.
$890, plus 21% of excess over $4,000.
$1,110, plus 24% of excess over

$6,000.
$1,690, plus 25% of excess over

$8,000.
$3,090, plus 27% of excess over

$10,000.
$2,630, plus f9% of excess over

$12,000.
$8,210, plus 31% of excess over

$14,000.
$8,830, plus 34% of excess over

$16,000.
$4,510, plus S6.% of excess over

$18.000.
$5,$30, plus 38% of excess over

$20,000.
$5,990, plus 40% of excess over

$22,000.
$7,590, plus 45% of excess over

$26,000.
$10, 90, plus 50% of excess over

$13,290, plus 665% of excess over
$38,000.

$16,590, plus 60% of excess over
$44,000.

$20,190, plus 62% of excess over
$50,000.

$026,90, plus 64% of excess over
$60,000.

$32,790, plus 66% of excess over
$70,000.

$39,390, plus 68% of excess over
$80,000.

$46,190, plus 69% of excess over
$90,000.

$58,090, plus 70% of excess over
$100,000.

9.869604064

Table: [No Caption]
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"(d) MARRIED INDIVIDUALS FILING SEPARATE RETURNS; ESTATes
AND TRUSTs.-There is hereby imposed onr the taxable income of every
married individual (as defined in section 143) who does not make a single
return jointly with his spouse under section 6013, and of every estate and
trust taxable under this subsection, a tax determined in accordance with
the following table:
"If the taxable income is:

Not over $600 -----

Over $600 but not over $1,000......
Over $1,000 but not over $1,500 ....
Over $1,500 but not over $2,000. - -

Over $2,000 but not over $4,000 -

Over $4,000 but not over $6,000 - - -

Over $6,000 but not over $8,000. - -

Over $8,000 but not over $10,000.. -

Over $10,000 but not over $12,000. -

Over $12,000 but not over $14,000 -

Over $14,000 Lut not over $16,000..
Over $16,000 but not over $18,000. -

Over $18,000 but not over $20,000.

$20,000

$22,000

$26,000

$32,000

$38,000

$44,000
$60,000

$60,900

$70,000

W80,000

but

but

but

but

but

but

but

but

but

but

nor

not

not

not

not

not

not

not

not

not

over $22,000.
over $26,000.
over $32,000.
over $38,000.
over $44,000.
over $50,000.
over $60,000.
over $70,000.
over $80,000.
over $90,000.

Over $90,000 but not over $100,000.

Over $100,000-------------------

(b) DEF.NITIONS AND SPECIAL
in case of joint return or return of s

as follows:

The tax is:
14% of the taxable income.
$70, plus 15% of excess over $600.
$146, plus 16% of excess over $1,000.
$225, plus 17% of excess over $1,600.
$310, plus 19% of excess over $2,000.
$690, plus 22% of excess over $4,000.
$1,130, plus 25% of excess over

$6,000.
$1,630, plus 28% of excess over

$8,000.
$2,190, plus 32% of excess over

$10,000.
$2,880, plus 36% of excess over

$12,000.
$3,550, plus 39% of excess over

$14,000.
$4,380- plus 42% of excess over

$16,000.
$6,170 plus 45% of excess over

$18,000.
$6,070, plus 48% of excess over

$20,000.
$7,030, plus 50% of excess over

$22,000.
$9,080, plus 53% of excess over

$£6,000.
$12,210, plus 55% of excess over

$32,000.
$16,610, plus 58% of excess over

$38,000.
$18,990, plus 60% of excess over

$44,000.
$22,590, plus 62% of excess over

$60,000.
,528,790, plus 64% of excess over

$60,000.
$35,190, plus 66% of excess over

$70,000.
$41,790, plus 68% of excess over

$80,000.
$48,690, plus 69% of excess over

$90,000.
$55,490, plus 70% of excess over

$100,000."
RuLEs.-Section 2 (relating to tax
survivingg spouse) is amended to read

"SEC. 2. DEFINITIONS AND SPECIAL RULES.
"(a) DEFINITION OF SURVIVING SPOUSE.-

"(1) INv GENERAL.-For purposes of section 1, the term 'sur-
viving spouse' means a taxpayer-

"(A) whose spouse died during either of his two taxable years
immediately preceding the taxable year, and

"(B) who maintains as his home a household which con-
stitutes for the taxable year the principal place of abode (as a

Over

Over

Over

Over

Over

Over

Over

Over

Over

Over

9.869604064

Table: [No Caption]
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member of such household) of a dependent (i) who (within the
meaning of section 162) is a son, stepson, daughter, or step-
daughter of the taxpayer, and (ii) with respect to whom the
taxpayer is entitled to a deduction for the taxable year under
section 161.

For purposes of this paragraph, an individual shall be considered
as maintaining a household only if over half of the cost ofmaintaining
the household during the taxable year is furnished by such individual.

"(2) LIMITATIoNS.-Notwithstanding paragraph (1), for pur-
poses of section 1 a taxpayer shall not be considered to be a surviving
spouse-

"(A) if the taxpayer has remarried at any time before the
close of the taxable year, or

"(B) unless, for the taxpayer's taxable year during which his
spouse died, a joint return could have been made under the pro-
visions of section 6013 (without regard to subsection (a)(S)
thereof).

"(b) DEFINITION or HEAD OF HOUSEHOLD.-
"(1) IN GENERAL.-For purposes of this subtitle, an individ-

ual shall be considered a head of a household if, and only if, such
individual is not married at the close of his taxable year, is not a
surviving spouse (as defined in subsection (a)), and either-

"(A) maintains as his home a household which constitutes
for such taxable year the principal place of abode, as a member
of such household, of--

"(i) a son, stepson, daughter, or stepdaughter of the tax-
payer, or a descendant of a son or daughter of the taxpayer,
but if such son, stepson, daughter, stepdaughter, or descend-
ant is married at the dose of the taxpayer's taxable year,
only if the taxpayer is entitled to a deductionfor the taxable
year/or such person under section 161, or

"(ii) any other person who is a dependent of the tax-
payer, if the taxpayer is entitled to a deduction for the
taxable year for such person under section 151, or

"(B) maintains a household which constitutes, for such
taxable year the principal place of abode of the father or mother
of the taxpayer, if the taxpayer is entitled to a deduction for the
taxable year for such father or mother under section 151.

For purposes of this paragraph, an individual shall be considered
as maintaining a household only if over half of the cost ofmaintaining
the household during the taxable year is furnished by such individual.

"(£) DETERMINATION OF STATUS.-For purposes of this sub-
section-

"(A) a legally adopted child of a person shall be considered
a child of such person by blood;

"(B) an individual who is legally separated from his spouse
under a decree of divorce or of separate maintenance shall not
be considered as married;

'"(C) a taxpayer shall be considered as not married at the
close qf his taable year if at any time during the taxable year
his spouse is a nonresident alien; and

"(D) a taxpayer shall be considered as married at the close
of his taxable year if his spouw (other than a spouse described
in subparagraph (C)) died during the taxable year.
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"(3). LIMITATroNs.-Notwithstanding paragraph (1), for ur-
poses of this subtitle a taxpayer shall not be considered to be a head
of a household,-

"(A) if at any time during the taxable year he is a nonresident
alien; or

"(B) by reason of an individual who would not be a de-
pendentfor the taxable year butfor-

"(i) paragraph (9) of section 162(a),
"(ii) paragraph (10) of section 162(a), or
"(iii) subsection (c) of section 152.

"(c) CERTAIN MARRIED INDIVIDUALS LIVING APART.--For purposes
of this part, an individual who, under section 143(b), is not to be considered
as married shall not be considered as married.

"(d) NONRESIDENT ALIENS.-In the case of a nonresident alien
individual, the tax imposed by section 1 shall apply only as provided by
section 871 or 877.

"(e) CROSS REFERENCE.-
"For definition of taxable income, see section 63."

(c) OPTIONAL TAX TABLES FOR INDIVIDUALS.-Section 3 (relating to
optional tax if adjusted gross income is less than $5,000) is amended to
read as follows:
"SEC. 3. OPTIONAL TAX TABLES FOR INDIVIDUALS.

"In lieu of the tax imposed by section 1, there is hereby imposed for
each taxable year beginning after December 31, 1969, on the taxable
income of every individual whose adjusted gross income for such year is
less than $10,000 and who has elected for such year to pay the tax im-
posed by this section, a tax determined under tables, applicable to such
taxable year, which shall beprescribed by the Secretary or his delegate.
In the tables so prescribed, the amounts of tax shall be computed on the
basis of the taxable income computed by taking the standard deduction
and. on, the basis of the rates prescribed by section 1."

(d) TECINICAL, CONFORMING, AND C.LERICAL AMENDMENTS.-
(1) Section 6014(a) (relating to election by taxpayer) is amended-

(A) by striking out "$6,000" in the first sentence, and
inserting in lieu thereof "$10,000", and

(B) by striking out the last two sentences.
(2) Section 611(b)(1) (relating to imposition of tax on unrelated

business income of charitable, etc., organizations) is amended by
striking out "section 1", in the first sentence of such section, and
inserting in lieu thereof "section 1(d)".

(3) Section 641 (relating to imposition of tax in respect of
estates and trusts) is amended by striking out "The taxes imposed
by this chapter on individuals" in subsection (a) and inserting in
lieu, thereof "The tax imposed by section 1(d)".

(4) Section, 632 (relating to sale of oil or gas properties) is
amended-

(A) by striking out "surtax" and inserting in lieu thereof
"tax", and

(B) by striking out "30 percent" and inserting in lieu
thereof "33 percent".

(5) Section 1347 (relating to claims against United States
involving acquisition of property) is amended-
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(A) by striking out -"surtax" ard inserting in lieu thereof
"tax", and

(B) by striking out "30 percent" and inserting in lieu
thAr.nf "$$3 percent".

(6) Pc.!*.:¥!)hs (1) and (6) of section 6(b) (cross references)
are each rme.r.d:ed by striking out "surtax" and inserting in lieu
thereof "ta'r"^
-(7) Secti.~m 60156(a)(I) (relating to declaration of estimated

income tax by individuals) is amended-
(A) by striking out "section l(b)(2)" each place it appears

and inserting in lieu thereof'"section 2(b)", and
(B) by striking out "section 2(b)" each place it appears and

inserting in lieu thereof "section 2(a)".
(8) Section 1S04(b)(l) (relating to special rules) is amended by

striking out "if adjusted grossincome is less than 56,000".
(9) The table of sections for part I of subchapter A of chapter 1

is amended by striking out the second and third items and inserting
in lieu thereof the following:

"Sec. B. Definitions and special rules.
"Sec. 3. Optional tax tables for individuals."

(e) Section 21 (d) (relating to changes in rates during a taxable year)
is amended to read as follows:

"(d) CHANGES MADE BY TAX REFORM ACT OF 1969 IN CASE OF INDI-
VIDUALS.-In applying subsection (a) to a taxable year of an individual
which is not a calendar year, each change made by the Tax Reform Act
of 1969 in part I or in the application of part 1V or V-of subchapter B
for purposes of the determination of taxable income shall be treated as a
change in a rate of tax."

(f) EFFECTIVE DATES.-The amendments made by subsections (a),
(b), and (d) (other than paragraphs (1) and (8)) shall apply to taxable
years beginning after December 31, 1970, except that section 2(c) of the
Internal Revenue Code of 19564, as amended by subsection (b), shall also
apply to taxable years beginning after December 31, 1969. The amend-
ments made by subsections (c), (d)(I), and (d)(8) shall apply to taxable
years beginning after December 31, 1969.
SEC. 804. FIFTY-PERCENT MAXIMUM RATE ON EARNED

INCOME.
(a) IN GENERAL.-Part VI of subchapter Q of chapter 1 (relating to

other limitations) is amended by adding at the end thereof the following
new section:
"SEC. 1348. FIFTY-PERCENT MAXIMUM RATE ON EARNED

INCOME.
"(a) GENERAL RuLE.-If for any taxable year an individual has

earned taxable income which exceeds the amount of taxable income spe-
cified in paragraph (1), the tax imposed by section 1 for such year shall,
unless the taxpayer chooses the benefits of part I (relating to income aver-
aging), be the sum of-

"(1) the tax imposed by section 1 on the lowest amount of taxable
income on which the rate of tax under section 1 exceeds 50 percent,

"(2) 50 percent of the amount by which his earned taxable income
exceeds the lowest amount of taxable income on which the rate of tax
under section,1 exceeds 50 percent, and
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"(3) the excess of the tax computed under section 1 without regard
to this section over the tax so computed with reference solely to his
earned taxable income.

In applying this subsection to a taxable year beginning after December 31,
1970, and before January 1, 1972, '60 percent' shall be substitutted for '60
percent' each place it appears in paragraphs (1) and (2).

"(b) DEFINITIONS.-For purposes of this section--
"(1) EARNED INCOME.-The term 'earned income' means any

income which is earned income within the meaning, of section 401
(c)(2)(C) or section 911(b), except that such term. does not include
any distribution to which section 72(m)(6), 72(n), 402(a)(2), or
403(a) (2) (A) applies or any deferred compensation within the
meaning of section 404. For purposes-of this paragraph, deferred
compensation does nol include any amount received before the end
of the taxable year following the first taxable year of the recipient in
which his right to receive such amount is not subject to a substantial
risk of forfeiture (within the meaning of section 83(c) (1)).

"(2) EARNED TAXABLE INCOME.-The earned taxable 'income of
an individual is the excess of-

"(A) the amount which bears the same ratio (but not in excess
of 100 percent) to his taxable income as his earned net income
bears to his adjusted gross income, over

"(B) the amount by which the greater of-
"(i) one-fifth of the sum of the taxpayer's items of tax

preference referred to in section 67 for the taxable year
and the 4 preceding taxable years, or

"(ii) the sum of the items of tax preference for the taxable
year,

exceeds $30,000.
For purposes of subparagraph (A), the term 'earned net income'
means earned Income reduced by any deductions allowable under
section 62 which are properly allocable to or chargeable against such
earned income.

"(c) MARRIED INDIVIDUALS.-This section shall apply to a married
individual only if such individual and his spouse make a single return
jointly for the taxable year."

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

"Sec. 1348. Fifty-percent maximum rate on earned income."
(c) EFFECTIVE DATE.-The amendments made by this section shall

apply to taxable years beginning after December 31, 1970.
SEC. 805. COLLECTION OF INCOME TAX AT SOURCE ON

WAGES.
(a) REQUIREMENT OF WITH)HOLDING.-Section-3402(a) (relating to

requirement of withholding) is amended by striking out paragraphs
(1) and (2) and inserting in lieu thereof the following:

"(I) In the case of wages paid after December 31, 1969, and
before July 1, 1970:
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"Table 1-If the payroll period with
WEEKLY

respect to an employee is

"(a) Single Person-Including Head of Household:

"If the amount of wage, is:
Not over .00----
Over S21.00 but not over $33.00--
Over $33.00 but not over $5.00 - - - -

Over $62.00 but not over $88.00 .---
Over $88.00 but not over $177.00. ---

Over $177.00 but not over $212.00
Over $212.00.-----------------

The mount of income tax to b, with-
held shall be:

0
21% of excess over $21.00
$2.52 plus S7% of excess over $33.00
$7.65 plus 18% of excess over $65.00
$14.13 plus 21% of excess over $88.00
$32.82 plus s6% of excess over

$177.00
$41.92 plus 31% of excess over

$212.00
"(b) Married Person:

"If the amount of wages is:
Not over S1.00. ------- ----------
Over $21.00 but not over $48.00
Over $48.00 but not over $88.00 ----

Over $88.00 but not over $177.00 - --

Over $177.00 but not over $346.00.--
Over $346.00 but not over $423.00.
Over $423.00- -- ---------------

The amount of income
held shaUl be:
n

tax to be with-

21% of excess over $S21.00
$6.67 plus 16% of excess over $48.00
$12.07 plus 18% of excess over $88.00
$28.09 plus 21% of excess over

$177.00
$683.68 plus 26% of excess over

$348.00
$83.60 plus 31% of excess over
$45.00

"Table 2-If the payroll period with respect to an employee is BI-
WEEKLY

"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $42.00-----.-.....--

Over $42.00 but not over $66.00....
Over, $66.00 but not over $104.00.. - -

Over $104.00 but not over $177.00...
Over $177.00 but not over $354.00..-
Over $354.00 but not over $43.00..-
Over $423.00.-------------------

"(b) Married Person:
"If the amount of wages is:

Not over $42.00 -----------------

Over $42.00 but not over $96.00.....
Over $96.00 but not over $177.00 ..-

Over $177.00 but not over $3564.00___
Over $364.00 but not over $692.00...
Over $692.00 but not over $846.00-..
Over $846.00--------------------

The amount of income tax to be with-
held shall be:

0.
21% of excess over $42.00.
$4.83 plus 27% of excess over $66.00.
$15.36 plus 18% of excess over

$104.00.
$28.60 plus 21% of excess over

$177.00. ,

$65.67 plus 26% of excess over
$354.00.

$83.61 plus 31% of excess over
$42S.oo.

The amount of income
held shall be:

0.
21% of excess over
$11.34 plus 16%

$96.00.
$24.30 plus 18%

$177.00.
$56.16 plus 21%

$364.00.
$127.14 plus 526%

$692.00.
$167.18 plus 31%

$846.00.

tax to be with-

$42.00.
of excess over

of excess over

of excess over

) of excess over

I) of excess over

9.869604064

Table: "Table 1--If the payroll period with respect to an employee is WEEKLY


Table: "Table 2--If the payroll period with respect to an employee is BIWEEKLY


460406968.9
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"Table 8-If the payroll period with respect to an employee is SEMI-
MONTHLY

"(a) Single Person-Including Head of Household:
The amount of income tax to be with-

"If the amount of wages is: held shall be:
Not over $46.................... 0
Over $46 but not over $71-_ 21% of excess over $46.
Over $71 but not over $113-...- $5.25 plus 27% of excess over $71.
Over $113 but not over $192........ $16.69 plus 18% of excess over $113.
Over $192 but not over $383-..-..- $30.81 plus 21% of excess over $192.
Over $383 but not over $458 - $70.92 plus 26% of excess over $383.
Over $458-.......--.......---. $90.42 plus 31% of excess over $458.

"(b) Married Person:
The amount of income tax to be with-

"If the amount of wages is: held shall be:
Not over $46..---------..--.. 0
Over $46 but not over $104---- .-- 21% of excess over $46.
Over $104 but not over $192--.-.... $12.18 plus 16% of excess over $104.
Over $192 but not over $383-....-- $26.26 plus 18% of excess over $192.
Over $383 but not over $750- $60.64 plus 21% of excess over $383.
Over $750 but not over $917-.$.-$137.71 plus 26% of excess over $760.
Over $917--..------------------- $181.13 plus 31% of excess over $917.

"Table 4.-If the payroll period with respect to an employee is
MONTHLY

"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $92--------------------
Over $92 but not over $142...---..
Over $142 but not over $225.......
Over $225 but not over $383........
Over $383 but not over $767........
Over $767 but not over $917 ......

Over $917 --------------------

"(b) Married Person;
"If the amount of wages is:

Not over $92-...................
Over $92 but not over $208.........
Over $208 but not over $383------.
Over $383 but not over $767 -------

Over $767 but not over $1,500
Over $1,500 but not over $1,833
Over $1,833................ ....

The amount of income tax to be with-
held shall be:

0.
21% of excess over $92.
$10.50 plus 27% of excess over $142.
$32.91 plus 18% of excess over $225.
$61.35 plus 21% of excess over $383.
$141.99 plus 26% of excess over $767.
$180.99 plus 31% of excess over $917.

The amount of income tax to be with-
held shall be:

0.
21% of excess over $92.
$24.36 plus 16% of excess over $208.
$52.36 plus 18% of excess over $3883.
$121.48 plus 21% of excess over $767.
$275.41 plus 26% of excess over

$1,500.
$361.99 plus 31% of excess over

$1,833.
"Table 5-If the payroll period with respect to an employee is

QUARTERLY
"(a) Single Person-Including HIead of Household:

The amount of income tax to be with-
"If the amount of wages is: held shall be:

Not over $275 ------------------

Over $275 but not over $4265-------
Over $/425 but not over $676-5 .---

Over $675 but not over $1,150....-
Over $1,150 but not over $2,300
Over $2,300 but not over $2,750 ...-

Over $2,750................-.--

0.
21% of excess over $275
$31.50 plus 27% of excess over $426.
$99.00 plus 18% of excess over $675.
$184.650 plus 21% of excess over

$1,150.
$426.00 plus 26% of excess over

$2,300.
$5643.00 plus 31% of excess over

$2,750.

9.869604064

Table: "Table 3--If the payroll period with respect to an employee is SEMIMONTHLY


Table: "Table 4.--If the payroll period with respect to an employee is MONTHLY


Table: "Table 5--If the payroll period with respect to an employee is QUARTERLY
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"If the amount of wages is:
N otover$5860
Over $550 but not over $850

Over $850 but not over $1,3650 ....

Over $1,360 but not over $5,800-
Over $S,300 but not over $4,600 - - -

Over $4,600 but not over $6,500 ...-

Over $5,600 ......-----.

"(b) Married Person:
"If the amount of wages is:

Not over $660...........,......
Over $550 but not over $1,650 -----

Over $1,560 but not over 9$,300
Over $2,300 but not over $4,600
Over $4,600 but not over $9,000
Over $9,000 but not over $11,000
Over $11,000 ---------------
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"(b) Married Person:
"If the amount of wages is:

Not over $756
Over $765 but not over $65- ...
Over $625 but not over $1,160
Over $1,160 but not over $2,300.. -

Over $t,300 but not over $4,600....-
Over $4,500 but not over $5,500 ...-

Over $6,500.....................

The amowt of income tax to be with-
held shaU be:

0.
21% of excess over $576.
$7S.60 plus 16% of excem over $656.
$157.60 plus 18% of excess over

$1,150.
$364.60 plus 51 % of excess over

$,SS00.
$856.50 plus 60% of excess over

$4,600.
$1,086.60 plus 31% of excess over

$5,600.

The amount of income tax to be with-
held shall be:

0
51% of excess over $550
$63 plus 27% of excess over $860
$198 plus 18% of excess over $1,360
$369 plus S1% of excess over $5,800
$865 plus 26% of excess over $4,600
$1,086 plus 31% of excess over

$5,600
The amount of income tax to be with-

held shall be:
0
1% of excess over $560
$147 plus 16% of excess over $1,560
$316 plus 18% of-excess over $t,S00
$729 plus 51% of excess over $4,600
$1,653 plus 68% of excess over $9,000
$f,173 plus 31% of excess over

$11,000
"Table 7-If the payroll period with respect to an employee is

ANNUAL
"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over 1,100 ----------------

Over 1,100,but not over $1,700
Over $1,700 but not over $S,700.
Over $5,700 but not over $4,600. -

Over $4,600 but not over $9,500- -

Over $9,o00 but not over $11,000-...
Over $11,000 -....- ..........

"(b) Married Person:
"If the amount of wages is:

Not over $1,100 ------

Over $1,100 but not over $S,600..
Over $2,500 but not over $4,600 -

Over $4,600 but not over $9,00..----
Over $9,00 but not over $18,000-...

Over $18,000 but not over $f,000..
Over $55,000----------------

The amount of income tax to be with-
held shaU be:

0
51% of excess over $1,100.
$156 plus 57% of excess over $1,700.
$396 plus 18% of excess over $f,700.
$738 plus el% of excess over $4,600.
$1,704 plus 56% of excess over

$9,500.
$f,175 plus 31% of excess over

$11,000.

The amount of income tax to be with-
held shall be:

0
21% of excess over $1,100.
$294 plus 16% of excees over $5,500.
$630 plus 18% of excess over $4,600.
$1,468 plus 21% of excess over

$9,500.
$3,306 plus 56% of excess over

$18,000.
$4,346 plus 31% of excess over

$S5,000.

"Table 6-IJ the payroll period with respect to an employee is
SEMIANNUAL

"(a) Single Person-Induding Head of Household:

9.869604064

Table: "Table 6--If the payroll period with respect to an employee is SEMIANNUAL


Table: "Table 7--If the payroll period with respect to an employee is ANNUAL
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"Table 8--If the payroll period with respect to an employee is a DAILY
payroll period or a miscellaneous payroll period

"(a) Single Person-Including Head of Household:
"If the amount of wages divided by the
number of days in the payroll period
is:

Not over $3.00---------------..
Over $3.00 but not over $4.70 -----

Over $4.70 but not over $7.40 -----

Over $7.40 but not over $12.60-.---
Over $12.60 but not over $26.20 ---

Over $25.20 but not over $30.10....
Over $30.10.-------------------.

"(b) Married Person:
"If the amount of wages divided by the
number of days in the payroll period
is: -

Not over $3.00.---------------__
Over $3.00 but not over $6.80 ------

Over $6.80 but not over $12.60
Over $12.60 but not over $25.20..--
Over $25.20 but not over $49.30...-
Over $49.30 but not over $60.30.
Over $60.30.----..------....

The amount of income tax to be with-
held shall be:
0
21% of excess over $3.00
$0.36 plus 27% of excess over $4.70
$1.09 plus 18% of excess over $7.40
$2.02 plus 21% of excess over $12.60
$4.67 plus 26% of excess over $26.20
$5.94 plus 31% of excess over $30.10

The amount of income tax to be with-
held shall be:

0
21% of excess oier $8.00
$0.80 plus 16% of excess over $6.80
$1.73 plus 18% of excess over $12.60
$3.99 plus.21% of excess over $25.20
$9.06 plus 26% of excess over $49.30
$11.92 plus 31% of excess over

$60.30
"(2) In the case of wages paid after J.vune 30, 1970, and before Jan-

uary 1,1971:
"Table 1-If the payroll period with respect to an employee is WEEKLY
"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $21 --------------------
Over $21 but not over $33.--------

Over $33 but not over $62 -------

Over $62 but not over $88..-------
Over $88 but not over $177.........
Over $177 but not over $212--------
Over $212 ..----------------..--

"(b) Married Person:
"If the amount of wages is:

Not over $21 --------------------
Over $21, but not over $48 --------

Over $48, but not over $88-------.
Over $88 but not over $177
Over $177 but not over $346..
Over $346 but not over $423...
Over $423..................-

The amount of income tax to be with-
held shall be:

0.
21% of excess over $21.
$2.62 plus 265% of excess over $33.
$7.27, plus 17% of excess over $52.
$13.39, plus 21% of excess over $88.
$32.08, plus 25% of excess over $177.
$40.83, plus 30% of excess over $212.

The amount of income tax to be with-
held shall be:

0.
21% of excess over $21.
$5.67, plus 16%'of excess over $48.
$11.67, plus 17% of excess over $88.
$26.80, plus 20% of excess over $177.
$60.60, plus 25% of excess over 1$346.
$79.86, plus 30% of excess over $423.

"Table 2-If the payroll period with respect to an employee is BI-
WEEKLY

"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $42 -
Over $42 but not over $65-6-------
Over $66 but not over $104- -------

Over $104 but not over $177 -------

Over $177 but not over $364--------
Over $364 but not over $428 -------

Over $423-----------------------

The amount of income tax to be with-
held shall be:

0.
21% of excess over $42.
$4.83 plus 265% of excess over $66.
$14.68 plus 17% of excess over $104.
$26.99 plus 21% of excess over $177.
$64.16 plus 25% of excess over $354.
$81.41 plus 80% of excess over $423.

9.869604064

Table: "Table 8--If the payroll period with respect to an employee is a DAILY payroll period or a miscellaneous payroll period


Table: "Table 1--If the payroll period with respect to an employee is WEEKLY


Table: "Table 2--If the payroll period with respect to an employee is BIWEEKLY
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"(b) Married Person:
"If the amount of uwageis:

Not over $42- - --,
Over $42 but not over $9
Over $96 but not over $177..---
Over $177 but not over $354-----
Over $854 but not over $692 -------

Over $692 but not over $846- - - -

Over $846....-------------------

'Table S-Ij

The amount of income tax to be with-
held shaU be:

0.
21% of excess over $42.
$11.34 plus 15% of excess over $96.
$2S.49 plus 171% of excess over $177.
$53.58 plus SO%of excess over $564.
$151.18 plus S5% of excess over

$692.
$169.68 plus 30% of excess over

$846.
is SEMI-

"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $46-
Over $46 but not over $71 ..I-
Over $71 but not over $11S
Over $118 but not over $192 -------

Over $192 but not over $3838..
Over $388 but not over $458 -.----

Over $468 ---------------------

"(b) Married Person:
"If the amount of wages s:

Not over $4--------------------
Over $46 but not over $104
Over $104 but not over $192- ------
Over $192 but not over $383 ------

Over $S83 but not over $750..-----
Over $750 but not over $917
Over $917-- -------

The amount of income tax
held sahU be:

0.

to be with.

21% of excess over $46.
$5.256 plus 6% of excess over $71.
$15.75 plus 17% of excess over $11S.
$29.18 plus 21% of excess over $192.
$69.29 plus 25% of excess over $S83.
$88.04 plus 30% of excess over $458.

The amount of income tax to be with.
held shall be:

0.
21% of excess over $46.
$12.18 plus 16% of excess over $104.
$25.38 plus 17% of excess over $192.
$57.85 plus 20% of ezcecs over $383.
$131.25 plus 65% of excess over $750.
$173.00 plus 30% of e o ver $917.

"Table 4.-Ifthe payroll period with respect to an employee is MONTHLY
"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $9...--------------------
Over $92 but not over $142-------.
Over $142 but not over $225 --------

Over $225 but not over $853-------.
Over $383 but not over $767.. -----
Over $767 but not over $917------.
Over $917.---------------------

"(b) Married Person: -

"If the amount of wages s:

Not over $9t-------------------
Over $92 but not over $208. -

Over $208 but not over $388.-
Over $383 but not over $767 ------

Over $767 but not over $1,600.
Over $1,500 but rot over $1,8833.--
Over $1,833--------------------

The amount of income tax to be with-
held shall be:

0
1% of excess over $9
$10.60 plus 25% of excess over $142
$31.S6 plus 17% of excess over $225
$68.11 plus 21% of excess over $383
$188.75 plus 25% of excess over $767
$176.25 plus 30% of excess over $917

The amount of income tax to be with-
held shall be:

0
S1% of excess over $92
$24.86 plus 15% of excess over $208
$50.61 plus 17% of excess over $388
$115.89 plus 20%of excess over $767
$262.49 plus 25% of excess over

$1,600
$346.74 plus 30% of excess over

$1,833

the payroll period with respect to an employee
MONTHLY

9.869604064

Table: `Table 3--If the payroll period with respect to an employee is SEMIMONTHLY


Table: "Table 4.--If the payroll period with respect to an employee is MONTHLY
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"Table 5-If the payroll period with respect to an employee is
QUARTERLY

"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $2765 -- .-----------

Over $276 but not over $426
Over $426 but not over $676--------
Over $676 but not over $1,160
Over $1,160 but not over $2,300 --.-

Over $2,300 but not over $2,760 .---

Over $2,760 --------------------

"(b) Married Person:

"If the amount of wages is:
Not over $2765 -----------------

Over $276 but not over $626--------
Over $626 but not over $1,160
Over $1,160 but not over $2,300

Over $2,300 but not over $4,600
Over $4,600 but not over $6,600 -.--

Over $6,600--------------------

The amount of income tax to be with-
held shall be:

0.
21% of excess over $276.
$31.60 plus 26% of excess over $425.
$94.00 plus 17% of excess over $676.
$174.76 plus 21% of excess over

$1,160.
$416.26 plus 25% of excess over

$2,1300.
$628.76 plus 30% of excess over

$2,760.

The amount of income tax to be with.
held shall be:

0.
21% of excess over $276.
$73.60 plus 16% of excess over $626.
$162.26 plus 17% of excess over

$1,160.
$347.76 plus 20% of excess over

$2,800.
$787.76 plus 26% of excess over

$4,600.
$1,037.76 plus 30% of excess over

$6,600.
"Table 6-If the payroll period with respect to an employee is

SEMIANNUAL
';(a) Single Person-Including Head of Household:

The amount of income tax to be with-
"If the amount of wages is: held shall be:

Not over $650 ---------------- 0
Over $560 but not over $860 ..------ 21% of excess over $660
Over $860 but not over $1,360 $63.00 plus 25% of excess over $850
Over $1,350 but not over $2,300. $188.00 plus 17% of excess over

$1,360
Over $2,300 but not over $4,600 $349.50 plus 21% of excess over

$2,300
Over $4,600 but not over $6,500 $832.60 plus 25% of excess over

$4,600
Over $5,500----------- $1,057.50 plus 80% of excess over

$5,500
"(b) Married Person:

"If the amount of wages is:
Not over $550------------------
Over $550 but not over $1,250
Over $1,250 but ntot over $2,300

Over $2,300 but not over $4,600

Over $4,600 but not over $9,000

Over $9,000 but not over $11,000 --.-

Over $11,000--. .....-------

The amount of income tax i
held shall be:

0
21% of excess over $560
$147.00 plus 15% of

$1,250
$304.50 plus 17% of

$2,300
$6965.560 plus 20% of

$4,600
$1,575.60 plus 25% of

$9,000
$2,075.50 plus 30% of

$11,000

o 'be with-

excess

excess

excess

excess

excess

over

over

over

over

over

9.869604064

Table: "Table 5--If the payroll period with respect to an employee is QUARTERLY
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"Table 7-If the payroll period with respect an employee is ANNUAL
"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $1,100 ------------

Over $1,100 but not over $1,700 ---
Over $1,700 but not over $S,700 ..--
Over $S,700 but not over $4,600-.. -

Over $4,600 but not over $9,f00--.-
Over $9,00 but not over $11,000-_-
Over $11,000..-----------------

"(b) Married Person:
"If the amount of wages is:

Not over $1,100 ---------------

Over $1,100 but not over $S,500 ...-
Over $2,600 but not over $4,600 ..-.
Over $4,600 but not over $9,200 ....
Over $9,-00 but not over $18,000 --

Over $18,000 but not over $22,000-.
Over $25,000 ------- ..---------

The amowit of income tax to be with-
held hall be:

0.
51% of excess over $1,100.
$16 plus .5% of excess over $1,700.
$376 plus 17% of excess over $2,700.
$699 plus £1% of excess over $4,600.
$1,665 plusv 65% of excess' over

$9,00.
$5,116 plus 30% of excess over

$11,000.

The amount of income tax to be with-
held shall be:

0.
21% of excess over $1,100.
$294 plus 16% of excess over $5,500.
$609 plus 17% of excess o, 'r $4,600.
$1,391 plus 50% of excess over

$9,S0.
$3,161 plus 25% of excess over

$18 000.
$4,1651 plus 30% of excess over

$2S,000.
" Table 8-If the payroll period with respect to an employee is a DAILY
payroll period or a miscellaneous payroll period

"(a) Single Person-Including Head of Household:
"If the amount of wages divided bg the
number of days in the payroll period
is:

Not over $3.00 ..-------------
Over $3.00 but not over $4.70 -----

Over $4.70 but not over $7.40 -----

Over $7.40 but not over $1.60
Over $12.60 but not over $65.20
Over $25.20 but not over $30.10 ----

Over $30.10 ------------------

"(b) Married person:
"Itf the amount of wages divided by the
number of days in the payroll period
is:

Not over $3.00..----------------
Over $3.00 but not over $6.80-----.
Over $6.80 but not over $1.60
Over $1.60 but not over $25.20 --.-
Over $25.20 but not over $49.30. ---

Over $49.30 but not over $60.30. ---

Over $60.30---------------------

The amount of income tax to be with-
held shall be:

0
21% of excess over $3.00.
$0.36 plus 85% of excess over $4.70.
$1.03 plus 17% of excess over $7.40.
$1.92 plus 21% of excess over $12.60.
$4,56 plus 25% of excess over $25.20.
$5.79 plus 30% of excess over $30.10.

The amount of income tax to be with-
held shall be:

0
21% of excess over $3.00.
$0.80 plus 15% of excess over $6.80.
$1.67 plus 17% of excess over $12.60.
$3.81 plus 20% of excess over $265.0.
$8.63 plus 25% of excess over $4J9.30.
$11.38 plus 30% of excess over

$60.30.

9.869604064

Table: "Table 7--If the payroll period with respect to an employee is ANNUAL
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"(3) In the case of uswages paid after December 31, 1970, and before
January 1, 1972:

"Table 1-If the payroll period with respect to an employee is WEEKLY
"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $20.----------------
Over $20 but not over $31
Over $31 but not over $50
Over $50 but not over $100---------
Over $100 but not over $135
Over $135 but not over $212--------
Over $212..---

"(b) Married Person:

"If the amount of wages is:
Not over $20
Over $20 but not over $42
Over $42 but not over $77
Over $77 but not over $163
Over $163 but not over $269
Over $269 but not over $385
Over $385 --------------.--.---

The amount of income tax to be with-
held shall be:

0
14% of excess over $20
$1.54 plus 17% of excess over $31
$4.77 plus 20% of excess over $50
$14.77 plus 18% of excess over $100
$21.07 plus 21% of excess over $135
$37.24 plus 24% of excess over $212

The amount of income tax to be with
held shall be:
0
14% of excess over $20
$3.08 plus 17% of excess over $42
$9.03 plus 16% of excess over $77
$22.79 plus 19% of excess over $163
$42.93 plus 21% of excess over $269
$67.29 plus 25% of excess over $385

"Table 2-If the payroll period with respect to an employee is BI-
WEEKLY

"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $40---------------------
Over $40 but not over $62......
Over $62 but not over $100--
Over $100 but not over $200........
Over $200 but not over $269........
Over $269 but not over $423 .....-
Over $423 ......................

"(b) Married Person:
"If the amount of wages is:

Not over $40 .............

Over $40 but not over $856
Over $85 but not over $164---------
Over $154 but not over $327--------
Over $327 but not over $638........
Over $538 but not over $769 ....

Over $769 ------------------

The amount of income tax to be with-
held shall be:

0.
14% of excess over $40.
$3.08 plus 17% of excess over $62.
$9.564 plus 20% of excess over $100.
$29.64 plus 18% of excess over $200.
$41.96 plus 21% of excess over $269.
$74.30 plus 24% of excess over $423.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $40.
$6.80 plus 17% of excess over $85.
$18.03 plus 16% of excess over $154.
$45.71 plus 19% of excess over $327.
$85.80 plus 21% of excess over $538.
$134.31 plus 25% of excess over $769.

"Table S-If the payroll period with respect to an employee is
SEMIMONTHLY

"(a) Single Person-Including Head of Household:
"If the amount of wages is:

Not over $44 --------------------
Over $44 but not over $67
Over $67 but not over $108
Over $108 but not over $217
Over $217 but not over $292--------
Over $292 but not over $458--------
Over $458..................-

The amount of income tax to be with-
held shall be:

0.
14% of excess over $44.
$3.22 plus 17% of excess over $67.
$10.19 plus 20% of excess over $108.
$31.99 plus 18% of excess over $217.
$45.49 plus 21% of excess over $292.
$80.35 plus 24% of excess over $458.

9.869604064
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"If the amount of wages is:
Not over $88 ---------------

Over $88 but not over $133
Over $133 but not over $217--------
Over $217 but not over $433 -.---.-

Over $433 but not over $583--------
Over $583 but not over $917 ......

Over $917.......................

"(b) Married Person:
"If the amount of wages is:

Not over $88....................
Over $88 but not over $1838 ..-...

Over $183 but not over $333 .....

Over $333 but not over $708--.
Over $708 but not over $1,167------
Over $1,167 but not over $1,667 ...

Over $1,667.....................

" Table 65-I
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"(b) Married Person:
"If the amount of wages is:

Not over $44--------------------
Over $44 but not over $92----------
Over $92 but not over $167 -------

Over $167 but not over $354
Over $354 but not over $583
Over $583 but not over $833--------
Over $8833 -------------------

The amount of income tax to be with-
held shall be:

O0
14% of excess over $44.-
$6.72 plus 17% of excess over $92.
$19.47 plus 16% of excess over $167.
$49.39 plus 19% of excess over $354.
$92.90 plus 21% of excess over $583.
$145.40 plus 25% of excess over $833.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $88.
$6.30 plus 17% of excess over $133.
$20.58 plus 20% of excess over $217.
$63.78 plus 18% of excess over $433.
$90.78 plus 21% of excess over $583.
$160.92 plus 24% of excess over

$917.

The amount of income tax to be with-
held shall be:

0
14% of excess over $88.
$13.30 plus 17% of excess over $183.
$38.80 plus 16% of excess over $333.
$98.80 plus 19% of excess over $708.
$186.01 plus 21% of excess over

$1,167.
$291.01 plus 25% of excess over

$1,667.
the payroll period with respect to an employee is

QUARTERLY
"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $263 -------.----------
Over $263 but not over $400.----
Ove, $400 but not over $650-----
Over $650 but not over $1,300 -----

Over $1,300 but not over $1,750 ---

Over $1,750 but not over $2,750 -....

Over $2,750 -------------------

"(b) Married Person:
"If the amount of wages is:

Not over $263-------------------
Over $263 but not over $550--------
Over $550 but not over $1,000------
Over $1,000 but not over $£,f25
Over $2,125 but not over $3,500
Over $3,500 but not over $5,000-
Over $5,000------------.--------
38-375 0-69--- 15

The amount of income tax to be with-
held shall be:

0
14% of excess over $263
$19.18 plus 17% of excess over $400
$61.68 plus 20% of excess over $650
$191.68 plus 18% of excess over

$1,800
$172.68 plus 21% of excess over

$1,750
$482.68 plus 24% of excess over

$2,750

The amount of income tax to be with-
held shall be:

0
14% of excess over $263
$40.18 plus 17% of excess over $5650
$116.68 plus 16% of excess over

$1,000
$296.68 plus 19% of excess over

$2,125
$567.93 plus 21% of excess over

$3,500
$872.93 plus 25% of excess over

$5,000

"Table 4-If the payroll period with respect to an employee isMONTHLY
"(a) Single Person-Including Head of Household:

9.869604064
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"Table 6-If the payroll period with respect to an employee is SEMI-
ANNUAL

"(a) Single Person-Inctluding Head of Household:

"If the amount of wages is:
Not over $626.------------------
Over $625 but not over $800 ------

Over $800 but not over $1,300 .---.

Over $1,300 but not over $2,600....

Over $2,600 but not over $3,500.....

Over $3,600 but not over $6,600...--
Over $6,600 --------------------

"(b) Married Person:
"If the amount of wages is:

Not over $626...----------------
Over $626 but not over $1,100-...--
Over $1,100 but not over $2,000...--
Over $2,000 but not over $4,250-..--
Over $4,250 but not over $7,000..---
Over $7,000 but not over $10,000 ..-..

Over $10,000.-------------------

"Table 7-If
NUAL

The amount of income tax to be with-
held shall be:

0.
14% of excess over $626.
$38.60 plus 17% of excess over $800.
$123.60 plus 20% of excess over

$1,800.
$383.60 plus 18% of excess over

$$,600.
$646.60 plus 821% of excess over

$3,600.
$966.60 plus 24% of excess over

$6,600.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $626.
$80.60 plus 17% of excess over

$1,100.
$233.60 plus 16% of excess over

$2,000.
$693.60 plus 19% of excess over

$4,260.
$1,116.00 plus 21% of excess over

$7,000.
$1,746.00 plus 26% of excess over

$10,000.

"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $1,060-.---------------
Over $1,060 but not over $1,600 ..-

Over $1,600 but not over $2,600-..
Over $2,600 but not over $6,200-..--
Over $5,200 but not over $7,000---
Over $7,000 but not over $11,000-...

Over $11,000- ..........---

"(b) Married Person:
"If the amount of wages is:

Not over $1,060 ---------------

Over $1,050 but not over $2,200
Over $2,200 but not over $4,000-..-.
Over $4,000 but not over $8,600-..--
Over $8,600 but not over $14,000--.-
Over $14,000 but not over $20,000
Over $20,000--------------------

The amount of income tax to be with-
held shall be:

0.
14% of excess over $1,060.
$77 plus 17% of excess over $1,600.
$247 plus 20% of excess over $2,600.
$767 plus 18% of excess over $6,200.
$1,091 pluo 21% of excess over

$7,000.
$1,931 plus 24% of excess over

$11,000. ,

The amount of income tax to be with-
held shall be:

0.
14% of excess over $1,050.
$161 plus 17% of excess over $2,200.
$467 plus 16% of excess over $4,000.
$1,187 plus 19% of excess over

$8,600.
$2,232 plus 21% of excess over

$14,000.
$3,492 plus 26% of excess over

$20,000.

the payroll period with respect to an employee is AN-

9.869604064
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"Table 8.--If the payroll period wih respect to an employee is
payroll period or a miscellaneous payroll period

"(a) Single Person--Including Head of Household:
"If the amount of wages divided by the
number of days in the payroll period
is:

Not over $2.90 .................

Over $2.90 but not over $4.40....--
Over $4.40 but not over $7.10 ----

Over $7.10 but not over $14.20 - -

Over $14.20 but not over $19.20 --

Over $19.20 but not over $30.10.. - -

Over $30.10.------------------.
"(b) Married Person:

"If the amount of wages divided by the
number of days in the payroll period
is:-

Not over $2.90 ----------.- - -

Over $2.90 but not over $6.00 - - -

Over $6.00 but not over $11.00...--
Over $11.00 but not over $23.30.....-
Over $23.30 but not over $38.40....-
Over $38.40 but not over $54.80. -

Over $54.80 --.------------ --..-

The amount of income tax to be with-
held shall be:

0.
14% of excess over $2.90.
$0.21 plus 17% of excess over $4.40.
$0.67 plus 20% of excess over $7.10.
$2.09 plus 1S% of excess over $14..20.
$2.99 plus i1 % of excess over $19.20.
$5.28 plus ;4% of excess over $30.10.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $2.90.
$0.43 plus 17% of excess over $6.00.
$1.28 plus 16% of excess over $11.00.
$3.25 plus 19% of excess over $23.30.
$6.12 plus 21% of excess over $38.40.
$9.67 plus 25% of excess over $564.80.

"(4) In case of wages paid after December 31, 1971, and before Jan-
uary 1, 1978:
"Table -If the payroll period with respect to an employee is WEEKLY

"(a) Single Person-Including [Head of Household:

"If the amount of wages is:
Not over $19--------.---------
Over $19 but not over $38 ---------

Over $38 but not over $68-.--------
Over $68 but not over $87..-------
Over $87 but not over $136...-----
Over $136 but not over $221--
Over $221-----------------------

"(b) Married Person:
"If the amount of wages is:

Not over $19..----------------
Over $19 but not over $48 ---------

Over $48 but not over $183...------
Over $183 but not over $269 ------

Over $269 but not over $366 ------

Over $365 but not over $442--------
Over $442 --------------------

"Table 2-If the payroll period
BIWEJ

The amount of income tax to be with-
held shall be:

0.
14% of excess over $19.
$2.66 plus 17% of excess over $38.
$6.06 plus 19% of excess over $58.
$11.67 plus 20% of excess over $87.
$21.17 plus 21% of excess over $135.
$39.23 plus 24% of excess over $221.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $19.
$4.06 plus 16% of excess over $48.
$25.66 plus 19% of excess over $183.
$42.00 plus 21% of excess over $269.
$62.16 plus 24% of excess over $366.
$80.64 plus 28% of excess over $442.

with respect to an employee is

"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $38.------------------
Over $38 but not over $77....------
Over $77 but not over $115...---.
Over $1156 but not over $173-. -

Over $173 but not over $269-...----
Ojer $269 but not over $.42------.
Over $442---------------------..

The amount of income tax to be with-
held shall be:

0.
14% of excess over $83.
$56.46 plus 17% of excess

$11.92 plus 19% of excess
$22.94 plus 20% of excess
$42.14 plus 21% of excess
$78.47 plus 24% of excess

over $77.
over $116.
over $173.
over $269.
over $442.

a DAILY

9.869604064
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"(b) Married Person:
"If the amount of wages is:

Not over $38
Over $38 but not over $96
Over $96 but not over $366 --------

Over $366 but .o t over $6588 -------

Over $588 but not over $731........
Over $731 but not over $885--6----
Over $88 --------------------

The amount of income tax to be with-
held shall be:

0.
14% of excess over $38.
$8.12 plus 16% of excess over $96.
$61.16 plus 19% of.excess over $366.
$84.03 plus 21% of excess over $538.
$124.66- plus 24% of excess over

$731.'
$161.652 plus 28% of excess over

$886.
"Table 3--If the payroll period with respect to an employee is SEMI-

MONTHLY
"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $42-------------------
Over $42 but not over $83 ---------

Over $88 but not over $1265 ------

Over $126 but not over $188 -----

Over $188 but not over $292 ..-----

Over $292 but not over $479 --------

Over $479----------------------
"(b) Married Person:

"If the amount of wages is:
Not over $42--- ---------------

Over $42 but not over $104----
Over $104 but not over $396....-.-
Over $896 but not over $5883...----
Over $683 but not over $792 ------

Over $792 but not over $968.......
Over $968 --------------------

The amount of income tax to be with-
held shall be:

0
14% of excess over $42
$6.74 plus 17% of excess over $83
$12.88 plus 19% of excess over $126
$24.86 plus 20% of excess over $188
$45.65 plus 21% of excess over $292
$84.92 plus 24% of excess over $479

The amount of income tax to be with-
held shall be:

0
14% of excess over $42
$8.68 plus 16% of excess over $104
N65.40 plus 19% of excess over $896
$90.98 plus 21% of excess over $688
$134.82 plus 24% of excess over $792
$174.66 plus 28% of excess over

$968
"Table 4-If the payroll period with respect to an employee is

MONTHLY
"(a) Single Person-Including Head of Household:

"If the amount of rvages is:
Not over $88-------------------..
Over $83 but not over $167---
Over $167 but not over $250.60
Over $250 but not over $375
Over $875 but not over-$6838...
Over $5683 but not over $958
Over $958-----------------

"(b) Married Person:
"If the amount of wages is:

Not over $83--------------------
Over $83 but not over $208....
Over $208 but not over $792f-..
Over $792 but not over $1,167 ...-

Over $1,167 but not over $1,583
Over $1,583 but not over $1,917....
Over $1,917- ----------------

The amount of income tax to be with-
held shall be:

0.
14% of excess over $83.
$11.76 plus 17% of excess over $167.
$25.87 plus 19% of excess over $260.
$49.62 plus 20% of excess over $876.
$91.22 plus 21% of excess over $683.
$169.97 plus 24% of excess over

$958.

The amount of income tax to be with-
held 'shall be:

0.
14% of excess over $88.
$17.60 plus 16% of excess over $208.
$110.94 plus 19% of excess over

$792.
$182.19 plus 21% of excess over

$1,167.
$269.55 plus 24% of excess over

$1,588.
$S49.71 plus 28% of excess over

$1,017.

9.869604064
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"Table 5-If the payroll period with respect to an employee is
QUARTERLY

"(a) Single Person-Including Head of Household:
The amount of income tax to be with.

"If the amount of wages is: held shall be:
Not over$260.-0.
Over $250 but not over $500 14% of excess over $260.
Over $500 but not over $750-.... $35.00 plus 17% of excess over $500.
Over $760 but not over $1,1256...-. $77.50 plus 19% of excess over $750.
Over $1,126 but not over $1,760 --- $148.76 plus 20% of excess over

$1,125.
Over $1,750 but not over $2,875--... $273.75 plus 21% of excess over

$1,750.
Over $2,875------.......... $510.00 plus 24% of excess over

$2,875.
(b) Married Person:

The amount of income tax to be with-
"If the amount of wages is: held shall be.

Not over $250- O.
Over $250 but not over $625------- 14% of excess over $250.
Over $625 but not over $2,375 $52.50 plus 16% of excess over $625.
Over $2,376 but not over $3,500..-- $332.60 plus 19% of excess over

$2,375.
Over $3,500 but not over $4,750..-- $546.25 plus 21% of excess over

$3,500.
Over $4,750 but not over $5,750..--- $808.75 plus 24% of excess over

$4,750.
Over $5,760-----......--.-.. $1,048.75 plus 28% of excess over

$5,750.
"Table 6-If the payroll period with respect to an employee is SEMI-

ANNUAL
"(a) Single Person-Including Head of Household:

The amount of income tax to be with-
"If the amount of wages is: held shall be:

Not over $500 ..--.............. 0.
Over $500 but not over $1,000 ------ 14% of excess over $500.
Over $1,000 but not over $1,500..-- $70.00 plus 17% of excess over

$1,000.
Over $1,500 but not over $2,260....-- $155.00 plus 19% of excess over

$1,500.
Over $2,260 but not over $3,500..--- $297.60 plus 20% of excess over

$2,250.
Over $3,500 but not over $5,750..--- $547.60 plus 21% of excess over

$8,600.
Over $6,750------------..---- $1,020.00 plus 24% of excess over

$5,750.
"(b) Married Person:

"If the amount of wages is:
Not over$500.
Over $500 but not over $1,250.---.
Over $1,250 but not over $4,750 .-.

Over $4,750 but not over $7,000 ....

Over $7,000 but not over $9,500 ....

Over $9,600 but not over $11,600. -

Over $11,500-----......------

The amount of income tax to be with-
held shall be:

O.
14% of excess over $500.
$105.00 plus 16% of excess over

$1,250.
$665.00 plus 19% of excess over

$4,750.
$1,092.60 plus 21% of excess over

$7,000.
$1,617.50 plus 24% of excess over

$9,600.
$2,097.50 plus 28% of excess over

$11,500.
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'Table 7-If the payroll period with respect to an employee is ANNUAL
"(a) Single Person--Including Head of Household:

"If the amount of wages is':
Not over $1,000..................
Over $1,000 but not over $2,000....
Over $2,000 but not over $8,000 ..

Over $3,000 but not over $4,500.
Over $4,500 but not over $7,000....
Over $7,000 but not over $11,500_.-
Over $11,500....................

"(b) Married Person:
"If the amount of wages is:

Not over $1,000_ .................

Over $1,000 but not over $2,500
Over $2,600 but not over $9,500 ..--
Over $9,500 but not over $14,000..--
Over $14,000 but not over $19,000-.
Over $19,000 but not over $23,000.-
Over $23,000....................

The amount of income tax to be with-
held shall be:

0.
14% of excess over $1,000.
$140 plus 17% of excess over $2,000.
$310 plus 19% of excess over $8,000.
$595 plus 20% of excess over $4,500.
$1,095 plus 21% of excess over

$7,000.
$2,040 plus 24% of excess over

$11,500.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $1,000.
$210 plus 16% of excess over $2,500.
$1,330 plus 19% of excess over

$9,600.
$2,185 plus 21% of excess over

$14,000.
$3,2365 plus 24% of excess over

$19,000.
$4,196 plus 28% of excess over

$23,000.
"Table 8-If the payroll period with respect to an employee is a DAILY

payroll period or a miscellaneous payroll period
"(a) Single Person-Including Head of Household:

"If the amount of wages divided by the
number of days in the payroll period
is:

Not over $2.70...................
Over $2.70 but not over $6.60 -----

Over $5.50 but not over $8.20 .---

Over $8.20 but not over $12.30 ....

Over $12.30 but not over $19.20 ----
Over $19.20 but not over $31.50
Over $31.60 ------------------

"(b) Married Person:
"If the amount of wages divided by the
number of days in the payroll period
is:

Not over $2.70 ----------------

Over $2.70 but not over $6.80 -----

Over $6.80 but not over $26.00..
Over $26.00 but not over $38.40 ...-

Over $38.40 but not over $562.10 ....
Over $62.10 but not over $63.00 ..

Over $63.00 --------------------

The amount of income tax to be with-
held shall be:

0.
14% of excess over $2.70.
$0.39 plus 17% of excess over $6.60.
$0.86 plus 19% of excess over $8.20.
$1.63 plus 20% of excess over $12.30.
$3.01 plus 21% of excess over $19.20.
$6.69 plus 24% of excess over $31.60.

The amount of income tax to be with.
held shall be:

0.
14% of excess over $2.70.
$0.67 plus 16% of excess over $6.80.
$3.66 plus 19% of excess over $26.00.
$6.00 plus 21% of excess over $38.40.
$8.88 plus 24% of excess over $62.10.
$11.60 plus 28% of excess over

$63.00.

9.869604064
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"(5) In the case of wages paid after December 81, 1972:
"Table 1-If the payroll period with respect to an employee is WEEKLY

"(a) Single Person-Including Head of Household:

"If the amount of wages Is:
Not over $19 ----------------

Over $19 but not over $88----------
Over $38 but not over $68....-- ---

Over $68 but not over $96-
Over $96 but not over $183
Over $183 but not over $221
Over $221 .--------

"(b) Married Person:

"If the amount of wages is:
Not over $19..---------......---
Over $19 but not over $38----------
Over $38 but not over $96.._----.--
Over $96 but not over $183---8----
Over $183 but not over $288.....
Over $288 but not over $442-.....
Over $442 .........----------

The amount of income tax to be with-
held shall be:

0.
14% of excess over $19.
$2.66 plus 17% of excess over $38.
$6.06 plus 19% of excess over $68.
$13.28 plus 20% of excess over $96.
$80.68 plus 21% of excess over $183.
$38.66 plus 23% of excess over $221.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $19.
$2.66 plus 16% of excess over $38.
$11.836 plus 16% of excess: over $96.
$26.28 plus 19% of excess over $183.
$46.23 plus 22% of excess over $288.
$79.11 plus 27% of excess over $442.

"Table 2--if the payroll period with respect to an employee is BI-
WEEKLY

"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $38.-------------------
Over $38 but not over $77 --------

Over $77 but not over $116 --------

Over $116 but not over $192 -------

Over $192 but not over $366 -------

Over $366 but not over $442
Over $442----------------------

"(b) Married Person:
"If the amount of wages is:

Not over $38--------------------
Over $38 but not over $77----------
Over $77 but not over $192- -------
Over $192 but not over $36566.....
Over $366 but not over $677.. --

Over $677 but not over $885........
Over $886..-------------------

The amount of income tax to be with-
held shall be:

0
14% of excess over $88
$5.46 plus 17% of excess over $77
$11.92 plus 19% of excess over $116
$26.66 plus 20% of excess over $192
$61.16 plus 21% of excess over $366
$77.32 plus 23% of excess over $442

The amount of income tax to be with-
held shall be:
0
14% of excess over $38
$6.46 plus 16% of excess over $77
$22.71 plus 16% of excess over $192
$60.89 plus 19% of excess over $865
$90.67 plus 22% of excess over $677
$168.43 plus 27% of excess over $886

"Table 3-If the payroll period with respect to an employee is SEMI-
MONTHLY

"(a) Single Person-Including Head of Household:
The amount of income tax to be with-

"If the amount of wages is: held shall be:
Not over $42-------------------- 0.
Over $42 but not over $88-....--- 14% of excess over $42.
Over $83 but not over $125.... $6.74 plus 17% of excess over $83.
Over $125 but not over $208----- $12.88 plus 19% of excess over $126.
Over $208 but not over $396 $28.65 plus 20% of excess over $208.
Over $396 but not over $479 ----- $66.25 plus 21% of excess over $396.
Over $479....................... $83.68 plus 23% of excess over $479.
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"(b) Married Person:
"If the amount of wages is:

Not over $42--------------------
Over $42 but not over $83--------8
Over $88 but not over $208 -------

Over $208 but not over $896
Over $896 but not over $625 ------

Over $625 but not over $958 -------

Over $958....-------------------

The amount of income tax to be with-
held shall be:

0.
14% of excess over $42.
$5.74 plus 15% of excess over $88.
$24.49 plus 16% of excess over $208.
$54.57 plus 19% of excess over $896.
$98.08 plus 22% of excess over $625.
$171.34 plus 27% of excess over $958.

"Table 4-If the payroll period with respect to an employee is
MONTHLY

"(a) Single Person-Including Head of Household: ,

"If the amount of wages is:
Not over $83 --------------------

Over $83 but not over $167 -------'
Over $167 but not over $250 -------

Over $260 but not over $417
Over $41r but not over $792 -------

Over $792 but not over $968 -------

Over $958 ---------------------

"(b) Married Person:
"If the amount of wages is:

Not over $83 -------------------
Over $88 but not over $167 --------

Over $167 but not over $417 -------

Over $417 but not over $792--------
Over $792 but not over $1,250------
Over $1,260 but not over $1,917
Over $1,917-------------------

The amount of income tax to be with-
held shall be:

0.
14% of excess over $88.
$11.76 plus 17% of excess over $167.
$t5.87 plus 19% of excess over $2650.
$67.60 plus 20% of excess over $417.
$132.60 plus 21% of excess over $792.
$167.46 plus 23% of excess over $968.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $88.
$11.76 plus 15% of excess over $167.
$49.26 plus 16% of excess over $417.
$109.26 plus 19% of excess over $792.
$196.28 plus 22% of excess over

$1,250.
$348.02 plus 27% of excess over

$1,917.
"Table 5.-If the payroll period with respect to an employee is

QUARTERLY
"(a) Single Person-Including Head of Household:

"If the amount of wages is:
Not over $250-----------------
Over $250 but not over $5600--.-
Over $5600 but not over $750-.- -

Over $750 but not over $1,250------
Over $1,250 but not over $2,375.

Over $2,375 but not over $2,875 ---.

Over $2,875---------------------

"(b) Married Person:

"If the frmount of wages is:
Not over $2560
Over $260 but not over $500 -------

Over $500 but not over $1,250------
Over $1,250 but not over $2,375----
Over $2,375 but not over $3,750
Over $3,750 but not over $5,750 --.-

Over $5,70-------------------

The amount of income tax to be with-
held shall be:

0.
14% of excess over $250.
$35.00 plus 17% of excess over $5600
$77.50 plus 19% of excess over $750
$172.50 plus 20% of excess over

$1,250
$397.50 plus 21% of excess over

$2,375
$502.50 plus 23% of excess over

$2,876.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $250.
$35.00 plus 165% of excess over $500
$147.50 plus 16% of excess over

$1,250
$327.50 plus 19% of excess over

$2,375
$588.75 plus 22% of excess over

$3,750
$1,028.75 plus 27% of excess over

St 7fn
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"Table 6- If the payroll period with respect to an employee i8
SEMIANNUAL

"(a) Single Person--Including Head of Household:
The amount of income tax to be with-

"If the amount of wages is: held shall be:
Not over $500-----.------.--- 0.
Over $500 but not over $1,000------ 14% of excess over $500.
Over $1,000 but not over $1,500 .... $70.00 plus 17% of excess over

$1,000.
Over $1,500 but not over $2,500-..- $155.00 plus 19% of excess over

$1,500.
Over $2,500 but not over $4,750 --- $345.00 plus 20% of excess over

$2,500.
Over $4,750 but not over $5,750..--- $795.00 plus 21% of excess over

$4,750.
Over $5,750 .-----.---------.. $1,005.00 plus 28% of excess over
"(b)AlarriedPer6on:$5,750.

"(b) Married Person:
The amount of income tax to be with-

"If the amount of wages is: held shall be:
Not over $600-...- ...-.....- 0.
Over $500 but not over $1,000 ...- 14% of excess over $600.
Over $1,000 but not over $2,500..-- $70.00 plus 15% of excess over

$1,000.
Over $2,500 but not over $4,760....--- $295.00 plus 16% of excess over

$2,500.
Over $4,750 but not over $7,500 ..-- $655.00 plus 19% of excess over

$4,750.
Over $7,500 but not over $11,500....- $1,177.50 plus 22% of excess over

$7,500.
Over $11,500-----------------7 $2,057.50 plus 27% of excess over

$11,500.
"Table 7-If the payroll period with respect to an employee is ANNUAL

"(a) Single Person-Including Head of Household:
The amount of income tax to be with-

"If the amount of wages is: held shall be:
Not over $1,000.----------------- 0.
Over $1,000 but not over $2,000..--- 14% of excess over $1,000.
Over $2,000 but not over $3,000.... $140 plus 17% of excess over $2,000.
Over $3,000 but not over $5,000 ..-- $310 plus 19% of excess over $3,000.
Over $5,000 but not over $9,600. - - $690 plus 20% of excess over $5,000.
Over $9,500 but not over $11,500.-- $1,590 plus 21% of excess over

$9,500.
Over $11,500------------------- $£,010 plus 23% of execss over

$11,600.
"(b) Married Person:

"If the amount of wages is:
Not over $1,000 .--------------

Over $1,000 but not over $2,000-....
Over $2,000 but not over $5,000....---
Over $5,000 but not over $9,500....
Over $9,600 but not over $15,000 ....

Over $15,000 but not over $23,000.-
Over $23,000--------------------

The amount of income tax to be with.
held shall be:

0.
14% of excess over $1,000.
$140 plus 15% of excess over $2,000.
$590 plus 16% of excess over $5,000.
$1,310 plus 19% of excess over

$9,600.
$2,355 plus 22% of excess over

$15,000.
$4,115 plus 27% of excess over

$23,000.
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" Table 8.-If the payroll period with respect to an employee is aDAILY
payroll period or a miscellaneous payroll period

"(a) Single Person-Including Head of Household:
'If the amount of wages divided by the
number of days in the payroll period
is:

Not over $2.70..................
Over $2.70 but not over $6.60-..----
Over $56.60 but not over $8.0.......
Over $8.20 but not over $18.70 ----

Over $13.70 but not over $26.00.....
Over $26.00 but not over $31.60
Over $31.60..............

"(b) Married Person:
"If the amount of wages divided by

the number of days in the pay-.
roll period is:
Not over $2.70..................
Over $2.70 but not over $6.60 ------

Over $56.60 but not over $13.70......
Over $13.70 but not over $26.00-
Over $26.00 but not over $41.10...--
Over $41.10 but not over $63.00.---
Over $63.00.....................

The amount of income tax to be with-
held shall be:

0.
14% of excess over $2.70.
$0.89 plus 17% of excess over $5.60.
$0.86 plus-19% of excess over $8.20.
$1.90 plus 20% of excess over $13.70.
$4.36 plu8 21% of excess over $26.00.
$56.61 plus 283% of excess over $31.60.

The amount of income tax to be with-
held shall be:

0.
14% of excess over $2.70.
$0.89 plus 15% of excess over $6.50.
$1.62 plus 16% of excess over $13.70.
$3.59 plus 19% of excess over $26.00.
$6.46 plus S2% of excess over $41.10.
$11.28 plus 27% of excess over

$63.00o.
(b) PERCENTAGE METHOD OF WITHHOLDING.-

(1) WAGES PAID BEFORE JULY 1, 1970.-Effective with respect to
wages paid after December 31, 1969, and before July 1, 1970, the table
contained in section 3402(b)(1) is amended to read as follows:

"Percentage Method Withholding Table
Amount of one
withholding"Payroll period exemption:

Weekly-....................................--.--... $11.60
Biweekly---------....-...............-........-..-......-......3. 00
Semimonthly-2--6----------..5. 00
Monthly- 50. 00
Quarterly....................................................- 160. 00
Semiannual--------...--.-.................................. 300.00
Annual --------------------------................................................... 600.00
Daily or miscellaneous (per day of such period) - .............. 1. 60."

(2) WAGES PAID IN 1070 AND 1971.-Eflective with respect to
wages paid after June 30, 1970, and before Jaquary 1, 1972, the
table contained in section 3402(b) (1) is amended to read ae follows:

"Percentage Method Withholding Table
Amount of one
withholding"Payroll period exemption:

Weekly-..- .........$1....2...v.......$I1. 60
Biweekly----...2-----------------------.5...S6. 00
Semimonthly------------------------......-- -.... y7. 10
Monthly-------------------------.6---4-----............64. 20
Quarterly.-------------------..... ........... 162. 60
Semiannual---------------26.--------------. .-- .... 00
Annual.---------------------------.....-- 650. 00
Daily or miscellaneous (per day oJ such period) ...---.......... 1. 80."

(3) WAGES PAID DURING i97e.--Effective with respect to wages
paid during 1972, the table contained in section 3402(b) (1) is
amended to read as follows:
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"Percentage Method Withholding Table -AAmount
of one

witholding
"Payroll period exemption:
Weekly...-.--------------.-....-.-..-._ ._ $13.60
Biweekly-- ..--. ------------ --.--.2-_-_-- ------.--- S6.90
Semimonthly-------------------.--------.-------£.---------.. 99. 20
Monthly -------------------6.....---..-- - 58.80
Quarterly------- --------------- -....-.--.......-...... 175.00
Semiannual-------------------------------------.----. 860. 00
Annual----.------- -------------------------------------- 700. 00
Daily or miscellaneous (per day of such period) ------------------- . 90."

(4) WAGES PAID AFTER 197o.-Effective with respect to wages
paid after 1972, the table contained in section 3402(b) (1) is amended
to read as follows:

"Percentage Method Withholding Table
Amount
of one

withholding
"Palroll period exemption:
Weekly------------------------ ----....._.- $14.40
Biweekly ------------------------£-------------...... 28. 80
Semimonthly--------------'.------.---------.--...... 80
monthly -------------------- .--.. ........ 62. 50

Quarterly --------------------------------....--.. 187. 50
Semiannual-------------------------8-------..-.-.-575. 00
Annual ---------------------------------.......... 750. 00
Daily or miscellaneous (per day of such period)-----------2----B. 10."

(c) WAGE BRACKET WITHHOLDING.-Section 3402(c) (relating to
wage bracket withholding) is amended-

(1) by striking Omtt paragraph (1) and inserting in lieu thereof
the following:

"(I) At the election of the employer with respect to any employee,
the employer shall deduct and withhold upon the wages paid to such
employee a tax (in lieu of the tax required to be deducted and withheld
'under subsection (a)) determined in accordance with tables prescribed
by the Secretary or his delegate in accordance with paragraph (6).",
and

(2) by striking out paragraph (6) and inserting in lieu thereof
the following:

"(6) In the case of wages paid after December 31, 1969, the
amount deducted and withheld under paragraph (1) shall be
determined in accordance with tables prescribed by the Secretary
or his delegate. In the tables so prescribed, the amounts set forth
as amounts of wages and amounts of income tax to be ded-ucted and
withheld shall be computed on the basis of table 7 contained in
paragraph (1), (2), (3), (4), or (6) (whichever is applicable) of
subsection (a)."

(d) ALTERNATIVE METHODS OF COMPUTING AMOUNT To BE WITH-
HELD.-Section 3402(h) (relating to withholding on basis of average
wages) is amended to read as follows:

"(h) ALTERNATIVE METHODS OF COMPUTING AMOUNT To BE WITH-
HELD.-The Secretary or his delegate may, under regulations prescribed
by him, authorize-

"(1) WITHHOLDING ON BASIS OF AVERAGE WAGES.-An em-
ployer-

"(A) 'to estimate-the wages which will be paid to any
employee in any quarter of the calendar year,
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"(B) to determine the amount to be deducted and withheld
upon each payment of wages to such employee during such
quarter as if the appropriate average of the wages 80 estimated
constituted the actual wages paid, and

"(C) to deduct ard withhold upon any payment of wagesto such employee during such quarter (and, in the case of tips
referred to in subsection (k), within 30 days thereafter) such
amount as may be necessary to adjust the amount actually
deducted and withheld upon the wages of such employee'during
such quarter to the amount required to be deducted and with-
held during such quarter without regard to this subsection.

"(2) WITHHOLDING ON BASIS OF ANNUALIZED WAGES.-An em-
ployer to determine the amount of tax to be deducted and withheld
upon a payment of wages to an employee for a payroll period by-

"(A) multiplying the amount of an employee's wages for a
payroll period by the number of such payroll periods in the
calendar year,

"(B) determining the amount of tax which would be required
to be deducted and withheld upon the amount determined under
subparagraph (A) if such amount constituted the actual wages
for the calendar year and the payroll period of the employee
were an annual payroll period, and

"(0) dividing the amount of tax determined under subpara-
graph (B) by the number of payroll periods (described in
subparagraph (A)) in the calendar year.

"(3) WITHHOLDING ON BASIS ON CUMULATIVE WAGES.-An em-
ployer, in the case of any employee who requests to have the amount
of tax to be withheld from his wages computed on the basis of his
cumulative wages, to-

"(A) add the amount of the wages to be paid to the employee
for the payroll period to the total amount of wages paid by the
employer to the employee during the calendar year,

"(B) divide the aggregate amount of wages computed under
subparagraph (A) by the number of payroll periods to which
such aggregate amount of wages relates,

"(C) compute the total amount of tax that would have been
required to be deducted and withheld under subsectioni (a) if
the average amount of wages (as computed under subparagraph
(B)) had been paid to the employee for the number of payroll
periods to which the aggregate amount of, wages (computed
under subparagraph (A)) relates,

"(D) determine the excess, if any, of the amount of tax com-
puted under stubparagraph (C) over the total amount of tax
deducted and withheld by the employer from wages paid to the
employee during the calendar year, and

"(E) deduct and withhold upon the payment of wages
(referred to in subparagraph (A)) to the employee an amount
equal to the excess (if any) computed under subparagraph (D).

"(4) OTHER METIIODS.-An employer to determine the amount
of tax to be deducted and withheld upon the wages paid to an employee
by any other method which will require the employer to deduct and
withhold upon such wages substantially the same amount as would
be required to be deducted and withheld by applying subsection (a)
or (c), either with respect to a payroll period or with respect to the
entire taxable year."



(e) WITIHOLDINO ALLOWANCES BASED ON ITZMIZED DEDUCTIONS.-
Section 3402(m) (relating to withholding allowances based on itemized
deductions in the case of income tax collected at source) is amended:

(1) by redesign ting paragraph (2) (C) as paragraph (2)(D), and
(2) by amending that portion of such section as precedes paragraph

(2) (D) (as redesignated) to read as follows:
"(m) WITHHOLDING ALLOWANCES BASED 011 ITEMIZED DE-

DUCTIONS.- -
"(1) GENERAL RULE.-An employee shall be entitled to with-

holding allowances under this subsection with respect to a payment of
wages in a number equal to the number determined by dividing by
$760 the excess of-

"(A) his estimated itemized deductions, over
"(B) an amount equal to 16 percent of his estimated wages.

For purposes of this subsecticnv, a fractional number shall not be
taken into account unless it amounts to one-half or more, in which
case it shall be increased to 1.

"(2) DEFINITIONs.-For purposes of this subsection-
"(A) ESTIMATED ITEMIZED DEDUCTIONS.- The term 'esti-

mated itemized deductions' means the aggregate amount which
he reasonably expects will be allowable as deductions -under
chapter I (other than the, deductions referred to in sections 141
and 161 and other than the deductions required t6 be taken into
account in determining adjusted gross income under section 62)
for the estimation year. In no case shall such aggregate amount
be greater than the sum of (i) the amount of such deductions
(or the amount of the standard deduction) reflected in his
return of tax under subtitle A for the taxable year preceding
the estimation year, and (ii) the amount of his determinable
additional deductions for the estimation year.

"(B) ESTIMATED WAGES.-The term 'estimated wages' means
the aggregate amount which he reasonably expects will constitute
wages for the estimation year.

"(C) DETERMINABLE ADDITIONAL DEDUCTIONS.-The term
'determinable additional deductions' means those estimated
itemized deductions which (i) are in excess of the deductions
referred to in subparagraph (A) (or the standard deduction)
reflected on his return of tax under subtitle A for the taxable
year preceding the estimation year, and (ii) are demonstrably
attributable to an identifiable event during the estimation year
or the preceding taxable year which can reasonably be expected
to cause an increase in the amount of such deductions on the
return of tax under subtitle A for the estimation year."

(f) EMPLOYEES INCURRINa No INCOME TAX LIABILITY.-
(1) IN aGENERAL,.-Section 3/t02 (relating to income tax collected

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

"(n) EMPLOYEES INCURRING No INCOME TAX LIABILITY.-Notwith-
standing any other provision of this section, an employer shall not be
required to deduct and withhold any tax under this chapter upon a pay-
ment of wages to an employee if there is in effect with respect to such
payment a withholding exemption certificate (in such form and containing
such other information as the Secretary or his delegate may prescribe)
furnished to the employer by the employee certifying that the employee-



"(1) incurred no liability for income tax imposed under subtitle
Afor-his preceding taxable year, and

"(2) anticipates that he will incur no liability for income tax
imposed under subtitle A for his current taxable year.

The Secretary or his delegate shall by regulations provide for the coordina-
tion of the provisions of this subsection with the provisions of subsection
(I)."

(2) CONFORMING AMEMENDMENT.--Thefirst sentence of section 6061
(relating to receipts for employees) is amended by striking out
"under section 3402 if' and inserting "under section 3402 (de-
termined without regard to subsection (n)) if',

(g) EXTENSION OF WITHHOLDING TO PAYMENTS OTHEr THAN
WAGES.-Section 3402 (relating to income tax collected at source) is
amended by adding after subsection (n) (added by subsection (f)) the
following new subsectwns:

"(o) EXTENSION OF WITHHOLDING TO CERTAIN PAYMENTS OTHER
THAN WAGES.-

"(1) GENERAL RULE.-For purposes of this chapter (and so
much of subtitle F as relates to this chapter)-

"(A) any supplemental unemployment compensation benefit
paid to an individual, and

"(B) any payment of an annuity to an individual, if at the
time the payment is made a request that such annuity be subject
to withholding under this chapter is in effect,

shall be treated as if it were a payment of wages by an employer to
an employee for a payroll period.

"(2) DEFINITIONS.-
"(A) SUPPLEMENTAL UNEMPLOYMENT COMPENSATION BENIE-

FITS.-For purposes of paragraph (1), the term 'supplemental
unemployment compensation benefits' means amounts which
are paid to an employee, pursuant to a plan to which the em-
ployer is a party, because of an employee's involuntary separa-
tion from employment (whether or not such separation is
temporary), resulting directly from a redwtion in force, the
discontinuance of a plant or operation, or other similar condi-
tions, but only to the extent such benefits are includible in the
employee's gross income.

"(B) ANNUITY.-For purposes of this subsection, the term
'annuity' means any amount paid to an individual as a pension
or annuity, but only to the extent that the amount is includible
in the gross income of such individual.

"(3) REQUEST FOR WITHHOLDING.-A request that an annuity be
subject to withholding under this chapter sha8U be made by the payee
in writing to the person making the annuity payments, shall be ac-
companied by a withholding exemption certificate, executed in accor-
dance with the provisions of subsection (f)(2), and shall take effect
as provided in subsecii m (f) (3). Such a request may, notwithstanding
the provisions of subsection (f) (4), be terminated by furnishing to the
person making the payments a written statement of termination which
shall be treated as a withholding exemption certificate for purposes of
subsection (f) (3) (B).

"(p) VOLUNTARY WITHHOLDING AaREEMENTS.--The Secretary or his
delegate is authorized by regulations to provide for withholding--
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"(1) from remuneration for service performed by an employee for
his employer which (without regard to this subsection) does not
constitute wages, and

"(2) from any other type of payment with respect to which the
Secretary or his delegate finds that withholding would be appropriate
under the provisions of this chapter,

if the employer and the employee, or in the case of any other type of pay-
ment the person making and the person receiving the payment, agree to
such withholding. Such agreement shall be made in suchform and manner
as the Secretary or his delegate may by regulations provide. For purposes
of this chapter (and so much of subtitle F as relates to this chapter) re-
muneration or other payments with respect to which such agreement is
made shall be treated as if they were wages paid by an employer to an
employee to the extent that such remuneration is paid or other paymentsare made during the period for which the agreement is in effect.'

(h) EFFECTIVE DATES-
(1) The amendments made by subsections (a), (b), (c), (d), and

(e) shall apply with respect to remuneration paid after December 81,
1969.

(2) .The amendment made by subsection (f) applies to wages paid
after April 30, 1970.

(3) Subsection (o) of section 3402 of the Internal Revenue Code
of 1964, added by subsection (g) of this subsection, shall apply to
payments made after December 31, 1970. Subsection (p) of such
section 3402, added by subsection (g) of this section, shall apply to
payments made after June 30, 1970.





TITLE IX-MISCELLANEOUS
PROVISIONS

Subtitle A-Miscellaneous Income
Tax Provisions

SEC. 901. EXCLUSION OF ADDITIONAL LIVING EXPENSES.
(a) EXCLUSION Op ADDITIONAL LIVING EXPENSES.-Part III of

subehapte; B of chapter I (relating to items specifically excludedfrom gross
income) is amended by renumbering section 12S as 124, and by inserting
after section 122 thefowiung new section:
"SEC. 123. AMOUNTS RECEIVED UNDER INSURANCE

CONTRACTS FOR CERTAIN LIVING EX-
PENSES.

"(a) GENERAL RuLE.-In the case of an individual whose principal
residence is damaged or destroyed by.fire, storm, or other casualty, or who is
denied access to his principal residence by governmental authorVties be-
cause of the occurrence or threat of occurrence of such a casualty, gross in-
come does not include amounts received by such individual under an insur-
ance contract which are paid to compensate or reimburse such individual
for living expenses incurred for himself and, members of his household
resulting from the 1088 of use or occupancy of such residence.

"(b) LIMITATION.-Subsection (a) shall apply to-amounts received
by the taxpayer for living expenses incurred during any period only to the
extent the amounts received do not exceed the amount by which-

"(1) the actual living expenses incurred during such period for
himself and members of his household resulting from the loss of use or
occupancy of their residence, exceed

"(2) the normal living expenses which would have been incurredfor
himself and members of his household during such period."

(b) CONFORMINGr AMENDMENT.--The table of sections for such part
III is amended by striking out the last item and inserting in lieu thereof
the following:

"Sec. 128. Amounts received under insurance contracts for certain
living expenses.

"Sec. 124. Cross references to other Ads."
(c) EFFECTIVE DATE.--The amendments made by this section shall

apply with respect to amounts received on or after January 1, 1969.
SEC. 902. DEDUCTIBILITY OF TREBLE DAMAGE PAY-

MENTS, FINES AND PENALTIES, ETC.
(a) FINES AND PENALTIES; TREBLE DAMAGE PAYMENTS.-Section

162 (relating to deduction of trade or business expenses) is amended by
redesignating subsection (f) as subsection (h), and by inserting after sub-
section (e) thefollowinf new subsections:

(241)
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"(f) - FINES AND PENALTIES.-No deduction shall be allowed under
subsection (a) for any fine or similar penalty paid to a government for the
violation of any law.

"(g) TREBLE DAMAGE PAYMENTS UNDER THE ANTITRUST LAWS.-
If in a criminal proceeding a taxpayer is convicted of a violation of the
antitrust laws, or his plea of guilty or nolo contendere to an indictment or
information charging such a violation is entered or accepted in such a
proceeding, no deduction shall be allowed under subsection (a) for two-
thirds of any amount paid or incurred-

"(1) on any judgment for damages entered against the taxpayer
,under section 4 of the Act entitled 'An Act to supplement existing
laws against unlawful restraints and monopolies, and for other
purposes', approved October 15, 1914 (commonly known as the Clay-
ton Act), on account of such violation or any related violation of the
antitrust laws which occurred prior to the date of thefinal judgment
of such conviction, or

"(2) in settlement of any action brought under such section 4 on
account of such violation or related violation.

The preceding sentence shall not apply with respect to any conviction or
plea before January 1, 1970, or to any conviction or plea on or after
such date in a new trial following an appeal of a conviction before such
date."

(b) BRIBES AND ILLEGAL KICKBACKS.--Section 162(c) (relating to
improper payments to certain government officials or employees) is amended
to read as follows:

"(c) BRIBES AND ILLEGAL KICKBACKS.-
"(1) ILLEGAL PAYMENTS TO GOVERNMENT OFFICIALS OR EM-

PLOYEES.-No deduction shall be allowed under subsection (a) for any
payment made, directly or indirectly, to an official or employee of any
government, or of any agency or instrumentality of any government,
if the payment constitutes an illegal bribe or kickback or, if the pay-
ment is to an official or employee of aforeign government, the payment
would be unlawful under the laws of the United States if such laws
were applicable to such payment and to such official or employee. The
burden of proof in respect of the issue, for the purposes of this para-
graph, as to whether a payment constitutes an illegal bribe or kickback
(or would be unlawful under the laws of the United States) shall be
upon the Secretary or his delegate to the same extent as he bears the
burden of proof under section 7454 (concerning the burden of proof
when the issue relates to fraud).

"(2) OTHER BR'JJES OR .:ICKBACKS.-If in a criminal proceeding
a taxpayer is convicted of making a payment (other than a payment
described in paragraph (1)) which is an illegal bribe or kickback, or
his plea of guilty or nolo contendere to an indictment or information
charging the making of such a payment is entered or accepted in such
a proceeding, no deduction shall be allowed under subsection (a) on
account of such payment or any related payment made prior to the date
of thefinal judgment in such proceeding.

"(3) STATUTE OF LIMITATIONS.-If a taxpayer claimed a
deduction for a payment described in paragraph (2) which is dis-
allowed because of a final judgment entered after the close of the
taxable yearfor which the deduction was claimed, and if the proceeding
was based on an indictment returned or an information filed prior
to the expiration of the period for the assessment of any deficiency



for such taxable year, the period for the assessment of any deficiency
attributable to the deduction of uch payment hall not expire prior
to the expiration of one year from the date of such final judgment,
and such deficiency may be assessed prior to the expiration of such
one-year period notwithstanding the provision of any other law or
rule of law which would otherwise. prevent such. assessment."

(o) EFFRCTIVE DATVs.-Section 162(f) of the Internal Revenue Code
of 1954 (ao added by subsection (a)) shall apply to all taxable years to
which such Code applies. Section 162(g) of such Code (as added by sub-
section (a)) shall apply with respect to amounts paid or incurred after
December $1, 1969. Section 162(c)(1) of such Code (as amended by sub-
section (b)) shall apply to all taxable years to which such Code applies.
Sections 162(c) (2) and.(8) of such Code (as amended by subsection (b))
8hall apply with respect to payments made after the date of the enactment
of this Act.
SEC. 903. ACCRUED VACATION PAY.

Section 97 of the Technical Amendments Act of 1958 is amended by
striking out "January 1, 1969" and inserting in lieu thereof "January 1,
1971".
SEC. 904. DEDUCTION OF RECOVERIES OF ANTITRUST

DAMAGES, ETC.
(a) DEDUCTION ALLOWED.-Part VI of subchapter B of chapter I

(relating to itemized deductions for individuals and corporations) is
amended by adding after section 185 (as added by section 705 of this
Act) the following new section:
"SEC. 186. RECOVERIES OF DAMAGES FOR ANTITRUST

VIOLATIONS, ETC.
"(a) ALLOWANCE OF DEDUCTION.-If a compensatory amount which

is included in gross income is received or accrued during the taxable year
for a compensable injury, there shall be allowed as a deduction for the
taxable year an amount equal to the lesser of-

"(1) the amount of such compensatory amount, or
"(2) the amount of the unrecovered losses sustained as result of

such compensable injury.
"(b) COMPENSABLE INJURY.-For purposes of this section, the term

'compensable injury' means-
"(1) injuries sustained as a result of an infringement of a patent

issued by the United States,
"(2) injuries sustained as a result of a breach of contract or a

breach offiduciary duty or relationship, or
"(3) injuries sustained in business, or to property, by reason of

any conduct forbidden in the antitrust laws for which a civil action
may be brought under section 4 of the Act entitled 'An Act to supple-
ment existing laws against unlawful restraints and monopolies, and
for other purposes', approved October 15, 1914 (commonly known as
the Clayton Act).

"(c) COMPENSATORY AMOUNT.-For purposes of this section, the term
'compensatory amount' means the amount received or accrued during the
taxable year as damages as a result of an award in, or in settlement of, a
civil actionfor recovery for a compensable injury, reduced by any amounts
paid or incurred in the taxable year in securing such award or settlement.
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"1(d) UNRECOVERED LossEs.-
"(1) IN GENERAL.-For purposes of this section, the amount

of any unrecovered loss88 sustained as a result of any compensable
injury is-

"(A) the sum of the amount of the net operating losses (as
determined under section 172) for each taxable year in whole or in
part within the injury period, to the extent that such net operating

88sses are attributable to such compensable injury, reduced by
"(B) the sum of-

"(i) the amount of the net operating losses described in
subparagraph (A) which were allowedfor any prior taxable
year as a deduction under section 172 as a net operating loss
carryback or carryover to such taxable year, and

"(ii) the amounts allowed as a deduction under subsection
(a) for any prior taxable year for prior recoveries of com-
pensatory amounts for such compensable injury.

"(2) INJURY PERIOD.-For purposes of paragraph (1), the injury
period is--

"(A) with respect to any infringement of a patent, the period
in which such infringement occurred,

"(B) with respect to a breach of contract or breach offiduciary
duty or relationship, the period during which amounts would
have been received or accrued but for the breach of contract or
breach offiduciary duty or relationship, and

"(C) with respect to injuries sustained by reason of any con-
duct forbidden in the antitrust laws, the period in which such
injuries were sustained.

"(3) NET OPERATING LOSSES ATTRIBUTABLE TO COMPENSABLE
INJURIES.-For purposes of paragraph (1)-

"(A) a net operating loss for any taxable year shall be
treated as attributable to a compensable injury to the extent of the
compensable injury sustained during such taxable year, and

"(B) if only a portion of a net operating loss for any taxable
year is attributable to a compensable injury, such portion shall
(in applying section 172 for purposes of this section) be con-
sidered to be a separate net operating loss for such year to be
applied after the other portion of such net operating loss.

"(e) EFFECT ON NET OPERATING Loss CARRYOVERS.-If for the
taxable year in which a compensatory amount is received or accrued any
portion of a net operating loss carryover to such year is attributable to the
compensable injury for which such amount is received or accrued, such
portion of such net operating loss carryover shall be reduced by an amount
equal to-

"(1) the deduction allowed under subsection (a) with respect to
such compensatory amount, reduced by

"(2) any portion of the unrecovered losses sustained as a result
of the compensable injury with respect to which the period for carry-
over under section 172 has expired."

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

"Sec. 186. Recoveries of damages for antitrust violations, etc."
(c) EFFECTIVE DATE.-The amendments made by this section shall

apply to taxable years beginning after December 31, 1968.



245

SEC. 905. CORPORATIONS USING APPRECIATED PROP-
ERTY TO REDEEM THEIR OWN STOCK.

(a) GENERAL RuLE.-Section 311 (relating to taxability of corpora-
tion on distribution) is amended by adding at the end thereof the following
new subsection:

"(d) APPRECIATED PROPERTY USED To REDEEM STOCK.-
"(I) IN OENERAL.-If-

"(A) a corporation distributes property (other than an obli-
gation of smch corporation) to a shareholder in a redemption
(to which subpart A applies) of part or all of his stock in such
corporation, and

"(B) the fair market value of such property exceeds its
adjusted basis (in the hands of the distributing corporation),

then gain shall be recognized to the distributing corporation in an
amount equal to such excess as if the property distributed had been
sold at the time of the distribution. Subsections (b) and (c) shall not
apply to any distribution to which this subsection applies.

"(2) EXCEPTIONS AND LIMITATIONS.-Paragraph (1) shall not
apply to-

"(A) a distribution in complete redemption of all of the
stock of a shareholder who, at all times within the 12-month
period ending on the date of such distribution, owns at least
10 percent in value of the outstanding stock of the distributing
corporation, but only if the redemption qualifies under section
302(b) (3) (determined without the application of section
802(c) (2) (A) (ii));

"(B) a di-tribution of stock or an obligation ofa corporation-
"(i) which is engaged in at least one trade or business,
"(ii) which has not received property constituting a sub-

stantial part of its assets from the distributing corporation,
in a transaction to which section 351 applied or as a contri-
bution to capital, within the 5-year period ending on the
date of the distribution, and

"(iii) at least 60 percent in value of the outstanding
stock of which is owned by the distributing corporation at
any time within the 9-year period ending one year before
the date of the distribution;

"(0) a distribution before December 1, 1974, of stock of a

corporation substantially all of the assets ofwhich the distributing
corporation (or a corporation which is a member of the same
affiliated group (as definedin section 1604(a)) as the distrib-
'uting corporation) held on November 80, 1969, if such assets
constitute a trade or business which has been actively conducted
throughout the one-year period ending on the date of the distri-
bution;

"(D) a distribution of stock or securities pursuant to the
terms of a final judgment rendered by a court with respect to
the distributing corporation in a court proceeding under the
Sherman Act (26 Stat. 209; 165 U.S.C. 1-7) or the Clayton
Act (38 Stat. 730; 16 U.A,.C. 12-27), or both, to which the
United States is a party, but only if the distribution of such
stock or securities in redemption of the distributing corporation's
stock is in furtherance of the purposes of the judgment;
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"(E) a distribution to the extent that--section $S03(a) (relating
to distributions in redemption of stock to pay death taxes)
applies to such distribution;

"(F) a distribution to a private foundation in redemption
of stock which is described in section 687(b)(2)(A) and (B);
and

"(G) a distribution by a corporation to which part I of sub-
chapter M (relating to regulated investment companies) applies,
if such distribution isinsi redemption of its stock upon the
demand of the shareholder."

(b) CONFORMING AMENDMENTS.-
(1) Section 311(a) is amended by striking out "subsections (b)

and (c)" and inserting in lieu thereof "subsections (b), (c), and (d)".
(2) Sections 301 (b) (1) (B) (ii), 301(d)(2)(B), and 812(c)(3) are

each amended by striking out "subsection (b) or (c)" and inserting
in lieu thereof "subsection (b), (c), or (d)".

(c) EFFECTIVE DATE.-
,(1) Except as provided in paragraphs (2) and (3), the amend-

ments made by subsections (a) and (b) shall apply with respect to
distributions after November 30, 1969.

(2) The amendments made by subsections (a) and (b) shall not
apply to a distribution before April 1, 1970, pursuant to the terms of-

(A) a written contract which was binding on the distributing
corporation on November 30, 1969, and at all times thereafter
before the distribution,

(B) an offer made by the distributing corporation before
December 1, 1969,

(C) an offer made in accordance with a request for a ruling
filed by the distributing corporation with the Internal Revenue
Service before December 1, 1969, or

(D) an offer made in accordance with a registration statement
filed with the Securities and Exchange Commission before
December 1, 1969.

For purposes of subparagraphs (B), (C), and (D), an offer shall be
treated as an offer only if it was in writing and not revocable by its
express terms.

(3) The amendments made by subsections (a) and (b) shall not
apply to a distribution by a corporation of specific property in
redemption of stock outstanding on November 30, 1969, f-

(A) every holder of such stock on such date had the right to
demand redemption of his stock in such specific property, and

(B) the corporation had such specific property on hand on
such date in a quantity sufficient to redeem all of such stock.

For purposes of the preceding sentence, stock shall be considered to
have been outstanding on November 30, 1969, if it could have been
acquired on such date through the exercise of an existing right of
conversion contained in other stock held on such date.

SEC. 906. REASONABLE ACCUMULATIONS BY CORPORA-
TIONS.

(a) GENERAL RULE.-Section 637 (relating to reasonable needs of
the business) is amended to read as follows:
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"SEC. 537. REASONABLE NEEDS OF THE BUSINESS.
"(a) GENBRAL RULE.-For purposes of this part, the term reasonable

needs of the business' includes-
"(1) the reasonably anticipated needs of the business,
"(B) the section 803 redemption needs of the business, and
"(8) the excess business holdings redemption needs of the business.

"(b) SPECIAL RULE.--For purposes of subsection (a)-
"(1) SECTION W3 REDEMPTION NEEDS.-The term 'section 303

redemption need ,eans, with respect to the taxable year of the cor-
poration in whi,,' 3hhareholder of the corporation died or any taxable
year thereafter, the amount needed (or reasonably anticipated to be
needed) to make a redemption of stock included in the gross estate
of the decedent (but not in excess of the maximum amount of stock to
which section 308(a) may apply).

"(2) EXCESS BUSINESS HOLDINGS REDEMPTION NERDS.--The term
'excess business holdings redemption needs' means, with respect to
taxable years of the corporation ending after May 26, 1969, the
amount needed (or reasonably anticipated to be needed) to redeem
from a private foundation stock which-

"(A) such foundation held on May 26, 1969 (or which was
received by such foundation pursuant to a will or irrevocable
trust to which section 4943(c) (5) applies), and

"(B) constituted excess business holdings on May 26, 1969,
or would have constituted excess business holdings as of such
date if there were taken into account (i) stock received pursuant
to a will or trust described in subparagraph (A), and (ii) the
reduction in the total outstanding stock of the corporation which
would have resulted solely from the redemption of stock held by
the private foundation.

"(8) OBLIGATIONS INCURRED TO MAKE RRDEMPTIONS.-In
applying paragraphs (1) and (2), the discharge of any obligation
incurred to make a redemption described in such paragraphs shall be
treated as the making of such redemption.

"(4) No INFERENCE AS TO PRIOR TAXABLE YEARS.-The appli-
cation of this part to any taxable year before the first taxable year
specified in paragraph (1) or (2) shall be made without regard to the
fact that distributions in redemption coming within the terms of such
paragraphs were subsequently made."

(b) EFFECTIVE DATE.-The amendment made by sub8setion (a) shall
apply to the tax imposed under section 531 of the Internal Revenue Code
of 1954 with respect to taxable years ending after May 26, 1969.
SEC. 907. INSURANCE COMPANIES.

(a) SPECIAL CONTINGENCY RESERVES UNDER GROUP CONTRACTS.-
(1) INTEREST PAID.-Section 805(e)(4) (relating to interest paid

on certain reserves) is amended to read as follows:
"(4) INTEREST ON CERTAIN SPECIAL CONTINGENCY RESERVES.-

Interest for the taxable year on special contingency reserves under
contracts of group term life insurance or group health and accident
insurance which are established and maintained for the provision of
insurance on retired lives, for premium stabilization, or for a com-
bination thereof."
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(2) RULES FOR CERTAIN CONTINGENCY RESERVES.-Section
810(c) (relating to items taken into account as reserves) is amended
by inserting after paragraph (5) the following new paragraph:

"(6) Special contingency reserves under contracts of group term
life insurance or group health and accident insurance which are
established and maintained for the provision of insurance on retired
lives, for premium stabilization, or for a combination thereof."

(b) CERTAIN DISTRIBUTIONS.-
(1) EXCEPrION FROM DEFINITION OF DISTRIBUTION.--Section

815(f) (relating to definition of distribution) is amended-
(A) by striking out "or" at the end of paragraph (3);
(B) by striking out the period at the end of paragraph (4)

and inserting in lieu thereof "; or";
(0) by inserting after paragraph (4) the following new

paragraph:
"(5) any distribution after December 31, 1968, of the stock

of a controlled corporation to which section 865 applies, if such
distribution is made to a corporation which immediately after
the distribution is the owner of all of the stock of all classes of
both the distributing corporation and such controlled corpora-
tion and if, immediately before the distribution, the distributing
corporation had been the owner of all of the stock of all classes
of such controlled corporation at all times since December 31,
1957.";

(D) by striking out "Neither paragraph (3) nor paragraph (4)
shall apply" in the next to the last sentence and inserting in
lieu thereof "Paragraphs (3), (/4), and (5) shall not apply";
and

(E) by striking out "paragraphs (3) and (4)" in the last
sentence and inserting in lieu thereof "paragraphs (3), (4), and
(6)".

(2) SPECIAL RULE.-Section 815 (relating to distributions to
shareholders) is amended by adding at the end thereof the following
new subsection:

1(g) CERTAIN DISTRIBUTIONS RELATED TO FORMER SUBSIDIARIES.-
If subsection (f)(6) applied to the distribution by a life insurance
company of the stock of a corporation which was a controlled corporation-

"(1) any distribution by such corporation to its shareholders
(after the date of the distribution of its stock by the life insurance
company), and

"(2) any disposition of the stock of such corporation by the
distributee corporation,

shall, for purposes of this section, be treated as a distribution to its
shareholders by such life insurance company, until the amounts so
treated equal the amount of the distribution of such stock which by reason
of subsection (f)(6) was not included as a distribution for purposes
of this section..

(c) CARRYOVER OF LOSSES.-
(1) IN O)vNERAL.-Part IV of subchapter L of chapter 1 (re-

lating to provisions of general application to insurance companies)
is amended by adding at the end thereof the following new section:

"SEC. 844. SPECIAL LOSS CARRYOVER RULES.
"(a) GENERAL RuLE.-If an insurance company-

"(1) is subject to the tax imposed by part I, II, or III of this
subchapter for the taxable year, and



"(2) was subject to the tax imposed by a different part of this
subchapter for a prior taxable year beginning after December 31,
1962,

then any operations loss88 carryover under section 812, unused 1088loss carry-
over under section 825, or net operating loss8 carryover under section 172,
as the case may be, arising in such prior taxable year shall be included
in its operations loss deduction under section 81(a), unused loss de-
duction under section 825(a), or net operating loss deduction under
section 882(c)(10), as the case may be.

"(b) LIMITATION.-The amount included under section 81 (a), 825(a),
or 832 (c) (10) as the case may be, by reason of the application of sub-
section (a) shall not exceed the amount that woud have constituted the loss
carryover under such section iffor all relevant taxable years such company
had been subject to the tax imposed by the part referred to in subsection
(a) (1) rather than the part referred to in subsection (a) (2). For purposes
of applying the preceding sentence-

"(1) in the case of a mutual insurance company which becomes
a stock insurance company, an amount equal to 25 percent of the
deduction under section 832(c)(I1) (relating to dividends to policy.
holders) shall not be allowed, and

"(2) section 812(b)(1)(A)(iii) (relating to additional years to
which losses may be carried by new life insurance companies)
shall not apply.'

"(c) REGULATIONS.-The Secretary or his delegate shall prescribe
such regulations as may be necessary to carry out the purposes of thi8
section."

(2) CLERICAL AND CONFORMING AMENDMENTS.-
(A) The table of sections for part IV of subchapter L of

chapter 1 is amended by adding at the end thereof the following
new item:

"Sec. 844. Special loss carryover rules."

(B) Sections 809(e)(6) and 823(b)(1) are each amended
by st-A;lng out "The" and inserting in lieu thereof "Except
as provided by section 844, the".

(C) Section 825(g) (2) is amended by striking out "to or
from" and inserting in lieu thereof "except as provided by
section 844, to or from".

(D) Section 825(g)(3) is amended by striking out "to any"
and inserting in lieu thereof "except as provided by section 844,
to any".

(d) EFFECTIVE DATE.-The amendments made by subsection (a)
shall apply to taxable years beginning after December 31, 1957. The
amendments made by subsection (b) shall apply to taxable years beginning
after December 31, 1968. The amendments made by subsection (c) shall
apply with respect to losses incurred in taxable years beginning after
December 31, 1962, but shall not affect any tax liability for any taxable
year beginning before January 1, 1967.
SEC. 908. CERTAIN UNIT INVESTMENT TRUSTS.

(a) Nor To BE TREATED AS SEPARATE TAXPAYER.-Section 851
(relating to definition of regulated investment company) is amended by
adding at the end thereof the following new subsection:

"(f) CERRAIN UNIT INVESTMENT TRUSTS.-For purposes of this
title-
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"(1) A unit investment trust (as defined in the Investment Com-
pany Act of 1940)-

"(A) which is registered under such Act and i8sue8 periodic
payment plan certificates (as defined in such Act) in one or
more series,

"(B) substantially all of the assets of which, as to all such
series, consist of (i) securities issued by a single management
company (as defined in such Act) and securities acquired pur-
suant to subparagraph (C), or (ii) securities issued by a single
other corporation, and

"(C) which has no power to invest in any other securities
except securities issued by a single other management company,
when permitted by such Act or the rules and regulations of the
Securities and Exchange Commission,

shall not be treated as a person.
"(2) In the case of a unit investment trust described in paragraph

(1)-
"(A) each holder of an interest in such trust shall, to the

extent of such interest, be treated as owning a proportionate
share of the assets of such trust;

"(B) the basis of the assets of such trust which are treated
under subparagraph (A) as being owned by a holder of an
interest in such trust shall be the same as the basis of his interest
in such trust; and

"(C) in determining the period for which the holder of an
interesting such trust has held the assets of the trust which are
treated under subparagraph (A) as being owned by him, there
shall be included the period for which such holder has held his
interest in such trust.

This subsection shall not apply in the case of a unit investment trust
which is a segregated asset account under the insurance laws or regulations
of a State."

(b) EFFECTIVE DATE.--The amendment made by subsection (a)
shall apply to taxable years of unit investment trusts ending after December
31, 1968, and to taxable years of holders of interests in such trusts ending
with or within such taxable years of such trusts. The enactment of this
section shall not be construed to result in the realization of gain or loss
by any unit investment trust or by any holder of an interest in a unit
investment trust.
SEC. 909. FOREIGN CORPORATIONS NOT AVAILED OF TO

REDUCE TAXES.
(a) EXCLUSION FROM FOREIGN BASE COMPANY :NCoME.-Section

954(b)(4) (relating to exception for foreign corporations not availed of
to reduce taxes) is amended to read as follows:

"(4) EXCEPTION FOR FOREIGN CORPORATIONS NOT AVAILED OF
TO REDUCE TAXES.-For purposes of subsection (a), foreign base
company income does not include any item. of income received by a
controlled foreign corporation if it is established to the satisfaction
of the Secretary or his delegate that neither-

"(A) the creation or organization of such controlled foreign
corporation under the laws of the foreign country in which it is
incorporated (or, in the case of a controlled foreign corporation
which is an acquired corporation, the acquisition of such
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corporation created -or organized under the laws of the foreign
country in which it is incorporated), nor

"(B) the effecting of the transaction giving rise to such
income through the controlled foreign corporation,

has as one of its significant:.purposes a substantial reduction of
income, war profits, or excess profits or similar taxes."

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply to taxable years ending after October 9, 1969.
SEC. 910. SALES OF CERTAIN LOW-INCOME HOUSING

PROJECTS.
(a) NONRECOGNITION OF GAIN IN CASE OF APPROVED DISPOSITIONS.-

Part III of subchapter 0 of chapter I (relating to common nontaxable
exchanges) is amended by adding at the end thereof the following new
section:
"SEC. 1039. CERTAIN SALES OF LOW-INCOME HOUSING

PROJECTS.
"(a) NONRECOGNITION OF.GAIl.---"(1) a qualified housing project is sold or disposed, of by the

taxpayer in an approved deposition, and
"(2) within the reinvestment period the taxpayer constructs,

-reconstructs, or acquires another qualified housing project,
then, at the election of the taxpayer, gain from such approved disposition
shall be recognized only to the extent that the net amount realized on such
approved disposition exceeds the cost of such other qualified housing
project. An election under this Subsection shall be made at such time and in
such manner as the Secretary or his delegate prescribes by regulations.

"(b) DErINITIONS.-For purposes of this section-
"(1) QUALIFIED HOUSING PROJECr.-7.he term 'qualified housing

project' means a project to provide rental or cooperative housing for
lower income families-

"(A) with respect to which a mortgage is insured under
section 221(d)(3) or 2S6 of the National Housing Act, and

"(B) with-respect to which the owner is, under such sections
or regulations issued thereunder-

"(i) limited as to the rate of return on his investment in
the project, and

"(ii) limited as to rentals or occupancy charges for units
in the project.

"(2) APPROVED DISPOSITION.-The term 'approved disposition'
means a sale or other disposition of a qualified housing project to
the tenants or occupants of units in such project, or to a cooperative
or other nonprofit organization formed solely for the benefit of such
tenants or occupants, which sale or disposition is approved by the
Secretary of Housing and Urban Development under section
221 (d) (3) or 236 of the National Housing Act or regulations issued
under such sections.

"(3) REINVESTMENT PERIOD.-The reinvestment period, with
respect to an approved disposition of a qualified housing project, is
the period beginning one year before the date of suwh approved dis-
position and ending-

"(A) one year after the dose of the first taxable year in which
any part of the gainfrom such approved disposition is realized,
or
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"(B) subject to such terms and conditions as may be specified

by the Secretary or his delegate, at the close of such later date as
the Secretary or his delegate may designate on application by
the taxpayer. Such application shall be made at such time and
in such manner as the Secretary or his delegate prescribes by
regulations.

"(4) NET AMOUNT REALIZED.-The net amount realized on an
approved disposition of a qualified housing project is the amount
realized reduced by-

"(A) the expenses paid or incurred which are directly con-
nected with such approved disposition, and

"(B) the amount of taxes (other than income taxes) paid or
incurred which are attributable to such approved disposition.

"(c) SPECIAL RULES.-For purposes of applying subsection (a)(2)
with respect to an approved disposition-

"(I) no property acquired by the taxpayer before the date of the
approved disposition shall be taken into account unless such property
is held by the taxpayer on such date, and

"(2) no property acquired by the taxpayer shall be taken into
account unless, except as provided in subsection (d), the unadjusted
basis of such property is its cost within the meaning of section 1012.

"(d) BASIS OF OTHER QUALIFIED HOUSING PROJECT.-If the tax-
payer makes an election under subsection (a) with respect to an approved
disposition, the basis of the qualified housing project described in sub-
section (a) (2) shall be its cost reduced by an amount equal to the amount
of gain not recognized by reason of the application of subsection (a).

"(e) ASSESSMENT OF DEFICIENCIES.-
"(1) DEFICIENCY ATTRIBUTABLE TO GAIN.-If the taxpayer has

made an election under subsection (a) with respect to an approved
disposition-

"(A) the statutory period for the assessment of any deficiency,
for any taxable year in which any part of the gain on such
approved disposition is realized, attributable to the gain on such
approved disposition shall not expire prior to the expiration of
3 years from the date the Secretary or his delegate is notified by
the taxpayer (in such manner as the Secretary or his delegate may
by regulations prescribe) of the construction, reconstruction, or
acquisition of another qualified housing project or of the failure
to construct, reconstruct, or acquire another qualified housing
project, and

"(B) such deficiency may be assessed before the expiration of
such 3-year period notwithstanding the provisions of section
6212(c) or the provision of any other law or rule of law which
would otherwise prevent such assessment.

"(2) TIME FOR ASSESSMENT OF OTHER DEFICIENCIES ATTRIB-
UTABLE TO ELECrIONr.-If a taxpayer has made an election, under
subsection (a) with respect to an approved disposition and an-
other qualified housing project is constructed, reconstructed, or
acquired before the beginning of the last taxable year in which any
part of the-gain upon such approved disposition is realized, any
deficiency, to the extent resulting from such election, for any taxable
year ending before such last taxable year may be assessed (notwith-
standing the provisions of section 6212(c) or 6501 or the provisions
of any other law or rule of law which would otherwise prevent such
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assessment) at any time before the expiration of the period within
which a deficiency for such last taxable year may be assessed."

(b) AMENDMENTS TO SECTION 1250.-
(1) Section 1250(d) (relating to exceptions and limitations) is

amended by adding at the end thereof the following new paragraph:
"(8) DISPOsITION OF QUALIFIED LOW-INCOME HOUSING.-If sec-

tion 1260 property is disposed of and gain (determined without regard
to this section) is not recognized in whole or in part under section
1039, then--

"(A) RECOGNITION LIMIT.-The amount of gain recognized
by the transferor under subsection (a) shall not exceed the
greater of-

"(i) the amount of gain recognized on the disposition
(determined without regard to this section), or

"(ii) the amount determined under subparagraph (B).
"(B) ADJUSTMENT WHERE INSUFFICIENT SECTION 1o50 PROP-

ERTY IS ACQUIRED.-With respect to any transaction, the amount
determined under this subparagraph shall be the excess of-

"(i) the amount of gain which wodd (but for this para-
graph) be taken into account under subsection (a), over

'(ii) the cost of the section 1250 property acquired in the
transaction.

"(C) BASIS OF PROPERTY ACQUIRED.-The basis of property
acquired by the taxpayer, determined under section 1039(d),
shall be allocated-

"(i) first to the section 1250 property described in
subparagraph (E)(i); in the amount determined under
such subparagraph, reduced by the amount of gain not
recognized attributable to the section 1250 property disposed
of,

"(ii) then to any property (other than section 1250
property) to which section 1039 applies, in the amount of
its cost, reduced by the amount of gain not recognized
except to the extent taken into account under clause (i), and

"(iii) then to the section 1260 property described in
subparagraph (E) (ii), in the amount determined there-
under, reduced by the amount of gain not recognized except
to the extent taken into account under clauses (i) and (ii).

"(D) ADDITIONAL DEPRECIATION WITH RESPECr TO PROP-
ERrY DISPOSED OF.-The additional depreciation with respect
to any property acquired shall include the additional deprecia-
tion with respect to the corresponding section 12650 property
disposed of, reduced by the amount of gain recognized attribut-
able to such property.

"(E) PROPgRTY CONSISTING OF MORE THAN ONE ELEMENT.-
There shall be treated as a separate element of section 1250
property-

"(i) that portion of the section, 1250 property acquired
the cost of which does not exceed the net amount realized
(as defined in section 1089(b)) attributable to the section
1250 property disposed of, reduced by the amount of gain
recognized (if any) attributable to such property, and

"(ii) that portion of the section 1250 property acquired
the cost of which e.ceede the net amount realized (as
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defined in section 1039(b)) attributable to the section 1260
property disposed of.

"(F) ALLOCATION RULES.-For purposes of this paragraph-
"(i) the amount of gain recognized attributable to the

section 1250 property disposed of shall be the net amount
realized Rith respect to such property, reduced by the
greater of the adjusted basis of the section 1250 property
disposed of or the cost of the section 1250 property acquired,
but shall not exceed the gain recognized in the transaction,
and

"(ii) if any section 1250 property is treated as consisting
of more than one element by reason of the application of
subparagraph (E) to a prior transaction, then the amount
of gain recognized, the net amount realized, and the
additional depreciation, with respect to each such element
shall be allocated in accordance with regulations pre-
scribed by the Secretary or his delegate.

(2) Section 1250(e) (relating to holding period) is amended by
adding at the end thereof the following new paragraph:

"(4) QUALIFIED LOW-INCOME HOUSING.-The holding period of
any section 1250-property acquired which is described in subsection
(d)(8)(E)(i) shall include the holding period of the corresponding
element of section 1250 property disposed of."

(3) Section 1250 (relating to gain Jrom dispositions of certain
depreciable realty) is amended by redesignating subsections (g)
and (h) as subsections (h) and (i) and by inserting after subsection
'(f) the following new subsection:

"(g) SPECIAL RULES FOR QUALIFIED LOW-INCOME HOUSING.-
"(1) AMOUNT TREATED AS ORDINARY INCOME.-If, in the case

of a disposition of section 1250 property, the property is treated as
consisting of more than one element by reason of the application of
subsection (d)(8)(E), and gain is recognized in whole or in part,
then the amount taken into account under subsection (a) as gain
from the sale or exchange of property which is neither a capital
asset nor property described in section 1231 shall be the sum of the
amounts determined under paragraph (2).

"(2) ORDINARY INCOME ATTRIBUTABLE TO AN ELEMENT.-For
purposes of paragraph (1), the amount taken into account for any
element shall be the amount determined by multiplying-

"(A) the amount which bears the same ratio to the lower of the
additional depreciation or the gain recognized for the section
1250 property disposed of as the additional depreciation for
such element bears to the sum of the additional depreciation for
all elements disposed of, by

"(B) the applicable percentage for such element.
For purposes of this paragraph, determinations with respect to any
element shall be made as if it were a separate property."

(c) CLERICAL AMENDMENT.--The table of sections for art III of
subchapter 0 of chapter I is amended by adding at the end thereof the
following new 2tem:

"Sec. 1039. Certain soles of low-income housing projects."
(d) EFFgECTIVE DATE.-The amendments made by this section shall

apply to approved dispositions of qualified housing projects (within the
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meaning of section 1039 of the Internal Revenue Code of 1964, as added
by subsection (a)) after October 9, 1969.
SEC. 911. PER.UNIT RETAIN ALLOCATIONS.

(a) PAYMENTS OF MONEY AND OTHER PROPERTY.-Section 1882 (b) (3)
(relating to patronage dividends and per-unit retain allocations) is
amended to read as follows:

"(3) as per-unit retain allocations (as defined in section 1388(f)),
to the extent paid in money, qualified per-unit retain certificates (as
defined in section 1388(h)), or other property (except nonqualified
per-unit retain certificates, as defined in section 1388(z)) with
respect to marketing occurring during such taxable year; or".

(b) CONFORMING AMENDMENT.-Section 1388(f) (relating to per-
unit retain allocations) is amended by striking out "other than by pay-
ment in money or other property (except per-unit retain certificates) .

(c) EFFECTIVE DATE.-The amendments made by this section shall
apply to per-unit retain allocations made after October 9, 1969.
SEC. 912. FOSTER CHILDREN.

(a) IN GENERAL.-Section 152(b)(2) (relating to rules relating to
definition of dependent) is amended by inserting immediately before
"shall be treated" the following: ", or a foster child of an individual (if
such child satisfies the requirements of subsection (a)(9) with respect to
such individual),".

(b) EFFECTIVE DATE.-The amendment made by subsection (a) of this
section shall apply to taxable years beginning after December 31, 1969.
SEC. 913. COOPERATIVE HOUSING CORPORATIONS.

(a) STOCK HELD BY GOVERNMENTAL UNITs.-Section 216(b) (re-
lating to definitions) is amended by adding at the end thereof the following
new paragraph:

"(4) STOCK OWNED BY GOVERNMENTAL UNITS.-Forpurposes of this
subsection, in determining whether a corporation is a cooperative
housing corporation, stock owned and apartments leased by the
United States or any of its possessions, a State or any political sub-
division thereof, or any agency or instrumentality of the foregoing
empowered. to acquire shares in a cooperative housing corporation
for the purpose of providing housing facilities, shall not be taken
into account."

(b) EFFECTIVE DATE.---The amendment made by subsection (a) shall
apply to taxable years beginning after December 31, 1969."
SEC. 914. PERSONAL HOLDING COMPANY DIVIDENDS.

(a) DIVIDENDS PAID AFTER CLOSE OF YEAR.-Section 66S(b) (re-
lating to personal holding company tax) is amended by striking out
"10 percent" in paragraph (2) and inserting in lieu thereof "20 percent".

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply to taxable years beginning after December 31, 1969.
SEC. 915. REPLACEMENT OF PROPERTY INVOLUNTAR-

ILY CONVERTED WITHIN A 2-YEAR PERIOD.
(a) IN GENERAL.-Section 1033(a)(3)(B) (relating to the period

within which property must be replaced) is amended by striking out
"one year" in clause (i) and inserting in lieu thereofj " years."

(b) FFzECTIVz DATE.-The amendment made by this section shall
apply only if the disposition of the converted property (witin the meaning
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of section 1033(a)(2) of the Internal Revenue Code of 1954) occurs after
the date of the enactment of this Act.
SEC. 916. CHANGE-IN REPORTING INCOME ON INSTALL-

MENT BASIS.
(a) IN GENERAL.-Section 453(c) (relating to change from accrual to

installment basis of reporting) is amended by adding at the end thereof
the following new paragraphs:

"(4) REVOCATION OF ELECTION.-An election under paragraph
(1) to report taxable income on the installment basis may be revoked
by filing a notice of revocation, in such manner as the Secretary or
his delegate prescribes by regulations, at any time before the expira-
tion of 3 years following the date of the filing of the tax return for
the year of change. If such notice of revocation is timely filed-

"(A) the provisions of paragraph (1) and subsection (a)
shall not apply to the year of change or for any subsequent year;

"(B) the statutory period for the assessment of any deficiency
for any taxable year ending before the filing of such notice,
which is attributable to the revocation of the election to use the
installment basis, shall not expire before the expiration of 2
years from the date of the filing of such notice, and such de-
ficiency may be assessed before the expiration of such 2-year
period notwithstanding the provisions of any law or rule of
law which would otherwise prevent such assessment; and

"(C) if refund or credit of any overpayment, resulting from
the revocation of the election to use the installment basis,for any
taxable year ending before the (late of the filing of the notice ofrevocation is prevented on the date of such filing, or within one
year from such date, by the operation of any law or rule of law
(other than section 7121 or 7122), refund or credit of such
overpayment may nevertheless be made or allowed if claim
therefore is filed within one yearfrom such date. No interest shall
be allowed on the refund or credit of such overpayment for any
period prior to the date of the filing of the notice of revocation.

"(5) ELECTION AFTER REVOCATION.--If the taxpayer revokes
under paragraph (4) an election under paragraph (1) to report
taxable income on the installment basis, no election under paragraph
(1) may be made, except with the consent of the Secretary or his
delegate, for any subsequent taxable year before the fifth taxable year
following the year of change with respect to which such revocation
is made."

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply to an election made for any year of change (as defined in section
453(c)(1) of the Internal Revenue Code of 1954) ending on or after the
(late of the enactment of this Act, and shall also apply to any such year
of change which ended before such date if the 3-year statutory period for
assessment of any deficiency for such year has not expired on the date
of the enactment of this Act.
SEC. 917. RECOGNITION OF GAIN IN CERTAIN LIQUIDA-

. TIONS.
For purposes of applying section 333 (e) and (f) of the Internal Rev-

enue Code of 1954 to a distribution in liquidation of a corporation
during 1970, stock (including stock received in respect of such stock by
reason of a stock dividend or stock split), or securities received by a qualified
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electing shareholder in exchangefor his stock in the liquidating corporation
shall be considered as having been acquired by the liquidating corporation
before January 1, 1954, if-

(1) such stock or securities were acquired by the liquidating
corporation after December 81, 1953, from such qualified eecting
shareholder (or from a person from whom such qualified electing
shareholder acquired such stock in the liquidating corporation by
gift, bequest, or inheritance) solely in exchange for its stock in a
transaction to which section 351 of such Code (or the corresponding
provisions of prior law) applied, and

(2) the holding period of such stock or securities in the hands of
the liquidating corporation, determined under section 1223(2) of
such Code, includes any period before January 1, 1954.

Subtitle B--Miscellaneous Excise
Tax Provisions

SEC. 931. CONCRETE MIXERS.
(a) EXEMPTION FROM TAX ON MOTOR VEHICLES.-Section 4068(a)

(relating to exemption of specified articles from the tax on motor vehicles)
is amended by adding at the end thereof the following new paragraph:

"(6) CONCRETE MIXERS.- The tax imposed under section 4061
shall not apply in the case of-

"(A) any article designed (i) to be placed or mounted on an
automobile truck chassis or truck trailer or semitrailer chassis
and (ii) to be used to process or prepare concrete, and

"(B) parts or accessories designed primarily for use on or
in connection with an article described in subparagraph (A)."

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply with respect to articles sold after December 31, 1969.
SEC. 932. CONSTRUCTIVE SALE PRICE.

(a) DETERMINATION OF FAIR MARKET PRICE.--Section 4216(b)
(relating to constructive sale price) is amended by adding at the end
thereof the following new paragraphs:

"(3) FAIR MARKET PRICE IN CASE OF CERTAIN ARTICLES.--
Except as provided in paragraph (4), for purposes of paragraph
(1) (C), if-

"(A) the manufacturer, producer, or importer of an article
regularly sells such article to a distributor which is a member
of the same affiliated group of corporations (as defined in
section 1504(a)) as the manufacturer, producer, or importer,
and

"(B) such distributor regularly sells such article to one or
more independent retailers, but does not regularly sell to whole-
sale distributors,

the fair market price of such article shall be 90 percent of the lowest
price for which such distributor regularly sells such article in arm's-
length transactions to such independent retailers. The price deter-
mined under this paragraph shall not be adjusted for any exclusion

38-375 0-69---17
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(except for the tax imposed on such article) or readjustments under
subsections (a) and (f) and under section 6416(b)(1). If both this
paragraph and paragraph (4) apply with respect to an article, the
fair market price for such article shall be the lower of the fair market
price determined under this paragraph or paragraph (4).

"(4) FAIR MARKET PRICE IN CASE OF CERTAIN OTHER ARTICLES.-
For purposes of paragraph (1)(C), if-

"(A) the manufacturer, producer, or importer of an article
regularly sells (except for tax-free sales) only to a distributor
which is a member of the same affiliated group bf corporations
(as defined in section 1504(a)) as the manufacturer, producer,
or importer,

"(B) the distributor regularly sells (except for tax-free sales)
such article only to retailers, and

"(C) the normal method of sales for such articles within the
industry by manufacturers, producers, or importers is to sell
such articles in arm's-length transactions to distributors,

the fair market price for such article shall be the price at which
such article is sold to retailers by the distributor, reduced by a
percentage of such price equal to the percentage which (i) the difference
between the price for which comparable articles are sold to wholesale
distributors, in the ordinary course of trade, by manufacturers or
producers thereof, and the price at which such wholesale distributors
in arm's-length transactions sell such comparable articles to retailers,
is of (ii) the price at which such wholesale distributors in arm's-
length transactions sell such comparable articles to retailers. The
price determined under this paragraph shall not be adjusted for any
exclusion (except for the tax imposed on such article) or readjustment
under subsections (a) and (f) and under section 6416(b)(1)."

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply with respect to articles sold after December 31, 1969.

Subtitle C-Miscellaneous
Administrative Provisions

SEC. 941. FILING REQUIREMENTS.
(a) IN GENERAL.-Section 6012(a) (relating to persons required to

make returns of income) is amended by striking out paragraph (1)
and inserting in lieu thereof the following:

"(1) (A) Every individual having for the taxable year a gross income
of $600 or more, except that a return shall not be required of an
individual (other than an individual referred to in section 142(b))-

"(i) who is not married (determined by applying section
143(a)) and for the taxable year has a gross income of less than
$1,700, or

"(ii) who is entitled to make a joint return under section
6013 and whose gross income, when combined with the gross
income of his spouse, is, for the taxable year, less than $2,800
but only if such individual and his spouse, at the close of the
taxable year, had the same household as. their home.
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Clause (ii) shall not apply iffor the taxable year such spouse makes
a separate return or any other taxpayer is entitled to an exemption
for such spouse under section 151(e).

"(B) The $1,700 amount specified in subparagraph (A)(i) shall
be increased to $2,300 in the case of an individual entitled to an
additional personal exemption under section 151(c)(1), and the
$2,300 amount specified in subparagraph (A)(ii) shall be increased
by $600 for each additional personal exemption to which the indi-
oidual or his spouse is entitled under section 151(c);".(b) TECHNICAL AMENDMENT.-Subsections (b) and (c)(2) of section

151 (relating to allowance of deductions for personal exemptions) are
amended by striking out "if a separate return is made by the taxpayer"
and inserting in lieu thereof "if a joint return is not made by the taxpayer
and his spouse".

(c) EFFECTIVE DATE.-The amendments made by subsections (a) and
(b) shall apply to taxable years beginning after December 81, 1969.

(d) TAXABLE YEARS AFTER 1972.-Effective with respect to taxable
years beginning after December 31, 1972, section 6012(a) (1) is amended-

(1) by striking out "$600" each place it appears therein and
inserting in lieu thereof "$760";

(2) by striking out "$1,700" each place it appears and inserting
in lieu thereof "$1,750"; and

(3) by striking out "$2,300" each place it appears and inserting
in lieu thereof "$2,500".

SEC. 942. COMPUTATION OF TAXBY INTERNAL REVENUE
SERVICE.

(a) IN GENERAL.-The first sentence of section 6014(b) (relating to
regulations; tax not computed by taxpayer) is amended to read as follows:
"The Secretary or his delegate shall prescribe regulations for carrying
out this section, and such regulations may provide for the application ofthe rules of this section-

"(1) to cases where the gross income"includes items other than
those enumerated by subsection (a),

"(2) to cases where the gross income from sources other than wages
on which the tax has been withheld at the source is more than $100,

"(3) to cases where the gross income is $10,000 or more,
"(4) to cases where the taxpayer is entitled to the credit provided

by section 37 (relating to retirement income credit), or
"(5) to cases where the taxpayer does not elect the standard de-

duction."
(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall

apply to taxable years beginning after December 31, 1969.
SEC. 943. FAILURE TO MAKE TIMELY PAYMENT OR DE-

POSIT OF TAX.
(a) FAILURE To PAY TAx.-Section 6651 (relating to failure to file

tax return) is amended to read as follows:
"SEC. 6651. FAILURE TO FILE TAX RETURN OR TO PAY

TAX.
"(a) ADDITION TO THE TAx.-In case of failure-"(1) to file any return required under authority of subchapter A

of chapter 61 (other than part III thereof), subchapter A of chapter61 (relating to distilled spirits, wines, and beer), or of subchapter A of
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chapter 62 (relating to tobacco, cigars, cigarettes, and cigarette
papers and tubes), or of subchapter A of chapter 53 (relating to
machine guns and certain other firearms), on the date prescribed
therefor (determined with regard to any extension of time for iling),
unless it is shown that such failure is due to reasonable cause and
not due to willful neglect, there shall be added to the amount required
to be shown as tax on such return 5 percent of the amount of such
tax if the failure is for not more than I month, with an additional
5 percent for each additional month or fraction thereof during which
such failure continues, not exceeding 25 percent in the aggregate;

"(2) to pay the amount shown as tax on any return specified in
paragraph (1) on or before 'the date prescribed for payment of such
tax (determined with regard to any extension of time for payment),
unless it is shown that such failure is due to reasonable cause and
not due to willful neglect, there shall be added to the amount shown
as tax on such return 0.5 percent of the amount of such tax if the
failure is for not more than I month, with an additional 0.5 percent
for each additional month or fraction thereof during which such
failure continues, not exceeding 25 percent in the aggregate; or

"(3) to pay any amount in respect of any tax required to be shown
on a return specified in paragraph (1) which is not so shown (in-
cluding an assessment made pursuant to section 6213(b)) within 10
days of the date of the notice and demand therefor, unless it is shown
that such failure is due to reasonable cause and not due to willful
neglect, there shall be added to the amount of tax stated in such notice
and demand 0.5 percent of the amount of such tax if the failure is
for not more than 1 month, with an additional 0.5 percent for each
additional month or fraction thereof during which such failure
continues, not exceeding 25 percent in the aggregate.

"(b) PENALTY IMPOSED ON NET AMOUNT DuE.-For purposes of-
"(1) subsection (a)(l), the amount of tax required to be shown on

the return shall be reduced by the amount of any part of the tax
which is paid on or before the date prescribed for payment of the
tax and by the amount of any credit against the tax which may be
claimed on the return,

"(2) subsection (a)(2), the amount of tax shown on the return
shall, for purposes of computing the addition for any month, be
reduced by the amount of any part of the tax which is paid on or
before the beginning of such month and by the amount of any credit
against the tax which may be claimed on the return, and

"(3) subsection (a) (3), the amount of tax stated in the notice and
demand shall, for the purpose of computing the addition for any
month, be reduced by the amount of any part of the tax which is
paid before the beginning of such month.

{"(c) LIMITATIONS AND SPECIAL RULE.-
"(1) ADDITIONS UNDER MORE THAN ONE PARAGRAPH.-

"(A) With respect to any return, the amount of the addition
under paragraph (1) of subsection (a) shall be reduced by the
amount of the addition under paragraph (2) of subsection (a)
for any month to which an addition to tax applies under both
paragraphs (1) and (2).

"(B) With respect to any return, the maximum amount of
the addition permitted under paragraph (3) of subsection (a)
shall be reduced by the amount of the addition under paragraph
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(1) of subsection (a) which is attributable to the tax for which
the notice and demand is made and which is not paid within 10
days of notice and demand.

"(2) AMOUNT OF TAX SHOWN MORE THAN AMOUNT REQUIRED
TO BE SHOWN.-If the amount required to be shown as tax on a
return is less than the amount shown as tax on such return, sub-
sections (a) (2) and (b)(2) shall be applied by substituting such
lower amount.

"(d) EXCEPTION FOR DECLARATIONS OF ESTIMATED TAX.-This
section shall not apply to any failure to file a declaration of estimated
tax required by section 6015 or to pay any estimated tax required to be
paid by section 6153 or 6154."

(b) FAILURE To MAKE DEPOSIT OF TAx.-Section 6656(a) (re-
lating to penaltyforfailure to make deposit of taxes) is amended by striking
out the first sentence and inserting in lieu thereof the following: "In
case offailure by any person required by this title or by regulation of the
Secretary or his delegate- under this title. to deposit on the date prescribed
therefor any amount of tax 'imposed by this title in such government
depositary as is authorized under section 6802(c) to receive such deposit,
unless it -is shown that such failure is due to reasonable cause and not
due to willful neglect, there shall be imposed upon such person a penalty
of 5 percent of the amount of the underpayment."

(c) CONFORMING AMENDMENTS.-
(1) Section 3121(k)(1)(F)(i) (relating to definitions of waiver of

exemption by religious,, charitable, and certain other organizations)
is amended by inserting "or pay tax" after "tax return".

(2) Section 3121(k) (1) (G) (i) (relating to definitions of waiver of
exemption by religious, charitable, and certain other. organizations)
is amended by inserting "or pay tax" after "tax return".

(3) Section 3121(k) (1) (H) (i) (relating to definitions of waivers of
exemption by religious, charitable, and certain other organizations)
is amended by inserting "or pay tax" after "tax return".

(4) Section 5684(d)(2) (relating to cross references for penalties
relating to the payment and collection of liquor taxes) is amended by
inserting "or pay tax" after "tax return".

(5) The table of sections for subchapter A of chapter 68 is amended
by striking out:

"Sec. 6651. Failure to file tax return."
and inserting in lieu thereof:

"Sec. 6651. Failure to file tax return or pay tax."

(6) Section 6653(d) (relating to penalty for failure to pay tax if
fraud assessed) is amended by adding "or pay tax" after "such
return".

(d) EFFECTIVE DATES.-The amendments made by subsections (a)
and (c) shall apply with respect to returns the date prescribed by law
(without regard to any extension of time) for filing of which is after
December 31, 1969, and with respect to notices and demands for pay-
ment of tax made after December 31, 1969. The amendment made by sub-
section (b) shall apply with respect to deposits the time for making of
which is after December 31, 1969.
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SEC. 944. DECLARATIONS OF ESTIMATED TAX BY
FARMERS.

(a) RETURN AS DECLARATION OR AMENDMENT.-Section 6015(f)
(relating to return considered as declaration or amendment) is amended
by striking out "February 15" and inserting in lieu thereof "March I".

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply with respect to taxable years beginning after December I1, 1968.
SEC. 945. PORTION OF SALARY, WAGES, OR OTHER IN-

COME EXEMPT FROM LEVY.
(a) IN GENERAL.-Section 6334(a) (relating to enumeration of

property exempt from levy) is amended by adding at the end thereof the
following new paragraph:

"(8) SALARY, WAGES, OR OTHER ICOME.-If the taxpayer is
required by judgment of a court of competent jurisdiction, entered
prior to the date of levy, to contribute to the support of his minor
children, so much of hi salary, wages, or other income as is neces-
sary to comply with such judgment."

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall
apply with respect to levies made 30 days or more after the date of the
enactment of this Act.
SEC. 946. INTERESTS AND PENALTIES IN CASE OF

CERTAIN TAXABLE YEARS.
(a) INTEREST ON UNDERPAYMENT.-Notwithstanding section 6601 of

the Internal Revenue Code of 1954, in the case of any taxable year ending
before the date of the enactment of this Act, no interest on any underpay-
ment of tax, to the extent such underpayment is attributable to the amend-
ments made by this Act, shall be assessed or collected for any period
before the 90th day after such date.

(b) DECLARATIONS OF ESTIMATED TAx.-In the case of a taxable
year beginning before the date of the enactment of this Act, if any taxpayer
is required to make a declaration or amended declaration of estimated
tax, or to pay any amount or additional amount of estimated tax, by
reason of the amendments made by this Act, such amount or additional
amount shall be paid ratably on or before each of the remaining install-
ment dates for the taxable year beginning with the first installment date
on or after the 80th day after such date of enactment. With respect to
any declaration or payment of estimated tax before .3uch first installment
date, sections 6015, 6154, 6664, and 6656 of the Internal Revenue Code
of 1954 shall be applied without regard to the amendments made by this
Act. For purposes of this subsection, the term installmentt date" means
any date on which, under section 6153 or 61564 of such Code (whichever
is applicable), an installment payment of estimated tax is required to
be made by the taxpayer.

Subtitle D-United States Tax Court
SEC. 951. STATUS OF TAX COURT.

Section 7441 (relating to the status of the Tax Court) is amended to
read as follows:
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"SEC. 7441. STATUS.
I"There is hereby established, under article I of the Constitution of the

United States, a court of record to be known as the United States Tax
Court. The members of the Tax Court shall be the chief judge and the
judges of the Tax Court."
SEC. 952. APPOINTMENT; TERM OF OFFICE.

(a) Subsection (b) of section 7443 (relating to appointment of Tax
Court judges) is amended by adding at the end thereof the following new
sentence: "No individual shall be a judge of the Tax Court unless he is
appointed to that office before attaining the age of 65."

(b) Subsection (e) of such section (relating to terms of office of Tax
Count judges) is amended to read as follows:

"(e) TERM oFOFOFFICE.-The term of office of any judge of the Tax
Court shall expire 165 years after he takes office."
SEC. 953. SALARY.

Section 7448(c) (relating to salaries of Tax Court judges) is amended
to read as follows:

"(c) SALARY.-
"(I) Each judge shall receive salary at the same rate and in the

same installments as judges of the district courts of the United States.
"(2) For rate of salary andfrequency of installment see section 185,

title 28, United States Code, and section 66506, title 6, United States
Code."

SEC. 954. RETIREMENT.
(a) Subsection (b) of section 7447 (relating to time of retirement) is

amended to read as follows:
"(b) RETIREMENT.-

"(1) Any judge shall retire upon attaining the age of 70.
"(2) Any judge who has attained the age of 66 may retire any

time after serving as judge for 16 years or more.
"(3) Any judge who is not reappointed following the expiration

of the term of his office may retire upon the completion of such term,
if (A) he has served as a judge of the Tax Courtfor 16 years or more
and (B) not earlier than 9 months preceding the date of the expiration
of the term of his office and not later than 6 months preceding such
date, he advised the President in writing that he was willing to accept
reappointment to the Tax Court.

"(4) Any judge who becomes permanently disabled from per-
jorming his duties shall retire.

Section 8886(a) of title 6 of the United States Code (relating to automatic
separation from the service) shall not apply in respect of judges."

(b) Subsection (d) of such section (relating to retired pay) is amended
to read as follows:

"(d) RETIRED PAY.-Any individual who-
"(I) retires under paragraph (1), (2), or (3) of subsection (b)

and elects under subsection (e) to receive retired pay under this
subsection shall receive retired pay during any period at a rate
which bears the same ratio to the rate of the salary payable to a

judge during such period as the number of years he has served as
judge bears to I0; except that the rate of such retired pay shall not
be more than the rate of such salary for such period; or
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"(V) retires under paragraph (4) of subsection (b) and elects
under subsection (e) to receive retired pay under this subsection
hall receive retired pay during any period at a rate-

"(A) equal to the rate of the salary payable to a judge during
such period if before he retired he had served as a judge not
less than 10 years; or

"(B) one-half of the rate of the salary payable to a judge
during such period if before he retired he had served as a judge
less than 10 years.

Such retired pay shall begin to accrue on the day following the day on
which his salary as judge ceases to accrue, and shall continue to accrue
during the remainder of his life. Retired pay under this subsection shall
be paid in the same manner as the salary of a judge. In computing the
rate of the retired pay under paragraph (1) of this subsection for any
individual who is entitled thereto, that portion of the aggregate number
of years he lias served as a judge which is a fractional part of 1 year
shall be eliminated it if is less than 6 months, or shall be counted as a full
year if it i' 6 months or more."

(c) Subsection (g) of such section is amended by striking out para-
graphs (2), (3), and (4) and inserting in lieu thereof the following:

"(2) EFFECT OF ELECTING RETIRED PAY.-In the case of any
individual who has filed an election to receive retired pay under
subsection (d)-

"(A) no annuity or otherpayment shall bepayable.to any person
under the civil service retirement laws with respect to any service
performed by such individual (whether performed before or after
such election is filed and whether performed as judge or other-
wise);

"(B) no deduction for purposes of the Civil Service Retire-
ment and Disability Fund shall be madefrom retired pay payable
to him under subsection (d) or from any other salary, pay, or
compensation payable to him, for any period beginning after
the day on which such election is filed; and

"(C) such individual shall be paid the lump-sum credit
computed under section 8331(8) of title 6 of the United States
Code upon making application therefor with the Civil Service
Commission."

(d) Section 7447 (relating to retirement) is amended by adding at the
end thereof the following new subsection:

"(h) RETIREMENT FOR DISABILITY.-
"(1) Any judge who becomes permanently disabled from per-

forming his duties shall certify to the President his disability in
writing. If the chief judge retires for disability, his retirement shall
not take effect until concurred in by the President. If any other
judge retires for disability, he shall furnish to the President a cer-
tificate of disability signed by the chief judge.

"(2) Whenever any judge who becomes permanently disabled
from performing his duties does not retire and the President finds
that such judge is unable to discharge efficiently all the duties of his
office by reason of permanent mental or physical disability and that
the appointment of an additional judge is necessary for the efficient
dispatch of business, the President hall declare such judge to be
retired."
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(e) Section 7447 (relating to retirement) is further amended as
follows:

(1) Paragraph (4) of subsection (a) is repealed.
(2) Paragraph (1) of subsection (g) is amended by striking out

"Civil Service Retirement Act" and inserting in lieu thereof "civil
service retirement laws" and by striking out "such Act applies"
and inserting in lieu thereof "such civil service retirement laws
apply".

SEC. 955. SURVIVORS.
(a) Section 7448(b) (relating to election of survivor annuities) is

amended to read as follows:
"(b) ELECTION.-Any judge may by written electionfiled while he is a

judge (except that in the case of an individual who is not reappointed
following expiration of his term of office, it may be made at any time
before the day after the day on which his successor takes office) bring him-
self within the purview of this section. In the case of any judge other than
the chief judge the election shall be filed with the chief judge; in the case
of the chiefjudge the election shall befiled as prescribed by the Tax Court,"

(b) Section 7448 (relating to survivor annuities) is further amended as
follows:

(1) Subsections (d), (h), and (r) are each amended by striking out
"Civil Service Retirement Act" the last place it appears in each such
subsection and inserting in lieu thereof in each such place "civil
service retirement laws".

(2) Subsections (d) and (n) are each amended by striking out
"section 8 of the Civil Service Retirement Act (5 U.S.C. 22538)"
anl inserting in lieu thereof in each such place "section 83382 of
title 5 of the United States Code".

(S) Subsection (m) is amended by striking out "section I (c) of the
Civil Service Retirement Act (5 U.S.C. 2251 (c))" and inserting in
lieu thereof "section 2107 of title 5 of the United States Code".

(4) Subsection (r) is amended by striking out "a waiverfiled under
section 7447(g)(S)" and inserting in lieu thereof "an election filed
under section 7447(e)".

SEC. 956. POWERS.
Section 74656 (relating to powers of the Tax Court) is amended by

adding at the end thereof the following new subsection:
"(d) INCIDENTAL POWERS.-The Tax Court and each division thereof

shall have power to punish by fine or imprisonment, at its discretion,
such contempt of its authority, and none other, as-

"(1) misbehavior of any person in its presence or so near thereto
as to obstruct the administration of justice;

"(2) misbehavior of any of its officers in their official transactions;
or

"(3) disobedience or resistance to its lawful writ, process, order,
rule, decree, or command.

It shall have such assistance in the carrying out of its lawful writ, process,order, rule, decree, or comruand as is available to a court of the United
States."
SEC. 957. TAX DISPUTES INVOLVING $1,000 OR LESS.

(a) Part II of subchapter C of chapter 76 (relating to Tax Court
procedure) is amended by renumbering section 7463 as 7464, and by
inserting after section 7462 the following new section:
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"SEC. 7463. DISPUTES INVOLVING $1,000 OR LESS.
"(a) IN GENERAL.-In the case of any petition filed with the Tax

Courtfor a redetermination of a deficiency where neither the amount of the
deficiency placed in dispute, nor the amount of any claimed overpayment,
exceeds-

"(1) $1,000 for any one taxable year, in the case of the taxes
imposed by subtitle A and chapter 12, or

"(2) $1,000, in the case of the tax imposed by chapter 11,
at the option of the taxpayer concurred in by the Tax Court or a division
thereof before the hearing of the case, proceedings in the case shall be
conducted under this section. Notwithstanding the provisions of section
7453, such proceedings shall be conducted in accordance with such rules
of evidence, practice, and procedure as the Tax Court may prescribe.
A decision, together with a brief summary of the reasons therefor, in any
such case shall satisfy the requirements of sections 7469(b) and 7460.

"(b) FINALITY OF DECISIONS.-A decision entered in any case in
which the proceedings are conducted under this section shall not be re-
viewed in any other court and shall not be treated as a precedent for any
other case.

"(c) LIMITATION OF JURISDICTION.-In any case in which the pro-
ceedings are conducted under this section, notwithstanding the provisuions
of sections 6214(a) and 6512(b), no decision shall be entered redeterrnin-
ing the amount of a deficiency, or determining an overpayment, except
with respect to amounts placed in dispute within the limits described in
subsection (a) and with respect to amounts conceded by the parties.

"(d) DISCONTINUANCE OF PROCEEDINGS.-At any time before a
decision entered in a case in which the proceedings are conducted under
this section becomes final, the taxpayer or the Secretary or his delegate
may request that further proceedings under this section in such case be
discontinued. The Tax Court, or the division thereof hearing such case,
may, if it finds that (1) there are reasonable grounds for believing that
the amount of the deficiency placed in dispute, or the amount of an over-
payment, exceeds the applicable jurisdictional amount described in sub-
section (a), and (2) the amount of such excess is large enough to justify
granting such request, discontinue further proceedings in such case under
this section. Upon any such discontinuance, proceedings in such case
shall be conducted in the same manner as cases to which the provisions
of sections 6214(a) and 6512(b) apply.

"(e) AMOUNT OF DEFICIENCY IN DISPUTE.-For purposes of this
section, the amount of any deficiency placed in dispute includes additions
to the tax, additional amounts, and penalties imposed by chapter 68, to
the extent that the procedures described in subchapter B of chapter 63
apply."

(b) The table of sections for part II of subchapter C of chapter 76 is
amended by striking out the last item and inserting in lieu thereof the
foUllowing:

"Sec. 7463. Disputes involving $1,000 or less.
"Sec. 7464. Provisions of special application to transferees."

SEC. 958. COMMISSIONERS.
Section 7466(c) (relating to Tax Court commissioners) is amended to

read as followl:
"(c) COMMISSIONERS.--The chiefjudge may from time to time appoint

commissioners who shall proceed under such rules and regulations as may
be promulgated by the Tax Court. Each commissioner shall receive the
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same compensation and travel and subsistence allowances provided by
law for commissioners of the United States Court of Claims."
SEC. 959. NOTICE OF APPEAL,

(a) Section 7483 (relating to petition for review) is amended to read as
ollows:
"SEC. 7483. NOTICE OF APPEAL.
"Review of a decision of the Tax Court shall be obtained by filing a

notice of appeal with the clerk of the Tax Court within 90 days after the
decision of the Tax Court is entered. If a timely notice of appeal is filed
by one party, any other party may take an appeal by filing a notice of
appeal within 120 days after the decision of the Tax Court is entered.

(b) The table of sections for subchapter D of chapter 76 is amended by
striking out the item relating to section 7483 and inserting in lieu thereof
the following:

"Sec. 7483. Notice of appeal."
SEC. 960. CONFORMING AMENDMEI1TS.

(a) Section 6214(a) (relating to jurisdiction to determine increased
deficiencies, etc.) is amended by striking out "The Tax Court" and insert-
ing in lieu thereof "Except as provided by section 7463, the Tax Court".

(b) Section 65'12(b)(1) (relating to jurisdiction to determine overpay-
ments) is amended by striking out "If the Tax Court" and inserting in
lieu thereof "Except as provided by paragraph (2) and by section 7463,
if the Tax Court".

(c) Sections 7447(a)(1) and 7448(a)(1) (relating to retirement and
survivor annuities) are each amended by striking out "Tax Court of the
United States" and inserting in lieu thereof "United States Tax Court".

(d) Section 7447(a)(5) (relating to periods of service) is amended by
striking out "or as a member of the Board." and inserting in lieu thereof
", as judge of the Tax Court of the United States, or as a member of the
Board of Tax Appeals."

(e) Section 7448(n) (relating to includible service) is amended by
inserting after "Tax Appeals" the following: ", as a judge of the Tax
Court of the United States,".

(f) Section 7453 (relating to rules of practice, procedure, and evidence)
is amended by striking out "The" and inserting in lieu thereof "Except
in the case of proceedings conducted under section 7463, the".

(g) Section 7471(c) (relating to travel and subsistence allowances of
commissioners) is amended to read as follows:

"(c) COMMISSIONERS.-
"For compensation and travel and subsistence allowances of com-

missioners of the Tax Court, see section 7456 (c)."
(h)(1) Section 7481 (relating to date when Tax Court decision becomes

final) is amended-
(A) by striking out so much of such section as precedes paragraph (2)

thereof and inserting in lieu thereof the following:.
"(a) REVIEWABLE DECISIONS.-Except as provided in subsection (b),

the decision of the Tax Court shall become final-
"(1) TIMELY NOTICE OF APPEAL NOT FILED.-Upon the expira-

tion of the time allowed for filing a notice of appeal, if no such notice
has been duly filed within such time; or";

(B) by striking out "PETITION FOR REVIEW" in the heading
of paragraph (2) and inserting in lieu thereof "APPEAL";



(C) by striking out "petitionfor review" each place it appears
in the text of paragraph (2) and inserting in lieu thereof
"appeal"; and

(D) by adding at the end thereof thefollowing new subsection:
"(b) NONREVIEWASBLE DECISIONS.-The decision of the Tax Court

in a proceeding conducted under section 746$ shall become final upon the
expiration of 90 days after the decision is entered."

(2) Section 7482(c) (relating to courts of review) is amended-
(A) by strkimg out "section 2074 of title 28" in paragraph (2)

and inserting in lieu thereof "section 2072 of title 28";
(B) by striking out the second sentence of paragraph (2); and
(C) by striking out "petition" in paragraph (4) and inserting

in lieu thereof "notice of appeal".
(3) Section 7486 (relating to bond to stay assessment and collection)

is amended-
(A) by striking out "{PETION FOR REVIEW" in the heading of

subsection (a) and 'inserting in lieu thereof "NOTICE OF APPEAL";
(B) by striking out "petition for review" each place it appears in

the text of subsection (a) and inserting in lieu thereof "notice of
appeal"; and

(C) by striking out "review bond" in paragraph (2) of subsection
(a) and inserting in lieu thereof "appeal bond".

(i)(1) Section 7487 (relating to cross references) is amended to read
asfollows:
"SEC. 7487. CROSS REFERENCES.

"(1) Nonreviewability.-For nonreviewabilitU of Tax Court de-
cisions in small claims cases, see section 7463(b).

"(2) Transcripts.-For authority of the Tax Court to fix fees for
transcript of records, see section 7474."

(2) The last item in the table of sew-tions for subchapter D of chapter 76
(relating to court review of Tax Court decision) is amended to read as
follows:

"See. 7487. Cross references.'
(j) Section 7701 (a) (27) (relating. to definition of Tax Court) is amended

by striking out "Tax Court of the United States" and inserting in lieu
thereof "United States Tax Court".
SEC. 961. CONTINUATION OF STATUS.

The United States Tax Court established under the amendment made
by section 961 is a continuation of the Tax Court of the United States
as it existed prior to the date of enactment of this Act, the judges of the
Tax Court of the United States immediately prior to the date of enactment
of this Act shall become the judges of the United States Tax Court upon
the enactment of this Act, and no loss of rights or powers, interruption
of jurisdiction, or prejudice to matters pending in the Tax Court of the
United States before the date of enactment of this Act shall result from
the enactment of this Act.
SEC. 962. EFFECTIVE DATES.

(a) The amendments made by sections 961, 953, 9564 (c) and (e),
955, 966, 958, and 960 (c), (d), (e), (g), and (j) shall take effect on the
date of enactment of this Act.

(b) The amendment made by section 962(a) shall apply to judges
appointed after the date of enactment of this Act.
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(c) The amendment made by section 952(b) shall take effect on the
date of enactment of this Act, except that-

(1) the term of office being served by a judge of the Tax Court on
that date shall expire on the date it would have expired under the law
in effect on the day preceding the date of enactment of this Act; and

(2) a judge of the Tax Court on the date of enactment of this
Act may be reappointed in the same manner as a judge of the Tax
Court hereafter appointed.

(d) The amendments made by subsections (a), (b), and (d) of section
954 shall apply to-

(1) all judges of the Tax Court retiring on or after the date of
enactment of this Act, and

(2) all individuals performing judicial duties pursuant to section
7447(c) or receiving retired pay pursuant to section 7447(d) on the
day preceding the date of enactment of this Act.

Any individual who has served as a judge of the Tax Court for 18 years
or more by the end of one year after the date of the enactment of this Act
may retire in accordance with the provisions of section 7447 of the In-
ternal Revenue Code of 19564 as in effect on the day preceding the date
of the enactment of this Act. Any individual who is a judge of the Tax
Court on the date of the enactment of this Act may retire under the pro-
visions of section 7447 of such Code upon the completion of the term
of his office, if he is not reappointed as a judge of the Tax Court and
gives notice to the President within the time prescribed by section 7447(b)
of such Code (or if his term expires within 6 months after the date of
enactment of this Act, gives notice to the President before the expiration
of 3 months after the date of enactment of this Act), and shall receive
retired pay at a rate which bears the same ratio to the rate of the salary
payable to a judge as the number of years he has served as a judge of
the Tax Court bears to 15; except that the rate of such retired pay shall
not exceed the rate of the salary of a judge of the Tax Court. For purposes
of the preceding sentence the years of service as a judge of the Tax Court
shall 6e determined in the manner set forth in section 7447(d) oj such
Code.

(e) The amendments made by sections 957 and 960(a), (b), (f ), and (i)
shall take effect one year after the date of enactment of this Act.

(f) The amendments made by sections 959 and 960(h) shall take effect
30 days after the date of the enactment of this Act. In the case of any
decision of the Tax Court entered before the 80th day after the date of the
enactment of this Act, the United States Courts of Appeals shall have
jurisdiction to hear an appeal from such decision, if such appeal wa
filed within the time prescribed by Rule 13(a) of the Federal Rules of
Appellate Procedure or by section 7483 of the Internal Revenue Code of
19564, as in effect at the time the decision of the Tax Court was entered.





TITLE X-INCREASE IN SOCIAL
SECURITY BENEFITS

SEC. 1001. SHORT TITLE.

This title may be cited as the "Social Security Amendments of 1969".

SEC. 1002. INCREASE IN OLD-AGE, SURVIVORS,
DISABILITY INSURANCE BENEFITS.

AND

(a) Section 215(a) of the Social Security Act is amended by striking
out the table and inserting in lieu thereof the following:

"'TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM
FAMILY BENEFITS

"I II III IV V

(Plm~rw
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"TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM

FAMILY BENEFITS-Continued

"I II III IV V

(Pr mOar
(Primary insurance benefit under insurance (Primary (Maximum

1939 Ad, as modified) amount (Average monthly wage) insurance family
under amount) benefits)

1967 Act)
If an indfivduaJ' primary insurance Or hs average monthly And the

benefit (as determined under tubsec. wage (a, determined maximum
(d)) is- Or hiA under 4ubsec. (b)) is- The amount amount of
-----------------prry -- referred to bene

ineuranwe in the paable (a
amount (at precedin provided in
determined paragraph sec. "S(a))

But under But of tMl on the batls
At not nubec. (c)) At not wubeection of hfi wages

least- more if- leaIt- more shall be- and self-
than- than- employment

income
fhalU be-

--_-.

28.01
28.69
59.16
f9.69
0.37
0WM

31.37
32.01
3S.61

98.89
34.61
68.01
356.81

57.W1
37.61
38.1tl
39.13
89.69
40.84
41.13
41.77
4-.45
48.77
44.46
44.89

$I5.68
59.68
90.86
50.95
31.6M
St. 00
38.60
93. 0
3M.88

96. 00
36.80

37.
37.60
38. 0
39.1
39.68
40.33
41.1I
41.76

43.76

445.6046.60

89.60
8 70

87.20
88.40
89.60
90.80
91.00
9.J90

96.80
98.00
99.90
100.60
101.60
101.90
10410
106. 0
106.60
107.70
108.90
110.10
ll1.40
111.00
113.70
115.00
116.20
117.90
118.60
119.80
111.00

159.4014. t70

1t6. 80
157.10
18. 50
1t9.40
130.70
131.90
183.00
184.50
135.60
136.80
157.90
139.10
140. 0

141.80
1I.00
146.10

148.90
160.00
161. to
16. 60
1U.60

168.00
167.10
168. tO

slt9
158
188
137
141

15617166
161
166
170
176
179
184
189

t08
l11
117

fr6

251
540
146
260
168

273
578
18
587
195
596
501
506
810
316
80

388
843

857
363

371
376
80
386

399

408
413
418

$117
131
196
141
146

155
160
168
100

183
188
193
197
505

t11

51
156
a

163
568

175
677
581
186
191

509
16

SO5
079

318

38
337

$1
856

366
W5
370
375
379

398
998
409
407
41I
417
431

94. 70

97.60
98.80
100.90
101.70
109.00
10 60

107.50
108.W
110.00
111.0
114. 70
116.60
116.90
118.j0
119. 0

111.00
ftt. 60
1t5. 90
ItS. SO
156.70
18.50
150.50
180. 80
ISt.30
138.70
184.90186.
137. 80
1S9.50
140.60
14 .00

14.70i1460.S
147.60
1l8.90
160. 40
161.70
163.00
164.60
16655.90
167. 40
168.60
160.00
161.60
16. 80

166. 60
166.90
168. 0
169. 0
171.50
175.60
176. 4o
178.70
178. 0
179.10
180. 0
18.00

$14 .10

148. 0
160.60
162.60
164.60
166.80

160.80
16t.90
166.00
167.10
169.10
171.90
175.40
176.40
177.0
179.70
181.60
185.80
186.90
188.00
190.10
19S.90
196. t0
199. 0
fof. 40
506.40
10. 40

117.60
fl. 60
"4. 80
tt8. 80
t1t. 80
9S.00t6. 00
t40.00
244.00
147. O
11. 0o

168.40
S6. 40

7S9.60
77. 60
9.80

284. 90
188.80
fto. 00
t6. 00
00. 00

903. t
907. 0
91 1. to

318. 40

S9. 60

998.a0



273
"TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM

FAMILY BENEFITS-Continued

"I II III IV V

(PrtmY
(Priarfisurance beefa under inwrfe (Prir (M.4um

IJAc, modied) atmoun(Average monthly woae) iwne4 aumi
under amwuq) awwie)

1967 Act)
If an indtidual prinr ifurance Or kk average u bAnd the
bnfi ( d in under . wofe (u ermn natmm
(d)) i- Or ht under ubee. (b)) W- T7e *tsJ.mw of~------ priw-m------------ - referred to binsrance in the pa ((a

amount (» precedi pw8dR tn
determined pwrfraph, We. (e))

Bu4 under But of on the bwu
A", d sube. (c)) Atl "W tbwd ofk wV-ead-- more ~ - m- re eltbe-- nd -

tthan-tk- bemmt

hUl be-

.100.60
161.60
181, 80
163.90
16. 00

167.90

169.60
170.70
171.80
17t.90
17. 10
176.80
176.90
177.60
178.00
179.70
180.80
18. 00
189.10
184. 0

187.60
188.80
189.90
191.00
19. 00
198.00
19 OO
195.00
196.00
197.00
198.00
199.00
t0. 00
01.00
so. 00

3. 00

607.00S7. 00
908.00
30.00
110.00
911.00
Rif. 00
913.00
113.00

916.00
117.00i18.00

483

47

458
6w
486

511

W

516

691

571
575
578

680

561
668
69t

6596
680

806
610

6189

617

691

994
6J

631

66M

6

688641
69f

6^s

IS
10

162

M
473

643

VM

Vs8

66w

601
606
S10

667

670

64
681
66
669
60
606
687

670

619
6816

688

691
63
698
604

006

BtO641
6166
6B3
617
690
BA
Bw

183.4

I.~

1917.10

1N. W)
191. 0

19.70

i.80

196. 00
J9B. 90
197.9

198.90

1. Jo

W7.70

X1. 00
99. 9o
1.90
10. 6)

1pi 60

9I . &)

94.10

91.0
s. 10

9.90
It7. 70
Al. 90

9S1. A
M.9.

9.60
9S8.10

.70

9.610

S40.90.80
3.80

40
9
6800
990.00
91.60
3.60

97.90

871.90
79. 80

$78.40
99.a^03840

W. 00
M.80
$88.00

391.90

395.90

9.80

498.00.60

410.80

408.00
410.90

416.90

499.9040.80
439.00

W.W

4S.60
434V40?.

38-375 0-69--- 18



274

(b)(1) Section 203(a) of such Act is amended by striking out paragraph
(2) and inserting in lieu thereof the following:

"(2) when two or more persons were entitled (without the applica-
tion of section 202(j)(1) and section 223(b)) to monthly benefits under
section 202 or 223 for January 1970 on the basis of the wages and
self-employment income of such insured individual and at least one
such person was so entitled for December 1969 on the basis of such
wages and self-employment income, such total of benefits for Jan-
uary 1970 or any subsequent month shall not be reduced to less than
the larger of-

"('A) the amount determined under this subsection without
regard to this paragraph, or

"(B) an amount equal to the sum of the amounts derived by
multiplying the benefit amount determined under this title
(including this subsection, but without the application of sec-
tion 222(b), section 202(q), and subsections (b), (c), and (d)
of this section), as in effect prior to the enactment of the Social
Security Amendments of 1969 (and prior to January 1, 1970),
for each such person for such month, by 116 percent and raising
each such increased amount, if it is not a multiple of $0.10, to the
next higher multiple of $0.10;

but in any such case (i) paragraph (1) of this subsection shall not
be applied to such total of benefits after the application of subpara-
graph (B), and (ii) if section 202(k)(2)(A) was applicable in the
case of any such benefits for January 1970, and ceases to apply aftersuch month, the provisions of subparagraph (B) shall be applied, for
and after the month in which section 202(k)(2)(A) ceases to apply,
as though paragraph (1) had not been applicable to such total ofbenefits for January 1970, or".

(2) Notwithstanding any other provision of law, when two or more
persons are entitled to monthly insurance benefits under title II of the
Social Security Act for any month after 1969 on the basis of the wages and
self-employment income ofan insured individual (and at least one of such
persons was so entitled for a month before January 1971 on the basis of
an application filed before 1971), the total of the benefits to which such
persons are entitled under such title for such month (after the application
of sections 203(a) and 202(q) of such Act) shall be not less than the total
of the monthly insurance benefits to which such persons would be entitled
under such title for such month (after the application of such sections
208(a) and 202(q)) without regard to the amendment made by subsection
(a) of this section.

(c) Section 216(b) (4) of such Act is amended by striking out "January
1968" each time it appears and inserting in lieu thereof "December 1969".

(d) Section 215(c) of such Act is amended to read as follows;
"Primary Insurance Amount Under 1967 Act

"(c)(1) For the purposes of column II of the table appearing in sub-
section (a) of this section, an individual's primary insurance amount shall
be computed on the basis of the law in effect prior to the enactment of the
Social Security Amendments of 1969.

"(2) The provisions of this subsection shall be applicable only in the
case of an individual who became entitled to benefits under section 202(a)
or section 223 before January 1970, or who died before such month."
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(e) The amendments made by this section shall apply with respect to
monthly benefits under title II of the Social Security Actfor months after
December 1969 and with respect to lump-sum death payments under such
title in the case of deaths occurring after December 1969.

(f) If an individual was entitled to a disability insurance benefit
under section 223 of the Social Security Act for December 1969 and
became entitled to old-age insurance benefits under section BO2(a) of
such Act for January 1970, or he died in such month, then, for purposes
of section 215 (a) (4) of the Social Security Act (if applicable), the amount
in column IV of the table appearing in such section 215(a) for such
individual shall be the amount in such column on the line on which in
column II appears his primary insurance amount (as determined under
section 215(c) of such Act) instead of the amount in column IV equal
to the primary insurance amount on which his disability insurance
benefit is based.
SEC. 1003. INCREASE IN BENEFITS FOR CERTAIN IN-

DIVIDUALS AGE 72 AND OVER.
(a)(1) Section 227(a) of the Social Security Act is amended by strik-

ing out "$40" and inserting in lieu thereof "$46", and by striking out
"$20" and inserting in lieu thereof "$2".'

(2) Section 227(b) of such Act is amended by striking out "$40" and
inserting in lieu thereof "$46".

(b) (1) Section 228(b) (1) of such Act is amended by striking out "$40"
and inserting in lieu thereof "$46".

(2) Section 228(b)(2) of such Act is amended by striking out "$40"
and inserting in lieu thereof "$46", and by striking out "$20" and
inserting in lieu thereof "$23".

(3) Section 228(c)(2) of such Act is amended by striking out "$20"
and inserting in lieu thereof "$23".

(4) Section 228(c) (8) (A) of such Act is amended by striking out "$40"
and inserting in lieu thereof "$46".

(5) Section 228(c) (3) (B) of such Act is armendd by striking out "$20"
and inserting in lieu thereof "$23".

(c) The amendments made by subsections (a) and (b) shall apply with
respect to monthly benefits under title II of the Social Security Act for
months after December 1969.
SEC. 1004. MAXIMUM AMOUNT OF A WIFE'S OR HUS-

BAND'S INSURANCE BENEFIT.
(a) Section 202(b) (2) of the Social Security Act is amended to read

as follows:
"(2) Except as provided in subsection (q), such wife's insurance bene-

fit for each month shall be equal to one-half of the primary insurance
amount of her husband (or, in the case of a divorced wife, herformer hus-
band) for such month."

(b) Section 202(c) (3) of such Act is amended to read as follows:
"(3) Except as provided in subsection (q), such husband's insurance

benefit for each month shall be equal to one-half of the primary insurance
amount of his wifefor such month."

(c) Sections 202(e) (4) and 202(f) (5) of such Act are each amended by
striking out "whichever of the following is the smaller: (A) one-half of the
primary insurance amount of the deceased individual on whose wages and
self-employment income such benefit is based, or (B) $105" and inserting
in lieu thereof "one-half of the primary insurance amount of the deceased
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individual on whose wages and self-employment income such benefit is
based".

(d) The amendments made by subsections (a), (b), and (c) shall apply
with respect to monthly benefits under title II of the Social Security Act
for months after December 1969.
SEC. 1005. ALLOCATION TO DISABILITY INSURANCE

TRUST FUND.
(a) Section 201 (b) (1) of the Social Security Act is amended-

(1) by striking out "and" at the end of clause (B)'; and
(2) by striking out "1967, and so reported," and inserting in lieu

thereof the following: "1967, and before January 1, 1970, and so
reported, and (D) 1.10 per centum of the wages (as so defined) paid
after December 81, 1969, and so reported," .

(b) Section 201 (b) (2) of such Act is amended-
(1) by striking out "and" at the end of clause (B); and
(2) by striking out "1967," and inserting in lieu thereof thefollow-

ing: "1967, and before January 1, 1970, and (D) 0.825 of 1 per
centum of the amount of self-employment income (as .so defined) so
reported for any taxable year beginning after December 31, 1969,".

SEC. 1006. DISREGARDING OF RETROACTICE PAYMENT
OF OASDI BENEFIT INCREASE.

Notwithstanding the provisions of sections 2(a)(10), 402(a)(7),
1002(a) (8), 1402(a) (8), and 1602(a) (13) and (14) of the Social Security
Act, each State, in determining need for aid or assistance under a State
plan approved under title I, X, XIV, or XVI, or part A of title IV,
of such Act, shall disregard (and the plan shall. be deemed to require
the State to disregard), in addition to any other amounts which the
State is required or permitted to disregard in determining such need,
any amount paid to an individual under title II of such Act (or under the
Railroad Retirement Act of 1937 by reason of the first proviso in section
3(e) thereof), in any month after December 1969, to the extent that (1)
such payment is attributable to the increase in monthly benefits under the
old-age, survivors, and disability insurance system for January or
February 1970 resulting from the enactment of this title, and (2) the
amount of such increase is paid separately from the rest of the monthly
benefit of such individual for January or February 1970.
SEC. 1007. DISREGARDING OF INCOME OF, OASDI RE-

CIPIENTS IN DETERMINING NEED FOR
PUBLIC ASSISTANCE.

In addition to the requirements imposed by law as a condition oJ
approval of a State plan to provide aid or assistance in theform of money
payments to individuals under title I, X, XIV, or XVI of the Social
Security Act, there is hereby imposed the requirement (and the plan
shall be deemed to require) that, in the case of any individual receiving
aid or assistance for any month alter March 1970 and before July 1970
who also receives in such month a monthly insurance benefit under title II
of such Act which is increased as a result of the enactment of the other
provisions of this title, the sum of the aid or assistance received by him for
such month, plus the monthly insurance benefit received by him in such
month (not including any part of such benefit which is disregarded under
section 1006), shall exceed the sum of the aid or assistance which would
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have been received by him for such month under such plan as in effect for
March 1970, plus the monthly insurance benefit which would have been
received by him in such month without regard to the other provisions of
this title, by an amount equal to $4 or (if less) to such increase in h'as
monthly insurance benefit under such title II (whether such excess is
brought about, by disregarding a portion of such monthly insurance
benefit or otherwise).
And the Senate agree to the same.

W. D. MILLS,
HALE BOOGS,
JOHN C. WATTS,
AL ULLMAN,
JOHN W. BYRNES,
-JAMES B. UTT,
JACKSON E. BETrS,

Managers on the Part of the House.
RUSSELL B. LONG,
CLINTON P. ANDERSON,
ALBERT GORE,
HERMAN E. TALMADGE,
WALLACE F. BENNETT,
JACK MILLER,

Managers on the Part of the Senate.



STATEMENT OF THE MANAGERS ON THE PART OF THE
HOUSE

tThe managers on the part of the House at the conference onil the
disagreeing votes of the two Houses on the amendment of the Senate
to the bill (H.R. 13270) to reform the income tax laws submit the
following in explanation of the effect of the action agreed upon by the
conferees and recommended in the accompanying conference report:
The Senate struck out all of the House bill after the enacting clause

and inserted a substitute amendment. The conference has agreed to a
substitute for both the Senate amendment and the House bill. The
following statement explains the principal differences between the
effect of the House bill and the effect of the substitute agreed to in
conference:

TITLE I-TAX EXEMPT ORGANIZATIONS'

SUBTITLE A-PRIVATE FOUNDATIONS

1. Excise tax based on investment income (sec. /1940 of the code)
The House bill imposes a tax of 7.5 )ercent on the net investment

income of a private foundation for each taxable year.
The Senate amendment substitutes for the House provision an

annual audit-fee tax of one-tenth of 1 percent (one-fifth of 1 percent
for 1970) of the noncharitable assets of a private foundation, but in
no event less than $100.
The conference substitute (sec. 101(b) of the substitute and sec.

4940 of the code) provides a tax of 4 percent of the net investment
income of each foundation for the taxable year.
2. Prohibitions against self-dealing (sec. 4941 of the code)
Both the House bill and the Senate amnelidment impose taxes onl tile

following acts of self-dealing:
(a) The sale, exchange, or leasing of prol)erties between a pri-

vate foundation and a disqualified l)ersoln,
(b) The lending of money or other extension of credit between

such persons,
(c) The furnishing of goods, services, or facilities between such

persons,
(d) The paymentt of compl)ensatioll by a l)rivate foundatioll to a

(lisqualifiel person,
(e) The transfer to or use by, or for thle benefit of, disqualified

persons of the income or assets of a l)rivate foundation, and
(f) Agreement by a l)rivate foundation to make any paymenelt of

money or other property to a Government official (other than an

agreement to employ such individual for certain periods after
termination of Government service).

I All references to titles, subtitles, and sections of the bill, unless otherwise'specifled, will use the designa-
tion In the conference substitute.

(278)
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The Senate amendment adds a seventh category to the term
"self-dealing." It specifies that payment by a private foundation of
any of the taxes imposed under the new provisions added by the bill
upon any disqualified person constitutes self-dealing.
The conference substitute (sec. 101(b) of the substitute and sec.

4941 (d)(1) of the code) omits this category in view of the fact that
such payments are already considered to be self-dealing by paragraph
(e) referred to above.
The conferees also agree with the statement appearing in the report

of the Senate Committee on Finance to the effect that where stock is
bought or sold by the foundation in order to manipulate the price of
the stock for the benefit of a disqualified person (as referred to below),
then the foundation's assets have been used for the "benefit of a dis-
qualified person" within the meaning of paragraph (e) above.
The term "disqualified person", as it appears in both the House bill

and the Senate amendment, includes a substantial contributor to the
foundation. A substantial contributor under the House bill is anyone
who (with his spouse) contributes more than $5,000 in any one year
or who (with his spouse) contributes more than anyone else in any
one year, even though less than $5,000.
The Senate amendment modifies the definition of substantial con-

tributor to mean any person who contributes more than $5,000 to a

private foundation if such amount is more than 2 percent of the con-
tributions received by the foundation before the end of the year in
which the foundation receives the contribution of the person.
The conference substitute (sec. 1.01(a) of the substitute and sec.

507(d)(2) of the code) follows the Senate amendment.
The Senate amendment also modifies the definition of a disqualified

person in other respects. The House bill provides that a general partner
of a substantial contributor is also to be treated as a disqualified person.
The Senate substitute limits this to an owner of more than 20 percent
of the profits interest of a partnership.
The conference subsitute (sec. 101(b) of the substitute and sec.

4946(a)(1) of the code) follows the Senate amendment.
The House bill provides that a disqualified person includes a

member of the family (within the meaning of sec. 341(d) of the code)
of a substantial contributor, foundation manager or certain other
persons. Included in the definition in section 341(d) is a brother or
sister (and any of their descendants) of any of the foregoing persons.
The Senate amendment omit such brothers and sisters and their
descendants from the definition of the term "family."
The conference substitute (sec. 101(b) of the substitute and sec.

4946(d) of the code) follows the Senate amendment.
Under both the House bill and the Senate amendment a violation

of the self-dealing provision results in an annual tax on the self-dealer
of 5 percent of the amount involved in the violation. If the self-dealing
is not corrected within an appropriate length of time, then a tax of 200
percent of the amount involved is imposed on the self-dealer. If the
foundation manager is knowingly involved in the self-dee.ling, a tax
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of 2.5 percent initially is imposed upon him (subject to a maximum of
$10,000). Where the foundation manager refuses to agree to the cor-
rection of the initial transaction, a tax of 50 percent of the amount
involved is imposed (subject to a maximum of $10,000). In the case
of repeated or willful violations, the tax imposed on the selt-dealer or
foundation managers may be doubled. (A third level of tax may also
be assessed as described below in "Change of Status".)
The Senate amendment provides that the tax on the foundation

manager who knowingly participates in the self-dealing is not to apply
unless the violation is willful and is not due to reasonable cause.
In addition, the amendment provides that the burden of proof that
a violation by a foundation manager is "knowing" is to be upon the
Government to the same extent as in civil fraud in present law.
The conference substitute (secs. 101 (b) and (1) of the substitute and

sec. 4941(a) of the code) follows the Senate amendment.
The Senate amendment provides that in the case of leases and loans

outstanding on October 9, 1969, and also where under arrangements
in existence prior to that date, goods and services or facilities were
shared by a private foundation and a disqualified l)erson, such trans-
actions are not to constitute self-dealing if the foundation receives
terms at least as favorable as terms offered to third parties in arm's-
length transactions. Under the amendment these existing arrangements
can continue for a period up to 10 years.
The conference substitute (sec. 101(1)(2) of the substitute) follows

the Senate amendment but includes within the term "loan," reference
to "extension of credit."
The Senate amendment provides that where a private foundation

and disqualified person, together owned on October 9, 1969, more
than 20 percent of the voting stock of a company, then the foundation
may make fair-market-value sales of that stock or nonvoting stock
to disqualified )ersons before January 1, 1975, so long as the sales
(1do not bring the combined holdings of the voting stock below 20
percent. After that date, such sales may be made to llisqualified persons
only if the stock has to be disposed of in order to avoid violating
the excess business holdings rules, described below.
The conference substitute (sec. 101 (1)(2) of the substitute) follows

the Senate amendment.
The House bill and the Senate amendment both require as a

condition of tax exemption that a foundation's governing instrument
conform to the new provisions added by this bill (regarding the rules
relating to self-dealing, distribution of income, excess business holdings,
investments jeopardizing charitable purpose, and taxable expendi-
tures). Both the House bill and the Senate amendment give existing
organizations until 1972 to modify their governing instruments in
the respects set out above (or longer if it is impossible to conform
their governing instruments by that time.)
The House bill and Senate amendment also contain savings clauses

permitting fair-price sales of existing holdings to disqualified persons
under certain circumstances. The Senate amendment also provides
that an organization's governing instrument need not prohibit ac-
tivities which are permitted to it under the excess business holdings
savings clauses.



The conference substitute (sec. 101 (1)(6) of the substitute) follows
the Senate amendment and extends it to activities permitted under
any other of the special savings clauses.
S. Taxes on failure to distribute income (8ec. 494 of the code)
Both the House bill and the Senate amendment provide for the

imposition of taxes on a private foundation where it does not distribute
currently an amount equal to all of its income, or if higher, an amount
equal to a specified percentage of the value of its assets (other than
those assets currently being used in the active conduct of the founda-
tion's exempt activities).
Both the House bill and the Senate amendment provide that a tax

of 15 percent of the undistributed amount is to be imposed where there
has been a failure to distribute by the end of the taxable year after
the income is earned (unless certain exceptions apply). It the dis-
tribution of the remaining amount is not made during the "correction
period", a tax of 100 percent of the amount not distributed is then
imposed.
The minimum amount which must be paid out, for years beginning

in 1970, is the greater of the adjusted net income or 5 percent of the
assets (the Secretary or his delegate is authorized in certain years to
make changes in this percentage based upon changes in money rates
and investment yields).
The Senate amendment changes this percentage to 6 percent.
The conference substitute (sec. 101(b) of the substitute and sec.

4942(e) of the code) follows the Senate amendment,
Both the House bill and the Senate amendment do not apply the

minimum investment return for the years 1970 and 1971.
In addition, the Senate amendment provides that the minimum

investment return is not to be more than 3.5 percent in 1972, 4 percent
in 1973, 4.5 percent in 1974, 5 percent in 1975, and 5.5 percent in
1976.
The conference substitute (sec. 101(1) (3) of the substitute) provides

that the minimum investment return is not to be more than 4.5 per-
cent in 1972, 5 percent in 1973, and 5.5 percent in 1974.
The Senate amendment allows foundations to make deficiency dis-

tributions (along the lines of deficiency dividend procedures presently
allowable to personal holding companies) if failure to distribute is due
to failure to properly'value the assets and is not willful but is due to
reasonable cause.
The conference substitute (sec. 101(b) of the substitute and sec.

4942(a) of the code) follows the Senate amendment.
Under the House bill the tax on investment income and any tax on

unrelated business income reduce the amount of the required current
distribution only when the foundation's income exceeds the minimum
percentage for that year.
The Senate amendment allows the audit-fee tax and any tax on

unrelated business income as deductions in determining the amount of
income which must be distributed currently.
The conference substitute (sec. 101(b) of the substitute and sec.

4942(d) of the code) follows the Senate amendment.
The Senate amendment makes it clear that reasonable administra-

tive expenses in operating a private foundation are also to be treated
as qualifying distributions.



The conference substitute (sec. 101(b) of the substitute and sec.
4942(g) of the code) follows the Senate amendment.
Loans to individuals which are related to the exempt purpose for

which a private foundation was established (for example, student
loans) have generally been considered as qualifying distributions at the
time the loan was made. The Senate amendment also provides that
when the loan is repaid (or when amounts are received from the sale
of assets previously used for charitable purposes) these amounts should
be treated as income, for purposes of the minimum distribution require-
ment, to the extent the private foundation had previously treated the
amounts as expenditures which were qualifying distributions. (This
rule also applies where an amount previously set aside and treated as a
qualifying distribution at that time is no longer needed for the purpose
for which it was set aside.)
The conference substitute (sec. 101(b) of the substitute and sec.

4942(f) of the code) follows the Senate amendment.
The House bill provides that where a private foundation spends more

than the minimum required distributable amount in a given year, the
excess expenditures over this amount are to be treated as qualifying
expenditures in the next 5 years. The Senate amendment makes it
clear that the distributions in years before the first taxable year begin-
ning after December 31, 1969, are not to be taken into account for
purposes of applying this 5-year carryover rule.

Tihe conference substitute (sec. 101(b) of the substitute and sec.
4942(i) of the code) follows the Senate amendment.
The Senate amendment provides that where written commitments

have been made before October 9, 1969, by one private foundation
to another private foundation, the grants made by December 31, 1974,
under such commitments are to be treated as qualifying distributions
if the foundation to which the distributions are made is not controlled
by the granting foundation. For the grant to be so treated, however,
it must be made for the charitable, educational, or other purpose
consistent with the basis for the organization's exemption.
The conference substitute (sec. 101(1)(3) of the substitute) follows

the Senate amendment but provides that the written commitment
must have been made before May 27, 1969.
The Senate amendment provides that if a corporation redeems

existing excess business holdings of a private foundation, such a

redemption is not to be treated as essentially the equivalent of a
dividend for purposes of determining the foundation's income that
must be distributed.
The conference substitute (sec. 101(1)(3) of the substitute) follows

the Senate amendment.
4. Taxes on excess business holdings (sec. 4943 of the code)
The House bill as a general rule limits to 20 percent the combined

ownership of a corporation's voting stock which may be held by a
foundation and all disqualified persons together. However, if someone
else can be shown to have control of the business, the 20-percent limit
is raised to 35 percent. Excess holdings acquired by gift or bequest in
the future under the House bill generally must be disposed of within 5
years.
The House bill provides that the 20-percent limit referred to above

(or the 35-percent limit if applicable) needs to be met with respect to



existing holdings only after the lapse of a 10-year period. The House
bill also provides certain interim requirements of progressive partial
divestiture at the end of 2 years and at the end of 5 years.
The Senate amendment provides that in the case of present holdings

the combined holding of a private foundation and all disqualified per-
sons In any one business (if at present in excess of 50 percent) must
generally he reduced to 50 percent by the end of the 10 years after the
date of enactment of the bill. However, where the combined holdings
now exceed 75 percent, an additional 5 years is allowed before the 50-
percent limit must be reached. Present holdings in excess of 20 per-
cent but less than 50 percent need not be decreased but also may not
be increased.
The conference substitute (sec. 101(b) of the substitute and sec.

4943(c)(4) of the code) provides that where existing holdings are in
excess of 50 percent but are not in excess of 75 percent, a 10-year
period is to be available before the holdings must be reduced to 50
percent. If the holdings are more than 75 percent but not over 95
percent, the reduction to 50 percent need not occur for a 15-year
period. If the foundation itself holds more than 95 percent of a corpora-
tion's stock, the reduction to 50 percent need not occur until the lapse
of a 20-year period. The excess time provided above the 10 years in the
second case is not to be available if a disqualified person having 15 per-
cent or more of the stock of the corporation objects to this additional
time for disposition of the excess holdings.

If at the end of the 10, 15, or 20-year period referred to above, the
foundation and all disqualified persons together have holdings not
in excess of 50 percent and the foundation has holdings of not more
than 25 percent, then no further divestiture is required in order for
the taxes on excess holdings not to apply. If the disqualified persons
together hold no inore than 2 percent of the stock, then the foundation
is not subject to the 25-percent limit of the preceding sentence (how-
ever, the 50-percent total still applies to the combined holdings at
the end of this first period); then the foundation. is to have 15 addi-
tional years to bring its holdings of the stock in question down to 35
percent without imposition of any tax under this provision.
The House bill and the Senate amendment both permit fair price

sales by a private foundation to disqualified persons in the case of
existing excess business holdings without tax consequences.
Under the Senate amendment fair market value exchanges and other

dispositions are also permitted under the same conditions as in the
case of sales.
The conference substitute (sec. 101(1)(2) of the substitute) follows

the Senate amendment.
6. Tazes on investnentat which jeopardize charitable purpose (sec. 4944

of the code)
At present a private foundation loses its tax exemption if its

accumulated income is,invested in such a manner as to jeopardize
the carrying out of its charitable purposes. The, House bill and the
Senate amendment provide that unless this test is met with respect to
all of its assets (not merely its accumulated income), a foundation will
be subject to a special tax.



The House bill provides that where a foundation invests in a
manner which would jeopardize the carrying out of its charitable
purposes a tax is to be imposed equal to 100 percent of the investment.
The Senate amendment provides an initial tax on private founda-

tions of 5 percent of the amount involved, and an initial tax on the
foundation manager, where he knowingly jeopardizes the carrying
out of the foundation's exempt purl)oses, of 5 percent (up to a maxi-
mum of $5,000 on the manager). The Senate amendment also modifies
the second level tax where the jeopardy situation is not corrected by
providing a 25-percent tax on the foundation and a 5-percent tax
on the foundation manager who refuses to take action to correct the
situation. (In the case of the foundation manager, this sanction may
not exceed $10,000.)
The conference substitute (sec. 101(b) of the substitute, and sec.

4944 of the code) follows the Senate amendment.
6. Taxes on taxable expenditures (sec. 4945 of the code)
Among the activities which under the House bill give rise to taxable

expenditures are those to influence the outcome of any public election.
The Senate amendment modifies this to prohibit expenditures for

the purpose of influencing the outcome of any specific public election.
The conference substitute (sec. 101(b) of the substitute and sec.

4945(d) of the code) follows the Senate amendment.
Both the House bill and the Senate amendment provide for taxes on

ex)en(litures where the private foundations spend money on activities
generally referred to as lobbying expenditures. The House bill pro-
hibits expendilI-ces on attempts to influence legislation through at-
teml)ts to affect the opinion of the general public.

Thile Senate amendment taxes expenditures where attempts are made
to influence legislation by attempting to cause members of the general
public to propose, support, or oppose legislation.
The conference substitute (sec. 101(b) of the substitute and sec.

4945(e) of the code) follows the House provision except that the
managers on the part of the House desire to make it clear that in
retaining this languge it is not intended to prevent the examination
of broad social, economic, and similar problems of the type the Gov-
ernment could be expected to deal with ultimately, even though this
would not permit lobbying on matters hicih have been proposed for
legislative action. In addition, the conferees are in accord with the
Senate Finance Committee's report language regarding the applica-
tion of this l)rovision to noncommercial educational broadcasting.
The House bill attempts to influence legislation through private

communications with persons who participate in the formation of
legislation other than through making available the results of non-
partisan analysis or research (except that private foundations could
communicate with respect to their own tax-exempt status, etc.).
The Senate amendment would tax attempts to influence legislation

through communications with Government personnel who may partici-
pate in the formation of legislation except in the case of technical
advice or assistance provided to a governmental body in response to
a written request by such body or person. In addition, an exception is
provided where the activity consists of making available nonpartisan
analysis, study, or research and an exception is also provided for



communications with respect to the tax-exempt status, etc., of the
foundation itself.
The House bill provides that where a foundation invests in a

4945(e) of the code) follows the Senate amendment except that in
the case of technical advice or assistance provided to a governmental
body in response to a written request by such body or member of
such body, the substitute limits the request which can be made of
this type to requests by the body itself or a subdivision such as a com-
mittee of such body and provides that the response can be given
only to such body or subdivision.
The House bill provides for the imposition of taxes on expenditures

for grants to organizations other than public charities unless the
granting organization becomes responsible for how the money is
spent and for providing information to the. Secretary or his delegate
regarding the expenditures.

Under the Senate amendment this expenditure responsibility does
not make the granting foundation an insurer of the activity of the
organization to which it makes a grant, if it uses reasonable efforts
and establishes adequate procedures so that the funds will be used
for public charitable purposes. In effect, this provides a "prudent
man" standard in such cases and would permit, foi example, without
imposition of tax, situations where an organization to whom the
grant is made supplies a certified audit as to the purpose of the
expenditures.

The conference substitute (sec. 101(b) of the substitute and sec.
4945(h) of the code) follows the Senate amendment.
The House bill provides that voter registration drives are to be

permitted where: (1) the organization's principal activity is non-
partisan political activity; (2) the organization's nonpartisan political
activities are carried on in five or more States; (3) substantially all of
the support (other than gross investment income) normally comes from
five or more independent exempt organizations or from the general
public; and (4) no more than 25 percent of the support (other than
gross investment income) may normally come from any one exempt
organization.
The Senate amendment provides that voter registration drives are

to be permitted where: (1) the organization's activities are non-
partisan; (2) the organization's activities are carried on in more than
one State; (3) substantially all of the support (other than gross in-
vestment income) normally comes from three or more independent
exempt organizations, government, or the general public; (4) no
more than 40 percent of the support (other than gross investment
income) may come from any one exempt organization in 5 consecutive
years; and (5) voter registration drive contributions may not be
subject to the condition that they be used in only one specific election
period.
The conference substitute (sec. 101(b) of the substitute and sec.

4945(f) of the code) provides that voter registration drives are to be
permitted where: (1) the organization's principal activities are non-
partisan; (2) the organization's activities are carried on in five or more
States; (3) not over 50 percent of the organization's support is derived
from gross investment income; (4) no more than 25 percent of the



support (other than gross investment income) may come from any
one exempt organization in 5 consecutive years; and (5) voter regis-
tration drive contributions may not be subject to the condition that
they may be used in only one specific election period.
Under the House bill there is one level of taxation in the case of

expenditures for activities representing taxable expenditures. A tax
equal to 100 percent of the amount improperly spent is provided plus a
tax on the foundation manager who knowingly makes the improper
expenditure of 50 percent of that amount.
The Senate substitute provides an initial tax of 10 percent of the

amount improperly spent (plus a tax of 2, percent up to a maximum
of $5,000 on the foundation manager who knowingly makes the im-
proper expenditure). The second tax (100 percent) is to apply later
only if the foundation fails to correct the earlier improper action to
the extent possible. In addition, the second level (50 percent1) tax on
the manager (up to a maximum of $10,000) is to apply later only if
he refuses to agree to the correction.
The conference substitute (sec. 101(b) of the substitute and secs.

4945(a), (b), and (c) of the code) follows the Senate amendment ex-
cept that if full recovery of the expenditure is not possible, then (in
order to avoid the second-level tax) the foundation must take such
additional corrective action as may be prescribed by regulations.
7. Disclosure and publicity requirements (secs. 6033, 6038, 6056, 6104,

6652, 6685, and 7207 of the code)
The House bill provides that every exempt organization (whether

or not, a private foundation) must file an annual information return,
except where the Secretary or his delegate determines that this is
unnecessary for efficient tax administration.
The Senate amendment provides two exceptions from this pro-

vision. First it exempts churches and their integrated auxiliary or-
ganizations and associations or conventions of churches from the
requirement of filing this annual information return (where the church
or its auxiliary organization, etc., is engaged in an unrelated trade or
business, however, it would still be required to file an unrelated busi..
ness income tax return). The integrated auxiliary organizations to
which this applies include the church's religious school, youth group,
and men's and women's clubs.
The Senate amendment also exempts from the requirement for filing

the annual information return any organization that normally has
gross receipts of $5,000 or less where the organization is of a type not
required to file an information return under present law. (As under the
House bill, in addition to these two exempt categories the Secretary or
his delegate can exempt other types of organizations from the filing
requirement if he concludes that the information is not of significant
value.)
The conference substitute (sec. 101(d) of the substitute and sec.

6033(a) of the code) follows the Senate amendment except that it, also
exempts from the filing requirement any religious order with respect to
its exclusively religious activities (but not including any educational,
charitable, or other exempt activities which would serve as a basis of
exemption under section 501(c)(3) if an organization which is not a
religious organization is required to report with respect to such
activities).



The House bill requires that there be shown on each information
return the names and addresses of all substantial contributors, direc-
tors, trustees, and other management officials, and of highly compen-
sated employees. Compensation and other payments to managers and
highly compensated employees also must be shown.
The Senate amendment differs from the House bill provision only in

that it does not require the names and addresses of substantial con-
tributors to be disclosed to the public in the case of exempt organiza-
tions other than private foundations. (Such organizations would,
however, still be required to disclose these names to the Internal
Revenue Service.)
The conference substitute (sec. 101(e) of the substitute and sec.

6104(b) of the code) follows the Senate amendment.
The Senate amendment provides that private foundations with at

least $5,000 of assets at any time during the year are required to
file an annual report providing information in addition to that previ-
ously described. The principa additional information consists of lists
of assets showing book and market values, lists of grants (including
amounts and purposes thereof), and grantees' names, as well as other
information. In addition to this information being filed with the
Service, a copy of this annual report must be made available to any
citizen at the foundation's office for at least 180 days and the
foundation must publicize its availability.
The conference substitute (sees. 101(d) and (e) of the substitute

and sees. 6056, 6104, 6652, 6685, and 7207 of the code) follows the
Senate amendment.
8. Termination of private foundation status and certain other rules with

respect to sec. 601(c)(S) organizations secss. 607 and 608 of the
code)

The House bill provides that an organization which was a private
foundation for its last taxable year ending before May 27, 1969, or
becomes one subsequently may not change its status unless it repays
to the Government the aggregate tax benefits (with interest) which
have resulted from its tax-exempt status. (This tax may be abated,
however, as described below.) The tax benefits to be repaid in these
cases are the net increases in income, estate, and gift taxes which
would have been imposed upon the organization and all substantial
contributors if the organization had been liable for income taxes and
if its contributors had not received deductions for contributions to
the organization.

If a private foundation is required to pay this tax or volunteers to
pay this tax in order to change its status, the Secretary or his dele-
gate may then abate any part of the tax which has not been paid if
the foundation (1) distributes all of its assets to organizations which
had been public charities for 5 years or (2) itself operates for at least
5 years as a section 501(c)(3) organization which is not a private
foundation.
The Senate amendment modifies this provision in several respects:

(1) it provides that an existing private foundation need not go through
the "change of status" process if it becomes a public charity by the
end of its first taxable year beginning after December 31, 1969; (2) if
the foundation intends to change its status by acting as a public
charity for 5 years it must notify the Secretary or his delegate in



advance of its intention to do so as well as demonstrate at the end of
the period that it has fully lived up to the appropriate requirements;
(3) where the private foundation volunteers to change its status by
acting in all respects as a public charity for at least 5 years, the founda-
tion is to be classified as a public charity during the 5-year period
(should the organization fail to act as a public charity during that
period it would lose its status as of that date as a public charity but
it would still be subject to the "change of status" rules during this
period); (4) the tax on the change of status may be abated if the
Secretary or his delegate is satisfied that corrective action to preserve
the foundation's assets for charity has been taken by the State
attorney general or other appropriate State official under the super-
vision of the appropriate courts.
The conference substitute (sec. 101(a) of the substitute and sec.

507 of the code) follows the Senate amendment.
The House bill provides that new exempt organizations (those

coming into existence after May 26, 1969) must notify the Secretary
or his delegate if they claim exempt status under section 501(c)(3).
It also requires that they and existing organizations notify the Secre-
tary or his delegate if they claim to be other than private foundations.
In addition, the House bill provides that the Treasury Department
may exempt from either or both of these notification requirements
the following: churches (or conventions and associations of churches),
schools and colleges, and any other class of organization where the
Treasury determines that full compliance is not necessary for efficient
administration.
The Senate amendment modifies the House bill in several respects.

It provides that the organizations which must notify the Service as
to their exempt status are those coming into existence after October 9,
1969, rather than after May 26, 1969; it provides that churches, their
integrated auxiliaries and conventions or associations of churches are
not in any event to be required to claim exempt status in order to be
exempt from tax, nor are they to be required to file with the Secre-
tary or his delegate in order to avoid classification as private founda-
tions; and it exclude from these notice rules those educational or public
charitable organizations whose gross receipts normally are $5,000 or
less. In addition, the Senate amendment requires special information
returns to be filed by exempt organizations upon their liquidation,
dissolution, or substantial contraction.
The conference substitute (sec. 101(a) of the substitute and sec.

508 of the code) follows the Senate amendment.
9. Private foundation defined (sec. 509 of the code)
The House bill in general defines private foundations as organiza-

tions described in section 501(c)(3) of the code other than:
(1) Organizations contributions to which may be deducted to

the extent of 30 percent (or 50 percent under the bill) of an
individual's income;

(2) Broadly publicly supported organizations; and
(3) Organizations organized and operated exclusively for the

benefit of one or more of the types of organizations described in
(1) or (2) above which are controlled by one or more of these
organizations or are operated in connection with one of them and
are not controlled by disqualified persons; and



(4) Organizations organized and operated exclusively for
testing for public safety.

The Senate amendment in general provides that an organization
which would meet all of the tests of the third category described
above except that it is operated in connection with more than one
organization, nevertheless may qualify where all of the organizations
it operates in connection with are educational organizations.
The conference substitute (sec. 101(a) of the substitute. and sec.

509(a) of the code) follows the Senate amendment except that it
provides that an organization which meets all of the tests of the third
category described above except that it is operated in connection
with two or more specific organizations may qualify where all of the
specific organizations are the type of organizations described in (1)
or (2) above.
The Senate amendment also provides that a foundation which is

run in conjunction with an organization exempt tinder paragraphs (4),
(5), or (6) of section 501 (c) (such as a social welfare, labor, or agricul-
tural organization, business league, or real estate board, etc.) which is
publicly supported is to be treated as meeting the publicly supported
tests for purposes of being a public charity rather than a private
foundation.
The conference substitute (sec. 101(a) of the substitute and sec.

509 (a) of the code) follows the Senate amendment.
10. Private operating foundation defined (sec. 494.2(j) of the code)
The House bill provides that an operating foundation is a private

foundation substantially all of whose income is spent directly for the
active conduct of its activities representing the purpose or function for
which it is organized and operated. The foundation must also meet
one of two other tests. The first of these alternative tests requires
that substantially more than half of the assets of the foundation must
be devoted directly to the activities for which it is organized or to
functionally related businesses. The second alternative covers cases
where the organization normally receives substantially all of its sup-
port (other than gross investment income) from five or more exempt
organizations or private individuals. In this case not more than 25
percent of the foundation's support (other that gross investment) may
be received from any of these exempt organizations.
Under the Senate amendment, in addition to the categories that

meet the private operating foundation definition under the House bill,
another category also qualifies. The new category is a private founda-
tion substantially all of whose income is spent directly for the active
conduct of its activities representing the purpose or function for which
it is organized and operated and where the organization's endowment
based upon a rate of return of 80 percent of the minimum investment
rate (for purposes of minimum distribution requirement) is no more
than adequate to meet its current operating expenses.
The conference substitute (sec. 101(b) of the substitute and sec.

4942(j)(3) of the code) follows the Senate amendment but modifies
the rate of return referred to above to 66% percent.
11. Hospitals (sec. 501 of the code)
The House bill provides that hospitals, if they meet all the other

requirements of section 501(c) (3), are exempt under that provision,
whether or not they provide charitable services on a no-cost or low-
cost basis. The Senate amendment strikes out these provisions.
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The conference substitute (sec. 101(j) of the substitute and sec.
501 (c) (3) of the code) follows the Senate antmndment.

SUBTITLE B-OTHER TAX-EXEMPT ORGANIZATIONS

1. Unrelated debt-financed income (sec. 514 of the code)
The House bill provides that all exempt organizations' income from

"debt-financed" property which is unrelated to their charitable
function is to be subject to tax in the proportion in which the properly
is financed by the debt. Capital gains on the sale of debt-financed
property also are taxed. Exceptions are made for property to be
used for an exempt purpose of the organization within a reasonable
time and also for property acquired by gift or inheritance under
certain conditions. Special exceptions are also provided for the
sale of annuities and for debts insured by the Federal Housing Ad-
ministration to finance low- and moderate-income housing.
The Senate amendment makes minor or technical modifications

in the House bill.
The conference substitute (sec. 121(d) of the substitute and sec.

514 of the code) in general follows the Senate amendment.
2. Tax on unrelated business income (8e8es. 511 and 512 of the code)
The House bill extends the unrelated business income tax to all

exempt organizations (except U.S. instrumentalities). The bill
contains several administrative provisions including one providing
that no audit of a church, its integrated auxiliaries or convention
or association of churches is to be made unless the principal internal
revenue officer for the region believes the church may be engaged
in a taxable activity. Churches will not be subject to tax under this
provision for 6 years on businesses they now own.'
The Senate amendment among other technical provisions provides

that the unrelated business income tax is not to apply to a religious
order or to an educational institution maintained by such religious
orders or by a State that has held unrelated businesses which provide
services under licenses issued by a Federal regulatory agency for 10
years or more, if the unrelated business distributes not less than 90
percent of its earnings each year and it is established to the satisfaction
of the Secretary or his delegate that rates and other charges for
services charged by such a business are fully competitive with, and
do not exploit, similar businesses operated in the same general area.
The conference substitute (sec. 121(b) (2) (C) of the substitute

and sees. 511 and 512 of the code) follows the Senate amendment
except that it does not extend this provision to educational institu-
tions maintained by a State.
The fact that an unrelated business income tax is payable by an

organization is not intended to mean that the organization should,
or should not, retain its exemption. This is to be determined on the
basis of the organization's overall activities without regard to the fact
that some of its activities are subject to the unrelated business income
tax.
3. Taxation of investment income of social, fraternal and similar orga-

nizations (sec. 512 of the code)
The House bill provides for the taxation (at regular corporate

rates) of the investment income of social clubs, fraternal beneficiary
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associations and employee beneficiary associations. In the case of the
income of fraternal beneficiary associations and employees beneficiary
associations this tax does not apply, however, to the extent the
income is set aside to be used only for the exempt insurance function
of these organizations or for charitable purposes. In any year such
an amount is taken out of the setasido and used for any other purpose,
however, this amount becomes subject to tax at that time.
The Senate amendment modifies the House bill by excluding frater-

nal beneficial associations from the tax on investment income. It also
provides a new category of exemption for fraternal beneficiary associa-
tions where the fraternal activities are largely religious, charitable, or
educational in nature but where no insurance is provided for the
members.
The conference substitute (sec. 121(b) of the substitute and sec. 512

of the code) follows the Senate amendment.
The Senate amendment extends the exemption from the investment

income tax available in the House bill for fraternal beneficiary associa-
tions and employees beneficiary associations in the case of amounts set
aside for charitable purposes to social clubs. The Senate amendment
also provides that the tax on investment income is not to apply to the
gain from the sale of assets used by the organizations in the perform-
ance of their exempt functions to the extent that the proceeds are
reinvested in assets used for such exempt functions beginning 1 year
before the date of the sale and ending 3 years after that date.
The conference substitute (sec. 121(b) of the substitute and sec.

512 of the code) follows the Senate amendment.
I4. Interest, rent and royalties from controlled corporations (sec. 612 of

the code)
The House bill provides that where a tax-exempt organization owns

more than 80 percent of a taxable subsidiary, interest, annuities,
royalties, and rents received by it are to be treated as "unrelated
business income" and subject to tax. The deductions connected with
the production of this income are allowed.
The Senate amendment makes minor and technical modifications

in the House bill.
The conference substitute (sec. 121(b) of the substitute and sec.

512 of the code) generally follows the Senate amendment with minor
modifications.
5. Limitation on deductions of nonexempt membership organizations

(sec. 277 of the code)
The House bill provides that in the case of a taxable membership

organization, the deductions for expenses incurred in supplying serv-
ices, facilities, or goods to the members is to be allowed only to the
extent of the income received from these members.
The Senate amendment modifies this provision to exclude from its

application organizations which receive prepaid dues income as
consideration for services and also securities and commodity exchanges
organized on a membership basis. The Senate amendment also pro-
vides a carryover to succeeding years of the cost of furnishing services,
facilities or goods to members where this exceeds the income from
members. It also treats as income received from members income
received from institutes and trade shows. The Senate Amendment
further postpones the effective date of this provision until 1971.
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The conference substitute (sec. 121(b) of the substitute and sec. 277
of the code) follows the Senate amendment except that, in the case of
institutes and trade shows it limits the treatment described above to
those institutes and trade shows which are primarily for the education
of members.
6. Incomefrom advertising, etc., activities (sec. 561 of the code)
The House bill provides that the term "trade or business" for

purposes of the tax on unrelated business income includes any activity
which is carried on for the production of income from the sale of goods
or the performance of services. It further indicates that for this purpose
an activity does not lose its identity as a trade or business merely
because it is carried on within a larger aggregate of similar businesses
which may, or may not, be related to the exempt purposes of the
organization.
The Senate amendment provides that the provision should apply

only in the case of advertising in the case of a sale by a hospital
pharmacy of drugs to persons other than hospital patients and to the
operation bf a racetrack by an exempt organization.
The conference substitute (sec. 121(c) of the substitute and sec.

513 of the code) follows the House bill except that it provides that
where an activity carried on for profit constitutes an unrelated trade
or business no part of it is to be excluded from such classification
merely because it does not result in profit.

TITLE II-INDIVIDUAL DEDUCTIONS

SUBTITL¶E A-CHARITABLE CONTRIBUTIONS

1. 60-percent charitable contribution deductions (8ec. 170(b) of the code)
The House bill generally increases the limitation on the charitable

contribution deduction for individual taxpayers from 30 percent of
adjusted gross income to 50 percent. However, the 50-percent limit
is not available with respect to property in which there is unrealized
appreciation in value.

,The Senate amendment provides that the taxpayer's cost or other
basis for property contributed to public charities is to be eligible
for the 50 percent limitation and that only the appreciation element in
the donated property is to come under the 30 percent limitation.
The conference substitute (sec. 201(a) of the substitute and sec.

170(b) of the code) follows the House bill except that it provides
that where a taxpayer makes a contribution to a public charity of
property which has appreciated in value the taxpayer may deduct
such contributions of property under the 50 percent limitation if he
elects to take the unrealized appreciation in value into account for
tax purposes.
Under the House bill contributions to private foundations are sub-

ject to the 20-percent charitable contribution limitation.
Under the Senate amendment contributions to a private operating

foundation, and contributions to a private nonoperating foundation
which distributes the contributions it receives to public charities or to
private operating foundations within 1 year following the year of
receipt, qualify for the 50 percent limitation (30 percent in the case of
gifts of appreciated property).



The conference substitute (see. 201 (a) of the substitute and section
170(b) of the code) follows the Senate amendment except that it pro-
vides that in the case of contributions to private nonoperating founda-
tions, the contribution such foundations receive must be distributed to
public charities or private operating foundations within 2M months
following the year of receipt if the 50 percent limitation (or the 30
percent limitation as the case may be) is to apply.
2. Repeal of the unlimited charitable deduction (sees. 170(b)(1)(C),

(f) (6), and (g) of the code) -

The House bill eliminates the unlimited charitable contribution
deduction for years beginning after 1974. During the interim period an
increasing limitation is placed on the amount by which the deduction
may reduce an individual's taxable income. For taxable years be-
ginning in 1970, the. total charitable deduction (for those qualifying
under this provision) is not to be allowed to reduce the individual's
taxable income to less than 20 percent of his adjusted gross income.
This percentage is increased by 6 percentage points a year for the
years 1971 through 1974. Corresponding downward adjustments are
made in the percentage of a taxpayer's income which must be given
to charity (or paid in income taxes) in 8 out of the 10 preceding taxable
years in order to qualify for the extra charitable deduction during the
interim period.
The Senate amendment modifies the House bill to provide that

two rules are not to apply in the case of a person qualifying for the
extra charitable contribution deduction: (1) the 30-percent limit on
gifts of appreciated property and (2) the appreciated property rule
which takes the appreciation into account for tax purposes in the case
of gifts of property which would give rise -to a long-term capital gain
is sold.
The conference substitute (sec. 201(a) of the substitute and sees.

170(b)(1)(C), (f)(6), and (g) of the code) follows the Senate
amendment.
3. Charitable contributions of appreciated property (sec. 170(e) of the

code)
The House bill in the case of charitable contributions of appreciated

property takes this appreciation into account for tax purposes in five
types of situations. These are as follows:

(1) Appreciation is taken into account in the case of gifts to a

private foundation other than an operating foundation and other
than a private foundation which within 1 year distributes an
amount equivalent to the total amount of gifts of appreciated
property;

(2) Appreciation is taken into account in the case of property
(such as inventory or works of art created by the donor) which
would give rise to ordinary income if sold;

(3) Appreciation is taken into account in the case of gifts of
tangible personal property (such as paintings, art objects, and
books not produced by the donor) which would result in capital
gain if the property were sold.

(4) Appreciation is taken into account in the case of gifts of
future interests in property,(such as a remainder interest in
trust) which would result in capital gain if the property were
sold.



(5) The cost or other basis of property in the case of a so-called
bargain sale to charity is allocated between the portion of the
property which is "sold" to the charity and the portion which is
"given' to the charity on the basis of the fair market value of
each portion.

The Senate amendment deleted categories (3), (4), and (5) listed
above.
The conference substitute (sec. 201(a) of the substitute and sec.

170(e) of the code) follows the House bill except that in the case of
category (3), listed above, it does not take appreciation in value into
account in the case of gifts of tangible personal property (which
would result in capital gain if the property were sold) where the use
of the property is related to the exempt function of the donee. In
addition, the conference substitute does not take appreciation into
account in the case of category (4) referred to above relating to gifts
of future interests in property.
The House bill provides that the amendments relating to charitable

contributions generally apply to contributions paid after December 31,
1969.
The Senate amendment modifies this effective date to provide that

in the case of a gift of a letter or memorandum or similar property,
the charitable contribution amendments are'to apply to contributions
paid after December 31, 1968.
The conference substitute (sec. 201(g) (1) (B) of the substitute)

follows the Senate amendment except that it changes the date to
Julyf25,-969.
4. Two-year charitable trust (sec. 678(b) of the code)
No substantive change is made by the Senate amendment in the

House bill.
5. Gifts of the use of property (sec. 170(f)(3) of the code)
The House bill provides that a charitable deduction is not to be

allowed for contributions to charity of less than the taxpayer's entire
interest in property.
The Senate amendment modifies the House bill by providing that:

(1) A deduction is to be allowed for contributions of a re-
mainder interest in real property;

(2) A charitable deduction is to be allowed where an outright
gift is made of an undivided interest in property;

(3) The amendments are to apply to gifts made'after October 9,
1969, (the House bill applies to gifts made after April 22, 1969).

The conference substitute (sec. 201(a) of the substitute and sec.
170(f)(3) of the code) follows the Senate amendment except that in
the case of the first modification referred to above the charitable deduc-
tion is allowed only for contributions of remainder interests in real
property consisting of personal residences or farms.
The conferees on the part of both Houses intend that a gift of an

open space easement in gross is to be considered a gift of an undivided
interest in property where the easement is in perpetuity.
6. Charitable contribution by estates and trusts (8ec. 64a(c) of the code)
The House bill denies nonexempt trusts a deduction for the amount

of their current income set aside for charity. The House bill also
denies this deduction to estates.



The Senate amendment makes the following modifications in the
House provision:

(1) In the case of estates it restores the set aside deduction;
(2) It restores the set aside deduction in the case of pooled

income funds under which a person transfers property to a public
charity which places the property in a investment pool and then
pays the donor (or perhaps another person) the income attribu-
table to the property for his life. The set-aside deduction is re-
stored in this case to the extent the pool accumulates capital
gains for the benefit of charity. The set aside deduction also is
restored in the case of certain trusts in. existence on October 9,
1969, and trusts established by wills in existence on October 9,
1969, in specified circumstances.

The conference substitute (sec. 201(b) of the substitute and sec.

642(c) of the code) follows the Senate amendment.
7. Charitable remainder trusts (8ses. 170(f), 664, 2055(e), £106(a),

2622(c) of the code)
The House bill limits the availability of the charitable contribution

deduction for income, estate, and gift tax purposes in the-case of a
charitable gift of a remainder interest in trusts to situations where
the trust specifies the annual amount which is to be paid to the non-
charitable income beneficiary in dollar terms (annuity trust) or as a
fixed percentage of the value of the trust's assets as determined each
year (unitrust).
The Senate amendment retains the treatment described above with

the following modifications:
(1) When a person transfers property to a charity which places the

property in a pooled income fund, a charitable contribution deduction
is to be allowed to the donor determined by reference to the highest
rate of return from the particular pool or fund in which the investment
is placed during the 3 years prior to the contribution.

(2) In the case of a gift of a remainder interest in real property to
charity it is provided that in determining the value of the gift straight
line depreciation or cost depletion is to be taken into account.

(3) The unitrust and annuity trust rules of the House bill are
modified by providing that the tiust instrument need not require the
full distribution of the stated amount to the income beneficiary so long
as the distribution of the full current income (other than capital gains)
is required. In addition, an annuity trust or unitrust must be required
to distribute each year 5 percent of the value of its assets or the
amount of trust income if lower. The value of a charitable remainder
in an annuity trust or unitrust is to be determined on the basis of the
higher of a 5-percent payout to the income beneficiary or the amount
of the stated payout.

(4) Although the new charity remainder trust rules generally apply
for estate tax purposes in the case of decedents dying after December
31, 1969, it is provided that the new rules are to be inapplicable with
respect to wills in existence on October 9, 1969, under specified
circumstances and also in the case of certain transfers in trusts prior
to October 10, 1969.

(6) The new charitable remainder trust rules apply for income and
gift tax purposes in the case of transfers in trusts and gifts made after
October 9, 1969 (under the House bill this date is April 22, 1969).



The conference substitute (sees. 201 (a), (d), and (e) of the substitute
and secs. 170(f), 664, 2055(e), 2106(a), and 2522(c) of the code) follows
the Senate amendment with the following modifications:

(1) No. 2 above is modified to provide that given today's
money rates and investment returns, the value of the charitable
gift is to be computed on the basis of a 6-percent discount rate,
except that the Secretary or his delegate may vary this amount as
money rates and investment returns change.

(2) No. 3 above is modified to make the provision that the
trust may distribute the lesser of the stated payout or the trust
income inapplicable to annuity trusts and to provide that in the
case of unitrusts this flexibility of payment may not be discretion-
ary with the trustee.

(3) The new rules are made applicable for income and gift tax
purposes in the case of transfers in trusts and gifts after July 31,
1969.

8. Charitable income trust unth noncharitable remainders (sees. 170(J),
2055(e), 2106(e), 2106(a), and 2562(c) of the code)
The House bill generally provides that a charitable contribution

deduction for income and gift, tax purposes is not to be allowed where a

person gives an income interest to charity in trust unless he is taxable
on the trust income. Even in this case the charitable deduction is not
to be allowed unless the charity income interest is in the form of a
guaranteed annuity or is a fixed percentage (payable annually) of the
value of the trust property (as determined each year). In addition, a
charitable deduction for estate tax purposes is denied for gifts of income
interest in trust.
The Senate amendment provides that the rules described above

(other than the requirement that the gift take the form of a guaranteed
annuity or fixed percentage payout) are to be inapplicable for gift and
estate tax purposes. In addition, the Senate amendment provides that
this provision is to apply for income and gift tax purposes with respect
to transfers of property to a trust after October 9, 1969 (under the
House bill this date is April 22, 1969).
The conference substitute (sees. 201 (a) and (d) of the substitute and

sees. 170(f), 2055(e), 2106(a), 2522(c) of the code) follows the Senate
amendment except that the October 9, 1969 date is changed to July
31, 1969.
9. Limitation on nonexempt trusts secss. 508 and 4947 of the code)
The House bill generally imposes on nonexempt charitable trusts

the same requirements and restrictions which are made applicable to
private foundations (i.e., those provisions relating to self-dealing,
retention of excess business holdings, and the making of speculative
investments or taxable expenditures, but not the current income-pay-
out requirement except where all of the interests in the trust are

charitable).
The House bill also provides that a charitable contribution deduc-

tion (for income, gift and estate tax purposes) for a contribution to
charity in trust would not be allowed unless the trust instrument
prevents the trust from violating these requirements or restrictions.
The Senate amendments make the following modifications in the

House provision:



(1) The stock ownership and speculative investment requirements
are not to apply to split-interest trusts (i.e., trusts having a non-
charitable income beneficiary and a charitable remainder beneficiary
or vice versa) (A) in cases where charity is only an income beneficiary
and the beneficial interest of charity in the trust is less than 60 percent
of the value of the trust property and (B) in cases where the only
interest of charity in the trust is as a remainderman (in the latter
case the stock ownership and speculative investment requirements are
to become applicable at the time the remainder interest comes into
possession).

(2) In the case of a trust created before January 1, 1970, the re-
quirement that the governing instruments of the trust must be con-
formed in order for a charitable contribution deduction to be available
is to apply in the case of contributions in years beginning after 1971
(under the House bill these changes would apply to contributions in
years beginning after 1969).
The conference substitute (sec. -101 of the substitute and sees. 508

and 4947 of the code) follows the Senate amendment.

SUBTITLE B-FARM LOSSES, ETC.

1. Gain from disposition of property Used in farming where farm losses
offset nonfarm income (sec. 1251 of the code)

The House bill in effect converts capital gains into ordinary income
to the extent a taxpayer's farm losses (above limitations) have been
offset against nonfarm income. Under the House bill a taxpayer is
required to maintain an "excess deductions account" to record his
farm losses. In the case of individuals, farm losses would be added to
EDA only if the taxpayer has more than $50,000 of nonfarm income
for the year and only to the extent the farm losses for the year exceed
$25,000. Limitations are placed on the extent to which farm losses
would be recaptured on the sale of farm land with reference to amounts
spent for soil and water conservation and land clearing. To the extent
of the gain on farm property which would be treated under these
rules as ordinary income, there would be a reduction in the taxpayer's
excess deduction account. The limitations described above do not
apply where the taxpayer follows generally applicable (accrual)
accounting rules.
The Senate amendment contained a substitute for the House provi-

sion which, in general, provided that farm losses may be offset against
nonfarm income only to the extent of 50 percent of the farm losses. The
remaining half of the farm deductions may be taken in subsequent
years to the extent that- ordinary farm income exceeds farm deduc-
tions. In the case of all taxpayers, the deduction of farm losses against
nonfarm income is limited in the manner described above only if the
taxpayer has more than $50,000 of nonfarm income and, in addition,
only to the extent the farm loss for the year exceeds $25,000.
The conference substitute (sec. 211 of the substitute and sec. 1251

of the code) follows the House bill except that it makes the dollar
limitations described above also applicable to subchapter S corpora-
tions in cases where none of the shareholders of the corporation who
are individuals have farm losses.



B. Depreciation recapture (8se. 124f6(a) of the code)
The Senate amendment makes no substantive change in the House

bill.
3. Holding periodfor livestock (8ec. 12l1 (b) of the code)
The House bill provides that livestock, in order to be eligible for

capital gains treatment upon sale (in the case of animals held for
draft., dairy, breeding or sporting purposes) must have been held by
the taxpayer for at least a year after the animal would have normally
been used for draft, dairy, breeding or sporting purposes.
The Senate amendment provides that in order for any gain on the

sale of horses or cattle to result in capital gain, where the animals are
held for draft, dairy, breeding, or sporting purposes, the horses or
cattle must have been held for at least 2 years, The gain on the sale of
other types of livestock held for one of these purposes would continue
to be subject to the 1-year holding period presently in existing law.
The conference substitute (sec. 212(b) of the substitute and sec.

1231(b) of the code) follows the Senate amendment.
4. Exchange of livestock of different sexes (sec. 1031 of the code)
The House bill contains no comparable provision.
The Senate amendment provides that for purposes of applying

the tax-free like kind exchange rules of present law, livestock of dif-
ferent sexes are not property of a like kind.
The conference substitute (sec. 212(c) of the substitute and sec.

1031 of the code) follows the Senate amendment.
5. Hobby 88osses (8se8. 183 and 270 of the code)
The House bill replaces the present hobby loss provision with a rule

which disallows the deduction of losses from an activity carried on by
the taxpayer where the activity is not carried on with "a reasonable
expectation of profit." An activity would be presumed to-have been
carried oni without this expectation of profit where the losses from the
activity were greater than $25,000 in 3 out of 5 years.
The Senate amendment makes a series of modifications in this

provision:
(1) In lieu of the test of "a reasonable expectation of profit"

the Senate amendment substitutes the test of "not engaged in
for profit."

(2) The Senate amendment restricts the applicability of the
hobby loss provision to individual taxpayers ahd subchapter S
corporations.

(3) The Senate amendment provides that deductions will not
be disallowed under this provision for items which presently
may be deducted without regard to whether the taxpayer incurs
them in a trade or business or for the-production of income (for
example, the capital gains deduction and the deduction for certain
State and local taxes).

(4) The Senate amendment allows deductions in the case of
an activity not engaged in for profit to the extent income is
earned from such an activity.

(5) In lieu of the presumption in the House provision to the
effect that the activity constitutes a hobby where there are losses
of $25,000 or more in 3 out of 5 years, the Senate amendment
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substitutes a presumption that the taxpayer is not engaged in
carrying on the activity as a hobby if he has profits in 2 out of 5
years (or in the case of an activity which in major part consists
of the breeding, training, showing, or racing of horses if he has
profits in 2 out of 7 years).

The conference substitute (sec. 213 of the substitute and sec. 183 of
the code) follows the Senate amendment except for the effective date
relating to the presumption described in No. 5 above.
6. Gain from the disposition offarm land (sec. 1262 of the code,)
There is no comparable provision in the House bill.
The Senate amendment provides for the recapture of soil and water

conservation expenditures and land clearing expenditures made with
respect to farm land where the, land is disposed of within 5 years
after it was acquired. If the land is sold within 6 to 9 years after it
is acquired the amount of the expenditures recaptured is reduced by
20 percent a year. There is no recapture if the land is disposed of 10
years or more after it is acquired.
The conference substitute (sec. 214 of the substitute and sec. 1252

of the code) follows the Senate amendment.
7. Crop insurance proceeds (Sec. 451 of the code)
There is no comparable House provision.
The Senate amendment provides that, at his election, a cash basis

farmer whose crops have been damaged or destroyed and who receives
crop insurance proceeds in compensation for his loss may elect to
defer the reporting of these proceeds for Federal income tax purposes
until the year following the year of the damage or destruction, if
he normally would have reported the income from the sale of the
crops in a year after the receipt of the insurance proceeds.
The conference substitute (sec. 215 of the substitute and sec. 451

of the code) follows the Senate amendment.
8. Capitalization of cost of planting citrus groves (sec. 278 of the code)
There is no comparable House provision.
The Senate amendment provides that the expenditures of purchas-

ing, planting, cultivating, maintaining, or developing a citrus grove
must be capitalized if they are incurred within 4 years after the grove
is planted. This capitalization rule is not to apply to expenditures
incurred in replanting a citrus grove which was damaged or destroyed
by freeze, drought, disease, pest or casualty.
The conference substitute (sec. 216 of the substitute and sec. 278

of the code) follows the Senate amendment.

SUBTITLE C-INTEREST (SEC..163 OF THE CODE)
The House bill limits the deduction allowed individuals for interest

on funds borrowed for investment purposes (but not interest incurred
in a trade or business). Under this provision, a taxpayer's deduction
for investment interest is to be limited to the amount of his net
investment income (dividends, interest, rents, etc.), plus the amount
of his long-term capital gains, plus $25,000. Investment interest in
excess of $25,000 first is offset against net investment income and
then is offset against long-term capital gain income (before the 50
percent capital gains deduction which is reduced by the amount of
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investment interest which offsets capital gains). A carryover of dis-
allowed interest is allowed so that the disallowed interest can be used
to offset investment income (and capital gains) in subsequent years.
The Senate amendment deleted this provision.
The conference substitute (sec. 221 of the substitute and sec. 163 of

the code) follows the House provision with the modifications set forth
below:

(1) A deduction is to be allowed for excess investment interest
to the extent of 50 percent of the excess interest. Appropriate modi-
fication is made for the carryover of excess investment interest which
may not be currently deducted (the carryover is not allowed against
capital gains but the capital gains deduction allowable in subsequent
years reduces the amount of any further carryover).

(2) Capital gains which are used to offset investment interest are
treated as ordinary income for purposes of the alternative capital
gains tax, the capital gains deduction and the minimum tax for tax
preferences.

(3) The interest limitation is to apply in the case of partnerships
only at the partner level and in the case of subchapter S corpora-

tions only at the shareholder level. The $25,000 floor is not to apply
in the case of trusts.

(4) In computing the amount of investment income against
which investment interest may be offset it is provided that de-

preciation may be taken into account on a straight-line basis and
depletion may be taken into account on a cost basis.

(6) Amounts treated as ordinary income upon the sale of in-
vestment assets as a result of the recapture rules are to be treated
as income against which investment interest may be offset for
purposes of this provision.

(6 ) Interest on indebtedness incurred with respect to property
which is being constructed and which will be used in a trade or
business when the construction is completed is to be considered as
interest incurred in a trade or business rather than investment
interest for purposes of this provision.

(7) It is provided that the above rules are not to apply to in-
vestment interest, investment income or expenses attributable to
a specific item of property if the indebtedness with respect to the
property (A) is for a specified term and (B) was incurred before
December 17, 1969, or is incurred on or after that date pursuant to
a binding written contract or commitment.

(8) The limitation on the deduction of interest is not to apply
to taxable years beginning prior to 1972.

SUBTITLE D-MOVING EXPENSES (SECS. 217 AND 82 OF THE CODE)
The House bill extends the present moving expense deduction

to cover three additional types of job-related moving expenses:
(1) Traveling, meals, and lodging expenses for premove house-

hunting trips;
(2) Expenses for meals and lodging in the general location of

the new job location for a period of up to 30 days after obtain-
ing employment; and
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(3) Expenses incident to the sale of a residence or a settlement
of a lease at the old job location or to the purchase of a residence
or the acquisition of a lease at the new job location. A limitation of
$2,500 is placed on the deduction allowed for these three addi-
tional categories of moving expenses. In addition, expenses for
house hunting trips and temporary living expenses may not
account for more than $1,000 of the $2,500. The House bill
provides that the 39-week test is to be waived if the taxpayer is
unable to satisfy it due to circumstances beyond his control.
In addition, the House bill requires that reimbursements of
moving expenses must be included in gross income.

The Senate amendment modifies the House bill in the following
respects:

(1) The moving expense deduction (both the categories which
are deductible under 'present law and those made deductible
by this bill) are extended to self-employed persons. However,
the period of time the self-employed person is required to work
at the new location is extended from 39 to 78 weeks.

(2) The moving expense deduction which may be claimed by
a husband and wife, both of whom work, is limited to the amount
which could be claimed if only one were employed.

(3) The Senate amendment provides that the taxpayer's
new principal place of work must be located at least 20 miles
(the same as under existing law instead of the 50 miles as provided
by the House bill) farther from his former residence than his
former place of work. However, the distance between the two
points is to be the shortest of the more commonly traveled
routes between these two points rather than the distance between
the two points.

The conference substitute (sec. 231 of the substitute and sees.
217 and 82 of the code) follows the Senate amendment except that
it substitutes a 50-mile test for the 20-mile test referred to in No. 3
above. In addition, the conference substitute permits taxpayers who
move before July 1, 1970, pursuant to notices received from their
employers on or before December 19, 1969, to apply the provisions
of existing law rather than the new provisions.
TITLE III-MINIMUM TAX; ADJUSTMENTS PRIMARILY AFFECTING

INDIVIDUALS

SUBTITLE A-MINIMUM TAX (SEC. 66, 57 AND 58 OF THE CODE)
The House bill requires individuals with substantial amounts of

otherwise tax-free income to pay significant amounts of tax through the
use of two basic provisions: a limit on tax preferences which requires
the individual taxpayer to aggregate his taxable income and his tax-
free income and to include at least one-half of this amount in his tax
base; and an allocation of deductions under which individual tax-
payers are required to allocate their personal itemized expenses
between taxable and nontaxable income, disallowing those deductions
attributable to the nontaxable income.
The Senate amendment substitute for the two House provisions

provides a minimum tax on preference income made equally applicable



to individuals and corporations. Under the Senate amendment tax
preference income, after the deduction of a $30,000 exemption and
after the deduction of the taxpayer's regular Federal income tax, is
taxed at a 10-percent rate. Appropriate adjustment is made for net
operating losses. The items of tax preference included in the base of
the 10-percent tax under the Senate amendment are as follows:

(1) excess investment interest;
(2) accelerated depreciation on personal property subject to

a net lease in excess of straight line depreciation;
(3) accelerated depreciation on real property in excess of

straight line depreciation;
(4) amortization of rehabilitation expenditures in excess of

straight line depreciation;
(5) amortization of certified pollution control facilities in

excess of accelerated depreciation;
(6) amortization of railroad rolling stock over accelerated

depreciation;
(7) in the case of qualified stock options, the excess of the fair

market value of the stock at the time of the exercise of the optionI
over the option price of the stock.

(8) bad debt deductions of financial institutions to the extent
they exceed the additions to the bad debt reserves which would
have been allowed if the institution had always computed its
reserve for bad debts on the basis of its own loss experience;

(9) depletion costs to the extent they exceed the cost or other
basis for the property involved;

(10) intangible drilling expenses (other than in the case of dry
holes) in cases where the taxpayer's income for the taxable year
exceeds $3 million;

(11) capital gains in the case of individuals to the extent of
one-half of the gains and in the case of corporations to the extent
of 18/48th of the gain.

Special rules are provided in the case of estates or trusts, multiple
corporations, subchapter S corporations, regulated investment com-
panies, real estate investment trusts and in the case of husbands and
wives filing separate returns:
The conference substitute (sec. 301 of the substitute and secs.

56, 57, and 58 of the code) follows the Senate amendment with the
following adjustments:

(1) the preference item for excess investment' interest applies
only to individuals, subchapter S corporations, and personal hold-
ing companies, and only until 1972 when the interest limitation
deduction provision becomes applicable.

(2) the preference relating to accelerated depreciation on
personal property subject to a net lease applies only in the case
of individuals, subchapter S corporations, and personal holding
companies;

(3) the preference relating to intangible drilling and develop-
ment costs is deleted, but the cost or other basis on which the
depletion deduction preference is computed does not include
such costs.



SUBTITLE B-INCOME AVERAGING (SEC. 1801-1805 OF THE CODE)

The House bill lowers the percentage by which an individual's
income must increase before the averaging provision is available
from 33) to 20 percent. The House bill also extends income averag-
ing to long-term capital gains, income from wagering, and income
from gifts. The House bill denies a taxpayer who elects averaging
both the benefit of the limitation on tax in the case of a distribution
from an accumulation trust and the maximum tax on earned income.
The Senate amendment modifies the provisions of the House bill

by restoring existing law regarding the types of income eligible for
averaging. (This makes averaging unavailable to long-term capital
gains, income from wagering, and income from gifts.) The Senate
amendment also modifies the House bill by permitting a taxpayer
receiving accumulation trust distributions to elect income averaging
but excludes the trust distribution from the income eligible for
averaging.
The conference substitute (sec. 311 of the substitute and sees. 1302

and 1304(b) of the code) follows the House bill but adopts the Senate
amendment rule with respect to distributions from accumulation
trusts. It also provides that taxpayers electing income averaging may
not also make use of the alternative capital gains rate. The conference
substitute further provides that the maximum tax on earned income is
to be unavailable to taxpayers electing averaging.
SUBTITLE C- 'ESTRICTED PROPERTY (BECS. 88, 402(b) AND 408(C) OF

THE CODE)

The House bill provides that a person who receives-compensation
in the form of property, such as stock, which is subject to a restriction
generally is to be taxed on the value of the property at the time of its
receipt unless his interest is subject to a substantial risk of forfeiture.
In this latter case, he is to be taxed on the value of the property at the
time the risk of forfeiture is removed. The restrictions on the
property are not taken into account in determining its value except in
cases where the restriction by its terms will never lapse.
The Senate amendment generally accepts the House provision but

makes a series of modifications, the more important of which are as
follows:

(1) The amendment permits employees receiving property
subject to forfeitable restrictions to treat the receipt of the
property under these conditions as the receipt of property not
subject to forfeitable conditions, and pay tax on the basis of the
unrestricted value of the property at that time. If, subsequently,
the employee's right to the property is forfeited, he would not, if
he elects this option, be eligible for a refund of the tax previously
paid or receive any deduction for the amount forfeited.

(2) The amendment further provides that if restricted stock
(or other property) is exchanged in a tax-free exchange for other
stock or property subject to substantially the same restrictions,
the exchange is not to cause the holder of the stock to become



taxable, and the stock received in the exchange is to be treated
as restricted property. The same principle is applied where
stock not subject to the restricted property provision because
of the effective date is exchanged in-a tax-free exchange. The
stock received in the exchange in this case is not to be treated
as subject to the new restricted property rules if it is subject to
substantially the same restrictions as the stock given up. This
also applies to stock received on a tax-free conversion of con-
vertible stock or securities.

(3) The amendment provides rules for deductions for the
employer with respect to restricted property and nonexempt
trusts.

(4) The amendment makes it clear that the amount subject
to tax in the case of nonexempt trusts and nonqualified annuities
when the employee's interest becomes nonforfeitable is the value
at that time of his interest in the trust (or the then value of the
annuity contract).

(5) Under the amendment, the restricted property provision
does not apply where property is transferred before May 1,
1970 (rather than February 1, 1970, as under the House bill),
pursuant to a written plan adopted and approved before July 1,
1969.

The conference substitute (sec. 321 of the substitute and secs.
83, 402(b) and 403(c) of the code) follows the Senate amendment.

SUBTITLE D-ACCUMULATION TRUSTS, MULTIPLE TRUSTS, ETC. (SECS.
663, 665-669, 677 AND 6401 OF THE CODE)

The House bill provides that in the case of accumulation trusts
(including multiple trusts), the beneficiaries are to be taxed on the
distributions of accumulated income in substantially the same man-
ner as if the income had been distributed to the beneficiaries when
it was earned by the trust. The taxes paid by the trust on the income,
in effect, are considered as paid by the beneficiary for this purpose.
A shortcut method of computing the tax on accumulated income is
provided under which the tax attributable to the distribution is, in
effect, averaged over the number of years in which the income was
earned by the trust.
The Senate amendment, among other technical provisions, makes

the following substantive modifications in the House ,provision:
(1) In the case of capital gains an unlimited throwback rule is

provided for those gains allocated to the corpus of an accumula-
tion trust. This provision does not apply to any trust so long as
it distributes its ordinary income currently.

(2) An interest charge is provided to cover the tax payments
which are deferred by the income beneficiaries (to the extent
their taxes exceed those paid by the trust) as a result of the use
of accumulation trusts.

(3) The accumulation trust rules are not applied to distribu-
tions made to a beneficiary before January 1, 1972, from a trust
which was in existence on December 31, 1969, if the beneficiary
elects to have existing law apply to the distributions. If the
beneficiary is the beneficiary of more than one such trust, he
may designate only one trust for which this provision is to



apply. However, where a person is a beneficiary.of two trustS,
one of which is for the lifetime benefit of a surviving spouse, then
both trusts qualify under this provision.

The conference substitute (secs. 331 and 332 of the substitute and
secs. 663, 665-669, 677, and 6401 of the code) generally follows the
Senate technical amendments and the amendment relating to capital
gains (described in No. (1) above), The conference substitute also
provides for a delay until 1972 of the application of the throwback
rules in the case of capital gain distributions where the person is a
beneficiary of only one trust and such trust was in existence on
December 31, 1969, or in the case of two such trusts where one is
for the lifetime benefit of a surviving spouse. The conference substi-
tute does not adopt the Senate amendment provision relating to
interest charges (described in No. (2) above) or the broader exception
until 1972 (described in No. (3) above).
HOUSE PROVISION OMITTED FROM CONFERENCE SUBSTITUTE-OTHER

DEFERRED COMPENSATION (SEC. 881 OF THE HOUSE BILL)
The House bill continues to tax deferred compensation as under

present law when it is received but, to the extent the deferred com-
pensation exceeds $10,000 a year, it taxes the income, at rates which
would be applicable had the income been received when earned.
This result is accomplished by determining the tax that would apply
had the income been received over the employee's entire period of
service with the employer or over the period to which the deferred
compensation is properly attributable. An alternative method bases
the tax on the average income for the 3 highest years during the last 10
of the earning period. The Senate amendment does not contain this
provision.
The conference substitute does not contain this provision.
TITLE IV-ADJUSTMENTS PRIMARILY AFFECTING CORPORATIONS

SUBTITLE A-MULTIPLE CORPORATIONS (SECS. 1661-1564, 46, 48, 179, AND
804 OF THE CODE)

The House bill provides that a group of controlled corporations
may have only one of each of a number of special provisions designed
to aid small corporations. The most important of these are the surtax
exemption and the accumulated earningss credit. A controlled group
of corporations is limited to one $25,000 surtax exemption and one
$100,000 accumulated earnings credit after an 8-year transitional
period (in which the additional surtax exemptions in excess of one
are reduced by $3,125 in each of the years 1969 through 1976). The
House bill also modifies the present definition of a brother-sister
controlled corporation.
The Senate amendment, in addition to certain technical changes,

modifies the House bill by providing a 5-year transitional period,
reducing the additional surtax exemption by $5,000 in each of the
years 1970 through 1974.
The conference substitute (sec. 401(b) of the substitute and sec.

1564 of the code) provides a 6-year transitional period, reducing the
surtax exemptions in excess of one by $4,167 in each of the years 1970
through 1975. In other respects the conference substitute follows the
Senate amendment.
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SUBTITLE B--DEBT-FINANCED CORPORATE ACQUISITIONS AND RELATED
PROBLEMS

1. Interest on indebtedness incurred by corporation to acquire stock or
assets of another corporation (8ec. £79 of the code)

In general the Hous3 bill disallows a deduction for interest on bonds
issued in connection with the acquisition of a corporation where the
bonds have specified characteristics which make them more closely
akin to equity.
The disallowance rule only applies to bonds and debentures issued

by a corporation to acquire stock in another corporation or to acquire
at least two-thirds of the assets of another corporation. In addition,
the disallowance rule only applies to bonds or debentures which have
three characteristics:

(1) The bonds arc subordinated to the corporation's trade
creditors;

(2) The bonds are convertible into stock or are issued as an
investment unit including warrants;

(3) The ratio of debt to equity of the acquiring corporation
(including affiliated corporations) is more than 2:1 or the annual
interest expense on its indebtedness is not covered at least three
times over by its earnings.

An exception to the interest disallowance rule is provided for up to
$5 million of interest per year on obligations to which the interest dis-
allowance rule would otherwise apply. The amount of this exception
is reduced by interest on debt used for acquisition purposes which are
not subject to the disallowance rule.
The Senate amendment adopts the basic House provision but

makes a series of modifications, the most important of which are as
follows:

(1) The interest disallowance rule does not apply unless the
ratio of debt to equity exceeds 4:1 or the annual interest expense
on the indebtedness of the corporation is not covered at least
two times over by its earnings.

(2) The exception in the House bill for up to $5 million of
interest under the Senate amendment takes into account only
interest on obligations issued after December 31, 1967.

(3) The amendment provides that the interest disallowance
rule applies where a corporation acquires at least two-thirds of
the assets (excluding money) used in the business carried on by
another corporation (i.e., operating assets) rather than where
it acquired two-thirds of a company's "total" assets (as under
the House bill).

(4) The amendment provides that the subordination test
referred to above includes any obligation which is expressly
subordinated in right of payment to any substantial amount of
the corporation's unsecured indebtedness.

(5) The amendment provides that the interest disallowance
rule is no longer to apply after a corporation, for a period
of at least 3 consecutive years, has brought itself down below the
4:1 debt-equity ratio and the interest charges over the 3-year
period are covered more than two times by the earnings of the
corporation.



(6) This provision is made applicable to indebtedness incurred
after October 9, 1969 (rather than May 27, 1969, as in the House
bill). The provision also is made inapplicable where stock or
assets of a corporation were acquired pursuant to a binding
contract entered into before this effective date.

The conference substitute (sec. 411 of the substitute and sec. 279
of the code) follows the Senate amendment with the following modifica-
tion:
The 2:1 debt-equity ratio of the House bill was adopted and the

earnings ratio whereby the interest expense must be covered at least
three times over, as contained in the House bill, was adopted except
that in computing earnings for this purpose depreciation and amortiza-
tion charges are not to be taken into account.
B. Installment method (8ec. 465(b) of the code)
The House bill provides that where bonds have interest coupons

attached, are in registered form or have other features which make
them readily tradable in the market, these bonds are to be considered
as payments in the year of sale for purposes of the installment sales
provision. The House bill also would deny the use of the installment
method unless the payment of the principal of the loan or the pay-
ment of the principal of the loan and the interest taken together are
spread relatively evenly over the installment period. This requirement
would be satisfied if at least 5 percent of the principal was paid by
the end of the first quarter, 15 percent by the end of the second
quarter and 40 percent by the end of the third quarter.
The Senate amendment made three changes in the House bill:

(1) The amendment excludes from the category of bonds or
debentures in registered form (which otherwise would be con-
sidered as payments received in the year of sale) bonds or de-
bentures which the taxpayer establishes will not be readily trade-
able in the established securities market.

(2) The amendment makes the new rules effective with
respect to sales occurring after October 9, 1969 (rather than after
May 27, 1969, as in the House bill). In addition, the amendment
provides that the new rules are not to apply to sales made pursu-
ant to a binding contract entered into before October 9, 1969.

(3) The amendment deletes the provision of the House bill
denying the use of the installment method unless the the pay-
ments are spread relatively evenly over the installment period.

The conference substitute (seo. 412 of the substitute and sec. 453(b)
of the code) follows the Senate amendment except that the effective
date of May 27, 1969, contained in the House bill is substituted for
the October 9, 1969, date in the Senate amendment.
S. Bonds and other evidences of indebtedness (8ec. 123s of the code)
The House bill provides that the bondholder and issuing corpora-

tion are generally to be treated in a consistent manner with respect
to original issue discount. Bondholders are to include the original
issue discount in income ratably over the life of the bond. This rule
applies to the original bondholder and subsequent bondholders.
(Issuing corporations already take deductions ratably under this
period.) Corporations issuing bonds in registered form are to furnish



308

the bondholder and the Government with an annual information
return indicating the amount of the original issue discount to be
included in income for the year in question. ~-

The Senate amendment provides an exception to the rule set forth
above in the case of life insurance companies which already accrue
discount on a basis which produces essentially the same result. The
Senate amendment also limits the application of this rule in cases
where the bonds are issued for property to situations where either the
bond is a part of an issue which is traded on an established securities
market or the property for which the bond is issued consists solely of
securities which are so traded.
The Senate amendment makes these rules applicable to debt obliga-

tions issued after October 9, 1969 (instead of after May 27, 1969, as
under the House bill). In addition the new rules are made inapplicable
to debt obligations issued after this effective date which are issued
pursuant to a binding contract entered into on or before October 9,
1969.
The conference substitute (sec. 413 of the substitute and sec. 1232

of the code) follows the Senate amendment except that the effective
date of the provision (and also for the binding contract rule) is the
date contained in the House bill, namely May 27, 1969.
4. Limitation on deduction of bond premium on repurchase (8ec. 249 of.the code)
The House bill provides that a corporation which repurchases its

convertible indebtedness at a premium may deduct only that part
of the premium which represents the cost ot borrowing and not that
portion attributable to the conversion feature. Generally, the de-
duction is limited to the normal call premium for nonconvertible
corporate debt except where the corporation can satisfactorily
demonstrate that a larger amount of the premium is related to the
cost of the borrowing.
The Senate amendment accepts the House bill provision but makes

it apply to repurchases of convertible indebtedness after October 9,
1969 (instead, of after April 22, 1969, as in the House bill).
The conference substitute (sec. 414 of the substitute and sec. 249

of the code) follows the House provision.
5. Treatment of certain -corporate interests as stock or indebtedness (sec.

385 of the code)
The House bill does not contain a comparable provision.
The Senate amendment provides a statutory authorization for the

Treasury Department to issue regulatory guidelines distinguishing
between debt and equity. The factors which may be taken into
account in these guidelines include the following:

(1) Whether there is a written unconditional promise to pay
on demand or on a specified date a sum certain in money in
return for an adequate consideration in money or moneys worth,
and to pay a fixed rate of interest;

(2) Whether there is a subordination to, or preference over, any
indebtedness of the corporation;

(3) The ratio of debt to equity of the corporation;
(4) Whether there is convertibility into the stock of the

corporation; and



(5) The relationship between the holdings of stock in the
corporation and the holdings of the interest in question.

The conference substitute (sec. 415 of the substitute and sec. 385
of the code) follows the Senate amendment.

SUBTITLE C-STOCK DIVIDENDS (SECS. 801 AND 805 OF THE CODE)
The House bill provides that a stock dividend is to be taxable if

one group of shareholders receives a distribution in cash and there
is an increase in the proportionate interest of other shareholders in
the corporation. In addition, the distribution of convertible preferred
stock is to be taxable unless it does not cause this result. The House
bill gives the Treasury Department regulatory authority to treat as
distributions changes in conversion ratios, systematic redemptions,
and other transactions that have the effect of creating disproportionate
distributions. The House bill also provides that stock dividends on
preferred stock (except antidilution distributions on convertible
preferred stock) are taxable.
The Senate amendment makes a series of modifications in the

House bill, which are as follows:
(1) The amendment provides a de minimis rule under which

the disproportionate distribution rules are not to apply to certain
distributions which increase the proportionate interest of share-
holders, if the distribution and all prior distributions during the
prior 36 months do not increase the proportionate interest of
shareholders by more than one-tenth of 1 percent.

(2) Generally, under the House bill and the Senate amend-
ment, the provisions apply to distributions made after January 10,
1969 (or in certain cases, after April 22, 1969). The House bill
contains a transitional rule for stock dividends paid on stock
that was outstanding on the effective date or issued pursuant to
a contract binding on the effective date. The Senate amendment
provides that where a corporation had two classes of stock out-
standing for at least a year before the effective date, but had not
prior to the effective date used them in a way which would have
given rise to tax under the new rules, the corporation cannot
begin after the effective date making disproportionate distribu-
tions of the kind covered by the bill (without the distributions
becoming subject to tax)

(3) If the transitional rule applies where two classes of stock
were in existence before the effective date, one convertible into the
other and one paying cash dividends and the other paying stock
dividends, the Senate amendment provides that a corporation
that qualifies for the transitional rule is to bo able to continue
issuing one class of stock, and the stock which may be issued in
such a case is to be the largest of the two classes. The Senate
amendment also specifically permits a corporation that qualifies
for the transitional rule to issue nonconvertible preferred stock,
and convertible preferred stock that has full antidilution pro-
tection.

(4) The Senate amendment also contains a transitional rule
under which existing law continues to apply to stock dividends
paid before 1991 on preferred stock issued before the effective
date.
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(5) Under the Senate amendment, a special rule is provided for
corporations with specified capital stock which are subject to the
transitional rule for disproportionate distributions. These cor-
porations would be permitted to issue before 1975 certain kinds
of stock not otherwise permitted to be issued under the transitional
rule.

The conference substitute (sec. 421 of the substitute and sec. 305
of the code) follows the Senate amendment except that the rules
referred to in numbers (1) and (5) above were omitted from the
substitute.

SUBTITLE D-FINANCIAL INSTITUTIONS

1. Commercial banks-Reserves for losses on loans (sec. 585 of the code)
The House bill limits the deduction allowed commercial banks for

additions to bad-debt reserves to the amount called for oni the basis
of their own bad-debt loss experience. The House provision also
permits new banks to take bad-debt deductions during the first 10
years of their existence on the basis of the industrywide average.
In addition, the House provision permits banks (and other financial
institutions to carry back net operating losses for 10 years instead of
3 years as under present law.
The Senate amendment provides that in the future the deduction

allowed commercial banks for additions to bad-debt reserves is to be
limited to 1.8 percent of eligible loans, or the amount called for on
the basis of their own experience as indicated by losses for the current
year and the 5 precedingyears. Banks presently below the 1.8-percent
reserve will be permitted to bring their reserves up to this level over
a 5-year period. Banks with bad-debt reserves in excess of 1.8 percent
of eligible loans are not to be permitted to add to these reserves unless
additions are justified on the basis of their own experience. However,
these banks will not be required to reduce their existing level of
reserves. Moreover, they will be allowed in any event to deduct their
actual bad debt losses during the year.
The Senate amendment deleted the 10-year industry average for

new banks and the 10-year carryback of net operating losses.
The conference substitute (sec. 431 of the substitute and sec. 585

of the code) follows the Senate provision relating to the bad-debt
reserve for the next 6 years, at which time the addition to the reserve
will be limited to 1.2 percent of eligible loans for 6 years, then .6
percent for 6 additional years, after which the addition to the bad-
debt reserve is to be based on the bank's own bad-debt loss experience.
The conference substitute follows the House provision permitting
banks to carry back net operating losses for 10 years, except that it
changes the effective date to December 31, 1975.
The Senate amendment added a provision not contained in the

House bill which allows banks for cooperatives a 10-year carryback
for net operating losses.
The conference substitute (sec. 431 of the substitute and sec. 172

of the code) follows the Senate amendment.
2. Small business investment companies, etc.-reserve for losses on loans

(sec. 686 of the code)
No substantive change is made by the Senate amendment in the

House bill.



3. Mutual savings baaks, ang ad loan asoiatio*, etc. (sem.
659, 696, and 7701 (a) of the code)

The House bill revises the tax treatment of mutual- savings banks
cooperative' banks, and savings and loan associations in a number
of ways. It amends the special bad-debt reserve provisions by elimi-
nating the 3-percent method and reducing the present' 60-percent
method to 30 percent, gradually over a 10-year period.
The Senate amendment also eliminates the 3-percent method and

reduces the 60-percent method to 50 percent over a 4-year period.
The conference substitute (sec. 432 of the substitute and ec. 593

of the code) provides that the 60-percent method is to be reduced to
40 percent over a 10-year period.
The Senate amendments among other technical modifications

provides that the intercorporate dividends-received deduction is to
be allocated between the portion of the income subject to tax and the.
portion which is allowed as a bad-debt reserve deduction. The effect is
to disallow the portion of the dividends-received deduction equal to
the percentage of taxable income allowed as a bad-debt deduction,
and thus not taxed. The Senate amendment also gives mutual savings
banks and savings and loan institutions the option of computing their
bad-debt reserves under the commercial bank formula (with certain
modifications relating to their reserve accounts) in lieu of their
special bad-debt reserve formulas.
The conference substitute (sees. 432 and 434 of the substitute and

secs. 593, 596, and 7701(a) of the code) follows these provisions of
the Senate amendment.
4. Treatment of bonds held byfinanial institutions (sec. 82 of the code)
The House bill provides parallel treatment for gains and losses

derived by financial institutions on transactions in' corporate and
governmental bonds and other evidences of indebtedness. Under
the bill, financial institutions treat net gains from these transactions
as ordinary income, instead of as -capital gains, and they continue to
treat net losses from such transactions as ordinary losses in the same
manner as under present law.
The Senate amendment provides the same rule for indebtedness

acquired after July 11, 1969. However, in the case of indebtedness
held by financial institutions on or before that date, this indebtedness,
if sold at a gain, is to continue to receive capital gains treatment if
the gain is realized within 13 years (until July 11, 1982), but only
if it is a net capital gain, taking into consideration transactions in
all such securities in any year.
The conference substitute (sec. 433 of the bill and sec. 582 of the

code) provides a transitional rule for bonds held by banks on July 11,
1969. The gains on or before July 1, 1969, receive capital gains treat-
ment and the gains after July 11, 1969, receive ordinary income treat-
ment. This will be determined when the bonds are sold based pro rata
on the number of days before July 12, 1969, and afterward.
6. Mergers of savings and loan associations (sec. 693(f) of the code)
The House bill does not include this provision.
The Senate amendment provides that in those cases where section

381 applies (relating to carryovers in certain corporate acquisitions
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which qualify as tax-free reorganizations or liquidations), the bad-debt
reserves are not to be restored to income (i.e., the provision of sec.
593(f) are not applicable)
The conference substitute (sec. 432 of the substitute and sec. 593(f)

of the code) follows the Senate amendment.
6. Foreign deposits in U.S. banks (sees. 861 and £104(c) of the code)
The House bill provides that in the case of deposits in U.S. banks,

the special income and' estate tax rules regarding U.S. bank de-
posits (including deposits with savings and loan associations and
certain amounts held by insurance companies) of foreign persons are
to continue until the end of 1975. As a result, income from deposits in
the United States by nonresident alien individuals and foreign
corporations which is not effectively connected with a U.S. business
will be exempt from U.S. income tax until the end of 1975.
The Senate amendment revises the treatment of U.S. bank deposits

of foreign persons to provide the same treatment for deposits in U.S.
branches of a foreign bank as now exists in the case of deposits in
U.S. banks.
The conference substitute (sec. 435 of the substitute and sees. 861

and 2104(c) of the code) follows the Senate amendment.

SUBTITLE E-DEPRECIATION ALLOWED REGULATED INDUSTRIES; EARN-
INGS AND PROFITS ADJUSTMENT FOR DEPRECIATION

1. Depreciation allowed regulated industries (8ec. 167 of the code)
The House bill provides that in the case of certain listed regulated

industries (the furnishing or sale of electrical energy, water, sewage
disposal services, gas through a local distribution system, telephone
services, and transportation of gas by pipeline) a taxpayer is not
permitted to use accelerated depreciation unless it "normalizes" the
current income tax reduction resulting from the use of such accel-
erated depreciation. (Normalization involves the utility retaining the
current tax reduction and using this money in lieu of capital that
would otherwise have to be obtained from equity investments or
borrowing.)

, This rule is not to apply in the case of a taxpayer that is at present
flo wing through the tax reduction to earnings for purposes of com-
puting its allowable expenses on its regulated books of account. Also,
if the taxpayer is now using straight line depreciation as to any public
utility property it may not change to accelerated depreciation as to
that property.
The Senate amendment makes the following changes in the House

bill: (a) oil pipelines are removed from and steam transporters and
distributors and Comsat are added to the categories of utilities to
which the provision applies; (b) where a company was in the process
of changing methods of depreciation or methods of keeping its reg-
ulated books of account, the company is treated as having
changed if it had filed a timely request for permission to change
before August 1, 1969, or had changed in its regulated books of
account for its July 1969 accounting period; (c) several technical
changes are made to insure that the normalization requirement is
not avoided by those to whom the bill applies; (d) an election is
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permitted to be made within 180 days after the date of enactment by
a company at present on flowthrough to come under the rules of
the bill; and (e) a special provision permits a company under specified
circumstances to avoid the rules of the bill by changing from nor-
malization to flowthrough.The conference substitute (sec. 441 of the substitute and sec. 167(1)
of the code) follows the Senate amendment except that the special
provision referred to in (e) above is stricken and the 180-day election
(item (d), above) is modified to apply to new property and not to
replacement property. Even in the case of new property, however, the
right to change over from the flowthrough method is to be available
only to the extent the new property increases the productive or opera-
tional capacity of the company.
2. Treatment of depreciation for earnings and profits (8ec. S12 of the

code)
The House bill provides that, in computing its earnings and profits

(on the basis of which a distribution is treated as a dividend or as a
nontaxable return of capital), a corporation is to deduct depreciation
on the straight-line method or similar ratable method.
The Senate amendment provides that this rule is not to apply in

determining the earnings and profits of a foreign corporation less than
20 percent of whose income is from the United States.
The conference substitute (sec. 442 of the substitute and sec. 312(m)

of the code) follows the Senate amendment.

TITLE V-ADJUSTMENTS AFFECTING INDIVIDUALS AND CORPORATIONS

SUBTITLE A-NATURAL RESOURCES

1. Percentage depletion re.es (8ec. 618 of/he code)
The House bill reduces the percentage depletion rate for oil and gas

from 27% to 20 percent:and makes percentage depletion unavailable
in the case of foreign oil and gas wells. In addition, the percentage
depletion rates applicable to other minerals are reduced by approxi-
mately 25 percent (except for domestic gold, silver, oil shale, copper,
and iron ore, which are left at the present rate of 15 percent).
The Senate amendment makes the following changes in the treat-

ment of percentage depletion:
(1) The percentage depletion rate for both- domestic and

foreign oil and gas wells is reduced from 27½ to 23 percent.
(2) The percentage depletion rate for molybdenum is increased

from 15 to 23 percent.
(3) The 50 percent of taxable income limitation on the per-

centage depletion allowance is increased to 70 percent in the case
of gold, silver, and copper, and is increased-to 65 percent in the
case of oil and gas produced by a taxpayer whose aggregate gross
income from oil and gas wells s less than $3 million.

(4) For purposes of percentage depletion, minerals other than
sodium chloride extracted from brnne pumped from a sPline
perennial lake within the United States are not to be considered
minerals from an inexhaustible source (in which case percentage
depletion would not be allowable). Thus the specific percentage
depletion rates are to be available with respect to these minerals.
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The conference substitute (sec. 501 of the substitute and sec. 613 of
the code) makes the following changes in the treatment of percentage
depletion:

(1) The percentage depletion rate for both domestic and foreign
oil and gas wells is reduced from 273 to 22 percent.(2) In the case of other minerals which presently receive
percentage depletion at a rate of 23 percent, the rate is reduced
to 22 percent. Molybdenum is included in the category of min-
erals subject to the 22-percent depletion rate.

(3) In the case of those minerals which presently receive per-
centage depletion at a rate of 15 percent, the rate is reduced to
14 percent (except in the case of domestic gold, silver, oil shale,
copper, and iron ore).

(4) For percentage depletion purposes, minerals other than
sodium chloride, extracted from brine pumped from a saline
perennial lake within the United States are not be be considered
minerals from an inexhaustible source.

2. Treatment processes in the case of oil shale (sec. 613(c)4 of the code)
No substantive change is made by the Senate amendment in the

House bill.
S. Mineral production payments (sec. 636 of the code)
The House bill provides that carved-out production payments and

retained payments (including ABC transactions) are to be treated as
loans by the owner of the production payment to the owner of the
mineral property. In the case of a carved-out production payment the
payment is to be treated as a mortgage loan on the mineral property
(rather than as an economic interest in the property). In the case of
retained production payments the payment is to be treated as a pur-
-chase money mortgage loan (rather than as an economic interest in
the mineral property).
The Senate amendment makes the following modifications in the

House provision:
1. These rules are to apply to mineral production payments

created on or after October 9, 1969, other than to payments
created before January 1, 1971, pursuant to a binding contract
entered into before October 9, 1969. (In the House bill April 22,
1969, was used instead of October 9, 1969.)

(2) Taxpayers may elect to apply the new rules to carved-out
payments (i.e., treat them as loans) if they were sold during and
after the taxpayer's last taxable year ending prior to October 9,
1969.

(3) It is provided that the new rules relating to carved out
production payments are not to apply (except for percentage
depletion and foreign tax credit purposes) to payments sold
during the part of the taxpayer's year which occurs on or after
October 9, 1969, to the extent the payments offset a net operating
loss which otherwise would have occurred in the taxable year.
The amount of carved out production payments qualifying for
this treatment, plus the amount of payments sold by the taxpayer
in the prior part of his taxable year, however, may not -exceed
the amount of carved out payments sold by him during his
preceding taxable year. (The House bill allowed payments to
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be carved out during the part of the taxable year occurring after
the effective date of this provision to the extent of the exploration,
drilling, or development costs incurred during the portion of
the taxpayer's taxable year prior to the effective date.),

The conference substitute (sec. 503 of the substitute and sec. 636 of
the code) follows the Senate amendment except that the October 9,
1969, date in the basic effective date and the transition rules is changed
to August 7, 1969.
4. Exploration expenditures (secs. 616 and 617 of the code)
The House bill provides that insofar as future mining exploration

expenditures are concerned, the general recapture rules of present law
are to apply (under which exploration expenditures previously de-
ducted are recaptured when a mine reaches the producing stage,
generally by disallowing an appropriate portion of the depletion deduc-
tion with respect to the mine). Taxpayers may continue to deduct
expenditures for foreign (and oceanographic) exploration to the extent
permitted under the limited provision of present law (generally up to
a maximum of $400,000). The House provision applies to mining
exploration expenditures made after July 22, 1969.
The Senate amendment modifies the House provision to make it

applicable to exploration expenditures made after December 31, 1969.
The conference substitute (sec. 504 of the substitute and secs. 615

and bl7 of the code) follows the Senate amendment.
5. Continental shlf areas (sec. 638 of the code)
The House bill does not contain a comparable provision.
The Senate amendment provides that for purposes of applying the

income and employment tax provisions of the code with respect to
mines, oil and gas wells, and other natural deposits, the term "United
States" includes the seabed and subsoil of the submarine areas ad-
jacent to the territorial waters of the United States over which the
United States has exclusive rights under international law with
respect to the exploration and exploitation of natural resources. A
similar definition of the term "foreign country" also is provided.
The conference substitute (sec. 505 of the substitute and sec. 638

of the code) follows the Senate amendment.
6. Foreign tax credit with respect to certain foreign mineral income

(see.. 901 and 904 of the code)
The House bill provides that a taxpayer who uses the per country

limitation on the foreign tax credit and who reduces his U.S. tax on
U.S. income by reason of a loss from a foreign country is to have the
resulting tax benefit recaptured when income is subsequently derived
from the foreign country involved. The House bill also imposes a
separate foreign tax credit limitation on foreign mineral income so
that excess credits from this source cannot be used to reduce U.S. tax
on other foreign income. In other words, the foreign tax credit allowed
on mineral income from a foreign country is limited to the amount of
U.S. tax on that income. This limitation applies generally where the
foreign country receives mineral royalties with respect to the property
or where it has substantial mineral rights in the properties. Excess
credits can be carried over under normal foreign tax credit carryover
rules and credited against U.S. tax in other years on the foreign mineral
income from the same country.
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The Senate amendment deletes these provisions of the House bill.
The conference substitute (sec. 506 of the substitute and sees. 901

and 904 of the code) provides that a foreign tax credit is not to be al-
lowed for foreign taxes imposed on foreign mineral income considered
on a country-by-country basis to the extent the foreign tax is attribut-
able to the percentage depletion allowance granted by the United
States. Thus, excess foreign tax credits attributable to the percentage
depletion allowance on mineral income from a foreign country cannot
reduce U.S. tax payable on other foreign income. For this purpose
mineral income includes income from extraction, processing, trans-
portation, distribution, and sales of the primary products derived from
the mineral or the mineral itself. This rule applies to taxable years
beginning after December 31, 1969. Taxpayers who previously elected
the overall limitation on the foreign tax credit may revoke the election
without the consent of the Treasury Department for the taxpayer's
first taxable year beginning after 1969.

SUBTITLE B-CAPITAL GAINS AND LOSSES

1. Increase in alternative capital gains tax (sec. 1201 of the code)
The House bill repeals the 27/ percent (including the surcharge)

alternative capital gains tax rate for noncorporate taxpayers effective
with respect to sales on other dispositions after July 25, 1969. As a
result, after that date noncorporate taxpayers are to include one-half
of their net long-term capital gains in income without regard to their
tax rate bracket. Given the rate schedules in the House bill, this
means a top capital gains rate of 321/percent in 1972 and subse-
quent years for those in the top bracket rate of 65 percent. In addi-
tion, the House bill increases the alternative capital gains rate which
is applied to a corporation's net long-term capital gains from "'.-
present 27,/ percent rate (including the surcharge) to 30 per, -.

This change applies to sales and other dispositions occurring matter
July 31, 1969.
The Senate amendment makes the following modifications in the

House provision:
(1) In the case of noncorporate taxpayers the alternative rate

continues to apply to up to $140,000 of capital gains. The $140,000
limit on the amount of capital gains qualifying for the alternative
rate is reduced to the extent the taxpayer's tax preferences
exceed $10,000.

(2) The changes made by these provisions are to apply to
taxable years beginning after December 31, 1969. In addition
in the case of noncorporate taxpayers the maximum effective
rate on capital gains not eligible for the 25-percent alternative
rate is phased in over a 3-year period. The present rate of 27%
percent (including the surcharge) is increased to 28% percent for
1970, to 31 percent for 1971, and then to 35 percent for 1972.
In the case of corporations the full 30 percent rate is not effective
until 1971. In 1970 a special rate of 28 percent applies.

(3) The present 25-percent capital gains tax rate continues to
apply in the case of binding contracts in effect on October 9,
1969.
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(4) The present 25-percent alternate rate also continues to
apply to installment payments received after 1969 pursuant to
sales made before October 10, 1969. Furthermore, the 25-percent
rate continues to apply to distributions from corporations made
prior to October 10, 1970, which are made pursuant to plans of
complete liquidation adopted before October 10, 1969.

The conference substitute (sec. 511 of the substitute and sec. 1201
of the code) follows the Senate amendment with the following
modifications:

(1) In the case of noncorporate taxpayers, it is provided that
$50,000 of long-term capital gains continue to qualify for the
alternative capital gains rate without regard to the amount of
the taxpayer's tax preferences.

(2) In the case of noncorporate taxpayers the rate of tax on
capital gains not eligible for the 25-percent alternative rate is
increased to 29% percent for 1970, to 32% percent for 1971, and
then to 35 percent for 1972.

(3) The continuation of the 25-percent alternative tax rate in
the case of payments received pursuant to certain binding con-
tracts and installment sales (described in Nos. 3 and 4 above) is
limited to amounts received before 1975.

,. Capital losse of corporations (8ec. 1212 of the code)
The House bill does not contain a comparable provision.
The Senate amendment provides a 3-year capital loss carryback

for corporations which is in addition to the 5-year capital loss carry-forward presently. allowed. corporations. The 3-year carryback is
not available for foreign expropriation capital losses for which a
special 10-year carryforward is presently available or for losses in-
curred by, or to be uied by, a subchapter S corporation; The "quickie"
refund procedure presently available in the case of net operating loss
carrybacks (under which the refund is made after only a preliminary
check by the Internal Revenue Service on the appropriateness of the
refund) is made available in the case of the 3-year capital loss carry-
back. This provision applies to capital losses sustained in taxable
years beginning after December 31, 1969.
The conference substitute (sec. 512 of the substitute and sec. 1212

of the code) follows the Senate amendment.
S. Capital losses of individual (sec. 1211 of the code)
The House bill provides that only 50 percent of an individual's

long-term capital losses may be offset against his ordinary income up
to the $1,000 limit. Thus, $2,000 of losses are required to obtain the
full $1,000 offset. (Short-term capital losses, however, continue to be
fully deductible within the $1,000 limitation.) In addition, the deduc-
tion of capital losses against ordinary income for married persons filing
separate returns is limited to $500 for each spouse (rather than the
$1,000 presently allowed).
The Senate amendment retains the treatment provided by the

House bill except that it is made applicable for taxable years beginning
after December 31, 1969 (rather than July 25, 1969, as under the
House bill).
The conference substitute (sec. 513 of the substitute and sec.

1211(b) of the code) follows the Senate amendment.
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4. Letter8,memorandums8, etc. (secs. 1221 (3) and 1231 (b) (1) (c) of the code)
The House bill provides that letters, memorandums, and similar

property (or collections thereof) are not to be treated as capital assets
if they are held by the taxpayer whose personal efforts created the
property or for whom the property was prepared or produced (or by
a person who received the property as a gift from the person who
created it). Gains from the sale of these letters and memorandums, ac-
cordingly, are to be taxed as ordinary income, rather than as capital
g ains.
The Senate amendment modifies this provision of the House bill to

m ake it applicable to sales or other disposition of thes&letters, memo-
randums, etc., occurring after December 31, 1968 (rather than July
25, 1969, as provided by the House bill).
The conference substitute (sec. 514 of the substitute and cses.

1221(3) and 1231(b)(1)(c) of the code) follows the House bill.
5 . Total distribution. from qualified pension, etc., plans (secs. 402(a),

408(a)(2), and 72(n) of the code)
The House bill limits the extent to which capital gains treatment

is to be allowed for lump-sum distributions from qualified employee
trusts (qualified pension, profit sharing, stock bonus, and annuity
plans). Amounts attributable to employer contributions for plan years
beginning after 1969 are treated as ordinary income. All other amounts
received in the lump-sum distribution continue to be accorded capital
gains treatment if received in one taxable year upon separation from
employment or death. A special 5-year "forward" averaging is pro-
vided for the amounts to be treated as ordinary income. The tax on
this amount may be recomputed at the end of 5 years by including
one-fifth of the ordinary income amount in gross income for the 5 tax-
able years. If the recomputed tax determined in this manner results
in a lower tax than previously paid, the taxpayer would be entitled
to a refund.
The Senate amendment deletes this provision from the bill.
The conference substitute (sec. 515 of the substitute and secs.

402(a), 403(a)(2), and 72(n) of the code) follows the House provision
whereby employer contributions to qualified pension, profit sharing,
stock bonus, and annuity plans for plan years beginning after 1969
are to be treated as ordinary income when received in a lump-sum
distribution. The amounts to be treated as ordinary income, however,
are to be eligible for a special 7-year "forward" averaging. In addition,
the amounts received by the employee as compensation (other than
deferred compensation) during the taxable year the lump-sum dis-
tribution is received and the capital gains portion of the lump-sum
distribution are not to be taken into account for the calculation of
the tax on the ordinary income portion of the distribution under the
7-year special averaging procedure. There is no recomputation or
refund procedure.
6. Sales of life estates, etc. (sec. 1001 of the code)
The House bill provides that the entire amount received on the sale

or other disposition of a life (or term of years) interest in property or an
income interest in trust, if such interest was acquired by gift, bequest,
inheritance, or a transfer in trust, is to be taxable, rather than only
the excess of the amount received over the seller's basis for his interest.
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The provision does not, however, change present law in the situation
where there is a sale or other disposition of a life (or term of years)
interest in property or an income interest in trust where such sale is a
part of a single transaction in which the entire interest in the property
is transferred to another person or to two or more other persons jointly.
The Senate amendment makes the provision applicable to sales or

other dispositions after October 9, 1969, rather than with respect to
sales or other dispositions made after July 25, 1969, as under the
House bill.
The conference substitute (sec. 516(a) of the substitute and sec. 1001

of the code) follows the Senate amendment.
7. Certain casualty losses under section 12s1 (sec. 1281 of the code)
The House bill modifies the treatment of casualty losses and casualtygains (under sec. 1231) to provide that casualty (or theft) losses with

respect to depreciable property and real estate used in a trade or busi-
ness and capital assets held for the production of income are to be
consolidated with casualty (or theft) gains with respect to this type
of property. If the casualty losses exceed the casualty gains, the
net loss is treated as an ordinary loss without regard to whether
there may be noncasualty gains under section 1231. If, however,
the casualty gains exceed the casualty losses, the net gain is treated
as a section 1231 gain and must be consolidated with other gains and
losses under section 1231.
The Senate amendment includes personal assets in this netting of

casualty gains and casualty losses and applies the new rules to taxable
years beginning after December 31, 1969, rather than July 25, 1969,
the effective date under the House bill.
The conference substitute (sec. 516(b) of the substitute and sec.

1231 of the code) follows the Senate amendment.
8. Transfers of franche8es, trademarks, and trade names (8ec. 1253 of

the code)
The House bill denies a franchisor capital gains treatment on the

transfer of a franchise if he retains any significant power, right, or
continuing interest with respect to the subject matter of the franchise.
If the franchise agreement includes significant rights or restrictions
which are subject to the franchisor's approval on a continuing basis,
or if the franchisor's conduct constitutes participation in the commer-
cial or economic activities of the franchise, the franchisor is regarded
as having retained a significant power, right, or continuing interest.
The Senate amendment makes more specific the rules of the House

bill and extends these rules to trademarks and trade names. A "fran-
chise" includes "an agreement which gives one of the parties to the
agreement the right to distribute, sell, or provide goods, services, or
facilities, within a specified area." A "significant power, right, or
continuing interest" includes, but is not limited to a right to dis-
approve any assignment; a right:to terminate at will;'a right to pre-
scribe standards of qualityi a right to require exclusive sale or adver-
tising of products or services of the transferor; a right to require
exclusive-purchases of supplies and equipment from the transferor;
and a right to payments contingent on productivity if such payments
constitute a substantial element under the transfer agreement.
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Under the Senate amendment, contingent payments are treated as
ordinary income and are deductible by the transferee as trade or
business expenses.
The Senate amendment also provides rules with respect to initial

payments (including a lump sum or fixed amount payable in install-
ments). If the transaction is treated as a sale, the transferor treats
an initial payment as proceeds from the sale of a capital asset (except
in the case of a dealer). Tho transferee is not entitled to depreciation
or amortization deductions; for the payment made to the transferor
if the intangible asset does not have an ascertainable useful life. If,
however, the transfer is a license, the transferor treats the initial
payment as ordinary income, and the transferee treats it as a de-
ductible expense over the period to which the payment is attributable
but in no event over more than 10 years.
The Senate amendment excludes transfers of a franchise to engage in

professional sports.
The Senate amendment provides that in the case of transfers before

the effective date, the transferee may elect to deduct payments which
would be deductible under the new rules (as if the transfer had occurred
after the effective date), but only with respect to payments made in
taxable years ending after December 31, 1969.
The conference substitute (sec. 516(c) of the substitute and sec. 1253

of the code) follows the Senate amendment, except that the transferee
may elect to deduct only contingent payments made in taxable years
ending after December 31, 1969, and beginning before January 1,
1980, with respect to transfers before the effective date.
9. House provision omitted-holding period of capital assets (sec. 1222

of the code)
The House bill extends the holding period for long-term capital gain

treatment from 6 to 12 months.
The Senate amendment restores the 6-month holding period of

present law.
The conference substitute follows the Senate amendment.

SUBTITLE C-REAL ESTATE DEPRECIATION
(SECS. 167 AND 1250 OF THE CODE)

The House bill provides that the 200 percent declining balance and
sum of the years digits methods of real estate depreciabion are to be
limited to new residential housing. To qualify for this accelerated
depreciation, at least 80 percent of the income from the building must
be derived from rentals of residential units.
Other new real estate, including commercial and industrial build-

ings, under the House bill is limited to the 150-percent declining
balance depreciation method.

In the case of used buildings (including housing acquired in the
future), the House bill limits depreciation on future acquisitions to
straight line depreciation.
Under the House bill, a special 5-year amortization deduction is

provided in the case of expenditures made on or after July 25, 1969,
for the rehabilitation of buildings for low-cost rental housing. This
rapid amortization is to be available only where the property is held
for occupancy by families and individuals of low or moderate income
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determined in a manner consistent with the policies of the'Houiing
and Urban' Development Act of 1968. The aggregate rehabilitation
may not exceed $15,000 per dwelling unit and the sum of the rehabilita-
tion 'expenditures (over a 2-year period) must exceed $3,000 per
dwelling unit.
'-The Hoilse bill also provides that accelerated depreciation taken

in the future in excess of allowable straight-line depreciation is to
be recaptured as ordinary income to the extent of the gain occurring
upon subsequent sale of real estate.
The Senate amendment made a series of modifications in the House

bill, the more important of which are as follows:
(1) 160 percent declining balance depreciation is allowed on used

residential housing with a useful life of 30 years or more and
125' percent declining balance depreciation is allowed with aspect
to used residential rental housing with a useful life of 20 to 30
years (all other used assets acquired after July 24, 1969, are
limited to straight line depreciation).

(2) The Senate amendment modifies the recapture rules by
providing a reduction of 1 percent per month in the amount to be
recaptured after the property has been held for 60 full months in
the case of residential housing and in the case of all other real
property after the property has been held for 10 years.

(3) The changes in the recapture rules -are not to' apply in
the case of federally assisted projects (such as the FHA 221(d)(3)
and 236 programs) or to other publicly assisted housing programs
under which the return to the in restor is limited on a comparable
basis. These projects are to be subject to the present recapture
rules which provide for a recapture of the depreciation in full if
the sale occurs iI the first 12 months and for a phaseout of the
recapture of the excess of accelerated 'over straight-line deprecia-
tion after 20 months. The recapture is reduced at the rate of 1
percent per month until 120 months after which no recapture
applies. These recapture rules of existing law will continue to
apply only with respect to such property constructed, recon-
structed, or acquired before January 1, 1975.

(4) The Senate amendment modifies the House bill to allow
accelerated depreciation under pre-existing law with respect to a
building constructed after July 25, 1969,ifthe taxpayer had filed
with the appropriate local government authority, before July 25,
1969, an initial application for permission to construct, and if
construction of such property is begun within 1 year after the
date the initial application was filed.

(5) The Senate amendment applies the new recapture rules to
.depreciation attributable to periods after December 31, 1969
(rather than to periods after July 24, 1969, as under the House
bill).

(6) The Senate amendment applies the existing recapture rules
where the sale of the property was subject to a binding contract in
existence prior to October 9, 1969, even though the transfer takes
place after that date.

(7) The Senate amendment provides that the special 5-year
amortization deduction for rehabilitation expenditures is to apply
only with respect to such expenditures made before December 31,
1974.
38-375 -69-----21
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The conference substitute (sec. 521 of the substitute and secs. 167
and 1250 of the code), generally follows the Senate amendment with
the following modifications:

(1) The conference substitute permits 125 percent declining
balance depreciation on used residential rental property, with a
useful life of 20 years or more acquired after July 24, 1969. All
other used real property acquired after July 24, 1969 (other than
that acquired pursuant to pre-July 25, 1969, contracts), is limited
to straight line depreciation.

(2) The conference substitute modifies the recapture rules
pertaining to residential housing by allowing a 1-percent-per-
month reduction in the amount to be recaptured as ordinary
income after the property has been held for 100 full months.
Othor real property is subject to full recapture, thus eliminating
the phaseout of recapture after 10 years for nonhousing under
the Senate amendment.

(3) The conference substitute applies the existing recapture
rules where the sale of the property was subject to a binding
contract in existence prior to July 25, 1969, even though the
transfer took place after that date.

(4) The conference substitute deletes the Senate amendment
(No. 4 above) which would allow accelerated depreciation under
existing law if the taxpayer had filed an application to construct
with the appropriate local government authority before July 25,
1969.

SUBTITLE D-SUBCHAPTER S CORPORATIONS (SEC. 1879 OF THE CODE)

Both the House bill and the Senate amendment provide limita-
tions similar to those contained in the retirement plans for individuals
(the so-called H.R. 10-type plans) with respect to contributions made
by subchapter S corporations to the retirement plans for individuals
who are "shareholder-employees." Under the bill, a shareholder-
employee must include in his income the contributions made by the
corporation under a qualified plan on his behalf to the extent con-
tributions exceed 10 percent of his salary or $2,500, whichever is less.
The Senate amendment makes the following modifications in the

House provision:
(1) The definition of a shareholder-employee is changed from

an employee or officer who owns more than 5,.percent of the
corporation's stock to one who holds 10 percent or more.

(2) The provision is not to apply until taxable years beginning
after 1970. The House bill would apply this provision to taxable
years beginning after 1969.

The conference substitute (sec. 531 of the substitute and sec. 1379
of the code) follows the Senate amendment deferring the application
of this provision to 1971. The conference substitute, however, does
not follow the Senate amendment changing the percentage relating
to the definition of a shareholder-employee.
E. HOUSE PROVISION OMITTED-COOPERATIVES (SEC. 581 OF THE HOUSE

BILL)

The House bill requires cooperatives to revolve out patronage divi-
dends and per unit retains within 15 years from the time the written



323

notice of allocation was made or the per unit retain certificate was
issued. In addition, the percentage of patronage allocations which
must be paid.out currently in cash or by qualified check are increased
under the House bill from 20 to 50 percent. The additional 30 percent
is to be paid with respect to the current allocation or in redemption of
prior allocations. The increase in the required payout is phased in
ratably over a 10-year period.
The Senate amendment omits this provision.The conference substitute omits this provision.
The conference noted that the Treasury Department and congres-

sional staffs had been requested by the Committee on Finance to
study problems in the tax treatment of cooperatives, particularly as
to whether cooperatives engage in activities which are Unrelated to
the purpose for which special.tax treatment is given and that a report
had been requested on this subject. The conferees requested that
this report be made by January 1, 1972.

TITLE VI-STATE AND LOCAL OBLIGATIONS

1. Arbitrage bonds (sec. 108(d) of the code)
The House bill provides for the taxation of arbitrage bonds issued

by State or local governments. The bill provides that, under regula-
tions issued by the Secretary or his delegate, any arbitrage obligation
is not to be treated as a tax-exempt State or local government bond.
The Senate amendment makes four modifications in the House bill:

(1) The amendment defines arbitrage bonds as obligations
issued where all or a major part of the proceeds can be reasonably
expected to be used (directly or indirectly) to acquire securities
or obligations which may be reasonably expected, at the time of
the issuance of the State and local obligation, to produce a yield
which is materially higher than the yield on the State or local
governmental bond issue.

(2) Arbitrage bonds are defined as not including issues where
a major part of all of the proceeds of the issue are reasonably
expected to be used to provide permanent financing for real
property used, or to be used, for residential purposes where the
yield on the Government obligation at the time of issue is not
expected to be substantially loIwer than the yield on the perma-
nent financing.

(3)' An obligation is not treated as an arbitrage bond solely
because the proceeds of the issue may for a temporary period be
invested in higher yield securities or other obligations until the
proceeds are used for the purpose for which the State or local
government bonds were issued. Nor are obligations to be clas-
sified as arbitrage bonds where the proceeds of the Government
issue may be invested in higher yield securities which are part of
a reasonable reserve or replacement fund so long as this fund does
not exceed 15 percent of the total issue (unless the issuer es-
tablishes that a higher amount is necessary).

(4) This provision of the amendment is effective with respect
to obligations issued after October 9, 1969 (after July 11, 1969,
under the House bill).
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The conference substitute (sec. 601 of the substitute and sec. 103(d)
of the code), follows the Senate amendment except that in the case of
the modification described in No. (2) above the permanent financing
for real property is limited to real property used, or to be used, for
residential purposes for the personnel of an educational institution of
higher learning.
2. House provision omitted from conference substitute-election to

issue taxable bonds and information reporting (sees. 6056 and 6685
of the code under the Senate amendment)

The House bill provides that States and local governments can
voluntarily relinquish the tax exemption with respect to given debt
security issues and in these cases the Secretary or his delegate is to pay
a fixed percentage of the interest yield on each such issue. The fixed
percentage may vary within a range of 30 to 40 percent of the yield up
to 1975 and from 25 to 40 percent of the yield thereafter.
The Senate amendment deletes this provision of the House bill. It

substitutes a requirement that every person who receives or accrues
$600 or more of tax exempt State and local government bond interest or
who is required to file an income taxlreturn is to report the amounts of
any tax-exempt State or local government bond interest he receives.
The conference substitute omits both the provision of the House

bill and the provision of the Senate amendment.

TITLE VII-EXTENSION OF TAX SURCHARGE AND EXCISE TAXES;
TERMINATION OF INVESTMENT CREDIT

1. Extension of tax surcharge (sees. 51(a) and 968(b) of the code)
The Senate amendment makes no substantive change in this pro-

vision of the House bill.
2. Continuation of excise taxes on communication services and automo-

biles (sec8. 4061 (a), 641£(a), and 4261 of the code)
The Senate amendment makes no substantive change in this pro-

vision of the House bill.
3. Termination of investment credit (sec. 49 of the code)
The House bill provides that the investment credit is not to be

available with respect to property, the physical construction, recon-
struction, or erection of which is begun after April 18, 1969, or which
is acquired by the taxpayer after that date. The House bill contains
essentially the same transition rules as were contained in the bill
which suspended the investment credit in 1966. This includes transi-
tion rules relating to an equipped building, a plant facility, the con-
struction of machinery or equipment, and certain contracts or leases
with third parties requiring the construction of machinery or equip-
ment. Other transitional rules were also included in the House bill.
The Senate amendment made a series of modifications in the

transition rules provided by the House bill. The more important of
these are as follows:

(1) The investment credit is made available where the site of
a plant facility was acquired before April 19 to 'construct a re-
finery and substantial expenditures for the acquisition of pipeline
were incurred before that date.



(2), The investment credit is made available where under a
binding contract or contract to lease entered into before April
18, a lessor or lesee is obligated to construct or acquire property
specified in documents related to the lease or contract which
were filed 'with a Federalfregulatory agency'before April 19.

(3) The investment credit is made available in the case of
property which a taxpayer must construct or acquire in order
to carry_out a pre-April 19,1969, contract with a person who
must take substantially all of the production from the property
over its useful life. The property must' be specifid the bing
contract or must be extractivee property with respect to which
a series of specified requirements are satisfied.

(4) The House bill makes the investhentii credit available in
the case of barges where the oceangoing vessel with respect to
which the barges are to be used is eligible for the investment
credit. The number of barges qualifying is limited to the number
specified in binding contracts with the Maritime Administration.
The Senate amendment modifies this provision to make the
credit available where the barges are specified in a pre-April 19
application for mortgage or construction loan insurance filed
with the Secretary of Commeice or when more than 50 percent of
the barges planned to be used with the vessel qualify under the
binding contract or other transitional: rules.

'(5) The House' bill makes available the investment credit
in the case of certain hew design projects where certain con-
ditions are met. The Senate amendment modifies these con-
ditions to provide that fixed-price binding contracts may allow
for price changes' due to material costs in addition to those due
to pay increases and also increases from 50 to 60 percent the
amount of the production of the new design products to be
delivered before 1973 which must be covered by the binding
contracts.

(6) The House bill phases out the investment credit avail-
able in 1971 through 1974 by reducing the rate of the investment
credit by 0.1' of 1 percentage point a month during this period.
Under the Senate amendment the investment credits are to be
available at the full 7 percent rate if the property is placed in
service before 1979.

(7) The House bill limits the amount of unused credits from
prior years which may ,be carried over and used in 1969 and
subsequent years generally by providing that no more than 20
percent of the carryovers available at the end of 1968 may be
used in any one year. The Senate amendment adopts this feature
of the House bill but provides an additional 3-year carryforward
period for unused-investment credits to the extent these credits
cannot be used in the year solely because of the special 20-
percent limitation.

(8) The amendment exempts from the repeal of the investment
credit up to $20,000 of investment in eligible property.

(9) The amendment provides that the investment credit is to be
available for certain property which a taxpayer places in service
to carry out a local organization's plan for works of improvement
within the meaning of the Watershed Protection and Flood Pre-
vention Act.



(10) An exception to the repeal of the investment credit is
provided for certain investments in depressed areas.

The conference substitute (sec. 703 of the substitute and sec. 49 of
the code) generally follows the Senate amendment but deletes the
items referred to in paragraphs 1, 8, 9, and 10 and moves the ter-
mination date for property placed in service back from before 1979 to
before 1976 (par. 6 referred to above).
4. Amortization of pollution control facilities (sec. 169 of the code)
Under the House bill, a taxpayer is allowed to amortize any certified

pollution control facility over a period of 60 months. The amortization
replaces the depreciation deduction, but the additional first year
20-percent depreciation allowance still is available.
The Senate amendment made the following changes in the provision

of the House bill:
(1) The amendment limits the amortization deduction to

pollution control facilities added to plants which were in opera-
tion on December 31, 1968.

(2) Under the House provision it is necessary for the appro-
priate Federal authority to certify to the Treasury Department
that the facility meets minimum performance standards which
are to be promulgated by the Federal authority from time to
time and which must take technological advances into account
and specify the tolerance of such pollutants and contaminants as
is appropriate. The amendment modifies this to provide that the
Federal authorities are not to establish effluent standards for water
or emission standards for air but rather are to set national
guidelines for the standards to be specified by the States.

(3) The 5-year amortization deduction is to apply only to
those facilities placed in service before January 1, 1975.

(4) The 5-year amortization deduction is limited to the pro-
portion of the cost of the property attributable to the first 15 years
of its normal useful life. Where property has a normal useful
life of more than i5 years one portion of the facility is to be
amortized over the 5-year period and the remaining portion is
to receive regular depreciation based upon the entire normal
useful life of the property.

The conference substitute (sec. 704 of the substitute and sec. 169
of the code) follows the Senate amendment..
5. Amortization of certain railroad rolling stock, etc. secss. 184, 186 and

263(e) of the code)
The House bill provides that a domestic common carrier by railroad,

subject to regulation by the Interstate Commerce Commission, may
elect to amortize its rolling stock (other than locomotives) over a 7-year
period. This treatment is available in the case of rolling stock acquired
after July 31, 1969. Rolling stock constructed by the taxpayer after
that date also is eligible for the 7-year amortization provision.
The Senate amendment substitutes a broader provision which differs

from the House provision in the following respects:
(1) Instead of 7-year amortization of new rolling stock, the

Senate amendment provides for a 5-year amortization of new
rolling stock, including locomotives.
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(2) The 5 year (or 4 year described below) amortization referred
to above is available with respect to the rolling stock of all rail-
roads, switching, and terminal companies all of whose stock is
owned by railroads and rolling stock of lessors who lease to
railroads. The 5 (or 4) year amortization provision is not avail-
able, however, in the case of rolling stock owned and used by
companies other than railroads or rolling stock leased to companies
other than railroads. .

(3) Rolling stock placed in service during 1969 and owned by a
railroad (or a 95-percent-owned subsidiary of a railroad) is
eligible for 4-year amortization to the extent of any unrecovered
costs as of January 1, 1970. Rolling stock placed in service in
1969 and owned by alessor is not eligible.

(4) The 5-year amortization provision applies to qualified
rolling stock placed in service before January 1, 1975.

(5) For purposes of the amortization provision, property
placed in service at aily time during 1970 by a railroad (or 95-
percent-owned subsidiary of a railroad) is presumed to be placed
in service on December 31, 1969. For 1970 in the case of a lessor
and for subsequent years for railroads and for lessors, the ques-
tion of when the rolling stock is placed in service is to depend
upon the depreciation convention generally followed by the tax-
payer.

(6) The Secretary of the Treasury is to issue regulations indi-
cating particular classes of cars or locomotives which are not in
short supply. Rolling stock in these specific classes which is
placed in service after 1972 or 30 days after the regulations
become effective, whichever is later, are not eligible for the 5-year
amortization writeoff.

(7) The Senate amendment treats the cost of repairs as an
expense in all cases where such costs in any 12-month period do
not exceed 20 percent of the original basis of the unit involved.

(8) The Senate amendment also adds-a new provision which
provides railroads with an option to amortize railroad grading
and tunnel bores on the basis of a 50-year life. Under present law,
railroads capitalize these costs but have not been able to depre-
ciate them because of uncertainties as to the length of their
useful lives.

The railroad property which would be amortized would include
only improvements resulting from excavating (including tunneling),
constructing embankments, clearings, diverting of roads and streams,
sodding of slopes, and all similar work necessary to provide, construct,
reconstruct, alter, protect, improve, replace, or restore a roadbed or
right-of-way for railroad track.
The conference substitute secss. 705 and 706 of the substitute and

sees. 184, 185, and 263(e) of the code) follows the Senate amendment
except that the amortization provisions relating to railroad grading
and tunnel bores apply only to such property the original use of
which commences after December 31, 1968. Improvements to existing
gradings and bores are to be treated as a separate item of such property
for purposes of the provisions.



6. Amortization of certain coal mine safety equipment (8ec. 187 of the
code)

The House bill does not contain this provision.
The Senate amendment provides that a taxpayer may elect 5-year

amortization for certified coal mine safety equipment. This is in lieu
of the depreciation deduction with respect to this equipment.

Certified coal mine safety equipment for this purpose means electric
face equipment which is required in order to comply with the Federal
Coal Mine Health and Safety Act of 1969, which is certified by the
Secretary of Interior, and which is placed in service within 6 years
after the operative date of title III of that act. Property placed in
service in connection with used electric face equipment also is eligible
for this 5-year amortization when certified by the Secretary of In-
terior as property which makes such used equipment permissible
under that act.
The conference substitute (sec. 707 of the substitute and sec. 187 of

the code) follows the Senate amendment, but applies it to taxable
years ending after December 31, 1969 (instead of years ending after
date of enactment). In addition, under the substitute, the coal mine
safety equipment eligible for the amortization must be placed in
service before January 1, 1975.

TITLE VIII-ADJUSTMENT OF TAX BURDEN FOR INDIVIDUALS

1. Personal exemption secss. 151 and 6018(b) of the code)
The House bill does not change the present $600 personal exemp-

tion.
The Senate amendment increases the personal exemption to $700

in 1970 and $800 in 1971.
The conference substitute (sec. 801 of the substitute and sec.

151 of the code) increases the personal exemption to $625 for calendar
year 1970 (by increasing it to $650 on July 1, 1970, for withholding
purposes), to $650 for 1971, to $700 for 1972, and to $750 for 1973
and thereafter.
2. Increase in standard deduction (sec. 141 of the code)
The House bill increases the present 10-percent standard deduction

with a $1,000 ceiling to 13 percent with a $1,400 ceiling in 1970, to
14 percent with a $1,700 ceiling in 1971, and to 15 percent with a

$2,000 ceiling for 1972 and thereafter.
The Senate amendment does not increase the percentage standard

deduction.
The conference substitute (sec. 802 of the substitute and sec.

141 of the code) increases the percentage standard deduction to 13
percent with a $1,500 ceiling in 1971, to 14 percent with a $2,000
ceiling in 1972. and to 15 percent with a $2,000 ceiling for 1973 and
thereafter.
S. Low-income allowance (sec. 141 of the code)
The House bill replaces the present minimum standard deduction

with a low-income allowance of $1,100. In 1970 only, the excess of the
low-income allowance over the present minimum standard deduction
is reduced $1 for every $2 of income above the new nontaxable levels.
Thereafter, there is no reduction in the $1,100 minimum standard
deduction.



The Senate amendment substitutes a $1,000 low-income allowance
for the $1,100 in the House bill and, in 1970 only, reduces the entire
amount by $1 for every $4' of income in xcess of the nontaxable levels
provided by the amendment. .

I

The conference substitute (sec. 802 of the substitute and sec. 141
of the code) follows the House bill low-income allowance provision
for 1970 and provides a $1,050 allowance in 1971 with a reduction in
the excess over the present minimum standard deduction by. $1 for
every $15 of income above the nontaxable levels. For 1972 and there-
after the low-income allowance is $1,000 with no reduction.
4. Tax treatment of single persons (sec. 1 of the code)
The House bill provides that widows and widowers regardless of

age and single persons age 35 or :over are to use the head-of-household
rate schedule, and surviving spouses are to use the joint return rates
as long as they have dependent children under age 19 or attending
school.
The Senate amendment substitutes for the House provision a new

rate schedule for single persons which provides a tax that is no more
than 20 percent in excess of that paid on a joint return with the same
amount of taxable income and provides a new head-of-household
rate schedule half way between the schedule applicable to joint returns
and the new schedule applicable to single persons. The Senate amend-
ment does not extend surviving spouse treatment beyond the 2 years
provided in present law.
The conference substitute (sec. 803.of the substitute and sec. 1

of the code) follows the Senate amendment.
5. 50 percent maximum rate on earned income (sec. 1S48 of the code)
The House bill provides that the maximum marginal tax rate ap-

plicable to an individual's earned income is not to exceed 50 percent.
The Senate amendment does not contain this provision.
The conference substitute (sec. 804 of the substitute and new sec.

1348 of the code) generally follows the House 50-percent rate limit on
earned income except that the 50-percent limit is applicable to earned
income reduced by tax: preferences in excess of $30,000 in the current
year or the average tax preferences in excess of $30,000 for the current
year and the prior 4 years, whichever is greater. Tax preferences for
this purpose are the same as those applicable to individuals under
the minimum tax.
6. Collection on income tax at source o ge (sec. S402 of the code)
The House bill requires the Secretary of the Treasury to prescribe

withholding rates and tables incorporating the low-income allowance,
the higher standard deduction, the reduced tax rates, and, for the first
6 months of 1970, the 5-percent surcharge.
The Senate.amendment provides that withholding is to incorporate

the low-income allowance, the higher personal exemption, the new
tax rates for single persons, and the 5-percent surcharge.
The conference substitute (sec. 806(a) of the substitute and sec.

3402(a) of the code) provides percentage method withholding tables
(and requires the Secretary of the Treasury to prescribe wage bracket
tables) which incorporate: for 1970, the low-income allowance (with a
phaseout), the 5-percent surcharge for the first 6 months, and the $650
personal exemption for the second 6 months; for 1971, the low-income
allowance (with a phaseout), the $640 personal exemption, the 13-



percent standard deduction (with a $1,500 ceiling) and the new tax
rates for single persons; for.1972 the low-income allowance (with no
phaseout), the $700 personal exemption, the 14-percent standard de-
duction (with a $2,000 ceiling) and the new tax rates for single per-
sons. For 1973 and thereafter withholding is further changed to reflect
the $750 personal exemption and the 15 percent standard deduction
(with a $2,000 ceiling).
7. Provisionforflexibility in withholding procedures (sec. 3402(h) of the

code)
The House bill does not contain a provision dealing with flexibility

in withholding procedures.
The Senate amendment permits the Secretary of the Treasury to

authorize withholding methods which provide substantially the same
amount of withholding as the present methods or withhold the correct'
amount of tax for the entire year. Withholding on the basis of cum-
ulative wages and on the basis of annualized wages is specifically
pPrnitted.
The conference substitute (sec. 805(d) of the substitute and sec.

3402(h) of the code) follows the Senate amendment.
8. Additional withholding allowances for excess itemized deductions

(sec. 3402(m) of the code)
The House bill does not contain a provision dealing with withhold-

ing allowances.
The Senate amendment permits a taxpayer to claim estimated

itemized deductions which are higher than those for the prior year
if he can demonstrate that there is a reasonable expectation that the
deductions will be higher in the current year.

* The Senate amendment changes the level for determining itemized
deductions above which an allowance is permitted. It is changed from
from 10 percent of the first $7,500 of wages and 17 percent of the
excess, to 15 percent of all wages. In addition, the Senate amendment
changes present law to permit a withholding allowance to be claimed
where a fractional allowance of one-half or more results.
The conference substitute (sec. 805(e) of the substitute and sec.

3402(m) of the code) follows the Senate amendment except that it
substitutes $750, the amount of the personal exemption under the
substitute in 1973, for the $600 amount in the Senate amendment
and present law.
9. Certification of nontaxability for withholding tax purposes (see. 8402

of the code)
The House bill contains no provision dealing with certification of

nontaxability.
The Senate amendment provides that an individual is not to be sub-

ject to withholding of income tax if he certifies to his employer that he
expects to have no Federal income tax liability for the year and, in
f act, had no income tax liability for the preceding year.

The conference subsitute (sec. 805(f) of the substitute and sec. 3402
of the code) follows the Senate amendment.
10. Withholding on supplemental unemployment benefits (sec. 3402 of the

code)
The House bill contains no provision concerning withholding on

supplemental unemployment benefits.



The Senate amendment requires the payor of taxable supple-
mental unemployment compensation benefits to withhold Federal
income tax from these payments.
The conference substitute (sec. 805(g) of the substitute and sec. 3402

of the code) follows the Senate amendment.
11. Voluntary withholding on payments not defined as wages-(see. S40S

of the code)
The House bill- contains no provision concerning withholding on

nonwage payments.
The Senate amendment provides that employers or other payors

must withhold income tax on taxable pension and annuity payments
when the payee requests withholding. In the case of payments for
services not defined as wages (dr other payments where the Secretary
of the Treasury finds withholding would be appropriate) the payor
and payee may agree to withholding.
The conference substitute (sec. 805(g) of the substitute and sec.

3402 of the code) follows the Senate amendment.
12. House provisions omitted--individual income tax rates (8ec. 1 of the

code and sec. 804 of the bill)
The House bill reduces tax rates by at least 1 percentage point in all

brackets, reducing tax by at least 5 percent in all brackets.
The Senate amendment does not reduce tax rates generally. Selected

rate reductions are made for single persons and heads-of-households
(as indicated above).
The conference substitute follows the Senate amendment.

TITLE IX-MISCELLANEOUS PROVISIONS
SUBTITLE A-MISCELLANEOUS INCOME TAX PROVISIONS

I. Exclusion of additional living expenses (8ec. 128 of te code)
The House bill does not include this provision.
The Senate amendment provides that in the case of an individual

whose residence is. destroyed or damaged by fire, storm or, other
casualty, gross income does not include-amounts received under an
insurance contract for reimbursement for living expenses incurred by
the taxpayer and members'of his household ja the result of, the loss
of use or occupancy of a residence. The amendment allows the .exclu-
sion only to. the extent that tbh.amounts r'eived do not, exceed the
excess of actual living; expenses !(for the taxpayer.and membe's of
his household) resulting from the loss of the use of. the residence Aver
the normal living expenses which would have been incurred by the
taxpayer (for himself and 'members of his household) during this
period e. _ ;

2The conference substitute (sec. 901 of the substitute and sec. 123
of the code) follows the Senate amendment.
2, Dedutibility of treble damage payments, fines, penalties, etc. (sees.

6 (c), (f), and (g) of the.code) ..
The House bill does not include this provision.
The Senate amendment codifies court decisions that deductions are

not to be allowed for fines or similar penalties paid to a government
for the violation of any law. It also denies deductions for three other
types of expenditures: two-thirds of treble damage payments under



the antitrust laws, deductions for bribes of public officials (whether
or not foreign officials), and other unlawful bribes or "kickbacks."
Under the Senate amendment, deductions are denied for treble

damage payments under the antitrust laws only where there has been
a conviction in a criminal prosecution (or a -plea of guilty or nolo
contendere. This is also true of the provisions relating to bribes and
kickbacks other than to public officials. Illegal bribes and kickbacks
with respect to public officials are in a different category, however,
and deductions for such payments are denied in accordance with the
treatment which is already accorded bribes of or kickbacks to foreign
governmental officials or employees.
The provisions of the Senate amendment relating to antitrust

treble damage payments, apply to amounts paid or incurred after
December 31, 1969, with regard to convictions after that date. The
provisions as to fines and penalties paid to a government and illegal
payments to government officials and employees apply to all taxable
years to which the code applies. The provisions as to other bribes and
kcikbacks apply to payments made after the date of enactment.
The conference substitute (sec. 902 of the bill and sec. 162 (c), (f),

and (g) of the code) follows the Senate amendment.
3. Deductibility of accrued vacation pay (8ec. 97 of the Technical

Amendments Act of 1958)
The House bill contains no comparable provision.
The Senate amendment postpones for 2 years the effective date of

Revenue Ruling 54-608. As a result, deductions for accrued vacation
pay, if computed by an accounting method consistently followed, will
not be denied for any taxable year ending before January 1, 1971,
solely because the liability to a specific person for vacation pay cannot
be clearly estimated or the amount computed with reasonable accu-

rahe conference substitute (sec. 903 of the substitute) follows the
Senate amendment.
4. Deduction of recoveries of antitrust damages, etc. (sec. 186 of the code)
The House bill contains no comparable provision.
The Senate amendment provides that ini the case of losses resulting

from patent infringement, breach of contract, breach of fiduciary
duty, or an antitrust injury for which there is ' recovery under section
4 of the Clayton Act, a special deduction is to be allowed which has the
effect of reducing the amounts required to be included in income to the
extent that the losses to which they relate did not give rise to a tax
benefit. This result is accomplished by providing, in effect, that the
amount includable in gross income is to be the compensatory amount
reduced by the amount of the losses which have not been recovered for
tax purposes which were sustained as a result of the compensable
injury.
The compensatory amount for this purpose means the amount of

the award, settlement, or recovery reduced by the amounts paid or

incurred in securing it. The unrecovered losses are the net operating
losses for the year to the extent the losses are attributable to the
compensable injury, reduced by the net operating losses which are
allowed as offsets against income in other years.



This provision applies only to recoveries (which are includible-in
taxable income) for actual; economic injury and not for additional
amounts. In the case of treble damage recoveries under section 4 of
the Clayton Act, for example, the provision applies to that part of the
recovery which. reprepentsthe economic injury and not to the other
part which is punitive in nature.
The conference substitute (sec. 904 of the substitute and sec. 186

of the code) follows the Senate amendment,
6. -Corporains 'uing eated property to redeem their own 8tock
The House bill contains no similar provision,
The Senate amendment provides that if a corporation distributes

property to a shareholder iniedenmption of part or all of the share-
holder's stock and the property distributed h'as appreciated in value
in the hands of the distributing corporation gain is to be recognized
to the extent of this appreciation. This provision applies whether or
not the redemption is classified as'a dividend, but it does not apply
to redemptions in complete or partial liquidation of the corporation
or to redemptions ,in a tax-free reorganization or splitoff secss. 355
and 356) . -
The conference substitute (sec. .905 of the substitute and sec. 311

of the code) generally. follows:the Senate amendment except that
certain ! additional exceptions and transitional rules are provided.
These include the following: .

(1) -The provision is made inapplicable to distributions in complete
termination of the interest of a shareholder owning at least 10 percent
of the stock, distributions of stock of a 50 percent or more owned
subsidiary, distributions pursuant to an antitrust decree, redemptions
under section 303 .of the code, certain redemption distributions to
private foundations, and distributions by regulated investment
companies.

(2) The transitional rules make the provision inapplicable to
contracts in existence on November 30, 1969, and written offers
which were made before December 1, 1969, or are made pursuant to a
ruling request filed with the Internal Revenue Service or a registra-
tion statement filed with the Securities and Exchange Commission
before that date. Such offers must not be revocable by their express
terms.

The' Treasury Department and congressional staff were requested
to analyze this provision both from the 'standpoint of whether any
tax avoidance possibilities still remain and also from the standpoint
as to whether the' changes made by this provision constituted hard-
ships in any areas.
6. Reasonable accmulations by corporations (sec. 637 of the code)
The House bill does not contain a comparable provision.
The Senate amendment provides that for purposes of the accumu-

lated earnings tax (sec. 531 et seq. of the code), the reasonable needs
of the business (sec. 537 of the code) are to include the amount
needed (or reasonably anticipated to be needed) in the year Of death
and in later years to accomplish a section 303 redemption. It is also
provided that the reasonable needs of the business include the amounts
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needed (or reasonably anticipated to be needed) to redeem from
private foundations stock held, or received pursuant to a will or
irrevocable trust treated as binding on October 9, 1969, which con-
stitutes excess business holdings.

It is further provided that no inference is to be drawn with respect
to earlier years as a result of distributions in redemption to which this
provision is applicable.
The conference substitute (sec. 906 of the substitute and sec. 537 of

the code) adopts the Senate amendment except that this provision
is made effective with respect to the accumulated earnings tax in
taxable years ending after May 26, 1969 (rather than October 9, 1969
as in the Senate amendment).
7. Special contingency reserves of insurance companies (sees. 806(e)

and 810(c) of the code)
The House bill does not include a comparable provision.
The Senate amendment provides that in computing the taxable

income of a life insurance company a deduction is to be allowed for
interest paid on special contingency reserves under contracts of group
term life insurance or group health and accident insurance which
are established and maintained to provide for insurance on retired
lives, for premium stabilization, or for a combination of the two. A
similar amendment is also made to the life insurance company pro-
visions relating to the items taken into account as reserves for purposes
of the so-called "phase II" tax imposed on life insurance company
income (i.e., the tax on gains from operations other than investment
income).
The conference substitute (sec. 907(a) of the bill and sec. 805(e)

and 810(c) of the code) follows the Senate amendment.
8. Spinoff by life insurance companies (sec. 815 of the code)
The House bill does not contain a comparable provision.
The Senate.amendment permits the spinoff of a second tier ordinary

business subsidiary by a life insurance company to the parent holding
company without the application of phase III tax consequences at
that time, but in a manner designed to preserve the potential applica-
tion of a phase III tax. The phase III tax continues to apply as if
the spinoff had not been made and as if distributions to the holding
company by the ordinary business corporation were channeled through
the life insurance company. The sale or other disposition of the stock
of the ordinary business subsidiary is treated as reducing the share-
holders surplus account or policyholders surplus account of the life
insurance company. These effects are limited to the amount of the
fair market value of the stock of the ordinary business corporation
at the time of the spinoff.

This provision applies only where a life insurance company has, at
all times since December 31, 1957, owned all of the stock of the busi-
ness subsidiary which is spun off to the parent holding company. The
phase III tax does not apply (except to the extent of any post-1957
contributions to capital of the business subsidiary) at the time of the
spinoff but will continue to apply to distributions by (or the sale of
stock of) the ordinary business subsidiary.
The conference substitute (sec. 907(b) of the substitute and sec. 815

of the code) follows the Senate amendment.
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9. Loss carryover of insurance company on change ofform of organization
or nature of insurance business (8ec. 844 of the code)

The House bill does not include a comparable provision.
The Senate amendment permits an insurance company to carry over

and deduct a net operating loss when its insurance company tax status
changes. However, this provision forestalls any tax advantage by
limiting the net operating loss which may be carried over to the lesser
of the loss carryover as computed under the rules applicable, to the
company before the change or the loss carryover as computed under
the rules which apply to the company after the change,
Where a casualty insurance company changes from a mutual to a

stock company, the Senate amendment further provides that in com-
puting the loss carryover allowable under the stock company rules
the deduction for dividends paid to policyholders is denied.
The conference substitute (sec. 907(c) of the substitute and sec. 844

of the code) follows the Senate amendment, except that only 25 per-
cent of the deduction for dividends paid to policyholders is denied for
purposes of the loss carryover computation where a casualty insurance
company changes from a mutual to a stock company.
10. Mutualfunds under periodic payment plans (sec. 851 (f) of the code)
The House bill does not include this provision.
The Senate amendment adds a provision to the regulated invest-

ment company provisions, the effect of which is to preclude a periodic
payment plan from being treated as a corporation, partnership or
trust where the bank custodian can purchase shares only in a single
specified fund. Instead, the mutual fund shares are to be treated as
owned directly by the investor with the bank custodian acting as a
nominee. The new' provision does not apply in the case of a unit
investment trust which is a segregated asset account under the insur-
ance laws or regulations of a State.
The conference substitute (sec. 908 of the bill and sec. 851 (f) of the

code) follows the Senate amendment.
11. Foreign base company income (sec. 954(b)(4) of the code)
There is no comparable provision in the House bill.
The Senate amendment revises the exception from foreign base

company income to provide that foreign base company income does
not include any item of income received by a foreign corporation if it
is established to the satisfaction of the Treasury Department that
neither the creation nor organization (or acquisition) of the controlled
foreign corporation in the particular foreign country nor the trans-
action giving rise to the income in question has as opne of its significant
purposes a substantial reduction of income or similar taxes.
The conference substitute (sec. 909 of the substitute and sec.

954 (b) (4) of the code) follows the Senate amendment.
12. Deferral of gain upon the 8ale of certain low-income housing (eec.

1039 of the code)
There is no comparable provision in the House bill.
The Senate amendment provides that no gain is to be recognized

to the initial investor in federally assisted housing projects where the
properties are sold to the occupant or a tax-exempt organization
managing the property, but only to the extent that the investor
reinvests the proceeds from the sale in other similar Government-



assisted housing. In this case, the taxpayer's basis for the project is
carried over and becomes part or all of his basis for the new project
in which the funds are invested (depending upon whether or not he
also invests additional funds in the second project). The holding period
of the first property is taken into account in determining how long
the second property is held in this case, but only to the extent the
proceeds from sale of the old project are reinvested in the new project.
This provision also applies to certain State-assisted projects.
The conference substitute (sec. 910 of the bill and sec. 1039 of the

code) follows the Senate amendment except as it relates to State-
assisted projects.
13. Cooperative per unit retain allocations paid in cash. (sec. 1382(b) of

the code)
The House bill does not include this provision.
The Senate amendment provides that a cooperative can deduct or

exclude from gross income per unit retain allocations whether they
are paid in qualified per unit retain certificates (as under existing law)
or whether they are paid in money (or other property).
The conference substitute (sec. 911 of the substitute and sec.

1382 (b) (3) of the code) follows the Senate amendment.
14t. Inclusion of foster children in the definition of dependents (sec.

152(b) (2) of the code)
The House bill does not include this provision.
The Senate amendment redefines the rules relating to the definition

of a dependent (sec. 152(b)(2)) to enable foster parents to claim
additional exemptions for dependent foster children dn the same terms
as for natural children. Thus, a foster child may have gross income for
a year in excess of $600 (if the child is less than 19 years of age -or is a
student) without the taxpayer losing the dependency exemption for
the child, provided he continues to furnish more than one-half of the,
foster child's support.
The conference substitute (sec. 912 of the substitute and sec.

152(b)(2) of the code) follows the Senate amendment except that the
provision is made applicable to taxable years beginning after December
31, 1969 (rather than after the date of enactment as in the Senate
amendment).
15. Cooperative housing corporations (sec. 216(b) of the code)
The House bill does not include a comparable provision.
The Senate amendment provides that, in determining whether a

corporation is a cooperative housing corporation, no account is to
be taken of stock owned and apartments leased by governmental
entities empowered to acquire shares in a cooperative housing corpora-
tion for the purpose of l)roviding housing facilities. The effect of the
amendment is to allow individual tenant-stockholders to deduct
their proportionate share of interest and taxes even though more than
20 )ercent of the cooperative housing corporation's income is derived
from a governmental entity.
The conference substitute (sec. 913 of the substitute and sec. 216(b)

of the code) follows the Senate amendment, except that it is made
applicable to taxable years beginning after December 31, 1969 (instead
of after December 31, 1968, as in the Senate amendment).



16. Personal holding company dividends (sec. 566(b) of the code)
The House bill does not include this provision.
The Senate amendment provides that in computing the personal

holding company tax, a taxpayer may elect to take a deduction for
dividends paid on or before the 15th day of the third month following
the close of its taxable year, provided that the dividend deduction
may not exceed 20 percent (instead of 10 percent as under present
law) of the dividends paid by the corporation during the year.
The conference substitute (sec. 914 of the substitute and sec.

563(b) of the code) follows the Senate amendment, except that it is
made effective for taxable years beginning after December 31, 1969
(the Senate amendment does not contain an effective date).
17. Replacement of property involuntarily converted within a 2-year

period (sec. 1033(a)(S)(B) of the code)
The House bill does not include this provision.
The Senate amendment modifies the rule of existing law that no

gain is recognized if property is compulsorily or involuntarily con-
verted into replacement property which is similar or related in use or
service, provided the property is replaced within 1 year after the year
in which the involuntary conversion occurred, to allow a 2-year
period for the replacement.
The conference substitute (sec. 915 of the substitute and sec.

1033(a)(3)(B) of the code) follows the Senate amendment.
18. Change in reporting income on installment basis (sec. 453 of the code)
The House bill does not include this provision.
The Senate amendment modifies the installment reporting provision

of present law to allow a taxpayer to retroactively revoke an election
to report on the installment basis. For this treatment to be available,
the taxpayer must file a notice of revocation within 3 years following
the date of the filing of the tax return for the year the installment
method was elected: The revocation would apply to the year install-
ment reporting was elected and subsequent years. Interest would not
be allowed, however, on any refunds or credits resulting from a
revocation.
The conference substitute (sec. 916 of the substitute and sec. 453

of the code) follows the Senate amendment with a modification pro-
hibiting, within 5 years, a new election to report on the installment
basis except with the consent of the Secretary or his delegate.
19. Recognition of gain in certain liquidations (sec. 33SS of the code)
The House bill does not include this provision.
The Senate amendment provides that for purposes of the 1-month

liquidation rule of section 333 of the code, securities transferred to a
controlled corporation after December 31, 1953, solely in exchange for
stock in a tax-free transfer under section 351 will be treated as acquired
by the corporation before that date, if they were acquired before that
date by the person making the transfer. The amendment applies only
to liquidations occurring prior to 1971.
The conference substitute (sec. 916 of the substitute) follows the

Senate amendment, except that this provision is made applicable only
during calendar year 1970.
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SUBTITLE B-MISCELLANFOUS EXCISE TAX PROVISIONS

1. Application of excise taxes on trucks to concrete mixers (sec. 4063 of the
code)

The House bill does not include a comparable provision.
The Senate amendment provides- an exemption from the manu-

facturers' excise tax on trucks in the case of articles designed to be
mounted on an automobile truck trailer or semitrailer chassis which are
designed to be used primarily to process or prepare concrete. In addi-
tion, an exemption is provided for parts and accessories designed
primarily to be used in connection with the use of these concrete
mixers.
'The conference substitute (sec. 931 of the substitute and sec. 4063 of

the code) follows the Senate amendment, except that this provision is
made applicable to articles sold after December 31, 1969 (rather than
June 30, 1968, as under the Senate amendment).
2. Constructive sale price (see. 4216 of the eode)
The House bill does not include a comparable provision.
The Senate amendment adds two constructive price rules to the

excise tax provisions dealing with situations where a manufacturer or
importer regularly sells an article subject to excise tax to an affiliated
corporation and that corporation regularly sells the article to inde-
pendent retailers but does not regularly sell to wholesale distributors.
The first of these rules provides that the fair market price of the

article is to be 90 percent of the lowest price for which the subsidiary
corporation regularly sells the article in arms-length transactions to
independent retailers.
The second rule provides that where the distributor regularly sells

only to retailers and the normal method of sales in the industry is by
arms-length sales to distributors, the fair market price of the article
is to be the price at which the article is sold to retailers by the affiliated
distributor reduced by a percentage equal to the markup used by
independent distributors in that industry.
The conference substitute (sec. 932 of the substitute and sec. 4216

of the code) follows the Senate amendment with minor modifications,
except that the provision is made applicable to articles sold after
December 31, 1969 (rather than January 1, 1969).

SUBTITLE C-MISCELLANEOUS ADMINISTRATIVE PROVISIONS

1. Filing requirements for individuals (sec. 6012 of the code)
The House bill does not include this provision.
The Senate amendment raises the income levels at which an indi-

vidual is required to file a tax return to correspond to the new non-
taxable levels under the Senate amendment.
The conference substitute (sec. 941 of the substitute and sec. 6012

of the code) adopts the principle of the Senate amendment that the
filing requirement should generally correspond to the nontaxable levels
of income and raises the income level at which a return must be filed
to correspond generally with the nontaxable levels under the confer-
ence substitute: For 1970, 1971, and 1972 the income level up to
which returns are not required is $1,700 for a'single person and $2,300



for a married couple filing jointly. These amounts are increased $600
for each additional personal exemption to which the taxpayer or
married couple filing jointly are entitled. In 1973 and thereafter, when
the increase in the personal exemption and the low income allowance
are fully effective, the income levels are $1 750 for a single person and
$2,500 for a married couple filing jointly, plus $750 for each additional
personal exemption.
2. Computation of tax by Internal Revenue Service (ec. 6014 of the

code)
The House bill removes some of the present limitations with

respect to the type of taxpayer who may elect to have his tax com-
puted by the Internal Revenue Service. The House bill removes the
$5,000 income limitation of present law and permits the use of the
optional tax table containing the minimum standard deduction in
computing the tax for married taxpayers filing separate returns.
In addition, the House bill permits the Secretary of the Treasury to
issue regulations under which the tax computation may take account
of the retirement income credit and the marital status of the taxpayer
and may extend the election to any taxpayer regardless of the specified
limitations.
The Senate amendment modifies the House bill in the following

manner:
(1) Those present law limitations which remain are specifically

listed and the Secretary of the Treasury is permitted to waive them
by regulation. The Secretary may issue regulations which permit
the taxpayer to request that the InternalRevenue Service com-
pute his tax without regard to the amount or the source of his
adjusted gross income and without regard to whether he claims
the retirement income credit or whether he itemizes or takes the
standard deduction.

(2) The Senate amendment also substitutes $7,500 for the
$5,000 amount under present law and removes the restriction on
taking into account the marital status of the taxpayer and the
use of the optional tax table for married taxpayers filing separate
returns. The Internal Revenue Service is permitted to compute
the tax for persons with income above $7,500 if it so decides.

The conference substitute (sec. 942 of the substitute and sec. 6014
of the code) follows the Senate amendment but substitutes $10,000
for the $7,500 amount under the Senate amendment.
S. Penalties forfailure to pay tax or make deposits (sec. 6651 of the code)
The House bill does not include this provision.
The Senate amendment provides a penalty for failure to pay

income tax when due. The penalty is 5 percent of the amount of the
tax if the failure is for not more than 1 month, with an additional 5
percent for each additional month while the failure continues, not
exceeding 25 percent in total. In the case of failure to pay income tax
shown on a return when due, the penalty is imposed on the amount
shown in the return less amounts that have been withheld, estimated
tax payments, payments, yments, and other applicable credits. In the
case of failure to pay a deficiency within 10 days of the date of notice
and demand, the penalty is imposed on the tax stated in the notice
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reduced by the amount of any partial payments. The penalty is not
to be imposed in any case if it is shown that the failure to pay the
tax or the deficiency is due to reasonable cause and not to willful
neglect...
With respect to failure to make deposits of tax, the Senate amend-

ment changes the 1-percent-per-month penalty to a flat 6-percent
penalty. .

The conference substitute (sec. 943 of the substitute and sec.
6651 of the code) generally follows the Senate amendment but'reduces
the penalty for failure to pay income tax to one-hqlf of 1 percent per
month limited to a total of 25 percent.
4. Decarations of estimated tax by farmers (se, 6016 of the code)
The House bill does not include, this provision.
The Senate amendment advances the due, date for filing of tax

returns by farmers and fishermen in order to be excused from filing
declarations of estimated tax from February 15 to. March 15.
The conference substitute (sec. 944 of the substitute and sec.

6015 of the code) advances this date from February 15 to March 1.
6. Portion of salary, ages, or other income exempt front levy (sec. 6SS4

of the code)
The House bill does not include this provision.'
The Senate amendment provides that if the taxpayer is required by

a court judgment to contribute to the support of .hi minor children,
his salary, wages, or other income to the extent necessary to comply
with the judgment is exempt from levy to pay Federal taxes. The
provision applies only if the court decree providing for the support of
minor children is entered prior to the date of the levy.
The conference substitute (sec. 9456 of the substitute and sec. 6334

of the code) follows the Senate amendment.
6. Interest and penalties in case of certain taxable years
The House bill does not include this provision.
The Senate amendment provides relief from interest and penalties

with respect to payments of estimated tax where this results from
understatement of tax because of the repeal of the investment credit
or extension of the surcharge.
The conference substitute (sec. 946 of the substitute) provides relief

from interest and penalties with respect to underpayments of tax and
payments of estimated tax where this results from understatement of
tax because of any amendments made by this act. If a taxpayer is
required to pay any additional amount of estimated tax, as a result
of changes made by this act, such amount is to be paid ratably over
the taxpayer's remaining estimated tax installment dates for his tax-
able year.

SUBTITLE D--U.S. TAX COURT,

1. Article I status for Tax Court and provision for small claims cases
(sees. 7441, 744 (b), (c), and (e) and 7447 of the code)

The House bill does not include this provision.
The Senate amendment makes the following changes in the Tax

Court provisions of the code:
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(1) The Tax Court is established as a court under Article I of
the Constitution;

(2) The term of office is established as 15 years from the date
the judge takes office;

(3) A judge may not be appointed- for the first time after
reaching age 65i

(4) The provisions in the code dealing with the salaries of Tax
Court judges are altered so as to make applicable the statutory
provisions dealing with salaries of district court judges, but no
actual change in the salary provisions is made;

(5) The provisions regarding retirement are revised to require,
among other provisions, retirement at age 70 whether or not the
judge has completed 10 years of service at that time;

(6) As in the case of the district court, a judge may retire at
age 65 if he has served 15 years, but he may retire at a younger
age with 15 years of service if he is available for reappointment
at the conclusion of his term but is not reappointed;

(7) A Tax Court judge may retire if he is permanently disabled;
(8) An election to provide for survivors' benefits may be made

at any time during service as a judge instead of only at the specific
times now set forth;

(9) The Tax Court is given powers regarding contempt, and
the carrying out of its writs, orders, etc., equivalent to those
which Congress has previously given to the district courts;

(10) A small claims procedure is established, for deficiencies
or overpayments not exceeding $1,000 in any year and estate tax
deficiencies under $1,000, under which the decision is to be based
upon a brief summary opinion instead of formal findings of fact,
is not to be a precedent for future cases and is not to be review-
able upon appeal;

(11) Commissioners can be used by the Tax Court in the small
claims cases and are to be paid at the same rate as commissioners
of the Court of Claims;

(12) Changes are made as to time for appeal and terminology
in order to conform the code provisions to the Federal Rules of
Appellate Procedure;

(13) The U.S. Tax Court, as established by this act, is a con-
tinuation of the existing Tax Court of the United States and the
act is to have no effect upon existing litigation, jurisdictions etc.

The conference substitute secss. 951--962 of the substitute and secs.
7441, 7443 (b), (c), and (e) and, 7447 of the code) follows the Senate
amendment. The conferees believe the Tax Court should sit in a greater
number of cities than the 50 in which it presently sits so as to ease the
burdens imposed on taxpayers who must travel substantial distances in
order to take advantage of the new small claims procedures.

E. SENATE PROVISIONS OMITTED

1. Income earned abroad (sec. 910 of the Senate amendment)
No such provision is contained in the House bill,
The Senate amendment reduces from $20,000 or $25,000 to $6,000 the

amount of earned income received from abroad which a U.S. citizen who
is a bona fide resident of a foreign country or who is abroad for 17
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out of 18 months may exclude from income in computing his U.S.
income tax.

This provision is omitted from the conference substitute.
B. Deductions for medical care, medicine, and drugs forindividuals who

have attained the age of 66 (sec. 914 of the Senate amendment)
No such provision is contained in the House bill.
The Senate amendment eliminates the 3 and 1 percent floors

applicable to medical and drug expenses of individual age 65 and
over.
The conference substitute omits this provision.

3. Transportation.expenses of handicapped individuals (sec. 915 of the
Senate amendment)

No such provision is contained in the House bill.
The Senate amendment provides a tax deduction for transportation

expenses incurred in getting to and from work, up to $600 a year,
for certain handicapped persons. The deduction is available to tax-
payers using the standard deduction. A handicapped person to be
eligible for this deduction may prove his disability by presenting a
certificate from a State vocational rehabilitation agency. The certi-
ficate must indicate he has a disability that is expected to last for a

continuous period of long and indefinite duration that prevents him
from using public transportation without undue hardship or danger.
The conference substitute omits this provision.

4. Tax credit for certain expenses of higher education (sec. 917 of the
Senate amendment)

No such provision is contained in the House bill.
The Senate .amendment provides an income tax credit for certain

expenses of higher education to the individual incurring the expenses.
The credit is limited to a maximum of $325 a year and is reduced by
2 percent of the amount by which the adjusted gross income of the
taxpayer exceeds $15,000.

TRhe conference substitute omits this provision.
6. Special tax treatment for i roperty acquired with funds obtained

through violation of criminal laws (sec. 921 of the Senate amend-
ment)

No such provision is contained in the House bill.
The Senate amendment denies capital gains tax treatment on the

sale or exchange of property that directly or indirectly was pur-
chased or financed in whole or in part with money or other property
which was obtained through violation of the criminal flaws of the
United States or the District of Columbia. In addition the provision
allows only straight line depreciation for such property.
The conference substitute omits this provision.

6. Elimination of child's insurance benefit payments in determining
support (sec. 922 of the Senate amendment)

No such provision is contained in the House bill.
The Senate amendment provides that amounts received by an in-

dividual as a child's insurance benefit under the Social Security Act
is not to be taken'into. account in.determining whether the child has
received more than half of his support from the taxpayer.
The conference substitute omits this provision.
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7. Reporting of medical payment(sec. 944 of Senate amendment)
No such provision is contained in the House bill.
The Senate amendment requires the filing of information returns

for payments of $600 or more to a supplier of medical goods and
services including doctors and dentists. The information return re-
quirement also applies to bills for services by doctors, dentists, etc.,
which are reimbursed by the insurance company or other organiza-
tions to the patient.
The conference substitute omits this provision.

8. Reimbursement of taxpayer's costs in certain cases (sec. 945 of the
Senate amen mJi t)

No such provision is contained in the House bill.
The Senate amendment provides that once a taxpayer accepts a

deficiency or an overpayment, or has received a notification that
there is no change in his initial tax liability, then if there is a sub-
sequent determination which is not more favorable to the Govern-
ment, the taxpayer is to be reimbursed for all costs he incurs in connec-
tion with the second deficiency or reduction in overpayment proposed.
The conference substitute omits this provision.

9. Reimbursement of certain Costs of litigation (sec. 948 of the Senate
amendment)

No such provision is contained in the House bill.
The Senate amendment provides for awarding costs to the prevailing

party in a Tax Court proceeding. In the case where the Tax Court
determines the deficiency was assessed without good cause or for
purposes of-harassment, costs may include reasonable attorney fees
and costs of expert witnesses.
The conference substitute omits this provision.

10. Statistics based on ZIP code areas (sec. 949 of the Senate amendment)
No such provision is contained in the House bill.
The Senate amendment provides that the publication of statistics

of income and the compilation of statistics for special studies are not
to contain statistics classified in any way by a coding system for the
delivery of mail (i.e., the ZIP code), except for statistics made avail-
able on an official basis to a Federal, State, or local agency or instru-
mentality (which may not publish or disclose such information).
The conference substitute omits this provision.

F. PROTECTION OF AMERICAN INDUSTRY AND LABOR

This Senate provision, not in the House bill, would have authorized
the President to impose limitations on imports when he finds that an
imported product is disrupting the domestic market or causing injury
to domestic-producing interests and when the exporting country is
imposing restrictions of any kind on imports of articles produced in
the United States. The conference substitute does not include this
provision. This provision is extraneous to the subject of tax reform
and for that reason was not included in the conference substitute. It
was not considered on its merits one way or the other. The problems
to which the amendment was addressed will be the subject of extensive
hearings by the Committee on Ways and Means early next year.
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TITLE X-INCREASE IN SOCIAL SECURITY BENEFITS

The Senate amendment added to the House bill a new title X (the
"Social Security Amendments of 1969") increasing social security
benefits and making related changes in the OASDI and public assist-
ance programs.
1. Benefit increase and related OASDI provisions
The Senate amendment increased regular OASDI benefits by 15

percent with a minimum primary insurance amount of $100, be-
ginning January 1970, and provided a similar (15 percent) increase in
the special payments for certain individuals aged 72 and older who
have no coverage or whose coverage is insufficient to qualify for
regular benefits. In addition, it eliminated the $105 limitation on
wife's, husband's, widow's, and widower's insurance benefits, revised
the allocation of tax receipts between the OASI and DI trust funds,
and raised from $7,800 to $12,000 (beginning January 1973) the
social security earnings base for benefit and tax purposes.

Although the House bill itself had no corresponding provisions, H.R.
15095 (which passed the House on December 15, 1969) contained pro-
visions which are the same as those in the Senate amendment except
that (a) the minimum primary insurance amount is left at $64 (the
figure which results from simply applying the 15-percent increase to
the existing $55 minimum), and (b) the earnings base is not raised
above its present level of $7,800.
The conference substitute (sees. 1002 through 1005) follows H.R.

15095; i.e., it retains, with technical modifications, those benefit in-
crease provisions of the Senate amendment which are also contained
in H.R. 15095 and omits those provisions (the specially increased
minimum PIA and the higher earnings base) which are not.
B. Public assistance provisions
The Senate amendment also contained provisions designed to assure

that at least a part of the OASDI benefit increase will be reflected in
the total income of public assistance recipients; under these provisions
each State is required, im determining need under any of the public
assistance programs, to disregard any retroactive social security bene-
fit increase payments (including those made under future laws as
well as those resulting from this increase), and in addition to disregard
$7.50 per month of the income of each adult public assistance recipient
or (if the State is already satisfying this requirement) to otherwise
provide at least a $7.50 increase in the amount of such recipient's aid
or assistance.
The conference substitute contains provisions which are similar in

intent to those in the Senate amendment.
Under section 1006 of the conference substitute, each State is

required (in determining the need of its public assistance recipients)
to disregard any retroactive payment of the OASDI benefit increase
provided by the bill for January and February. 1970, which is expected
to be paid (by separate check) in April; but this requirement would
be limited to the situation created by the bill and would not apply to
any retroactive payments which may result from future laws.
Under section 1007 of the conference substitute, each State is also

required (in determining the need of its public assistance recipients)
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to assure that every recipient of aid or assistance under any of its
adult public assistance programs who also receives an OASDI benefit
which is increased under the bill will realize an increase in the total of
his public assistance and OASDI benefit payments equal to $4 a
month (or the amount of the increase in his OASDI benefit if less),
whether such' increase in his total payments is brought about by
disregarding a portion of his OASDI benefit or otherwise (e.g., by
raising the State's standard of assistance for all recipients under the
program involved). This requirement is made applicable only to
months before July 1970 in order to allow the Congress time to
consider the matter in connection with its work on major welfare
proposals early next year.
The 15-percent OASDI benefit increase will mean an average

$9.50 increase to those beneficiaries also eligible for public assistance
under the programs of aid or assistance to the aged, blind, and dis-
abled. This increase is more than sufficient to meet the requirement
(discussed above) that all such persons have their total incomes
raised by $4 a month. Moreover, for practically all States, the savings
from the remaining $5.50 will be sufficient to raise the incomes of
those not receiving OASDI benefits by $4 a month; and the conferees
hope that the States will do so.
Senate provision omitted-social security retirement age
The Senate amendment contained a provision making qualified

individuals eligible for actuarially reduced OASDI benefits at age 60,
instead of at age 62 as under present law, to be effective upon a
determination by the President that it is desirable to expand consumer
purchasing power by making additional persons eligible for such
benefits. The conference substitute omits it!:is provision.

MISCELLA NEOUS SENATE PROVISIONS OMITTED

1. Submittal of Federalfunds budget information to the Congress
The House bill did not contain this provision.
The Senate amendment requires the President to send a report to

Congress to accompany the budget and each supplemental appropria-
tion request in which he describes the extent to which the request will
result directly 6r indirectly in a surplus or deficit in the Federal funds
portion of the budget or an increase or decrease in the national debt
of the United States. The supporting factors and circumstances which
form the basis for the effects on the debt and Federal funds budget
also are to be presented in the report. The report is to be sent to the
Committees on Appropriations and Ways and Means of the House
of Representatives and the Committees on Appropriations and Fi-
nance of the Senate.
The conference substitute omits this provision.

2. Presidential Commission on Philanthropic Activities
The House bill did not contain this provision.
The Senate amendment creates a Presidential Commission oni

Philanthropic Activities to study whether the national. interest,
requires i)hilanthrol)ic and similar tax-exeml)t activity and the
effect of the internal revenue laws on such activity.
The conference substitute omits this provision.



3. Scrities and Exchange registration of taz-eempt securities
The House bill did not contain this provision.
The Senate amendment exempts States and municipalities from

the requirement that they register with the Securities and Exchange
Commission any industrial development bonds which they propose to
issue if the issue qualifies for tax exemption under the tax laws
including both the $1 and $5 billion exemptions.
The conference substitute omits this provision. Nevertheless, the

conferees are concerned at the time required and costs involved in
these small issues of industrial revenue bonds. It recommends to the
Securities and Exchange Commission that it give serious considera-
tion to expediting its consideration of these issues and reducing the
the registration requirements and costs of these small industrial
revenue bond issues.
(4) Capitol Guide Service
The House bill did not contain this provision.

-- The Senate amendment establishes within the Congress of the
United States an organization to be known as the Capitol Guide
Service. This organization is to provide, without charge, guided tours
of the interior of the U.S. Capitol Building for the education and
enlightment of the general public.
The conference substitute omits this provision,
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