891 Congress | HOUSE OF REPRESENTATIVES REPORT
2d Session ‘ 1 No. 2327

FOREIGN | INVESTORS TAX ACT OF 1966

OcToBER 19, 1966.—Ordered to be printed

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

CONFERENCE REPORT
[To accompany H.R. 13103]

The committee of conference on the disagreeing votes of the two
Houses on the amendments of the Senate to the bill (H.R. 13103) to
amend the Internal Revenue Code of 1954 to provide equitable tax
treatment for foreign investment in the United States, having met
aftar full and free conference, have agreed -to.recommend and do
recommend to their respective Houses as follows: .

That the House recede from its disagreement to the amendment of
the Senate to the text of the bill and agree to the same with the -
following amendments (pages and lines refer to pages and lines of the
Senate @ngrossed amendments) :

Page 7, strike out line 6, and insert:

an agreement to pay inlterest thereon.

Effective with respect to amounts paid or credited after December 31,
1972, subsection (a)(1)(A) and this subsection shall cease to apply.”

Page 7, line 22, strike out “ration,’”” and insert: ,
ration (other than interest paid or credited after December 31, 1972, by a
domestic branch of a foreign corporation, if such branch is engaged in the
commercial banking business),

Page 8, line 7, strike out ‘‘foreign corporation,” and insert:
Joreign corporation (sther than interest paid or credited after December 31,
1972, by a domesiic branch of a foreign corporation, if such branch 1s
engaged in the commersial banking business),

age 52, line 17, strike out ““871(b)(1)”’ and insert 871(b)(2)

Page 52, line 18, strike out ‘“882(a)’’ and insert 882(a)(2)

Page 73, line 2, strike out the period and insert a comma.

Page 74, in the matter following line 12, strike out “Elections” and
insert Election :

Page 92, line 14, sirike out the period and insert a comma.
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92 line 186, after ‘“‘States.”'insert: * ' .
respect to estates of decedents Jytng after December 31 1972 :
dopomts a domestic branch of a foreign corporation, if such branch is
ed in the commercial banks wzx busmess, shall jor purposes of this
mg pter, be deemed property in the United .
Page 93, line 16, stnke out “(3)"” and insert (3) of
Page 101 line 13 after “owned’’ insert and
Page 102 line 19 strike out ‘“934(b)”’ and insert 934(c) .
Page 103 begmmng with line 9, strike out all through line 2,
e 105.
age 105, line 3, strike out “203"’ and insert 202
Page 107 begmmng with line 3, strike out all through line 14, and
insert:

Skc. 203. TransreRrs oF ProPERTY T0 INVESTMENT CoMpANIES CoON-
TROLLED BY TRANSFERORS.

(@) Transrers 1o INveEsTMENT CorMpPaNIES—The first sentence: of
section 351(a) (relating to transfer to corporation controlled by the trans-
Jeror) is amended by striking out “to a corporation” and inserting in lieu
thereof ““to a corporation (including, in tlg case of transfers made on or
before June 30, 1967, an investment company)’’.-

(b) INvESTMENT COMPANIES Reeuirep To FirE Rzatsmuzozv
SrareMeNT WirH THE SEC.—Section 361 13 amended by redesignating
subsection (d) as.subsection (¢) and by inserting after subsection (c) the
Jollowing new subsection:

“(d) APPLIC’ATION of June 30, 1967, Dark. —For purposes of tlm‘
section, tf, in connection with the transa,ctzon, a registration statement is
required to be filed with the Securities and Exchange Commission, a trans-
Jer of property to an investment company skall be treated as made on or
before June 30, 1967, only if—

“(1 3 such transfer 18 made on or before such date ‘

(2) the registration statement was filed with the Securities and
Exchange Commission before January 1, 1967, and the a ggregatev
18sue price of the stock and securities of the investment company whic
are issued in the transaction does not exceed the aggregate amount
therefor specified in the registration statement as of the close of De-
081‘7‘&(6;7)' St}w o fa f rty to the t the

transfer of property tnovestment company n
transaction includes omg property deposited before May 1, 1967.”

() EFFEC’TIVE D are.—The amendments made by wbsectwns (a) and.
(b) shall a%y with respect to transfers of property to investment com-.
pames whether made bejp ore, on, or after the date of the enactment of this

Page 107, strike out lines 15 through 25.

Page 108 line 1, strike out ‘206" and insert 204

Page 108 between lines 8 and 9, insert:

(b) OONFORMING AMENDMENTS.—

Page 108, line 9, strike out “(b)”.

Page 110 hne_7 strike out “207”’ and insert 205

Page 111, line 3 strike out “208” and insert 206 ‘

Page 113 line 3 strike out ‘‘209”’ and insert 207

Page 113, begmmng with line 13, strike out, all through line 5, page

114, and insert:

l) Errecrive Dare.—The amendments made by subsection (a) shall
ply to taxable years beginning after the date of the enactment of this-
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Page 114, line 6, strike out “210” and insert 208 ,
Page 114, beginning with line 18, strike out all through line 6, page
115, and insert: .

SEc. 209. PERCENTAGE DEPLETION RATE ForR CERTAIN CLAY, SHALE,
: AND SLATE, .
(a) 7% Prercent Rare.—Section 613 (b) (relating to percentage

depletion rates) is amended— -

(1) by renumbering paragraphs (5) and (6) as (6) and (7), re-
spectively, and by inserting after paragraph (4) the following new
paragraph: . '

“(6) 7% percent—clay and shale used or sold for use in the manu-
Jacture of sewer pipe or brick, and clay, shale, and slate used or sold
for use as sintered or burned lightweight ggregate’s." ;

(2) by striking out in pamgrczph (8)(B) (as amended by section
207(a)(2)) “if neither pa,ragrai) (2)(B) nor (6)(B) applies’” and
inselrfginq wn leu thereof ‘‘if neither paragraph (2)(B), (6), or (6)(B)
applies’; - - .

p&) by striking out in paragraph (6) (as renumbered by para-
gmg)h (1)) “shale, and stone, except stone described in paragraph
(6) and inserting in lieu thereof “‘shale (except shale described in
paragraph (6)), and stone (except stone described in paragraph (7))’’;

(4) by striking out, in subparagraph (B) of paragraph (6) (as so
renumbered), “‘building or paving brick,”’ and by striking out
“sewer prpe,’”’; and

(6) by inserting after ‘‘any such other mineral’”’ in paragraph (7)
(as l.go )f?numbered) “(other than slate to which paragraph (6)
applres)’.

(%) p&ON‘FGRH‘ING‘ AmeNDMENT.—Section 613(c)(4)(G) (relating to
tréatment processes) is amended by striking out ‘‘paragraph (6)(B)” and
inserting vn liev. thereof “parar-ragh (6) or (6)(B)".

(¢) Errgcrive Dare.—The amendments made by subsections (a) and
(}) ihali¢1 apply to taxable years beginning after the date of the enactment
of this Act X A

Page 115} line 7, strike out ““212” and insert 210

Page 116, line 9, strike out “213” and insert 211

Page 117, line 13, strike out the quotation marks

Page 117, line 14, strike out the quotation marks
- Page 127, line 17, strike out ‘214’ and insert 212

Page 128, line 7, strike out “215” and insert 213

Page 129, line 19, strike out “216”’ and insert 214

Page 134, line 3, strike out ““217” and insert 215

Page 137, line 19, strike out ‘10,000,000’ and insert 16,000,000
- Page 137, line 22, strike out “equaj to—"' and insert equal to the
eacess over $6,000,000 of— , o

Page 138, line 1, strike out ‘“10,000,000” and insert 15,000,000

Page 138, line 7, strike out 10,800,000’ and insert 15,000,000

Page 138, lineg 11 and 12, strike out “more than 1,500,000, but less
%&5100 136300,000,” and insert more than 6,000,000, but less than

) ) ] v s L .

Page 138, line 16, strike out ‘“1,500,000” and insert 5,000,000

Page 141, line 15, strike out ‘10,000,000” and insert 15,000,000

Page 143, boginning with line 5, strike out all through line 2, page
144, and inserv: S

The Secretary of the Treasury shall, on the first day of each regular
session of the Congress, submit to the Senate and the House of Representa-
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tives a report setting forth, as of the close of the preceding June 30 (be-
ginning with the report as of June 30, 1967), the aggregate and individual -
amounts of the contingent liabilities and the unfunded liabilities of the
Government, and of each department, agency, and instrumentality thereof
including, so far as practicable, trust fund liallities, Government cor-
porations’ liabilities, indirect lhabilities.not included as a part of the
public debt, and liablities ﬁinmram and annuily programs, including
their actuarial status. report shall also set forth the - collateral
ledged, or.the assets available (or to be realized), as security for such
g’abdities (Government securities to be separately noted), and shall also
set forth all other assets specifically available to liquidate such liabilities
of the Government. The report shall set. forth required data in a
concise form, with such explanatory material (including such analysis
of the significance of the liabrlities in terms of past experience and probable
risk) as the Secretary may determine to be necessary or desirable, and shall
include total amounts of each- category according to the department,
agency, or instrumentality involved. ‘ S y
Page 144, beginning with line 3, strike out all through line 9,
page 153. , ‘ ‘ : -
page 3, beginning with the matter in the table of contents relating
to title ﬁ, strike out all through the end of the table of contents on

age 5 and insert:. } _
ITLE ITI—OTHER AM‘ENDMENTS TO INTERNAL REVENUE CODE

ec. 201. Applicalion of Investment Credit to Properly Used in Possessions of the
- .. United States. : . . o '
. (a; Property used by domestic corporations, efc.
(b) Effective dale.
202. Basis of property received on liquidation of subsidiary.
ﬁa) Definition of purchase. » ‘

b) Period of acquisition. :

(c) Distribution of installment obligations. . _
Effective dates. ' N ‘

. 208. Transfers of property to ifivestment companies conltrolled by transferors.

Transfers to inveslment companies. : '

Investment companies required to file registration statement with S.E.C.

Effective date. : N L ' e

" Sec. 204. Removal of special limitations with respect to deductibility of contributions
to pension plans by self-employed individuals. ,

(a) Removal of special limitations. :

b) Conforming amendments.

P
S et N

¢) Definilion of earned income. :
Effective date. . : :
Sec. 206. Treatment of certain income of authors, inventors, etc., as earned income

for retirement plan purposes.
Income from digsposition of property created by tazpayer.
b) Effective date, : S :
zclusion of cerlain rents from personal holding company income.
ga) Rents from leases of certain tangible personal property.
b) Technical amendments. — ‘ ‘
(c) Effective date. -
Sec. 207.  Percentage depletion rate for certain clay bearing alumina.

Sv

Sec.

a) 23 percent rate.
b) Treatment processes.
c) Effective date, . ‘
Sec. 208. Percentage depletion rate for clam and oyster shells.
a) 15 percent rate.
b). Effective date, ,
Sec. 209. Percentage depletion rate for certain clay, shale, and slale.
4) 7% percent rate.
bg onforming amendment.

¢) Effective date.
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Sec. 210, Straddles, o
a) Treatment as short-term capital gain.
b) Effective date. .
Sec. 211, Taz treatment of per-unit retain allocations.
(a) Tox treatment of cooperatives.
éb) Taz treatment by patrons.
¢) Definitionas.
(d) Information reporting.
éc) Effective dates.
f) Transition rule. .
Sec. 212. Ezxcise tax rate on ambulances and hearses.
éa) Classification as automobiles.
b) Effective date.
Sec. 213. Applicability of exclusion from interest equalization tazx of certain loans to
assure raw malterials sources. '
(a) Exzception to excluston.
(bg Technical amendments.
(¢) Effective date.
Sec. 214. Ezclusion from interest equalization tax for cerlain acquisitions by-insur-
ance companies. ‘
(a) New companies and companies operaling in former less developed countries.
(b) Effective date. .
Sec. 216. Exclusion from inlerest equalization tax of certain acquisitions by foreign
branches of domestic banks. :
(a) Authority for modification of executive orders. -
(b) Effective date. :

TITLE I1I—PRESIDENTIAL ELECTION CAMPAIGN FUND ACT

Sec.-301. Short title.
Sec. 302. Authority for designalion of $1 of income lax paymenis to presidential
- election campaign fund.
Sec. 373. Presidential election campaign fund.
(a; Establishment,
(b) Transfers to the fund.
(¢) Payments from fund.
(d) Transfers to general fund.
Sec. 304. Establishment of advisory board.
Sec. 305. Appropriations authorized.

TITLE 1V—MISCELLANEOUS PROVI SIONS

Sec. 401. Treasury notes payable in foreign currency.
Sec. 402. Reports to clerify to national debt and tax structure.

And the Senate agree to the same~

That the House recede from its disagreement to the amendment of
the Senate to the title of the bill and agree to the same.

W. D. Mi1LLs,
CeciL R. Kinag,
HaLe Boagas, = -
Eveene J. KEoGH,
JoaNn W. ByYRNES,
James B. Urr,
Managers on the Part of the House.

RusseLr B. Long,
GEORGE A. SMATHERS,
CLINTON ANDERSON,
Evaene J. McCarTHY,
Frank CARLsSON,
WarLace F. BENNETT, -
Managers on the Part of the Senate,

1



STATEMENT OF THE MANAGERS ON THE PART OF THE
| HOUSE e

‘The mansgers on the part of the House at the conference on the
disagreeing votes of the two Houses on the amendments of the Senate
“the bill (H.R. 13103) to amend the Internal Revenue Code of
1954 to provide equitable tax treatment for foreign investment in the
United States, submit the following statement in explanation of the
effect of the action agreed upon by the conferees and recommended
in the accompanying conference report: ST .
The Senate amendment to the text of the bill struck out all after
the enacting clause of the bill as passed by the House and inserted
"in lieu thereof a substitute containing four titles: Title I1: Foreign
Investors Tax Act; Title II: Other Amendments to Internal Revenue
Code;- Title III: Presidential Election Campaign Fund Act;: and
Title IV: Miscellaneous Provisions. The effect of the action' rec-
ommended in the accompanying conference report is explained below
under the four headings contained in the Senate amendment.

TITLE I—FOKEIGN INVESTCRS TAX ’ACT

IncoME AND ESTATE Tax TREATMENT OF AMoUNTS HELD ON DEPOSIT

(@) Income tax treatment.—VUnder existing law, interest on U.S,
bank deposits is not treated as U.S. source income and, therefore, not
subject to the Federal income tax in the case of nonresident aliens and
foreign corporations not engaged in trade or business in the United -
States:- Under the bill as passed: by.the House (1) this source rule
for interest on bank deposits was broadened for a temporary period so
it applied also to accounts with mutual savings banks, domestic build-’
ing and loan associations; etc., and to ameunts held on deposit by in-
surance companies, and (2) after December 31, 1971, all interest paid
or credited on these U.S. deposits, accounts, or amounts (including in-
terest on bank deposits) was to be treated as U.S. source income. =
. Under the Senate amendment, the temporary income tax treatment
provided by the bill as passed by the House for interest on these de-
posits, accounts, and amounts was made permanent. Under the
action recommended in the accompanying conference report, the
temporary income tax treatment provided in the bill as passed by the
House for interest on U.S. bank: deposits, accounts with mutual sav-
ings banks, domestic building and loan associations, etc., and amounts
held on deposit by insurance companies, will apply with respect to
amounts paid or credited before January 1, 1973. Such amounts.paid
or credited after December 31, 1972, are to be-treated as income de-

-rived from sources within the United States (and therefore subject to
the Federal income tax). -

‘The conferees in inserting December 31, 1972, as the date for the
termination of the income tax exemption for interést on bank deposits,
etc., believe that this will provide an opportunity to review the ex-

A 7 |
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emption in view of developments in the balance-of-payments situa-
tion and other factors. - ; 3 S

(b) Estate tax treatment.—Under existing law, United States bank
deposits of nonresidents who are not citizens are not includible in
their gross estates, Under the bill as passed by the House, these
bank eﬁosit,s would have been includible in these gross estates, effec-
tifvehm'}t;mrespect to decedents dying after the date of the enactment
of the . :

Under the Senate amendment, U.S. bank deposits, accounts with
mutual savings banks, building and loan associations, etc., and
amounts held on deposit by insurance companies were, in general,
deemed to be property not within the United States (and therefore
not includible in the gross estate of a nonresident not a citizen of
the United States), effective with respect to decedents dying after
the date of the enactment of the bill. ‘

The effect of the action recommended in the accompanying con-
ference report is to provide the estate tax treatment for these deposits,
accounts, and amounts contained in the Senate amendment (namely,
that they are not includible in the gross estate of nonresidents who -
are not citizens of the United States) with respect to estates of.de-
cedents dying after the date of the enactment of the bill and before
January 1, 1973. In the case of estates of decedents who are non-
residents and not citizens of the United States and whe die after
December 31, 1972, these deposits, accounts, and amounts will be
includible in gross estate for purposes of the Federal estate tax.

OTHER MODIFICATIONS

Title I of the Senate amendment, while in general retaining the sub-
stance of the bill as passed by the House with respect to matters other
than the tax treatment of bank deposits, made numerous technical
and other modifications in the provisions which relate te the tax treat-
ment of foreign investors. For an explanation of the more important
of these modifications, which are included in the action recommended.
in the accompanying conference report, see the report of the Committee
on Finance of the Senate (S. Rept. No. 1707, 89th Cong., 2d sess.).

TITLE II—OTHER AMENDMENTS TO INTERNALREVENUE
CODE

APPLICATION OF INVESTMENT CREDIT TO PROPEﬁTY USED IN
- POSSESSIONS OF THE UNITED BTATES.

Section 48(a) (2) (A) of the code provides the general rule that prop-
erty used predominantly outside the United States is not to be included
within the term “section 38 property” and therefore is not eligible for.'
the investment credit. Section 48(a)(2)(B) of the code provides

-exceptions to this general rule.

The Senate amendment (in proposed section 201) amends section
48(a)(2)(B) to include among the exceptions from the general rule
with respect to property used predominantly outside the U.S. property
which is owned by a domestic corporation (other than a corporation -
entitled to the benefits of section 931 or 934(b)) or by a U.S. citizen
(other than a citizen entitled -tg.the benefits of sec. 931, 932, 933, or
934(c)) and which is used predominantly in a possession of the United
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States by such a corporation or such & citizen; or by.a corporation

created or organized in, or under the law of, a possession:of the United

States. Under the Senate amendment, this provision was effective

with respect to property placed in service onh or after January 1;-1966

(but no carryback of an investment credit attributable:to this provi-

sion ‘was permitted). P BT TP RS B
The conference action includes this' amendment to the code. . -

DEDUCTION OF MEDICAL EXPENSES OF INDIVIDUALS. AGE 65 OR OVER

-Section 106 of the Social Security Amendments of 1965 provided, in

eneral, that, effective with respect to taxable years beginning .after

ecember 31, 1966, the medical expenses of individuals age 65 and
over are to be treated for income tax purposes.in the same way as the
medical expenses of individuals under' the a%e of 65 (that is, these
expenses would be subject to the 3 percent of adjusted gross income
provision and to the 1-percent provision for drugs). . The Senate
amendment would have made permanent the treatment.of medical
- expenses of individuals age 65 and over as not being subject to the
3-percent and 1-percent provisions. = - . . | o T

_The conference action recommended in the accompanying conference
report does not include this provision of the Senate amendment with
_respect to the medical expenses of the aged.

BASIS OF PROPERTY RECEIVED ON LIQUIDATION OF SUBSIDIARY

Under existing law, the ‘“purchase” from an unrelated party by one
corporation of at least 80 percent of the stock of another corporation,
when followed (within 2 years) by the liquidation of the acquired
corporation, is treated as a purchase of the assets of the acquired
corporation. For this:purpose, wherethe acquiring corporation owns
50 percent or more of the stock of a subsidiary corporation, the sub-.
sidiary corporation is treated as a related party (and, therefore, the
acquiring corporation cannot take into account stock in the liquidated
corporation which it acquired from such.a subsidiary). . . . .. .

he Senate amendment (in proposed sec. 203) expands the defini-.
tion of “purchase’” contained in section 334(b)(3) of the code to
include the purchase of stock from a subsidiary where the stock of
such subsidiary was also acquired by purchase (within a specified
period). This new definition of ‘purchase” applies with respect to
acquisitions of stock after December 31, 1965, - e

he Senate amendment also contained (in proposed sec. 203(c)) an
amendment to section 453(d) of the code with respect to the treatment
of installment-notes in a distribution in complete liquidation of a
subsidiary. described in section 334(b)(2). For a description of such
treatment -under the Senate amendment, see the report of the Com-
mittee on Finance (S. Rept. No. 1707). - : : :

Under the conference action, the Senate amendment, insofar as it.
relates to section 334(b)(2) liquidations, is included. -
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TRANSFERS OF ' PROPERTY TO INVESTMENT. COMPANIES CONTROLLED
et e BY TRANSFERORS .. . Lo

Section 361(a) of the cods, which provides a general rule for the
transfer of ﬁ)mpertyto a corporation controlled by the transferor, now
reads as follows: ... . ;o L E e

. (a) GENBERAL RULB.—No gain or loss shiall be recognized if
. property is transferred to a corporation by one or'more per-

‘- sons solely in 'excha;h%e for stock or securities il such corpora-

. tion and ‘immediate] %’r"‘aft'eiﬁthé_"exchan’ge ‘such person or
“persons are ini ‘control”(as defined in' section 368(c)) of the -
corporation. ‘For purposes of this section, stock or securities -
issued for services shall not be considered as issued in'return

- for.property. = o o

The Senate amendment (in proposed sec. 204(a)) amends the first
sentence of section 351(a) by striking. out f‘to a corporation” and
inserting in lieu thereof ‘“to a corporation (including an investment
company)”’; ,Under the Senate amendment this amendment to
section 351(a): was to apply with respect to transfers of «Fropert
whether made before, on, or after the date of the enactment of the bill.
Under the action recommended in: the accompanying. conference
report, the first sentence of section 351(a) of the code is amended by
striking out ‘‘to a corporation” and inserting in lieu thereof “to a
corporation (including, in the case of transfers made before July 1,
1967, an investment company)’’.. The conference action also inserts
a new subsection (d) in section 351 ﬁ)rovid_ing special rules relating to
the application of section 351 in the case of investment companies
which are required to file registration statements with the Securities
and - Exchange: Commission. Under the conference action, - these
amendments to section 351 are to. apply to!transfers to. investmeént
c?mhpaﬁl;ﬁs, whether made before, on; or after the date of the enactment
of the bill. - o '

MINIMUM AMOUNT TREATED AS BARNED INCOME . FOR RETIREMENT
PLANS OF CERTAIN SELF-EMPLOYED. INDIVIDUALS

The Senate amendment (in proposed sec. 205). raised -from $2,500 -
to $6,600 the minimum amount of earnings from a trade or business,
in which both. personal services and. capital. are material income-
producing factors, which a self-employed person may treat as earned
income, for purposes of section 401 of the code, without regard to the
general rule-that only 30 percent.of the net profits of the trade or
business ' may be treated as a self-employed .person’s earned income.
This provision was to apply to taxable years beginning after December
31, 1965. e T e e

This ‘provision is-not included in the action recommended in the
accompanying conference report.: For: a related provision which is
included in such section, however, see the explanation which immedi-

ately follows this paragraph. .. -~ .
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REMOVAL 'OF SPECIAL LIMITATIONS WITH - RESPECT TO DBEDUCTI~
BILITY OF CONTRIBUTIONS TO PENSION PLANS BY SELF-EMPLOYED
INDIVIDUALS :

Existing section 404(a)(10) of the code limits the deduction with
respect to contributions made on behalf of an individual who is an
enl?)loyee within the meaning of section 401(c)(1) (principally, the
self-employed) to an amount equal to one-half of such contributions.

The Senate amendment repeals section 404(a)(10) of the code,
effective with respect to taxable years beginning after December 31,
1967. The S,enate,amendment‘a{so amends section 401(c)(2) of the
Code (relating to definition of earned income for purposes of certain
‘pension and profit-sharing plans) to treat as earned income all of the
net profits from a trade or business in which both the performance
of personal services and capital are material income-producing
factors. However, the earned income to be taken into account for
this purpose includes only net earnings with respect to a trade or
business in which personal services of the taxpayer are a material
income-producing factor. Under the Senate a:nendment this provi-
sion is effective for taxable years beginning after December 31, 1967.

The action rec:ommendedy in the accompanying conference report
includes both the repeal of section 404(a)(10) and the amendment of
the earned income provisions of section 401(c)(2), effective with
respect to taxable years beginning after December 31, 1967. '

TREATMENT OF- CERTAIN INCOME OF AUTHORS, INVENTORS, ETC., AS
EARNED INCOME FOR RETIREMENT PLAN PURPOSES

Section 401(c)(2) of the code contains the definition of ‘‘earned
income” for purposes of pension and profit-sharing plans which cover
self-employes individuals and owner-employees: A

The Senate amendment adds a new subparagraph providing that
the term ‘“‘earned income’ includes gains (other than capital gains)
and net earnings derived from the sale or other disposition of, the
transfer of any interest in, or the licensing of the use of property (other
than good will) by an individual whose personal efforts created such
property. , :

nder the conference action, this provision is retained.

- EXCLUSION OF CERTAIN RENTS FROM PERSONAL HOLDING COMPANY"
‘ . INCOME

- Section 543(b)(3) of the code defines the term ‘‘adjusted income -
from rents”’ for purposes of the provisions of the code relating. to
‘personal holding companies. - The Senate amendment adds a provi-
sion providing that such term does not include compensation, hew-
ever designated, for the use of, or the right to use, any tangible -
-ﬁergonal propert manufa‘cture& or produced by the taxpayer, if
luring the taxable year the taxgayer is engaged in substantial manu-
facturing or production of tangible persongfproperty of the same type.

v Under the conference action this provision is retained. E
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PERCENTAGE  DEPLETION RATE FOR. CERTAIN CLAY-BEARING ALUMINA

‘Section 613(b)(6) of the code, provides a 15-percent-depletion rate
for all other minerals not otherwise provided a percentage depletion
rate. .. Under that; Prov,ision, clay, laterite, and nephelite; syenite used
for the extraction of alumina would receive a 15-percent-depletion rate.
Section 613(c)(4) of the code sets forth the treatment processes which
are considered as mining. .., . . e e

‘The Senate amendment '(in. proposed sec. 209(a)). amends section
613(b) -to .provide a 23-percent-depletion rate. for:clay,. laterite, and
nephelite syenite produced from deposits in the United States to the
extent that alumina. and aluminum;compounds. are. extracted. there-
from. Section 209(b) would have amended section 613(c)(4) to pro-
vide that in the case of clay, laterite, and nephelite syenite extracted
from deposits in the United States, all processes applied to derive
alumina or aluminum ‘compounds wpuldp be considered: as - mining.
Such amendments: would apply to taxable years beginning after the
date of enactment of the -biﬁ.\ R o TR

Under the conference action. proposed section 209(a) is'retained but
proposed section 209(b):is deleted.. - The amendment is to arply to
taxable years beginning after the date of enactment of the bill.

' PERCENTAGE DEPLETION RATE FOR CLAM AND OYSTER SHELLS
Section 613(3?5(5) of the code provides a 5-percent-depletion rate
for mollusk shells (including clam shells and oyster shells). - :
The Senate amendment (in proposed sec. 210) amends séction 613(b)
to ‘provide a '15-percent-depletion’ rate. for mollusk shells, except
when used for riprap, ballast, road material, rubble, concrete aggre-
gates or for similar purposes, in which event a 5-percent rate applies.
The amendmenb-algﬂlies‘ to taxable years beginning after the date of
enactment of the bill. S SR .
Under the conference action this provision is retained.

PERCENTAGE DEPLETION RA'I‘E FOR CERTAIN. CLAY, SHALE, AND SLATE

Section 613(b) of the code provides a 5-percent-depletion rate for
shale; clay used, or sold for use, in the manufacture of brick or sewer
pipe; and clay or slate used or sold for use as concrete aggregates or
for similar purposes.  Section 613(c)(4) sets forth certain -treatment
processes considered as mining., . . .- . T

The Senate amendment (in proposed sec. 211) would have amended
section 613(c)(4) to provide that: the sinterihg or burning: of clay,
shale, and slate, used or seld for use, as lightweight aggregates, wouKl
be considered a mining process. This amendment would apply to
taxable years beginning after the date.of enactment of the bﬂf‘ i

Under the Senate amendment (in proposed sec. 404) the depletion
rate for clay and shale used or sold for use in the manufacture of sewer
pipe and brick would be 15 percent.” “This amendment would apply
to taxable years ending after, the date of enactment of the bill. *

Under the conference action the depletion rate for clay:or shale used
or sold for use in the manufacture of sewer pipe and brick, and for
clay, shale or slate used or sold for use as sintered or burned lightweight
aggregates, is to: be 7% percent.. Under:the conference action this

i
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amendment is to- a) lply to taxable years beginning after the date of

enactment of the b
STRADDLES

The Senate amendment (in proposed sec. 212) amends section 1234
to provide that the gain from the lapsé of an option granted by the
taxpayer as part of a straddle is to be treated as a short-term capital

ain. This provision does not rz:f)ply to any person who holds securities
%or sale to customers in the ordinary course of his trade or business.
The amendment is applicable to straddle transactions entered into
after January 25, 1965. ‘

Under the conference action this provision is retained.

TAX TREATMENT OF PER UNIT RETAIN ALLOCATIONS

The Senate amendment (in proposed sec. 213) amends the present
law relating to the taxation of cooperatives and their patrons to
provide tax treatment with respect to per unit retain certificates
which parallels, in general, the tax treatment applicable with respect
to patronage dividends. The amendment applies generally to taxable
years beginning after April 30, 1966.

Under the conference action, this provision is retained.

EXCISE TAX RATE ON AMBULANCES AND HEARSES

The Senate amendment (in proposed sec. 214) provides that the
sale of a hearse, as well as an ambulance or combination ambulance-
hearse vehicle, is to be considered to be the sale of an automobile
chassis and an automobile body (rather than a truck chassis and
body) for purposes of determining the marufacturers’ excise tax on
motor vehicles. This amendment applies with respect to articles sold
after the date of the enactment of the bill. :

APPLICABILITY OF EXCLUSION FROM INTEREST EQUALIZATION TAX OF
CERTAIN LOANS TO ASSURE RAW MATERIAL SOURCES

Section 4914(d) of the code excludes from interest equalization tax
certain loans to assure raw material sources. However, the exemp-
tion may be lost if the obligation is subsequently transferred. The
Senate amendment would 1mpose the tax only on a person who
acquires the obligation with an intent to sell it to other U.S. persons.
This amendment is effective with respect to acquisitions of debt
obligetions after the date of enactment.

Under the conference action this provision is retained.

EXCLUSBION FROM INTEREST EQUALIZATION TAX FOR CERTAIN ACQUISI-
, TIONS BY INSURANCE COMPANIES

Section 4914(e) of the code permiss life insurance companies to
establish reserve funds of assets under specified circumstances. The
Senate amendment extends this privilege to permit a life insur-
ance company to establish a reserve fund of assets where such
a company commences activities in a developed country or where a
less developed country is designated as a developed country. This
amendment is to take effect on the day after the date of enactment.

Under the conference action this provision is retained.
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EXCLUSION FROM INTEREST EQUALIZATION TAX OF CBRTAIN ACQUISI-
TIONR BY FOREIGN. BRANCHES OF DOMESTIC BANKS

The Sena'te amendment gives the President authority under section

14931 (a).to exempt from- the interest equalization tax U.S. dollar loans

made by the foreign branches of U.S. commercial banks,
Under the conference action this provision is retained.

TITLE HI—PRESIDENTIAL ELECTION CAMPAIGN FUND

. | ACT B >

Title III of the Senate amendment adds five new sections (cecs..

301-305) to the bill. Under the conference action, these five new
sections uxetsined«_with‘the changes noted below.

Section 301.\Short title-
Section 301 provides that title III may be cited as the ‘“Presidential
Election Campaign Fund Act of 1966.” :

Section 302. Authority for designation of 31 of income tax payments to
presidenti ele%‘ campaign fund , o

. Section 302 ‘amends subchapter A of chapter 61 of the code by
adding a new. part VIII consisting of a new section 6096. The new
section 6096 of the code permits every individual (other than a non-
resident alien individual) to designate. that an amount equal to $1 of
his income tax [liability for any -taxable year shall be paid into the
presidential election campaign fund (established by sec. 303 of the.
Senate amendment). Under the Senate amendment, such designa-
tions may be made with respect to income tax liability for taxable
years. beginning after December 31, 1966.
Section 303. Presidential election campaign fund

Subsection (a) of section 303 of the Senate amendment establishes
a special fund, to be known a$ the “presidential election campaign
fund,” on the/books of the Treasury. L

Subsection/(b) of seciion 303 directs the Secretary of the Treasury
to transfer to the fund amounts equal to the amounts designated by
individuals under section 6096 of the code (added by sec. 302 of-the
Senate amendment), ' :

Subsecti

(¢) of section 303 provides for payments by the Secretary
of the Treasury, as authorized by appropriation acts, out of the fund
to political parties which have : uaﬁﬁed under the provisions. of  the
subsection/ With respect to each presidential campaign, the Senate
amendment provides that payments will be made to political parties
whose candidate for President at the preceding presidential election
received 10,000,000. or more popular votes in a total amount equal to
$1 multiplied by the total number of (Fopular votes cast in such pre-
ceding presidential election for candidates of political parties whoce
candidates received 10,000,000, or more popular votes. Under the
Senate amendment each such political party will share equally in the
total amount authorized for payment to thess political parties.. A
political| party whose candidate for President at the preceding presi-
dential election received more than 1,500,000 but less than 10,000,000
popular yotes will be entitled to payments equal to $1 multi lied by
the_ number of popular votes in excess of 1,500,000 received by the
candidate of such political party in such preceding presidential election.
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Under the conference action, the provisions in the Senate amend-
ment with respect to payments to political parties whose candidates
received 10,000,000 or more popular votes in the.preceding presidential -
election are made applicab?e only with respect to political parties
whose candidates received more than 15,000,000 popular votes in the
preceding presidential election. In addition, under the conference
action, the provisions in the Senate amendment applicable to political
parties whose candidates received more than 1,5000,000 but less than
10,000,000 popular votes in the preceding presidential election are
m.ade applicable only to political parties whose candidates received
more than 5,000,000 but less than 15,000,000 popular votes in the pre-
ceding presidential election. Finally, under the conference action, no
"payment is to be made to any political party with respect to the first
51,000,000 votes received by its candidate in the preceding presidential
election. -

Under the Senate amendment, payments may be made, with respect
to any presidential campaign, beginning September 1 of the year in
which a presidential election is held. No payment may be made to a
political party with respect to any presidential campaign unless the
treasurer of such party has certified to the Comptroller General the
total amount spent or incurred by such party, prior to the certification,
in carrying on such presidential campaign and has furnished such
records and other information as may be requested by the Comptroller
General. In addition, no payment may be made to a political party
in advance of the time that the party has incurred the expenses for
which the payment is made. : . ,

Under the Senate amendment, the Comptroller General is to certify
to the Secretary of the Treasury the amounts payable to each political
party which qualifies for payments. The Comptroller General is
authorized to prescribe such rules and regulations, and to conduct
"such examinations and investigations, as he dotermines necessary.

Subsection (d) of section 303 provides that any moneys in the fund
remaining after political parties have been paid the amounts to which
they are entitled with respect to a presidential campaign are to be
transferred to the general fund of the Treasury.

Section 304. Establishment of Advisory Board

Section 304 of the Senate amendment establishes an advisory board,
to be known as the Presidential Election Campaign Fund deisory
Board, to counsel and assist the Comptroller General in the per- -
formance of his duties under section 303. Under the Senate amend-
ment, the Board is to consist of two members representing each politi-
cal pa.re?' whose candidate for President at the last presidential election
received 10,000,000 or more popular votes, These members are to
be appointed by the Comptroller General from recommendations
submitted by the qualifying political parties. The members of the
Board appointed by the Comptroller Eeneral will select three addi-
tional members of the Board. - o

Under the conference action, the number of votes required in order
for a political party to have representatives on the Advisory Board is
raised to 15,000,000.

Sectvon 305. Appropriations authorized

Section 305 of the Senate amendment authorizes appropriations to
be made out of the presidential election campaign fund to enable the
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Secretary of the Treasury to make payments to political parties under
section 303 of the Senate amendment. | | .

TITLE IV—MISOELLANEOUS PROVISIONS

Title IV of the Senate amendment added five new sections (secs.
401-405) to the bill.

TREABURY NOTES PAYABLE IN FOREIGN CURRENCY

Under section 16 of the Second Liberty Bond Act, the Secretary of
the Treasury is authorized to issue bonds (obligations with maturities
over 5 years) and certificates of indebtedness (obligations with maturi-
ties of less'than 1 year) payable in foreign currencies. Section 401 of
the Senate amendment amends this section so as to authorize. the
issuance of notes (obligations with maturities between 1 and 5 years)
payable in foreign currencies. The conference action retains this
provision, ' ' ' :

REPORTS TO CLARIFY NATIONAL DEBT AND TAX STRUCTURE

Section 402 of the Senate amendment directs the Secretary of the
Treasury to submit to the Congress, on or before March 31 of each -
year (beginning with 1967), a report setting forth the aggregate and
individual amounts of thé contingent liabilities and the unfunded lia-
bilities of the Government. ' -

The conference action inserts a substitute for this section which
requires that a report be made on the first of each regular session of the
Congress with respect to the close of the preceding June 30 (beginning
with June 30, 1967). : ‘ - o

COVERAGE OF EXPENSES OF CERTAIN DRUGS UNDER SUPPLEMENTARY
MEDICAL INSURANCE BENEFITS ' '

The Senate amendment (in proposed sec. 403) extends. the benefits
provided by the supplementary medical insurance program (pt. B
of title XVIII of the Social Security Act) to include payment in full
for certain expenses incurred by eligible individuals in purchasing
drugs and biologicals. The drugs and biologicals covered (“qualified
drugs”) would include only those approved by a newly established
Formulary Committee consisting of the Surgeon General of the Public
Health Service, the Commissioner of the Food and Drug Adminis-
tration, and the Director of the National Institutes of Health (except
that until otherwise determined by such committee the U.S. Public
Health Service formulary is to govern) ; and the amount of the expenses
gaid therefor with respect to which payment under the pro%ram.may

e made (‘“allowable expenses”’) would Kglest&blished by the formulary
committee and approved by the Secietary. The formulary com-
mittee, which would be assisted by a seven-member advisory group
appointed by the Secretary, is directed to publish and disseminate at
least once a year a list of all qualified drugs and the allowable expenses
of various quantities of each. This portion of the Senate amendment
would become effective on January 1, 1968, or, if earlier, whenever the
monthly premium rate under the supplementary medical insurance
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ro. am is increased (under sec. 1839(b) of the act) above its pr%ent ‘
evel of $3.
Under the conference action, the portlon of the Senate amendment
relatm% to coverage of drugs and biologicals under the supplementary
medical insurance program is omitted., :

PERCENTAGE DEPLETION RATE FOR CLAY AND SHALE USED IN MA.KING
SEWER PIPE

The Senate amendment (in Iproposed sec. 404) contained prowsxons
relating to the percentage depletion allowance for clay and shale used
or solcF for use in the manufacture of sewer pipe and brick. The
conference action with respect to this provision is explained under f
title IT under the heading ‘‘percentage depletion rate for certain: clay,
shale, and slate.” ‘ ‘
PRESERVATION FROM REDUCTION OF CERTAIN WIDOWS' BENEFITS

UNDER TITLE II OF THE SOCIAL SECURITY ACT

T e Senate amendment (in pro Fosed sec. 405) amends the “famlly
max1mum” prov1s10ns in title II of the Social Security Act to provide
that a widow’s insurance benefits will not be reduced on account of
any child’s insurance benefits which may be pazable to a child of an
insured individual who died before 1966, 1f such child is not the widow'’s
child And would not have been consxdered to be the insured individual’s
- child under the applicable provisions of section 216(h) of the act
(relating to determmatlon o? family status) before that section was.
amended in 1965 to permit certain sons and daughters of insured
individuals to qualify as “children” for benefit purposes although not
so qualified unaer State law. This portion of the Senate amendment
would apply only to monthly benefits for months after the month of
enactmeﬁt
Under |the conference action, the portion of the Senate amendment

relating éo these widow’s insurance benefits is omitted.
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